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TREASURY NEWS

 epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 556 2041

For Immediate Release Contact: Stephen Hayes
Friday, April 9, 1982 566-2041

Treasury Designates American Airways Charter, Inc.
as a Cuban National

The Department of Treasury announced today that it
had designated American Airways Charter, Inc., a Florida
charter travel service handling tourists flights to Cuba,
as a Cuban "national" under the Cuban Assets Control Regulations.
For purposes of the Treasury embargo regulations, such designated
nationals are treated the same as other engaging in any
financial transaction with the firm, and the firm's assets
in the United States are blocked.

The designation of American Airways Charter, Inc. was
based on a finding that the firm is controlled by Cuba and
has assumed the operation of another Cuban-controlled firm,
Trawvel Services, Inc., which had earlier been designated by
Treasury and ordered to cease operations in the United States.
No Cuban firm is authorized to maintain an office or business
operation in the United States.

Treasury has designated over forty firms and individuals
as either controlled by Cuba or representing Cuban interests.
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TREASURY NEWS

epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-204"
FOR IMMEDIATE RELEASE April 12, 1982

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $ 4,713 million of 13-week bills and for $ 4,702 million of
26-week bills, both to be issued on April 15, 1982, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing July 15, 1982 : maturing October 14, 1982
Discount Investment : Discount Investment
Price  Rate Rate 1/ : Price Rate Rate 1/
High 96.756 12.833% 13.45% : 93.508 12.841% 13.92%
Low 96.750 12.857% 13.47% s 93.464 12.928% 14.02%

Average 96.752 12.8497 13.477% : 93.479 12.899%2/ 13.99%

Tenders at the low price for the 13-week bills were allotted 80Z.
Tenders at the low price for the 26-week bills were allotted 15Z.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location ' Received Accepted : Received Accepted
Boston $ 59,030 $ 44,345 i S 84,260 $ 65,260
New York 13,347,440 3,944,665 : 10,482,525 3,340,475
Philadelphia 89,995 39,995 : 76,180 76,180
Cleveland 58,350 40,765 : 105,960 84,960
Richmond 44,695 40,045 : 51,640 47,640
Atlanta 62,315 58,030 : 54,915 52,415
Chicago 1,091,330 68,150 : 812,045 199,045
St. Louis 42,785 29,255 : 30,015 24,015
Minneapolis 21,905 9,405 : 27,030 27,030
Kansas City 54,690 50,810 : 47,735 43,945
Dallas 28,490 23,490 : 20,100 20,100
San Francisco . 716,385 64,845 : 928,905 388,405
Treasury 299,130 299,130 : 332,615 332,615
TOTALS $15,916,540 $4,712,930 : $13,053,925 $4,702,085
Iype
Competitive $13,635,600 $2,431,990 ¢ $§10,863,445 $2,511,605
Noncompetitive 1,085,205 1,085,205 : 975,380 975,380
Subtotal, Public $14,720,805 $3,517,195 ¢ $11,838,825 $3,486,985
Federal Reserve $ 1,026,535 $1,026,535 : $ 1,000,000 $1,000,000
Foreign Official
Institutions 169,200 169,200 : 215,100 215,100
TOTALS $15,916,540 $4,712,930 : 813,053,925 $4,702,085

1/ Equivalent coupon-issue yield.
2/ The four-week average for calculating the maximum interest rate payable

on money market certificates is 12.904%Z.
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FOR IMMEDIATE RELEASE APRIL 12, 1982

The Treasury announced todaf that the 2-1/2 year
Treasury yield curve rate for the five business days
ending April 12, 1982, averaged 16435/% rounded to
the nearest five basis points. Ceiling rates based
on this rate will be in effect from Tuesday, April 13,
1982 through Monday, April 26, 1982.

Detailed rules as to the use of this rate in
establishing the ceiling rates for small saver certifi-
cates were published in the Federal Register on July 17,
1981.

Small saver ceiling rates and related information
is available from the DIDC on a recorded telephone message.

The phone number is (202)566-3734.

’

Approved ~. L A ( g

Francis X. Cavanaugh

Acting Director

Office of Market Analysis
& Agency Finance




TREASURY NEWS

pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

For Immediate Release ‘Contact: Willy Carney
April 12, 1982 566=-5252

Brandstatter Moves
to New Position

John M. Walker, Jr., Assistant Secretary (Enforcement and
Operations) today announced that Arthur F. Brandstatter, Director
of the Federal Law Enforcement Training Center (FLETC), Glynco,
Georgia, will move to a new position as Special Assistant to the
Assistant Secretary (Enforcement and Operations).

Mr. Brandstatter will begin his new assignment effective
April 18, 1982. 1In his new responsibility, Mr. Brandstatter will
serve as a principal advisor to the Assistant Secretary for the
development of specialized training programs for state and local
law enforcement officers.

"Art Brandstatter has been an outstanding Director of the
Federal Law Enforcement Training Center" Mr. Walker said. "His
experience will be most valuable in developing specialized
training ptrograms. Supporting state and local law enforcement is
a high priority goal of this office."

Mr. Brandstatter was born in McKees Rock, Pennsylvania, on
December 27, 1914. He holds degrees of Bachelor of Science in
Police Administration from Michigan State University and a Master
of Arts from the same institution.

Mr. Brandstatter began his career in 1938 as a member of the
Detroit Police Department. After serving as a commissioned
officer in the U.S. Army Air Corps during World Wwar II, he was
appointed Chief of Police at East Lansing, Michigan. 1In 1947, he
accepted a position as Professor and Director of the School of
Criminal Justice at Michigan State University, a post he held
until 1976. He simultaneously served as Director of Public
Safety for Michigan State University from 1947 to 1960.

During the time that he headed the c¢riminal justice program
at Michigan State University, Mr. Brandstatter introduced many
academic innovations, such as studies in police science, crime
prevention, and highway traffic administration; a masters and
doctoral program in Criminal Justice and Criminology; field
service training; and the National Institute on Police and
Community Relations. He has advised many state and local police
forces on their training programs, as well as the police
organizations of foreign governments.

In post-World War II Germany, Mr. Brandstatter served as
consultant on public safety to U.S. BHigh Commissioner John J.
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McCloy. He is retired from the U.S. Army Reserve with rank of
Brigadier General. He served as official U.S. Delegate to the

Fifth United Nations Congress on the Prevention of Crime and the
Treatment of Offenders in Geneva in September, 1975.

In 1977, Mr. Brandstatter received the Enforcement Award
from the Association of Federal Investigators for his outstanding
contributions and accomplishments as a leader in the
investigative and law enforcement fields. He is a member of the
Boards of Directors of the Americans for Effective Law
Enforcement and the Academy of Criminal Justice Service and
numerous other organizations. He was selected to serve on the
Board of Overseers of Indiana University in 1981. He is also
listed in Who's Who in America.

Mr. Brandstatter was selected as the Director of FLETC in
July, 1976. During his tenure, FLETC has doubled the number of
participating organizations and completed a major construction

program which provides for the latest state-of-the-art in law
enforcement training facilities.



TREASURY NEWS &

epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE CONTACT: GEORGE G. ROSS
April 13, 1982 (202) 566-2041

THE UNITED STATES AND THE PEOPLE'S REPUBLIC OF CHINA
SIGN AN AGREEMENT ON RECIPROCAL EXEMPTION OF
INTERNATIONAL SHIPPING AND AIRLINE EARNINGS

The U.S. Treasury Department today announced the signing of
an agreement between the United States and the People's Republic
of China on the taxation of income from the international opera-
tion of ships and aircraft. The Agreement, which was negotiated
during the meetings of the Joint Economic Committee in Beijing in
November 1981, was signed on March 5, 1982 in Beijing by the U.S.
Ambassador to China, Arthur W. Hummel, and the Finance Minister
of the People's Republic of China, Wang Binggian. The Agreement
will be transmitted to the U.S. Senate for its advice and consent
to ratification.

The Agreement contains provisions similar to those found in
the U.S. Model Income Tax Treaty concerning the taxation of
income related to the international operation of ships and
aircraft. It provides that the United States will exempt from
Federal income tax income derived by Chinese enterprises from the
operation of ships and aircraft in international traffic. The
exempt income includes income from the rental of ships and air-
craft which are used by the lessee in international traffic or if
the rental is incidental to the operation of ships and aircraft
in international traffic, and also includes income from the use
of containers and related equipment in international traffic.
Salaries of crew members of ships and aircraft derived by a
resident of China would also be exempt from Federal income tax,
unless the individuals are U.S. residents or citizens. In turn,
China will exempt from tax the income of U.S. enterprises from
operating ships and aircraft in international traffic, including
income from the leasing of ships, aircraft and containers under
the conditions described above, and the salaries of crew members
who are U.S. residents (unless the individuals are residents or
citizens of China). '
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Once the treaty is ratified, its provisions will have effect
from January 1, 1981. It will supplement an exchange of notes
signed in November 1981 and effective from January 1, 1981, which
reciprocally exempts from tax income from the international
operation of ships documented under the laws of the United States

or the People's Republic of China, respectively.

Copies of the Agreement and the Treasury Department's
Technical Explanation of the Agreement are attached.



AGREEMENT BETWEEN
THE GOVERNMENT OF THE UNITED STATES OF AMERICA
AND
THE GOVERNMENT OF THE PEOPLE'S REPUBLIC OF CHINA
WITH RESPECT TO
MUTUAL EXEMPTION FROM TAXATION OF TRANSPORTATION
INCOME OF SHIPPING AND AIR TRANSPORT ENTERPRISES

The Government of the United States of America and the
Government of the People's Republic of China have agreed as
follows, with respect to mutual exemption from taxation of
transportation income of shipping and air transport enter-
prises;

ARTICLE 1

Income and profits of an enterprise of a Contracting
State from the operation of ships or aircraft in international
traffic shall be taxable only in that Contracting State.

ARTICLE II
1. The term income and profits from the operation of
ships and aircraft includes:
+(a) Income and profits from the operation of passenger,
cargo, or mail transportation service by the owner or charterer
of a ship or aircraft, and the sale of tickets related to such
transportation;
(b) income and profits from the rental of ships or
aircraft which are operated in international traffic by the

lessee;



(c) income and profits from the rental of ships or
aircraft if such rental is incidental to the operation of ships
or aircraft in international traffic; and

(d) income and profits from the rental or use of
containers (and related equipment for the transport of containers)
used in international traffic.

The income and profits referred to in (a) through (d) above
are, in each case, derived by an enterprise of a Contracting
State.
2. The term international traffic means any transport by
a ship or aircraft, except when such transport is solely between
places in the other Contracting State.
ARTICLE III
Gains derived by an enterprise of a Contracting State
from the alienation of ships, aircraft, or containers operated
in international traffic shall be taxable only in that State.
ARTICLE IV
1. The term enterprise means:

(a) A state-owned or collectively-owned énterprise of,
and an enterprise carried on by a resident of, the People's
Republic of China; and

(b) an enterprise carried on by a company incorporated
in the United States of America and an enterprise carried on by
a resident of the United States of America.

2. The term enterprise also includes a participation in a
partnership or joint business by an enterprise referred to in

paragraph 1.



ARTICLE V
Salaries and other remuneration derived by a resident of
a Contracting State employed as a member of the crew of a
ship or aircraft operated in international traffic shall be
exempt from tax in the other Contracting State.
ARTICLE VI
The competent authorities of the Contracting State shall
seek to resolve by mutual agreement any difficulties or doubts
arising as to the interpretation or application of this
Agreement.
ARTICLE VII
Nothing in this Agréement prevents a Contracting State
from taxing its residents and citizens.
ARTICLE VIII
Each of the Contracting States shall notify the other
Contracting State in writing, through diplomatic channels,
upon the completion of their respective legal procedures to
bring this Agreement into force. The Agreement shall enter
into force on the date of the later of such notifications and’
the provisions shall take effect on January 1, 1981.
ARTICLE IX
This Agreement shall remain in force indefinitely.
However, either Contracting State may terminate the Agreement
by giving six months prior notice to the other Contracting
State, through diplomatic channels, in which case the Agreement
shall cease to have effect as of January 1 following the expira-

tion of the six months pericd.



Done at Beijing this fifth day of March, 1982, in
duplicate, in the English and Chinese languages, the two

language texts having equal authenticity.

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF THE
UNITED STATES OF AMERICA PEOPLE'S REPUBLIC OF CHINA

ot ol 7 &%



TECHNICAL EXPLANATION OF THE AGREEMENT BETWEEN
THE GOVERNMENT OF THE UNITED STATES OF AMERICA AND
THE GOVERNMENT OF THE PEOPLE'S REPUBLIC OF CHINA
WITH RESPECT TO MUTUAL EXEMPTION FROM TAXATION OF
TRANSPORTATION INCOME OF SHIPPING AND
AIR TRANSPORT ENTERPRISES
SIGNED AT BEIJING ON MARCH 5, 1982

This technical explanation is an official guide to the
Agreement. It reflects policies behind particular
provisions of the Agreement, as well as understandings
reached with respect to the interpretation and application
of the Agreement. The Agreement deals only with the
taxation of shipping and air transport enterprises, although
it is anticipated that, at some point in the future, the
principles contained therein will be included in a more

comprehensive income tax convention between the two
countries.

Article I

This Article states the basic rule of the Agreement
that income and profits of an enterprise of a Contracting
State from the operation of ships or aircraft in inter-
national traffic shall be taxable only in that Contracting
State (i.e., the State of residence of the enterprise (see
discussion of Article IV)). The relevant terms in this
Article are discussed elsewhere in the Agreement.

In the case of the People's Republic of China, the tax
exemption applies to all taxes on income and profits
collected at the national level (whether in force at the
time of signature or subsequently enacted), including local
surcharges collected by the national government. 1In the
case of the United States, the tax exemption covers the
Federal income tax. However, it was understood that if any
state or locality of the United States imposes tax on
enterprises of the People's Republic of China on income and
profits from the operation of ships or aircraft in
international traffic, the People's Republic of China may
impose any local surcharge on such income and profits of
U.S. enterprises.

Persons qualifying for the exemption must file
appropriate tax returns with the tax authorities of the

People's Republic of China or the U.S. Internal Revenue
Service, as the case may be.



Article I1I

Paragraph 1 provides an illustrative list of the income
and profits covered by this Agreement. The use of the term
"income and profits" in the Agreement differs from the U.S.
Model, where only the term "profits" is used. No sub-
stantive difference is intended. The reference to "income
and profits" is merely intended to clarify that qualifying
profits are exempt from tax, regardless of whether that tax
is imposed on gross or net income.

Income and profits from the operation of ships and
aircraft includes normal operating income, such as income
and profits from the operation of passenger, carge, or mail
transportation services, and from the sale of tickets
related thereto. 1Income and profits covered include those
from the rental of ships or aircraft which are operated in
international traffic by the lessee or if such rental is
incidental to the operation of ships or aircraft in
international traffic. Thus, if a U.S. bank charters a
vessel to a third party, the resulting rental income is
exempt from Chinese tax if the vessel is operated in
international traffic by the lessee. If a U.S. shipping
enterprise charters a vessel to a third party, the resulting
rental income is exempt from Chinese tax since such a
charter would be incidental to the U.S. enterprise's
shipping operations, regardless of whether the operator uses
the vessel in international traffic.

The rental income and profits described in this
Agreement are included whether the rental is on a full or
bareboat basis, and irrespective of the State of residence
of the operator.

Paragraph 1(d) provides that income and profits from
the operation of ships and aircraft includes income and
profits from the rental or use of containers (and related
equipment for the transport of containers) used in
international traffic.

The flush language of paragraph 1 merely states that an
exemption is available only to covered income and profits of
an enterprise of a Contracting State. Thus, if a U.S.
shipping company charters a vessel to a French shipping
company operating in China, the tax exemption granted by the
Agreement applies to the rental income and profits derived
by the U.S. shipping company, and does not extend to the
operating income of the French shipping company.
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Paragraph 2 defines the term "international traffic" as
any transport by a ship or aircraft, except when such
transport is solely between places in the other Contracting
State. The definition is identical to the definition
contained in the U.S. Model. Thus, for example, if a ship
operated by a U.S. resident transports goods from San
Francisco to China, leaving some of the goods in Shanghai
and the remainder in Nanjing, the entire transport would be
international traffic. However, if that ship were to pick
up additional goods in Shanghai and deliver them to Nanjing,

the transport of those additional goods would not be in
international traffic.

Article III

Article III is identical to the U.S. Model and provides
that gains derived by an enterprise of a Contracting State
from the alienation of ships, aircraft, or containers
operated in international traffic shall be taxable only in
that State (i.e., the State of residence of the enterprise
(see discussion of Article 1IV).

Article 1V

Article IV provides the definition of the term
"enterprise." Paragraph 1 provides that the term
"enterprise” means: in the case of the People's Republic
of China, a state-owned or collectively-owned enterprise of,
and an enterprise carried on by a resident of, the People's
Republic of China; and in the case of the United States, an
enterprise carried on by a company incorporated in the
United States (i.e., a company incorporated under the laws
of the United States, a state thereof, or the District of
Columbia), and an enterprise carried on by a U.S. resident.

For the purposes of this Agreement, an individual is
not automatically a resident of the United States or China,
as the case may be, merely because he is a citizen or
national of either State (i.e., a citizen of one of the
Contracting States who is not a resident of either). To be
a resident of a Contracting State for purposes of the
Agreement, he must be subject to tax in that State on
account of his residence therein. Thus, an individual will
be considered a U.S. resident if, without regard to his
citizenship, he would be taxable by the United States on his
worldwide income as a resident. Residence for this purpose
(and for other provisions of the Agreement) is to be
determined in accordance with the principles of Treasury
regulations under section 871 of the Internal Revenue Code.
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Paragraph 2 provides that the term "enterprise" also
includes a participation in a partnership or joint business
by an enterprise referred to in paragraph 1. No substantive
difference from the provisions of the U.S. Model is intended
by the use of the term "partnership" rather than "pool," or
by the omission of a reference to an "international
operating agency."

Article V

Article V provides that salaries and other remuneration
derived by a resident of a Contracting State employed as a
member of the crew of a ship or aircraft operated in
international traffic shall be exempt from tax in the other
Contracting State. Such remuneration is taxable only by the
Contracting State of residence of the crew member. In the
case of the United States, the tax exemption applies to the
Federal inconmeé tax. In the case of the People's Republic of
China, the tax exemption applies to the individual income
tax and any local surcharges thereto collected by the
national government.

Article VI

Article VI provides that the competent authorities of
the Contracting States shall seek to resolve by mutual
agreement any difficulties or doubts arising as to the
interpretation or application of the Agreement. It is
intended that the competent authorities may communicate with
each other directly for the purpose of reaching an agree-
ment. It is contemplated that the competent authorities
may, for example, agree to the meaning of a term or a single
residence of an individual who is a resident of both
Contracting States under their respective internal laws.
However, in the absence of a mutual agreement, any term not
defined in the Agreement is to be defined under the domestic
tax law of the Contracting State applying the Agreement,
unless the context in which the term is used requires a
definition independent of such domestic tax law. 1In the
case of the United States, the competent authority is the
Secretary of the Treasury or his delegate.

Article VII

Article VII contains the traditional "saving clause"
under which each Contracting State reserves the right to tax
its citizens and residents as if the Agreement had not come
into effect.



Article VIII

Article VIII provides that each Contracting State shall
notify the other Contracting State in writing, through
diplomatic channels, upon the completion of the legal
procedures required to bring the Agreement into force. It
further provides that the Agreement will enter into force
upon the later of such notifications, and that the
provisions of the Agreement will have effect on January 1,
1981. 1In the United States, the provisions apply to taxable
years beginning on or after January 1, 1981. 1In the
People's Republic of China, the provisions apply to taxes
paid on or after January 1, 1981. Thus, when the Agreement
enters into force, residents of the Contracting States may
be entitled to refunds of certain tax previously paid upon
the filing of appropriate claims for refund pursuant to the

provisions of the domestic tax law of the Contracting State
from which a refund is sought.

Article IX

The Agreement shall remain in force unless terminated
by one of the Contracting States. Either Contracting State
may terminate the Agreement by giving at least six months
prior notice through diplomatic channels. 1In that event,
the Agreement shall cease to have effect as of the first day
of January next following the expiration of the six month
period. Accordingly, in the United States, the Agreement
would cease to have effect with respect to taxable years
beginning on or after the next following January 1; in the
People's Republic of China, the Agreement would not apply to
taxes paid on or after the next following January 1.



TREASURY NEWS

partment of the Treasury ¢ wWashington, D.c. ¢ Telephone sszom

FOR RELEASE AT 4:00 P.M. April 13, 1982

TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice, invites
tenders for two series of Treasury bills totaling approximately
$9,400 million, to be issued April 22, 1982. This offering will
result in a paydown for the Treasury of about $75 million, as the
regular 13-week and 26-week bill maturities were issued in the
amount of $9,473 million. The two series offered are as follows:

91-day bills (to maturity date) for approximately $4,700
million, represeriting an additional amount of bills dated
January 21, 1982, and to mature July 22, 1982 (CUSIP No. 912794
BE 3), currently outstanding in the amount of $4,943 million,
the additional and original bills to be freely interchangeable.

182-day bills for approximately $4,700 million, to be dated
April 22, 1982, and to mature October 21, 1982 (CUSIP No. 912794 BQ 6).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing April 22, 1982. In addition to the
maturing 13-week and 26-week bills, there are $4,261 million of
maturing 52-week bills and $10,017 million of maturing cash manage-
ment bills. The disposition of these latter amounts was announced
last week. Federal Reserve Banks, as agents for foreign and inter-
national monetary authorities’, currently hold $2,284 million, and
Federal Reserve Banks for their own account hold $2,502 million of
the maturing bills. These amounts represent the combined holdings
of such accounts for the three reqular issues of maturing bills.

Tenders from Federal Reserve Banks for themselves and as agents
for foreign and international monetary authorities will be accepted
at the weighted average prices of accepted competitive tenders.
Additional amounts of the bills may be issued to Federal Reserve
Banks, as agents for foreign and international monetary authorities,
to the extent that the aggregate amount of tenders for such accounts
exceeds the aggregate amount of maturing bills held by them. For
purposes of determining such additional amounts, foreign and inter-
national monetary authorities are considered to hold $1,456 million
of the original 13-week and 26-week issues.

The bills will be issued on a discount basis under competitive
and noncompetitive bidding, and at maturity their par amount will
be payable without interest. Both series. of bills will be issued
entirely in book-entry form in a minimum amount of $10,000 and in
any higher $5,000 multiple, on the records either of the Federal
Reserve Banks and Branches, or of the Department of the Treasury.
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Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C.
20226, up to 1:30 p.m., Eastern Standard time, Monday,

April 19, 1982. Form PD 4632-2 (for 26-week series) or Form
PD 4632~3 (for 13-week series) should be used to submit tenders
for bills to be maintained'on the book-entry records of the
Department of the Treasury.

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 competi-
tive tenders the price offered must be expressed on the basis of
100, with three decimals, e.g., 97.920. Fractions may not be used.

Banking institutions and dealers who make primary markets 1n
Government securities and report daily to the Federal Reserye.Bank
of New York their positions in and borrowings on such securlties
may submit tenders for account of customers, if the names of the
customers and the amount for each customer are furnished. Others
are only permitted to submit tenders for their own account. Egch
tender must state the amount of any net long position in the bills
being offered if such position is in excess of $200 million. This
information should reflect positions held as of 12:30 p.m. Eastern
time on the day of the auction. Such positions would include bills
acquired through "when issued" trading, and futures and forward
transactions as well as holdings of outstanding bills with the same
maturity date as the new offering, e.g., bills with three months to
maturity previously offered as six-month bills. Dealers, who make
primary markets in Government securities and report daily to the
Federal Reserve Bank of New York their positions in and borrowings
on such securities, when submitting tenders for customers, must
submit a separate tender for each customer whose net long position
in the bill being offered exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury.

A cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual
issue price as determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit
of 2 percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders.
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Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids. Competi-
tive bidders will be advised of the acceptance or rejection’ of
their tenders. The Secretary of the Treasury expressly reserves
the right to accept or reject any or all tenders, in whole or in
part, and the Secretary's action shall be final. Subject to these
reservations, noncompetitive tenders for each issue for $500,000
or less without stated price from any one bidder will be accepted
in full at the weighted average price (in three decimals) of
accepted competitive bids for the respective issues.

Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on April 22, 1982, in cash or other immediately-available funds
or in Treasury bills maturing April 22, 1982. Cash adjustments
will be made for differences between the par value of the maturing
bills accepted in exchange and the issue price of the new bills.

Under Section 454(b) of the Internal Revenue Code, the
amount of discount at which these bills are sold is considered to
accrue when the bills are sold, redeemed, or otherwise disposed of.
Section 1232(a)(4) provides that any gain on the sale or redemp-
tion of these bills that does not exceed the ratable share of the
acquisition discount must be included in the Federal income tax
return of the owner as ordinary income. The acquisition discount
is the excess of the stated redemption price over the taxpayer's
basis (cost) for the bill. The ratable share of this discount
is determined by multiplying such discount by a fraction, the
numerator of which is the number of days the taxpayer held the
bill and the denominator of which is the number of days from the
day following the taxpayer's date of purchase to the maturity of
the bill. If the gain on the sale of a bill exceeds the taxpayer's
ratable portion of the acquisition discount, the excess gain 1is
treated as short-term capital gain.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any
Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt.



TREASURY NEWS

apartment of the Treasury o Washington, D.C. ¢ Telephone 566-2041

FOR RELEASE AT 4:00 P.M. April 14, 1982

TREASURY TO AUCTION $5,250 MILLION OF 2-YEAR NOTES

The Department of the Treasury will auction $5,250
million of 2-year notes to refund $4,048 million of notes
maturing April 30, 1982, and to raise $1,202 million new
cash. The $4,048 million of maturing notes are those held by
the public, including $422 million currently held by Federal
Reserve Banks as agents for foreign and international monetary
authorities.

In addition to the public holdings, Government accounts
and Federal Reserve Banks, for their own accounts, hold $525
million of the maturing securities that may be refunded by
issuing additional amounts of the new notes at the average
price of accepted competitive tenders. Additional amounts of
the new security may also be issued at the average price to
Federal Reserve Banks, as agents for foreign and international
monetary authorities, to the extent that the aggregate amount
of tenders for such accounts exceeds the aggregate amount of
maturing securities held by them.

Details about the new security are given in the attached
highlights of the offering and in the official offering
circular.
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HIGHLIGHTS OF TREASURY
OFFERING TO THE PUBLIC
OF 2-YEAR NOTES
TO BE ISSUED APRIL 30, 1982

Amount Offered:

TO the public.o...-o..-.oo...-

Description of Security:

Term and type of security........
Series and CUSIP designation.....

Maturity date...ceeeeecoccanse

Call date.0...........0'......‘..
Interest coupon rate...eseceeceess

Investment yield...ceceaeecess

Premium or discount..eceeccececaccsons
Interest payment datesS..cceeccnvcsan
Minimum denomination available.....

Terms of Sale:

MethOd Of sale.eoOooou.ol-oocnool‘-

Accrued interest payable
by investOr.cieeeceeencacen .o

Preferred allotment.cceescecsncaases

Payment by non-institutional

INVeStOLS.eeeessosccssan ceessces

Deposit guarantee by

designated institutions...ceeececocee

Key Dates:

Deadline for receipt of tenders......

Settlement date (final payment

due from institutions)

a) cash or Federal funds.......
b) readily collectible check......

Delivery date for coupon securities..

* 5 0 0020 08

April 14, 1982

§5,250 million

2-year notes
Series R-1984
(CUSIP No. 912827 NC 2)

April 30, 1984

No provision

To be determined based on

the average of accepted bids
To be determined at auction
To be determined after auction
October 31 and April 30

$5,000

Yield auction
None
Noncompetitive bid for

$1,000,000 or less

Full payment to be submitted
with tender

Acceptable

Wednesday, April 21, 1982,
by 1:30 p.m., EST

Friday, April 30, 1982
Wednesday, April 28, 1982

Wednesday, May 12, 1982
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Department of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE
THURSDAY, APRIL 15, 1982
4:45 p.m.

ADDRESS BY THE HONORABLE NORMAN B. TURE
UNDER SECRETARY FOR TAX AND ECONOMIC AFFAIRS
CASE WESTERN RESERVE UNIVERSITY, CLEVELAND, OHIO
HOWARD T. MCMYLER AWARD LECTURE
APRIL 15, 1982

I am honored to have been asked to participate in these
proceedings to honor Howard T. McMyler. The ideals of a free
enterprise system of economic organization and of a
conservative form of government which seeks to strengthen
that system, ideals which Mr. McMyler presented to his
students and his community, have a long history. 1In 1776,
the concepts which give analytical substance to those ideals
were systematically assembled and presented by Adam Smith in
The Wealth of Nations. 1In the same year, the birth of our
nation was an affirmation of the essentiality of conservative
government to the end of securing the primacy of the
individual and of the indivisibility of the individual's
social, civil, and property rights. These ideals have been
frequently and sorely tried in the ensuing two hundred and
more years. They have survived every challenge and become
sturdier and richer with the passage of time. They are today
as fresh and as exciting as ever.

As is so often the case, however, there is a large gap
between these ideals in the abstract and their implementation
in our public policies and the conduct of government. For
much of the last half a century, there has been a gathering
momentum toward government policies which, as they take
effect, constrict and circumscribe freedom in the conduct of
economic affairs, which have year by year broadened the scope
of government influence on how the economy performs, and
which have resulted in governments' preempting an
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ever-increasing share of our total production capability.

The freeness and privateness of the organization of the
economy have tended to slip away while government actions and
policies have increasingly eroded the spirit of enterprise in
the system. Government at all levels has become less
conservative as it has more and more invaded the daily life
of us all.

Mr. McMyler surely would have been dismayed, although
not defeated, by the perception that the thrust away from
conservatism in government and away from the freedom,
privateness, and enterprise in the organization of the
economy has been bipartisan. Republican as well as Democrat
administrations and congresses have found it easier to go
with the trend toward government domination and control of
the economy than to attempt to stem the tide, let alone
reverse it. But Mr. McMyler would have taken heart from the
observation that the American economy has so far been able to
withstand virtually every abuse that government policy makers
have been able to devise and impose on it.

Mr. McMyler would have been encouraged by the
developments in American political economy at the end of the
1970's and the early 1980's. He would have seen the
emergence of a dramatically different view about how
government policies and actions affect the performance of the
economy and about the types of programs and policies which
are called for in the interests of effective operation of the
economy. And he would have been delighted to observe that
the changes in perception and in policies were solidly based
on the most rigorous, the most solid, and the most thoroughly
investigated body of economic analysis --- the neoclassical
theory to which the giants of the economics discipline
contributed so much. He would have recognized with pleasure
that the intellectual foundations of the new political
economy were the handiwork of Adam Smith, David Ricardo, Jean
Baptiste Say, John Stuart Mill, and Alfred Marshall.

Finally, he would have found in the Economic Recovery Program
which President Reagan presented last year solid evidence
that the philosophic preferences for individual freedom and
responsibility can be effectively embodied in government
policies and actions and need not be merely slogans to which
only lip service is given.

The Philosophy of the Reagan Economic Recovery Program

In virtually every major respect, the Reagan economic
program represents a dramatic and drastic shift in the
perception of what are government's responsibilities with
respect to effective operation of the economy and how these
responsibilities are most effectively discharged. The
underlying views which had long prevailed in prior
administrations were that the market sector of the economy,
left to its own devices, could do nothing right, and that the
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individual is economically powerless and must be protected by
government from economic mischance. This conviction, seldom
expressly articulated but evident in virtually every phase of
government policy, gave rise to an ever-expanding
participation by government over an ever-broadening scope of
economic activity. Increasingly, it was incorporated in
government policies and programs which strip the individual
of responsibility for determining his or her economic status
and prospects. And more and more, it was reflected in
constraints on how businesses and households might conduct
their daily economic lives and exercise their property
rights.

These views were rejected in the formulation of the
Reagan Economic Program. The fundamental premise upon which
this program is based is that if government policies and
actions less interfere with its operations, a free, private
enterprise organization of the economy, operating in a market
system, can and will perform effectively --- far more so than
it has. It follows from this premise that the outcomes of
the functioning of the market system, operating in a much
freer atmosphere than in the past, are not only acceptable
but, indeed, the best, overall, than can be achieved. 1In
applied terms, this means that the top priority in public
economic policy should be to enhance, to the maximum possible
extent, the function of the free, private market system in
allocating the Nation's labor, capital, and other resources
among the myriad alternative uses to which they can be put.
Decisions about how much of our existing resources should be
used to add to production capability as opposed to satisfying
current consumption demands should be made by the
interactions of households and businesses in the market, not
by government directive. What types of capital are acquired,
what industries acquire them, what products they produce are
decisions for investors and businesses, as mobilizers of
resources, to make in response to market signals, not
government fiats. How much of our time and resources to
allocate to market-oriented and directed employments and how
much to "leisure" are decisions we should make as
individuals, in response to the costs and rewards we
encounter in the market place for all of the alternatives,
not in response to government penalties or subsidies. And
the consequent distribution of income and wealth should be
perceived as systematically associated with the economy's
performance, not as an unrelated phenomenon subject in
isolation to government manipulation.

This should not be construed as blind faith in the
perfection of markets or as a conviction that market
per formance cannot be improved. Instead, it leads to the
broad policy prescription that the responsibility properly to
be assigned to government is to identify the sources of
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market failure and to facilitate more efficient market
operation, not to constrain and to dictate market outcomes.
Increasing market efficiency calls for reducing the weight of
diverse influences which distort the signals --- relative
prices --- which markets emit as guides to the most efficient
and satisfying use of our resources.

Shifting assignment of responsibility for the initigt@on
of economic activity and for determination of the composition
of economic activity and its course over time from government
to the private sector requires rejection of the elitist
notion that public policy makers know better than private
market participants what is good for them --- the private
market participants. The essential concomitant of an
efficiently operating free, private market system is that
public policies respect the individual, his capacity to make
his own way, his right to make mistakes and to learn from
them, and in sum, to determine his own economic fate. This
respect, embodied in policies, is the hallmark of truly
conservative government.

The Reagan Economic Recovery Program's Elements

The Reagan Economic Recovery program epitomizes this
perspective on government and the economy. As the President
has repeatedly observed, the economy's most valuable resources
are its people. To avail ourselves of these resources,
we must remove or at least moderate the institutional
inhibitions of individual incentives. Instead, we must
provide institutional arrangements in which the private
market mechanism can more efficiently perform. To this end,
clearly, the thrust toward an ever-mounting edifice of
complex regulations must be reversed. The policy concern is
not to dismantle the existing regulatory system nor to
abandon totally the use of regulatory powers. Instead, the
effort is to change the focus of regulation from mere
circumscription, constraint, and control of how households
and businesses perform toward allowing them to perform more
efficiently by internalizing, where possible, relevant
benefits and costs.

Secondly, the Reagan program calls for revising
government spending programs not merely to reduce the extent
to which they preempt and control the economy's production
capability but also to assure that any such preemption is
directed toward appropriate objectives and in such ways as to
offer the greatest possible assurance of efficient pursuit of
these objectives. 1In turn, this requires rejecting the
assumption that government programs have and are entitled to
a life of their own. Curbing the growth of government
spending should not be seen as part of a doctrinal fixation
on balanced budgets. The urgency in curbing Federal spending
growth derives in large measure from recognition of the fact
that virtually all government outlays change relative prices
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and costs, often unintentionally and in ways which are not
perceived. The side effects of government outlays may go
unnoticed by public policy makers but they nevertheless act
to impair the efficiency with which markets function.
Reducing the growth in these outlays is an effective way of
moderating their adverse effects on market efficiency as well
as restraining the extent to which government preempts our
production capability.

Third, if the market system as a whole is to operate
efficiently, our single most critically important market ---
the financial market --- must do so as well. Our financial
markets perform the essential functions of informing us about
the costs and rewards for exchanging current consumption for
future income, of mobilizing our saving and directing it into
its most productive uses. To be sure, any number of factors
may adversely impact the functional effectiveness of the
financial market. We have, over the years, accumulated a
ponderous complex of regulations of the structure and
operation of financial institutions. Modification or
elimination of these antique constraints is a high priority
goal of the Administration in the interests of allowing
financial institutions to perform more efficiently.

Just as important, however, is to establish firmly a
monetary policy which is consonant with efficient financial
market functioning. 1Insofar as monetary policy results in
erratic and unpredictable changes in the stock of money, it
imposes costly barriers to efficient portfolio management and
distorts and confuses information about the real terms of
trade between the present and the future. And where the
growth in the supply of money is too rapid, the consequent
inflation interacts with the tax system to accentuate real
tax rates and their adverse effects on working, saving,
investing, risk-taking, innovation --- the activities on
which we depend for economic progress. Financial market
efficiency requires moderate, steady growth in the supply of
money.

Finally, the Reagan program lays great stress on
constructive tax provisions in the interests of allowing
markets to perform efficiently and of reducing tax
impediments to growth-generating activities. The aim here is
a system of taxation which least distorts the signals cast up
by the market system with respect to the most rewarding uses
of production capabilities. The focus of tax policy is to
minimize the excise effects of taxation, i.e., the alteration
of the relative prices which would prevail in the absence of
taxation. Neutrality is elevated to be the primary criterion
of a good tax system, that is, a tax system which imposes the
least possible impediment to efficient functioning of the
market system.
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This was the guiding principle in the President's tax
program which emerged ultimately as the principal part of the
Economic Recovery Tax Act of 198l1. The core of the tax
program for individual taxpayers is the staged, across-the-
board reductions in bracket --- marginal --- tax rates,
followed by indexing to avert inflation's cancelling these
rate reductions. It is the taxpayer's bracket rate which
affects the cost and reward he incurs for an incremental hour
of work and for an additional dollar of saving. Only by
reducing bracket rates --- for all taxpayers, not merely some
deemed to be more worthy than others --- is it possible to
reduce the tax disincentives for market-directed and rewarded
work and to moderate the inherent income tax bias against
saving and investment,

This kind of tax reduction for individuals contrasts
sharply with the approach long followed in the past. The
Reagan tax program concentrated on reducing bracket or
marginal tax rates in the interests of increasing individual
incentives for work, saving and investing, risk-taking, and
innovation. Earlier tax programs focused on reducing average
tax rates, particularly for lower income individuals in the
interests of redistributing income, while allowing bracket
rates to escalate in response to inflation. 1In the past, in
short, tax policy chased an equity will o' the wisp, at the
cost of an ever-increasing tax bias against productive,
market-directed personal effort, saving and investing.

The principal component of the tax program affecting
business taxpayers is the drastic and dramatic revision in
the tax provisions regarding capital recovery. The
Accelerated Cost Recovery System which replaced the antique
depreciation system business had long endured was based on
the perception that some such change was necessary to reduce
the basic income tax bias against saving invested in durable
capital, particularly during an inflationary era. It can be
readily shown that if the income tax is to increase the cost
of saving and capital no more than the cost of consuming, it
must afford capital recovery deductions the present value of
which equals the cost of the capital facilities. There wasg a
growing awareness of the fact that under the then existing
depreciation system, restricting the sum of the write-offg of
capital investments against taxable income to the originail
cost of the facilities and extending these write-offs oyer
relatively long periods, the real present value of these
offsets against income subject to tax is less than the
replacement cost of the assets. Some calculations indica'pd
that during periods of particularly strong inflation, reg;
tax rates on the returns to durable capital were vastly
greater than the statutory corporation income tax rate -__
indeed, in some cases approached or exceeded a conflscatory
100 percent,
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It is clear, surely, that such tax results must result
in gross understatement of the real contribution to total
output made by additions to our stock of capital, and thereby
mislead savers and investors about the real costs and rewards
for forgoing current consumption.

Apart from the immediate objectives served by last
year's tax legislation, its overall thrust is consonant with
the basic aims of the Reagan Economic Recovery Program.
Those aims, to repeat, are to remove --- or at least to
lighten --- the deadening hand of government on the economy
and to allow private initiative to restore a long-missing
vitality to our economic life.

Some Concluding Observations

Substantial progress was made last year toward the
achievement of these aims. The Congress and the
Administration together demonstrated that the growth in
Federal spending could be constrained to a manageable rate.
Under Vice President Bush's direction, the Administration
moved impressively toward rationalizing our regulatory system
and reducing its burden while continuing effective pursuit of
worthwhile objectives of regulation.. The Congress endorsed
the President's tax policies and enacted the most drastic,
dramatic, and constructive changes in our tax system since
the inception of our income tax in the early part of this
century. And the Federal Reserve succeeded in decelerating
the growth in the stock of money, thereby materially reducing
inflationary momentum, even though that monetary growth has
remained excessively volatile.

We are today at a crossroads in public economic
policies. The extension and deepening of the recession which
began early in 1979 has led to substantial upward revisions
of the projected Federal deficits over the next several
years. Dealing with these deficits in a manner which will
not prove to be counterproductive, which will move toward a
budget balance without weakening the impetus for economic
recovery, poses an enormous challenge. The effort to achieve
a "budget compromise" in significant part by raising taxes
would strike at the very heart of the Reagan program. Tax
increases would materially blunt the effort to reconstruct
public policies in order to free up the market system, to
allow it to perform more effectively, and thereby to afford a
solid basis for economic progress. No less than last year
--- indeed, even more so ---achieving and sustaining economic
recovery in a free environment calls for reducing the growth
in Federal outlays, for a less oppressive reqgulatory
machinery, and for steady, moderate growth in the stock of
money. And no less than last year, it calls for the greatest
possible stress on reducing the excise effects of our tax
system, at the very least on holding down tax rates for
individual and corporate taxpayers alike.
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The Reagan program is a grand design for restoring
economic freedom and responsibility to the individual,
thereby reinvigorating the types of activities upon which
economic progress has always depended. There are, to be
sure, many possible impediments to the effective
implementation of that design. The current state of the U.S.
financial markets could impose a major stumbling block to the
positive responses to the Reagan program. But if the
appropriate monetary policy is achieved and adhered to, the
condition of those markets will rapidly improve. One of the
major indications of that improvement will be a structure of
interest rates which far more closely than at present
reflects capital's real contribution to output. In this
setting, significant gains in output in housing,
construction, consumer durables, and capital goods will be
forthcoming. More important than these gains, the progress
toward greater economic freedom, toward investing the
individual with greater opportunity and responsibility for
determining his or her economic status should be seen as the
real measure of the Reagan economic program's success.



FOR IMMEDIATE RELEASE

REMARKS BY
THE HONORABLE ‘JOHN M, WALKER, JR.
ASSISTANT SECRETARY (ENFORCEMENT AND OPERATIONS)
DEPARTMENT OF THE TREASURY
BEFORE THE
13TH MAJOR DRUG TRAFFICKERS PROSECUTION CONFERENCE
WASHINGTON, D.C.
APRIL 14, 1982

I am deeply honored to address this assembly of profes-
sionals -~ investigators and prosecutors of major drug
traffickers -- in the war against narcotics. As.a former
nagcotics prosecutor myself, I know the challenges you face
from the most ruthless element in our society. The theme of
this conference, "New Alliances in Federal -Drug Prosecutions,"
underlines the importance of cooperation among the various
federal law enforcement agencies engaged in the narcotics
war -- both as between themselves and with state and local
agencies -- particularly in this era of less resources.

Such cooperation is essential; we must constantly strive to
have more of it.

At Treasury we are deeply enmeshed in narcotics enforce-
ment -- through Customs' interdiction efforts by air, land
and sea, joint DEA-ATF task forces, an important DEA/Customs
task force currently operating in Florida which the Vice
President spoke to you about yesterday and about which I will
speak further, IRS tax examinations of major traffickers and
joint IRS-Customs financial investigations. Treasury is not
just paying lip service to inter-agency cooperation; we live
by it. For, while we take seriously our primary role in nar-
cotics interdiction and tax investigations, we also recognize
DEA's primary jurisdiction in drug investigations. This has
led to important additional cooperative efforts. Today I will
comment on three such efforts: First, Customs/IRS financial
investigations of the Greenback type; second, the Vice President's
Task Force; and third, ATF's work with DEA in making firearms
cases against major drug traffickers. I then would be happy
to try to answer your questions.
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At Treasury —-- not surprisingly -- we go after the
money that drives the narcotics traffic. Behind every
narcotics transaction, there is money; behind every major
trafficker, there is more money and plenty of it. That
money is always there as potentially devastating evidence
in a narcotics trial or even as the basis for substantive
charges. One of our jobs at Treasury is to find this money
for you -- for prosecutors and other enforcement agencies.
Today, financial law enforcement has become a powerful weapon
in the arsenal against drug trafficking.

As we all know, federal law enforcement agencies for
many years have sought to attack racketeers and other major
criminals through their financial dealings. Records of
financial transactions link persons engaged in criminal con-
spiracies. Federal income tax laws have long been used to
prosecute major organized crime figures, such as, Frank
Costello in the 1950's and Al Capone in the 1930's.

But, criminal organizations have come a long way since
the 1930's. As the sophistication in organized crime, par-
ticularly drug trafficking organizations, has improved, Fed-
eral agencies have had to develop the use of modern tech-
nology to keep pace with these trends. And progress has ac-
celerated sharply during just the past few years. This pro-
gress is due in large part to the Treasury Department's ex-
panded use of the Bank Secrecy Act, administered by the office
of the Assistant Secretary. This Act assists law enforcement
officials in three important ways.

First, the Act requires banks to keep the records needed
to reconstruct financial transactions. Second, the reports
that banks and others are required to file often provide val-
uable information to law enforcement officials. These reports
document currency deposits of $10,000 or more, currency move-
ment across the border of $5,000 or more, and foreign bank
accounts. - And, finally, the failure to file the required re-
ports can be a basis for prosecuting a criminal who has been
involved in large currency transactions.

The Bank Secrecy Act was introduced in 1969 after law
enforcement officials expressed concern over the difficulties
in investigating and documenting the financial aspects of
international crimes. During extensive hearings in both the
House and the Senate, Government officials described how for-
eign bank accounts were being used in tax evasion, bribery,
securities violations and drug violations. The Act was in-
tended to make transactions related to such criminal activity
easier to detect and document.



The unit in the Customs Service assigned to analyze Bank
Secrecy Act reports has grown and improved through the years.
Recently, its currency capabilities were recognized when we
announced the creation of the Financial Law Enforcement Center
and doubled the size of the staff. Customs has now developed
computerized indices for the currency transaction reports, re-
ports of foreign bank accounts, and the reports of the inter-
national transportation of currency and monetary instruments.
The Center is able to identify all of the reports pertaining
to a specific person or entity in a matter of seconds and to
promptly provide this valuable information to other Federal
law enforcement agencies. Furthermore, based upon these
detailed reports, the center prepares charts depicting the
financial flow of drug money - naming traffickers, couriers,
and money launderers.

During the past few years, Treasury provided DEA alone
with information from more than 7,400 reports, reflecting more
than $1.5 billion in currency transactions. We have also
provided DEA with thousands of reports of the international
transportation of currency. Although some of this data was
provided in response to specific requests, the bulk of it
was supplied on the basis of general criteria developed by
Customs and DEA. For many years, this report information
has also been available to Federal prosecutors through the
Criminal Division at the Department of Justice, and many
U.S. Attorneys have used it to identify possible violators
or to provide leads and support for ongoing investigations.
I urge those of you professionals personally involved in
drug investigations and prosecutions to make certain that
you have obtained whatever data FLEC has concerning your
subjects. Contact Customs' Office of Investigations at the
local or national level to get access. You will be pleased
with the results.,

"Operation Greenback" in South Florida, as a case study,
shows how useful this financial information can be. Let me
give you a little history on this operation. 1In the late
1970's, reports of the Federal Reserve showed a very large
and rapidly growing surplus of currency in Florida. This
cash was flowing into the Federal Reserve System where the
banks were dumping their currency. This was counter to the
normal trend of currency outflow from the Fed as currency
expands. That surplus reached $4.9 billion in 1979 and $5.9
billion in 1980 - and it wasn't coming from waitresses who
were receiving more tips.



We then collected Bank Secrecy Act information identi-
fying the commercial banks that were depositing large amounts
of currency into the Federal Reserve offices in Florida. In
addition, we analyzed hundreds of currency transaction reports
filed by banks in Florida. Those reports clearly identified
a large number of individuals and firms that were dealing in
extraordinarily large volumes of currency. We then concluded -~
and it wasn't too hard to do this -- that the majority of these
individuals and firms were illegitimate -- either part of major
narcotics trafficking rings or organizations formed to launder
money for major drug traffickers.

Our initial strategy for Operation Greenback was based
on two concepts. First, an attack would be made through
the vulnerability of the traffickers' financial activity.
We would enforce the tax laws and the Treasury regulations
requiring the reporting of large currency transactions or
the international movement of large amounts of currency.

Second, the criminal investigations would be integrated
through the grand jury process with special prosecutors
coordinating all of the related investigations, including
those within the jurisdiction of the FBI, DEA, or ATF as
well as Customs and IRS. The grand jury umbrella would
permit all of the agents participating in the investigation
to pool information, including financial information. This
type of sharing across agency lines, which ‘is so ‘essential
to the successful investigation of sophisticated criminal
activity, was not encouraged by traditional investigative
operations. It would be required under Greenback.

Operation Greenback in its two-year history has turned
out to be a highly significant coordinated Federal law en-
forcement effort, and it has had some important accomplish-
ments. As of the end of February, 90 people had been in-
dicted in the Greenback Operation. Currency seizures have
exceeded $20 million. Jeopardy tax assessments in the amount
of $112 million have been obtained. The scope of the problem
in South Florida is so great that now only organizations laund-
ering over $100 million a year are presently being targeted.
Even more important than Greenback's successes is its value
as a model of a new approach to prosecutions of major money
launderers, financial institutions and narcotics trafficking
organizations together with forfeiture of their assets. It
is not just another Federal effort. It is an innovative com-
bination of target selection techniques across jurisdictional
lines. It is a powerful new weapon for Federal law enforce-
ment against organized criminal elements.



The IRS now has 27 agents connected to the Greenback ef-
fort: Customs has 10 and DEA has 4. Each organization has in
addition a number of support personnel including intelligence
analysts, revenue agents, audit aides, managers and clerical
support. The cornerstone of the project, however, is the six
Federal prosecutors who work closely with the agents advising
them and coordinating the combined effort. They are the glue
that holds Operation Greenback together. They also determine
to a great extent the rate of progress for the entire project.
The investigating bureaus can investigate a subject inside out,
but only the prosecutor can take the case to indictment and
eventually to trial.

Similar joint efforts have been started in a number of
cities across the nation -~ 18 cities by my latest count. Some
of them appear to have been inspired by Operation Greenback,
others have a slightly different approach. They all emphasize
the use of the Bank Secrecy Act data base that Customs maintains
and cooperation between Federal agencies. They are all supported
by Federal prosecutors. We expect these financial task forces to
flourish and to increase in number - much like expansion teams in
baseball. Customs and IRS will continue to provide information
as well as the expertise their agents have acquired in Operation
Greenback. The IRS recently assigned a seasoned criminal inves-
tigator to my staff to assist these expansion teams.

In addressing the theme of this conference which ‘is Federal
cooperation in drug prosecutions, I would Iike to turn to an
important development in drug enforcement which is underway in
Florida -- the Vice President's Task Force. Alarmed by an over-
whelming crime situation in Florida, the key element of which is
drug trafficking, the Miami Citizens Against Crime persuaded the
President that a special effort was needed by the Federal Govern-
ment. The Vice President was given the responsibility for this
effort, and he established a task force to address all facets of
the problem. A significant part of this effort involves the
assignment of over 200 Customs personnel (Special Agents, Patrol
Officers, intelligence analysts, clerical support and logistical
support) to Miami, Tampa and Jacksonville to enhance drug inter-
diction efforts and to give additional investigative support to
those efforts. A combined DEA-Customs task force has been
established under the direction of a DEA task force leader with
a Customs deputy. This task force has now been operational for
one month and is involved in every aspect of the drug problem in
Florida. Personnel assigned to the task force are working in a
cooperative and harmonious manner, and it involves a significant
milestone in the rejuvenation of an o0ld alliance connected with
the Federal anti-drug effort.



The Florida task force project also involves intensified
air interdiction efforts with full military support. This
has resulted in a dramatic drop in illegal drug air traffic
over Florida. The price of marijuana and cocaine is decreasing
in Colombia and is increasing in Florida. The cost of smuggling
has sharply increased. By any measure this interdiction effort
is working - the other side is right now afraid to bring the
narcotics in.

The Administration is now in the process of asking the
Congress to supply supplemental funding to maintain this task
force operation for the remainder of the current fiscal year.
We will be closely monitoring the accomplishments of the task
force and the resources committed to it in an effort to better
determine permanent staffing levels in Florida since Florida
still remains the gateway for the vast majority of the cocaine
and marijuana which enters the U.S.

Finally, I wish to mention the role the Bureau of Alcchol,
Tobacco and Firearms which, as part of its responsibility to
combat violent crime, has established a national narcotics .
strategy designed to exploit the vulnerability of narcotics
traffickers through the selective application of Federal fire-
arms laws. Law enforcement officials have long recognized the
overlap between illegal narcotics and firearms activities. A
significant number of narcotics offenders are now routinely
armed and use weapons to pursue their illegal conduct. Fire-
arms are rapidly becoming an indispensable element of organized
narcotics trafficking activity.

Even more alarming is the fact that ATF investigations are
uncovering evidence that some narcotics dealers have also become
traffickers in automatic weapons. There has been a widespread
proliferation of automatic weapons, silencer equipped firearms
and silencers in certain areas of the country, such as South
Florida, which are plagued by narcotics problems. In addition,
many narcotics traffickers are also associated with the smug-
gling of firearms to foreign countries where there are signi-
ficant levels of narcotics production.

On the positive side, narcotics traffickers, due to the
repetitive nature of their illegal activities, often fall into
categories which are statutorily prohibited from processing
firearms such as that of convicted felons. Thus, while these
narcotics traffickers may be successful in insulating themselves
from arrests and prosecution for narcotics offenses, many are
increasingly vulnerable to prosecution for Federal firearms
offenses. ATF and DEA have joined forces in a cooperative
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intelligence plan designed to address the growing problem of
firearms acquisition and use by major narcotics traffickers

in the United States.

As a result of the critical sharing of information be-
tween these two agencies, the names of over 8,000 narcotics
violators have been entered into the Treasury Enforcement
Communications System (TECS) and referred to ATF field offices
for investigation. As a result of this ATF Narcotics Impact
Program, during FY 1981 ATF submitted 465 cases against
narcotics traffickers for prosecution. We are anticipating
even greater successes in this area in the future.

In closing, I want to wish you the best of luck in your
professsion - the investigation and prosecution of major drug
traffickers. As you perform this vital public service, you
can rely on the full cooperation and support of the Treasury
Department and its enforcement bureaus.

I will be pleased to answer questions if time permits.



TREASURY NEWS

lepartment of the Treasury ¢ wWashington, D.C. ¢ Telephone 566204‘3

FOR IMMEDIATE RELEASE April 15, 1982
RESULTS OF TREASURY'S 52-WEEK BILL AUCTION

Tenders for $ 5,250 million of S52-week bills to be issued April 22, 1982,
and to mature April 21, 1983, were accepted today. The details are
as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS: (Excepting 1 tender of $620,000)

Investment Rate
Price Discount Rate (Equivalent Coupon~issue Yield) 1/

High - 87.167 12.6927 14.26%
Low - 87.104 12.754%. 14.33%
Average - 87.128 12.731% 14.30%

Tenders at the low price were allotted 537.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted
Boston : $ 43,825 $ 28,825
New York 8,040,600 4,472,400
Philadelphia 6,875 6,875
Cleveland 81,235 54,235
Richmond 96,715 69,715
Atlanta 29,705 29,705
Chicago 856,515 161,765
St. Louis 48,905 27,905
Minneapolis 37,220 37,220
Kansas City 26,610 26,610
Dallas - 4‘984’0 4y84’0
San Francisco 701,190 246,190
Treasury 83,785 83,785
TOTALS $10,058,020 $5,250,070
Type
Competitive $ 8,250,830 $3,442,880
Noncompetitive 457,190 457,190
Subtotal, Publie $ 8,708,020 $3,900,070
Federal Reserve 900,000 900,000
Foreign Official
Institutions 450,000 450,000
TOTALS $10,058,020 $5,250,070

1/ The average annual investment yield is 14.81%. This requires an
annual investment yield on All-Savers Certificates of 10.377Z.
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April 16, 1982

FOR IMMEDIATE RELEASE

FEDERAL FINANCING BANK ACTIVITY

Francis X. Cavanaugh, Acting Secretary, Federal
Financing Bank (FFB), announced the following activity
for the month of February 1982.

FFB holdings of obligations issued, sold, or
guaranteed by other Federal agencies on February 28, 1982
totaled $112.4 billion, an increase of $0.4 billion over
the January 31 level. FFB increased holdings of agency
debt issues by $0.02 billion, holdings of agency guaranteed
debt by $0.3 billion, and holdings of agency assets purchased
by $0,06 billion. A total of 180 disbursements were made
during the month.

Attached to this release is a table outlining FFB
loan activity during January, a table outlining new FFB
commitments to lend and a table summarizing FFB holdings
as of February 28, 1982.

# 0 #

R~730



FEDERAL FINANCING BANK

FEBRUARY 1982 ACTIVITY

Page 2 of 6

AMOUNT FINAL INTEREST  INTEREST
BORROWER DATE OF ADVANCE MATURITY . RATE RATE
(semi- (other than
annual) semi-annual)
ON-BUDGET AGENCY DEBT
TENNESSEE VALLEY AUTHORITY
#231 2/5 $355,000,000.00 5/7/82 14.448%
#234 2/28 25,000,000.00 5/1/82 12.948%
AGENCY ASSETS
FARMERS HOME ADMINISTRATION
Certificates of Beneficial
Ownership 2/19 55,000,000.00 2/19/02  14.445% 14.967 ann
DEPARTMENT OF HEALTH & HUMAN SERVICES
Health Maintenance Organization Notes
Block #21 2/23 1,209,513.40 various 14.403%
GOVERNMENT - GUARANTEED LOANS
DEPARTMENT OF DEFENSE - FOREIGN MILITARY SALES
Spain 3 2/1 1,199,879.55 9/25/89 14.348%
Israel 8 2/1 15,000,000.00 9/1/09 14.256%
Jordan 6 2/1 105,778.86 9/21/92 14.326%
Philippines 7 2/1 94,833.81 9/10/87 14.348%
Thailand 8 2/1 600,000.00 8/10/90 14.346%
Spain 4 2/2 2,225,601.78 4/25/90 14.893%
Spain 5 2/2 2,370,828.36 6/15/91  14.854%
Turkey 7 2/2 2,784,449.00 6/3/91 14.837%
Daminican Republic 4 2/4 130,504.14 8/5/88 14.913%
Gabon 3 2/4 650,000.00 5/4/87 14.937%
Samalia 1 2/4 1,785,000.00 9/1/92 14.843%
Egypt 1 2/5 945,223.02 9/1/09 14.874%2
Israel 8 2/5 7,597,835.47 9/1/09 14.874%
Jordan 6 2/5 2,493,843.03 9/2/92 14.931%
Lebanon 3 2/5 444,595,00 7/25/87 15.000%
Turkey 11 2/5 299,513.66 12/22/10 14.860%
Jordan 6 2/9 864,649.68 9/21/92 15.049%
Gabon 3 2/9 1,950,000.00 5/4/87 15.147%
Saomalia 1 2/9 4,221,387.00 9/1/92 15.030%
Israel 8 2/10 13,000,000.00 9/1/09 15.093%
El Salvador 3 2/10 65,824.57 4/15/93  15.102%
Peru 7 2/10 9,002.14 2/15/88  15.194%
Egypt 1 2/11 815,279.00 9/1/09 14.958%
Egypt 1 2/16 16,122,334.28 9/1/09 14.839%
Greece 13 2/16 550,000.00 9/22/90 14.932%
Honduras 6 2/16 38,311.00 4/25/91  14.904%
Philippines 7 2/16 574,246.62 9/10/87 15.007%
Peru 6 2/16 9,289.11 1/15/87 15.035%
Sudan 3 2/16 1,515,507.00 2/24/11 14.826%
Turkey 6 2/16 11,233.45 6/3/88 14.999%
Turkey 7 2/16 1,502,617.11 6/3/91 14.900%
Jordan 6 2/17 274,708.46 9/21/92 14.758%
Sudan 3 2/17 221,330.86 2/24/11 14.628%
Turkey 8 2/18 16,117,405.00 6/15/10 14.598%
Israel 8 2/19 1,028,509.25 9/1/09 14.377%
Sudan 3 2/19 2,291,557.00 2/24/11 14.359%
Thailand 6 2/19 79,836.00 9/20/85 14.927%
Egypt 1 2/22 2,709,546.70 9/1/09  14.341%
Sudan 3 2/23 1,859,849.35 2/24/11  13.929%
Jordan 6 2/24 637,836.27 9/21/92  14.140%
Spain 4 2/24 25,593.75 4/25/90 14.176%
Spain 5 2/24 1,322,470.00 6/15/91  14.162%
Philippines 7 2/25 652,902.95 9/10/87 14.176%
Bgypt 1 2/26 485,040.00 9/1/09  14.015%
Indonesia 7 2/26 2,222,887.00 3/20/90  14.148%
Israel 8 2/26 1,095,334.00 9/1/09 14.015%
Jordan 6 2/26 9,513,000.00 9/21/92  14.107%



FEDERAL FINANCING BANK Page 3 of 6
FEBRUARY 1982 ACTIVITY
R e ———— S ——————
AMOONT FINAL INTEREST  INTEREST
BORROWER DATE OF ADVANCE MATURITY ' RATE RATE
‘ (semi- (other than
annual) semi-annual)
DEPARTMENT OF DEFENSE - FOREIGN MILITARY SALES (Cont'd)
Tunisia 10 2/26 $182,089.68 10/1/93 14.087%
Turkey 7 © 2126 37,011.36 6/3/91 14.112%
Turkey 9 2/26 600,482.00 6/22/92 14.087%
Turkey 11 2/26 44,925.00 12/22/10 14.001%
DEPARTMENT OF ENERGY
Synthetic Fuels Guarantees - Non-Nuclear Act
Great Plains
Gasification Assoc. #2 2/18 7.,000,000.00 7/1/82 16.505%
Synthetic Fuele Guarantees - Defense Production Act
TOSCO $13 2/1 5,382,884.27 10/1/07 14.275%
TOSCO #14 2/8 2,287,174.48 10/1/07 14.778%
TOSCO #15 2/16 1,021,887.86 10/1/07 14.867%
TOSCO #16 2/22 2,082,915.94 10/1/07 14.368%
GENERAL SERVICES ADMINISTRATION
Series M-082 2/8 174,692.33 7/31/03 14.918%
DEPARTMENT OF HOUSING & URBAN DEVELOPMENT
Camnunity Development Block Grant Guarantees
*Allentown, Pennsylvania o 562,487.00  2/1/85  14.325% 14.838% amn
°Sioux Falls, South Dakota 2/1 206,000.00 5/3/82 13.183%
Detroit, Michigan 2/4 8,000,000.00 9/15/82 15.075% 15.172% ann
Lawrence, Massachusetts #2 - /22 50,000.00 1/1/83 15.015% 15.408% ann
Peoria, Illinois Z;yZG 200,000.00 2/1/83 14.175% 14.573% ann
Public Housing Notes i ‘
Sale $#18 ‘2/8 53,809,369.14 various 14.589% 15.121% ann
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION
Space Cammunications Campany 2/22 7,750,000.00 10/1/92  14.484% 15.008% ann
RURAL ELECTRIFICATION AﬂdINISTRATﬂN
BESmARae M MNARE pm wam pase
. «365% 14.116% qtr.
Saluda Biver glegtric #l§6 2/1 '960:000.00 2/1/84 14.365% 14.116% gtr.
South Mississippi Electric #171 2/1 3,105,000.00 2/2/84 14.365% 14.116% qtr.
Sou;b Texas glectrlc #109 2/2 422,000.00 2/2/84 15.165% 14.888% qtr.
*BaSLn Electric #87 2/3 862,000.00 2/3/84 14.975% 14.705% qtr.
*St. Joseph Telg. & Tele. $13 2/4 400,000.00 12/31/10 14.659% 14.400% gtr.
*Alabama Electrlg #26 2/4 7,600,000.00 2/4/84 15.055% 14.782% qtr.
*:ii:ﬁ::g gizgt:;g z;gz %/: 27,221,000.00 2/4/84 15.055% 14.782% qtr.
*Golden Valley Electric #81 o 5:088,000.00  2/4/84  15.05%  14.762% qtr.
*Brazos Electric #144 2/7 962'353.22 353532 ig'gigz ig';:g: I
. ’ . . . Y.
Shmmaeceen Zoadmme G gl lon
Western Farmers Electric #64 2/8 88:000:00 2/8/84 15:015% 12:3333 g:i.
Western Farmers Electric #133 2/8 8,500,000.00 2/8/84 15.015% 14.743% tr.
Western Farmers Electric #39  2/8 1,954,000.00 2/8/84  15.015% 4. a
Allegheny Electric #175 2/8 2,973,000.00 2/29/84  15.275% 14';32: qtf,
Wolverine Electric #182 2/10 3,497,000.00 2/10/84 15.275% 14:994% gtr:
e lomerd gl dpemna Tl o Lo g
Northern Michigan Electric #101 2/10 §9,000.00  2/10/84 15.275% 14:333: .
Northern Michigan Electric #183 2/10 4,458,000.00 2/10/84 15.275% 14.994% qé'
*Wolverine Electric #100 2/10 51¢,000.00 2/11/84 15.205% qrr.

*Maturity Extension
°Rollover

14.9263% gtr.
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FEBRUARY 1982 ACTIVITY

AMOUNT FINAL INTEREST INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual)
RURAL ELECTRIFICATION ADMINISTRATION (Cont'd)
:South 'Dexa§ El'ectric #10? 2/13 $2,000,000.00 2/13/84 15.195% 14.917% gtr.
*Ncgﬁl;:drg gt:hgan El.ectnc #101 2/13 1,438,000.00 2/13/84 15.195% 14.917% gtr.
oD e EleCtr'lc #78 2/13 776,000.00 2/13/84  15.195% 14.917% gtr.
DERRATG IR s MM e e
er Electri _ ,000,000. . 9178 qtr.
*gg:z:ogzsgiss:pg1 Eiectrlc #3  2/16 7,400,000.00 12/31/09 14.775% 14.512% qgtr.
S bl g SlgS Medt Bim Mo
" - ’ . . . % gtr.
g::iglggz‘l:fieczgg #205 2/16 10,900,000,00 2/16/84 15.195% 14,9178 gtr.
n Lr cm . 2/16 25,000,000.00 2/16/84 15.195% 14.917% gtr.
New Hampshire Electric #192 2/16 7,760,000.00 2/16/84 15.195% 14,917% gtr.
East Kentucky Power #140 2/17 506,000.00 2/17/84 15.165% 14.888% gtr.
Chugach Electric #204 2/18 7,463,000.00 12/31/16 14.468% 14.215% qgtr.
North West 'I\elephong Co. #62 2/18 1,729,000.00 2/18/84  15.305% 15.023% gtr.
Colorado Ute Electric #96 2/18 873,000.00 2/18/84 15.305% 15.023% qgtr.
East Kentucky Power #188 2/18 6,181,000.00 2/18/84 15.305% 15.023% gtr.
%izttggg Power ﬂgo gﬁg i.g,gSg,gO0.0o 2;18/84 15.305% 15.023% gtr.
rpe Power ) ,480,000.00 2/18/84 15.305% 15.023% gtr.
*South Mississippi Electric #3 2/18 112,000.00 2/15/85 15.135% 14.859% qgtr.
East Kentucky Power #188 2/19 500,000.00 2/19/84 15.115% 14.840% gtr.
Quincy Telephone #11 2/19 858,000.00 2/19/84 15.115% 14.840% gtr.
Dan:y}and Power #!?4 2/19 1,154,000.00 2/19/84 15.115% 14.840% gtr.,
Associated Eilectnc #132 2/19 1,000,000.00 2/19/84  15.115% 14.840% gtr.
*B§51n_81ectr1c #137 2/19 15,000,000.00 2/19/85  14.935% 14.666% gtr.
*B}g Rivers Electr}c #58 2/20 20,000.00 2/20/84 15.065% 14.792% gtr.
*B}g Rivers Electr%c #65 2/20 138,000.00 2/20/84 15.065% 14.792% qgtr.
*B;g Rivers Electr}c #91 2/20 4,883,000,00 2/20/84 15.065% 14.792% qgtr.
Ségt};mw;eileleCtrlc #;gg ‘2253(; , igg,ggg.gg 2;20;84 15.065% 14.792% qtr.
st Iowa Power . 2/21/84 15.065% 14.792% qtr.
Colorado Ute Electric #68 2/22 10:012:000 .00 2/22/84 15.065% 14.792% gtr.
Western Illino%s Power #162 2/22 1,150,000.00 2/22/84 15.065% 14.792% qgtr.
Ceptrgl Electric ?ower #131 2/22 300,000.00 2/22/84 15.065% 14,792% gtr.
Big R+vers Electr%c #91 2/23 1,191,000.00 2/23/84 14.475% 14.222% gtr.
Mamemas 7 g pam non damer
ectric . . % . $ gtr.
Big Rivers Electric #179 2/23 7,926:000.00 2/23/84  14.475% 14.222% gtr.
Colgrado Ute_Electric $#203 2/23 1,505,000.00 2/23/84 14.475% 14,222% qtr.
Basin Elgctrlc #87 2/23 9,627,000.00 2/23/85 14.395% 14.145% qgtr.
g;'a{\geEihtZ ';‘el:g;;one #10 gﬁg 52;,800.00 2525584 14.365% 14.116% qgtr.
sin Electric 00.00 2/26/84 14.375% 14.125% gtr.
Norlth Carolina Electric #185 2/26 7,084:000.00 2/26/84 14.375% 14.126% qgtr.
Plgms Electric G&T #158 2/26 7,336,000.00 2/26/87 14.135% 13.894% qtr.
:g:r.cedEI;owir_#e#SBB %ﬁ;l 602,800.80 2527584 14.565% 14.309% gtr.
sin Electric 714,000.00 2/27/84 14.565% 14.309% gtr,
:Southern IllJ:.no.is Power #38 2/28 2,225,000.00 2/28/84 14.565% 14.309% gtr.
Southern Illinois Power #38 2/28 500,000.00 2/28/84  14.565% 14.309% gtr.
*Allegheny Power #93 2/28 3,622,000.00 2/28/85  14.565% 14.309% gtr.
SMALL BUSINESS ADMINISTRATION
Small Business Investment Campanies
American Energy Invest. Corp. 2/24 1,000,000.00 2/1/85 14.395%
Enervest Inc. 2/24 500,000.00 2/1/85 14.395%
College Venture Equity Corp. 2/24 620,000.00 2/1/87 14.095%
Grocers Capital Co. Inc. 2/24 500,000.00 2/1/87 14.095%
Lincoln Capital Corp. 2/24 360,000.00 2/1/87 14.095%
Livingston Capital LTD. 2/24 950,000.00 2/1/87 14.095%
Lincoln Capital Corp. 2/24 360,000.00 2/1/89 14.015%
Woodriver Capital Corp. 2/24 1,000,000.00 2/1/89  14.015%
Brentwood Capital Corp. 2/24 1,000,000.00 2/1/92 13.995%
Capital Resource Co. of Conn 2/24 600,000.00 2/1/92 13.995%
Clinton Capital Corp. 2/24 650,000.00 2/1/92 13.995%
EAB Venture Corp. 2/24 1,000,000.00 2/1/92 13.995%
Fairfield Equity Corp. 2/24 200,000.00 2/1/92 13.995%
The First Connecticut SBIC 2/24 950,000.00 2/1/92 13.995%

*Maturity Extension
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FEBRUARY 1982 ACTIVITY

BORROWER DATE OF ADVANCE MATURITY . RATE ° RATE
BGRI- lmet ﬁl

annual) semi~-annual)
SMALL BUSINESS ADMINSTRATION (Con'd)

State & Local Devel nt ies

San Di County LDC 2/10 $500,000.00 2/1/97 15.040%
Washin;ggn, mt{.bc 2/10 242,000.00 2/1/97 15.040%
Cert. Dev. Corp. of Southwest MO 2/10 200,000.00 2/1/97 15.040%
The St. Louis LDC 2/10 137,000.00 2/1/97 15.040%
Long Island LDC 2/10 123,000.00 2/1/97 15.040%
Ocean State Business Dev. Auth. 2/10 110,000.00 2/1/97 15.040%
Bay Colony Dev. Corp. 2/10 95,000.00 2/1/97 15.040%
The St. Louis LDC 2/10 71,000.00 2/1/97 15.040%
New Orleans City Wide Dev. Corp., 2/10 500,000.00 2/1/02 15.077%
Jacksonville LDC, Inc. 2/10 432,000.00 2/1/02 15.077%
Long Beach LDC 2/10 294,000.00 2/1/02 15.077%
Forward Dev. Corp. 2/10 162,000.00 2/1/02 15.077%
Long Island LDC 2/10 140,000.00 2/1/02 15.077%
Cincinnati LDC 2/10 99,000.00 2/1/02 15.077%
Grand Rapids LDC 2/10 92,000.00 2/1/02 15.077%
Greater Spokane Bus. Dist. 2/10 80,000.00 2/1/02 15.077%
Calexico Industrial LDC 2/10 55,000.00 2/1/02 15.077%
Wilmington Industrial Dev. Co. 2/10 35,000.00 2/1/02 15.077%
Los Medanos Funds Dev. Co. 2/10 500,000,00 2/1/02 15.077%
Seattle King County Dev. Corp. 2/10 458,000.00 2/1/07 15.056%
The Cleveland Area Dev. Fin. Corp.2/10 205,000.00 2/1/07 15.056%
Texas Cap. Dev, Co., Inc. 2/10 184,000.00 2/1/07 15.056%
Bay Area Emp. Co. 2/10 166,000.00 2/1/07 15.056%

TENNESSEE VALLEY AUTHORITY

Seven States Energy Corporation

Note A-82-5 2/26 388,528,028.41 5/28/82 12.726%
DEPARTMENT OF TRANSPORTATION

National Railroad Passenger Corp. (Amtrak)

Note #29 2/11 2,500,000.00 4/1/82 14.949%
Note #29 2/16 3,635,166.00 4/1/82 14.973%
Section 511

Milwaukee Road #2 2/26 237,496.00 6/30/06 14.017%

FEDERAL FINANCING BANK

February 1982 Cammitments

COMMITMENT
BORROWER AMOUNT GUARANTOR EXPIRES MATURITY
Isragl $850,000,000.00 DOD 2/18/84 2/16/16
Jamaica 1,000,000.00 DOD 12/19/83 12/20/93

Albany Urban
Renewal Agency 3,000,000.00 HUD 7/1/82 7/1/03
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FEDERAL FINANCING BANK HOLDINGS

(in millions)

Program February 28, 1982 January 31, 1982 Net e Net Ch
2/1/82-2/28/82 1071781-5528/82

On-Budget Agency Debt

Tennesee Valley Authority $11,460.0 $11,435.0 $25.0 $586.0
Export-Import Bank 12,741.3 12,741.3 -0- 332.0
NCUA-Central Liquidity Facility 90.2 90.2 -0- ~-11.1
Of f-Budget Agency Debt
U.S. Postal Service 1,288.0 1,288.0 -0- ~0-
U.S. Railway Association 197.6 197.6 -0- -17.3
Agency Assets
Farmers Hame Administration 49,081.0 49,026.0 55.0 260.0
DHHS—-Health Maintenance Org. 124.2 123.2 1.2 7.9
DHHS-Medical Facilities 150.5 150.5 -0- -0~
Overseas Private Investment Corp. 23.6 23.6 -0- -3.1
Rural Electrification Admin.-CBO 2,595.3 2,595.3 -0- ~0-
Small Business Administration 62.9 63.9 -9 -4.5
Government-Guaranteed Loans
DOD-Foreign Military Sales 9,885.0 9,776.7 108.4 737.4
DEd.-Student Loan Marketing Assn. 5,000.0 5,000.0 —0- 700.0
DOE-Defense Production Act (TOSQO0) 59.4 48.6 10.8 59.4
DOE-Geothermal Loans 35.1 35.1 -0- 18.1
DOE-Hybrid vehicles 2.2 2.2 -0~ 0.1
DOE-Non-Nuclear Act (Great Plains) 65.0 58.0 7.0 65.0
DHUD-Camunity Dev. Block Grant 86.9 79.2 7.7 12.6
DHUD-New Communities 33.5 33.5 ~-0- -0-
DHUD-Public Housing Notes 1,320.2 1,266.4 53.8 391.7
General Services Administration 411.4 411.2 -.2 -1.2
DOI-Guam Power Authority 36.0 36.0 -0- -0-
DOI-Virgin Islands 29.6 29.6 -0- -.3
NASA-Space Cammunications Co. 672.9 691.4 -18.5 35.2
Rural Electrification Admin. 13,989.1 13,836.4 152.8 1,646.6
SBA-Small Business Investment Cos. 640.6 631.5 9.1 36.7
SBA-State/Local Development Cos. 18.6 13.7 4.9 13.4
TVA-Seven States Energy Corp. 1,064.5 1,021.6 42.9 150.3
DOT-Amtrak 835.9 893.2 -57.3 56.0
DOT-Emergency Rail Svcs. Act 70.2 70.2 -0~ -0-
DOT-Title V, RRRR Act 119.6 119.4 .2 -4.0
DOT-WMATA 177.0 177.0 -0~ =0-
TOTALS* 112,367.4 111,965.4 402.0 5,067.1

*figures may not total due to rounding



TREASURY NEWS

apartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE CONTACT: Will Carney
April 16, 1982 566-5252

PERSONNEL CHANGES AT BATF

John M. Walker, Jr., Assistant Secretary (Enforcement
and Operations), today announced that G.R. Dickerson, Director
of the Bureau of Alcohol, Tobacco and Firearms (BATF), will
move to the new position of Deputy Commissioner for Inter-
national Affairs at the U.S. Customs Service.

Mr. Walker also designated Stephen E. Higgins, currently
Deputy Director of the BATF, as the Buyreau's Acting Director.

In his new position with the Customs Service, Mr. Dickerson
will oversee the agency's participation in international .organi-
zations and trade affairs, including the Customs Cooperation
Council and bilateral foreign Customs agreements, and will
coordinate assistance to foreign Customs services. The
creation of this office reflects the increasing importance
of international matters in Customs operations and Customs'
growing role in international trade policy. Mr. Dickerson
previously served as Deputy Commissioner of Customs before
his appointment as Director of BATF in 1979.

Stephen E. Higgins was appointed Deputy Director of BATF
in 1979. Prior to this appointment, Mr. Higgins served as
the Assistant Director for Regulatory Enforcement between 1975
and 1979. He was the youngest Assistant Director in the Bureau's
history. Mr. Higgins joined the Bureau in 1961 as an inspector
in Omaha, Nebraska.

R-731



TREASURY NEWS

lepartment of the Treasury e Washington, D.C. ¢ Telephone 555 2041
FOR IMMEDIATE RELEASE April 19, 1982

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $ 4,701 million of 13-week bills and for $4,702 million of
26-week bills, both to be issued on April 22, 1982, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing July 22, 1982 : maturing October 21, 1982
Discount Investment : Discount Investment
Price Rate Rate 1/ : Price Rate Rate 1/
High 96.869 12.386% 12.96% : 93.610a/ 12.640% 13.697%
Low 96.829 12.545% 13.147% : 93.554 12.750% 13.82%
Average 96.841 12.4977% 13.08% : 93.570 12.719%2] 13.787%

a/ Excepting 2 tenders totaling $2,000,000.

Tenders at the low price for the 13-week bills were allotted 9%.
Tenders at the low price for the 26-week bills were allotted 427.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 49,585 § 49,335 ¢ $§ 65,265 $§ 50,265
New York 7,770,225 3,063,725 : 6,914,050 3,043,370
Philadelphia 59,235 59,235 : 22,050 22,050
Cleveland 68,540 58,540 : 53,295 47,295
Richmond 48,495 48,495 : 49,565 49,565
Atlanta 68,645 68,645 : 58,455 57,955
Chicago 1,227,980 503,980 : 1,058,105 202,105
St. Louis 46,420 42,420 : 38,710 34,710
Minneapolis 25,955 25,955 : 33,630 33,620
Kansas City 57,925 57,925 : 43,100 43,100
Dallas 47,520 47,520 : 25,805 20,795
San Francisco 714,750 379,750 K 956,735 778,755
Treasury 295,630 295,630 : 318,130 318,130
TOTALS $10,480,905 $4,701,155 : $9,636,895 $4,701,715
Type
Competitive $ 8,276,375  $2,496,625 ¢ $7,212,375 $2,277,195
Noncompetitive 1,170,700 1,170,700 : 1,024,820 1,024,820
Subtotal, Public § 9,447,075 $3,667,325 ¢ $8,237,195  $3,302,015
Federal Reserve 807,630 807,630 : 800,000 800,000
Foreign Official
Institutions 226,200 226,200 : 599,700 599,700
TOTALS $10,480,905  $4,701,155 : $9,636,895  $4,701,715

1/ Equivalent coupon-issue yield.
57 The four—week average for calculating the maximum interest rate payable
- on money market certificates is 12.915%.
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Department of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR RELEASE AT 4:00 P.M. April 20, 1982

TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling approxi-
mately $ 9,400 million, to be issued April 29, 1982. This
offering will result in a paydown for the Treasury of about $375
million, as the maturing bills are outstanding in the amount of
$9,770 million, including $1,442 million currently held by Federal
Reserve Banks as agents for foreign and international monetary
authorities 'and $1,627 million currently held by Federal Reserve
Banks for their own account. The two series offered are as follows:

91 -day bills (to maturity date) for approximately $4,700
million, representing an additional amount of bills dated
January 28, 1982, and to mature July 29, 1982
(CUSIP No. 912794 BF 0), currently outstanding in the amount of
$5,050 million, the additional and original bills to be freely
interchangeable.

~ 182-day bills for approximately $ 4,700 million, to be dated
April 29, 1982, and to mature October 28, 1982 (CusIP
No. 912794 BR 4).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing April 29, 1982. Tenders from
Federal Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the
weighted average prices of accepted competitive tenders. Addi-
tional amounts of the bills may be issued to Federal Reserve Banks,
as agents for foreign and international monetary authorities, to
the extent that the aggregate amount of tenders for such accounts
exceeds the aggregate amount of maturing bills held by them.

The bills will be issued on a discount basis under competi-
tive and noncompetitive bidding, and at maturity their par amount
will be payable without interest. Both series of bills will be
issued entirely in book-entry form in a minimum amount of $10,000
and in any higher $5,000 multiple, on the records either of the
Federal Reserve Banks and Branches, or of the Department of the

Treasury.
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Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C.
20226, up to 1:30 p.m., Eastern Daylight Saving time, Monday,
April 26, 1982. Form PD 4632-2 (for 26-~-week series) or Form
PD 4632-3 (for 13-week series) should be used to submit tenders
for bills to be maintained on the book-entry records of the
Department of the Treasury.

Each tender must be for a minimum of $10,000. Tenders over
$10,000 must be in multiples of $5,000. 1In the case of competi-
tive tenders the price offered must be expressed on the basis of
100, with three decimals, e.g., 97.920. 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 in and borrowings on such securities
may submit tenders for account of customers, if the names of the
customers and the amount for each customer are furnished. Others
are only permitted to submit tenders for their own account. Each
tender must state the amount of any net long position in the bills
being offered if such position is in excess of $200 million. This
information should reflect positions held as of 12:30 p.m. Eastern
time on the day of the auction. Such positions would include bills
acquired through "when issued" trading, and futures and forward
transactions as well as holdings of outstanding bills with the same
maturity date as the new offering, e.g., bills with three months to
maturity previously offered as six-month bills. Dealers, who make
primary markets in Government securities and report daily to the
Federal Reserve Bank of New York their positions in and borrowings
on such securities, when submitting tenders for customers, must
submit a separate tender for each customer whose net long position
in the bill being offered exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury.

A cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual
issue price as determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit
of 2 percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders.
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Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids. Competi-
tive bidders will be advised of the acceptance or rejection’ of
their tenders. The Secretary of the Treasury expressly reserves
the right to accept or reject any or all tenders, in whole or in
part, and the Secretary's action shall be final. Subject to these
reservations, noncompetitive tenders for each issue for §500,000
or less without stated price from any one bidder will be accepted
in full at the weighted average price (in three decimals) of
accepted competitive bids for the respective issues.

Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on April 29, 1982, in cash or other immediately-available funds
" or in Treasury bills maturing April 29, 1982. Cash adjustments
will be made for differences between the par value of the maturing
bills accepted in exchange and the issue price of the new bills.

Under Section 454(b) of the Internal Revenue Code, the
amount of discount at which these bills are sold is considered to
accrue when the bills are sold, redeemed, or otherwise disposed of.
Section 1232(a)(4) provides that any gain on the sale or redemp-
tion of these bills that does not exceed the ratable share of the
acquisition discount must be included in the Federal income tax
return of the owner as ordinary income. The acquisition discount
is the excess of the stated redemption price over the taxpayer's
basis (cost) for the bill. The ratable share of this discount
is determined by multiplying such discount by a fraction, the
numerator of which is the number of days the taxpayer held the
bill and the denominator of which is the number of days from the
day following the taxpayer's date of purchase to the maturity of
the bill. If the gain on the sale of a bill exceeds the taxpayer's
ratable portion of the acquisition discount, the excess gain is
treated as short-term capital gain.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any
Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt. ’
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)epartment of the Treasury ® Washington, D.C. o Telephone 566-2031

FOR IMMEDIATE RELEASE . Aii 182
April 19, 1982 Contact: Marlin Fitzwater,
566-5252 " T

U.S. RESTRICTS TRANSACTIONS RELATING TO TRAVEL TO
CUBA

The Department of Treasury today announced new
restrictions on travel-related transactions with Cuba.
The effect will be to eliminate tourist and business
travel to that country.

The restrictions will take effect on May 15.

John M. Walker, Jr., Assistant Secretary of the Treasury
for Enforcement and Operations, said: "Today's actions are
an important part of this gqyernment s policy of tightening
the current trade and financial embargo aga:.nst Cuba and are
‘designed to reduce Cuba's hard currency earnings from travel
by persons subject to the jurisdiction of the United States."

The changes.remove.the general authorization for trans-
a¢tions connected with travel to Cuba and limit such authori-
zation to three principal categories of travel: official
travel, travel by news media personnel and researchers, and
humanitarian travel for purposes of family reunification with
close relatives in Cuba. e

Transactions relating to general tourist and business
travel to Cuba are no longer authorized. However, Treasury
authorization through specific licenses may be obtained in
_appropriate cases for persons wishing to travel to Cuba for
humanitarian reasons other than family reunification or for
purposes of participation in public performances or exhibitioens.

The most recent twelve-month statistics indicate that
approximately 38,000 people visited Cuba from the United
States, of which approximately 40% travelled for purposes
other than family reunification.

The current program restricting trade and financial trans-
actions with Cuba dates back to 1963. Since then, all such
transactions have been regulated by the Treasury Department's
Office of Foreign Assets Control. Any transaction with Cuka
by a U.S. company or individual must be authorized by a
general or specific license from that Office.
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DEPARTMENT OF TBE TRE: ‘!
Office of Foreign Asset: .rtrol
31 C.F.R. Part 5i5
Cuban Assets Control Regulations:

Travel-Related Transactions

AGENCY: Office of Foreign Assets Control
ACTION: Final Rule
SUMMARY: The Office of Foreign Assets Control is amending
section 515.560 of the Cuban Assets Control Regulations to reduce
Cuba's hard currency earningsWfrom travel by U.S. persons to and
within Cuba. As amended, the general license for travel-related
transactions set forth in section 515.560 will be limited to
travel for specified purposes,li;cluding official travel, visits
to close relatives, and travel connected with research,
newsgathering, or similar activities. Transactions relating to
ordinary tourist or business travel will no longer be permitted.
Howevar, specific licenses may be granted in appropriate cases
for humanitarian reasons or for purposes of public performances
in Cuba, as in connection with cultural or sports-related
activities,

The processing and payment of credit card instruments, and
transactions in connection with the extension of credit to any
person in Cuba, are no longer authorized,

EFFECTIVE DATE: May 15, 1982
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FOR FURTHER INFORMATION CONTACT: Raymond W. Konan, Chief
Counsel, Office of Foreign Assets Control, Department of the
Treasury, Washington, D.C. 20220, tel. (202) 376-0236.
SUPPLEMENTARY INFORMATION: Since the Regulations involve a
foreign affairs function, the provisions of the Administrative
Procedure Act, 5 U.S.C. 553, requiring potice of proposed
rulemaking, opportunity for public participation, and delay in
effective date are inapplicable. ‘

Similarly, because the amendment is issued with respect to a
foreign affairs function of the United States, it is not subject
to Executive Order 12291 of February 19, 1981, dealing with
Federal regulations.

31 C.F.R. Part 515 is ameé%ed as follows:

.Secnion 515;560 is amended to read as follows:

515.560 Certain transactions incident to travel toc and

within Cuba. [Amended)

(a) (1) General License. The transactions in paragraph (c)

of this section are authorized in connection with travel to Cuba
by (i) persons who are officials of the United States Government
or of any foreign government, or of any intergovernmental
organization of which the United States is a member, and who are
traveling on official business; (ii) persons who are traveling
for the purpose of gathering news, making news or documentary
films, engaging in professional research, or for similar
activities; or (iii) persons, and persons traveling with them vhb
share a common dwelling as a family with them, who are traveling

to visit close relatives in Cuba.
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(2) For purposes of this section, the term ®"close
relative” means spouse, child, grandchild, parent, grandparent,
uncle, aunt, brother, sister, nephew, niece, first cousin, or
spouse, widow, or widower of any of the foregoing.

(3) The general license contained in this section does
not authorize transactions in connection with tourist travel to
Cuba, nor does it authorize transactions in connection with
business travel undertaken for any purposes other than those set
forth in paragraph (a)(l) of this section.

(b) Specific Licenses. Specific licenses authorizing the

transactions in paragraph (c) of this section will be issued in
appropriate cases to persons desiring to travel to Cuba for
humanitari%n reasons, or for purposes of public performances,
public exhibitions, or similar activities.

“(e)- The following traésactions are authorized in connection
with travel to and within Cuba by pérsons licensed under ‘
parag;aphs (a) and (b) of this section:

(1) All transportation-related transagtions ordinarily
incident to travel to and from Cuba.

(2) All transactions ordinarily incident to travel
within Cuba, including payment of living expenses and the
acquisition in Cuba of goods for personal consumption there.

(3) The purchase in Cuba, and importation as accompanied
baggage, of merchandise with a foreign market value not to exceed
$100 per person. This authorization may be used only once in
every six consecutive months. Single copies of publications do

not count against the $100 limit set forth in this subparagraph.
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For éurposes of this section, the term "publications® includes
books, newspapers, magazines, films, phonograph records, tapes.
photographs, microfilm, microfiche, posters, and similar
materials. All merchandise and publications obtained pursuant to
this subparagraph shall be for noncommercial use only and shall
not be resold. .

(4) All transactions by any person incident to arranging
or assisting travel by any other person or group of persons to,
from, or within Cuba. This authorization includes arranging
through transportation to Cuba; selling passage aboard a foreign
carrier providing regularly scheduled service to Cuba from points
outside the United States; chartering an aircraft or vessel;
arranging hOtel'accomm&éazioné%'gtound transportation, local

.tours and similar travel activities in Cuba; transfer of funds to
Cuba or any national thereof; and receipt ffom.Cuba or a national
thereof of consideration for authorized services. |

(5) Aall trans}ctions concerning aircraft or vessels
incidental to their nonscheduled flights or voyages to, from, or
win{}n Cuba. This subparagraph does not authorize the carriage
of aﬁy merchandise to and from Cuba, except accompanied baggage
and merchandise, including publications, authorized by
subparagraph (c) (3) of this section.

(6) All transactions incident to the processing and
payment of checks, drafts, traveler's checks, and similar
instruments negotiated in Cuba by any person under the authority

of this section.

(d) (1) This section does not authorize the processing and
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Payﬁent by persons subject to U.S. jurisdiction, such as credit
card issuers or intermediary banks, of credit card instruments
(e.g., vouchers, drafts, or sales receipts) for expenditures in
Cuba, and does not authorize a domestic credit card issuer, or a
foreign credit card firm owned or controlled by U.S. persons, to
deal with a Cuban enterprise or with a third-country party, such
as a franchisee, in connection with the extension of credit to
any person in Cuba.

(2) Persons subject to U.S. jurisdiction are hereby
authorized to process and pay credit card instruments for
expenditures in Cuba where such instruments are dated prior to
May 15, 19?2. The authorization contained in this subparagraph
'shall expire at the close of ﬁhginess on July 15, 1982,

(e) Persons who travel to Cuba for the purposé of gathering
Qegé,-making news or documentary films, engaging in professional
research, or for similar activities are authorized to acquire and
import into the United States, as accompanied baggage or
otherwise, such publications, as defined in subparagraph (¢) (3)
of this section, as are directly related to their professional
activities, without limitation as to value. Such merchandise may
be acquired and imported only for their own professional use or
that of their eméloyers at the time of the travel, and may not be
sold to other persons.

(f) Persons who travel in Cuba-pursuant to provisions of
this section shall not become nationals of Cuba soclely because of
such travel. This paragraph does not authorize any transaction

prohibited by any other section of this part.
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(g) This section does not authorize any person subject t©
the jurisdiction of the United States to make any investment in
Cuba, establish any branch or agency in Cuba, or transfer any

property to Cuba, except transfers by or on behalf of individual
or group travelers, and aircraft or vessels, as expressly

authorized in this section.

Dated: april , 1982

Dennis M, O'Conrell

Director

Approved:

John M. Walker, Jr.

Assistant Secretary
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‘porément of the Treasury ¢ Washington, D.C. ® Telephone SINB‘ZCNQ'

For Release Upon Delivery
Expected at 9:30 a.m.
April 21, 1982

STATEMENT OF
THE HONORABLE JOHN E. CHAPOTON
ASSISTANT SECRETARY (TAX POLICY)
DEPARTMENT OF THE TREASURY
BEFORE THE SENATE FINANCE COMMITTEE
SUBCOMMITTEE ON SAVINGS, PENSIONS, AND INVESTMENT POLICY

Mr. Chairman and Members of the Subcommittee:

I am pleased to have the opportunity to appear before
you today to discuss the Federal tax features of the
Administration's enterprise zone program.

The enterprise zone program is an experimental

initiative designed to relieve economic distress in inner

“~*~5 and rural towns. The program is structured to create
a free-market environment in depressed areas through the
removal of government burdens. This should create and expand
economic opportunities within the zones leading to an
z.zancion of economic activity and the creation of jobs
within these areas. While the Federal tax incentives are an
important part of the program, unlike many of the past
programs to deal with the economic problems of depressed
areas, the success of the enterprise zone program will depend
largely on contributions made by the State and local
covernments through improved services and through relief of
local taxes, regulations, and other burdens that may inhibit
economic activity in these designated areas. 1In addition,
tne program is dependent upon the involvement of private
organizations. Efforts will be made to experiment wi#h
private firms providing traditional city services, and more
tuvoivement by private-sector neighborhood organizations will
be encouraged.
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Since the enterprise zone concept is designed to create
a free-market environment for business, the intent is not to
foster a particular kind of business activity. The Federal
tax features of the program therefore contain strong .
incentives for labor-intensive businesses and the creation of
jobs through employment credits, and also inclu@e a number of
tax credits and other incentives for the formation of
capital. On the whole, the effect of the Federal tax package
will be to reduce significantly the tax payable by employers
on ordinary income generated by activities in de51gnated.
zones, eliminate entirely the capital gains tax on certain
types of property used primarily within the zones, retain the
currently favorable rules for exempt small issue %nQUgtrlal
development bonds issued with respect to Zzone activities, and
provide income tax relief for qualified employees of firms
doing business within a designated zone.

I would now like to outline the major features.of the
Federal income tax incentives for businesses operating within
a designated zone area.

A. Credits for Employers,

There are two separate payroll credits for employers
doing business in the zones. One is designed to encourage
the creation of new employment generally, and the other is a
targeted incentive to encourage the hiring and training of
certain disadvantaged individuals.

These payroll credits will be nonrefundable and will be
available only with respect to "qualified employees,”™ those
who perform 50 percent or more of their services within an
enterprise zone and at least 90 percent of whose services are
directly related to the zone business. The amount of these
credits will reduce the employer's deduction for wages. No
zone credit is allowed with respect to individuals to whom
the credits relating to the current work incentive programs
or the general targeted jobs tax credit are claimed. For
zones lasting between 21 and 24 years, both credits will
phase out during this period, declining by 25 percent per
year.

1. Credit for increased enterprise 2zone employment.

The general payroll credit for enterprise zone employers
will be equal to 10 percent of their "qualified increased
employment expenditures." This is the amount by which the
payroll for qualified employees in any taxable year exceeds
the payroll for the bezse period, which is the 12-month period
prior to zone designation. Qualified wages are limited to



2-1/2 times the FUTA wage base (currently $6,000) per
employee. Thus, the current maximum credit for qualified
increased employment expenditures will be 10 percent of each
employee's wages up to $15,000, or $1,500 per employee.

The 10-percent credit is designed to attract
labor~intensive business activities to the enterprise zone
areas and encourage firms already operating within those
areas to expand. With a cap of $15,000 on wages to which the
credit applies, the incentive is focused on jobs for
unskilled workers and those with some training but still in
the lower middle income brackets.

The credit is available to all employers for the
qualified workers they employ within the zones, regardless of
how many workers they employ elsewhere or what business
activities they engage in outside of the zones. The credit
will apply to wages paid by existing firms to net, additional
workers, representing an increase in the firm's work force,
subject to the annual maximum wage cap per worker. The
credit will also apply to increased wages paid to existing
workers and wages paid to replacement workers, above the
total sum of wages paid to the former workers, all subject to
the maximum annual wage cap per worker. The credit does not
apply, however, to the existing payroll of an existing
business within a zone at the time it is so designated, nor
does it apply to a worker hired by such a firm to replace a
former, pre-zone worker making the same wage.

As an example of how the credit is to work, assume that
in a 12-month period prior to 2zone designation an employer
<wploys two persons, A and B, at an annual salary of $12,000
each in an area which is to be designated as an enterprise
zone. Since the employer's $24,000 pre-zone payroll is
within the $15,000 per employee limit, that amount represents
the base period wages. If after zone designation the
employer gives each employee a raise of $1,000 per year, the
employer's qualified payroll is $26,000 and its qualified
increased employment expenditures are $2,000, qualifying it
for a credit of $200. If in the next year the employer gives
A a $5,000 raise (to $18,000), B a $2,000 raise (to $15,000),
and hires a new employee, C, at an annual salary of $9,000,
the employer's gqualified payroll would increase to $39,000
. 222,330 of the $18,000 paid to A, $15,000 paid to B, and the
entire $9,000 paid to C). This exceeds the $24,000 base
period wages by $15,000, and the employer qualifies £f0r a
~redit of $1,500.



2. Credit for employment of disadvantaged individuals.

In addition to the general payroll credit,'enterpr%se
zone employers will also be eligible for a gpec1a1 credit for
wages paid to qualified employees who are disadvantaged _
individuals. This credit will be 50 percent of wages paid
(without limit) to each disadvantaged worker during each of
the first 3 years of employment, declining by 10 percent per
year thereafter. On the day such individuals are hired, the
individual must have received (or applied in writing f9r) a
certification from a designated State employment security
agency that such individual falls within one of the gqualified
categories.

This special credit is the strongest tax incentive ever
provided for the hiring of disadvantaged workers. The 3-year
duration and the phaseout will provide the employer with
sufficient time to undertake a long-term training program
addressed to the needs of the most disadvantaged workers. )
The definition of disadvantaged workers for purposes of this
credit is focused on low-income and hard-to-employ
individuals. The categories of disadvantaged individuals
are:

(1) Vocational rehabilitation referrals. These include
individuals who are physically or mentally
handicapped and who have completed a vocational
rehabilitation program; :

(2) Economically disadvantaged individuals. These are
persons who are members of a family that had an
annual income equal to or less than that which an
eligible family with no income would receive in
food stamps plus AFDC benefits;

(3) Foster children. 1Individuals in this category
include persons receiving State or local benefits
under a program to assist foster children;

(4) SSI recipients. These are recipients of
supplemental security income benefits for the aged,
blind, and disabled under Title XVI of the Social
Security Tax Act;

-

(5) General assistance recipients. These are
individuals who are, within 60 days prior to
hiring, receiving assistance under a State or local
program which provides general assistance based on
need and consists of money payments;



(6) Handicapped individuals. These are persons who are
disabled and living at home or who are
institutionalized, or who are a client of a
sheltered workshop, prison, hospital, or similar
institution, or in community care;

(7) Eligible AFDC recipients. These would include
individuals qualifying for financial assistance
under Part A of Title IV of the Social Security Tax
Act who have received such assistance during the
90-day period immediately preceeding the hiring
date.

The credit will be available to all employers for the
disadvantaged workers they employ within the 2zones,
regardless of the number of workers or amount of business
conducted elsewhere. Additionally, the credit will apply
only to disadvantaged workers hired after designation of the
zone in which they are employed. These workers do not have
to represent net additional workers or an increase in their
employer's work force. The credit will therefore not apply
to the past payroll of an existing business in a zone, but
will apply, for example, to the replacement with
disadvantaged workers of workers lost through attrition.
Since the credit is intended to encourage the training and
permanent employment of these disadvantaged individuals, the
credit, with certain exceptions, generally will be recaptured
if an individual is dismissed or fired within a year after
being hired.

B. Employee Credits.

In addition to the regular and special payroll credits,
an enterprise zone employer's payroll costs will be reduced
by the allowable employee credit. An employee working in an
enterprise zone will be entitled to a nonrefundable credit
equal to 5 percent of wages paid for services performed
within the enterprise zone, up to 1-1/2 times the FUTA wage
base (currently $6,000). Thus, the current maximum credit
will be 5 percent of $9,000, or $450. This credit will not
be included in taxable income.

The tax credit will increase take-home pay to qualified
employees who work in the zone. Such a benefit will be
important to inducing workers to accept employment within the
zones which may initially be somewhat undesirable places to
work. For zones lasting between 21 and 24 years, the credit
will phaseout during this period, declining by 25 percent per
year.



C. Investment Tax Credit for Enterprise Zone Property.

As I mentioned earlier, the Pederal tax incent@ves
contain not only strong incentives for labor-intensive
businesses, but also provide stimulus for capital investment
in the zones through special investment tax credits and a
capital gains exclusion.

With respect to tangible depreciable property used in
the active conduct of a trade or business in an enterprise
zone, a nonrefundable investment tax credit will be provided
in addition to the regular investment tax credit. An
additional 3-percent credit will be provided for property
currently within the 3-year ACRS property class and an
additional S5-percent credit will be available for all other
depreciable tangible personal property. The 3- and 5-percent
credits basically increase the regular investment tax credit
by 50 percent. To be eligible for the credit, the personal
property must be used predominately within the enterprise
zone in a trade or business conducted in the zone. This will
prevent the taking of the credit for highly mobile capital
with only superficial connections to the zone.

With respect to real property, to encourage the
development of commercial and industrial structures in zone
2reas, a l0-percent credit is provided for new construction
and reconstruction of buildings in an enterprise zone after
designation. The basis in real property will be reduced ‘by
the amount of the credit claimed.

The credits will apply only to capital investment made
in a zone after it is so designated. Existing businesses in
the zones will not receive any tax benefit for their past
nrzctment. These businesses will, however, be able to take
the credit for all new investments whether to replace worn
out capital currently in use or to increase capacity.
Property which is so0ld or removed from an enterprise zone
will be subject to a partial recapture of the credit equal to
thc percentage derived by dividing the number of years the
croperty was used by the taxpayer by the life of the asset
for earnings and profits purposes.

D. Capital Gains Exclusion.

The favorable tax treatment accorded capital gains
within enterprise zones should stimulate investment in the

zones by real estate developers and by entrepreneurs and
venture capitalists seeking to start and build up new
businesses. This should attract to the zones new, small



businesses with substantial growth potential. More
generally, the incentive will encourage capital investments
within the zone areas.

Specifically, qualified enterprise zone capital gains
will not be subject to tax. A qualified enterprise zone
capital gain is defined as a long term capital gain
from the sale of qualified property. Qualified property is
tangible personal property and real property used by the
taxpayer predominately in the active conduct of a trade or
business in an enterprise zone, or it may be an interest in a
corporation, partnership, or other entity, if for the 3 most
recent taxable years of the entity ending before the date of
disposition, the entity conducted a qualified business. A
qualified business is an active trade or business conducted
within an enterprise zone, with respect to which at least 80
percent of the gross receipts were attributable to such
active conduct of a trade or business, and substantially all

the tangible assets of which are located within an enterprise
zone.

Special rules are provided which are designed to curtail
the potential for abuse in this area. For example, gain from
the sale of an interest 'in a qualified business will not
qualify for exclusion to the extent it is attributable to:
(1) any property contributed to the business within the
previous 12 months, (2) any interest owned by a qualified
business in any other business which is not a qualified
business, and (3) any other intangible property owned by the
qualified business which was not created as part of a active
trade or business within an enterprise zone after designation
<~ <ue area as an enterprise zone.

These special capital gains provisions will continue to
apply after zone designation lapses until the first time each
icem or otherwise qualified property was sold or exchanged.
This would assure investors that they will be able to receive
the benefit of this incentive and avoid a rush to sell zone
property when the end of the zone period approaches.

E. Small Issue Industrial Development Bonds.

In addition to the additional investment tax credits and
_..2 .ule for zone capltal gain, preservation of the
present rules for small issue industrial development bonds
will help small businesses to obtain low-cost financing to
h~3in ~r expand their ventures.

The Administration is currently proposing that certain
changes be made in the rules applicable to obligations, the
interest on which is exempt from Federal income tax.



However, except for certain proposed amendments to arbitrage
restrictions and the registration of tax-exempt bonds, the
present rules for small issue IDB's will re@ain in effect
during the entire period for which an area 1s designated as
an enterprise zone notwithstanding any subsequent amendments
to those provisions.

F. Extension of Carryover Periods.

The last major feature of the Federal tax @ncentives is
an extension of the carryover period for operating losses and
credits.

Present law allows a firm sustaining losses in one year
to deduct those losses in future, profitable years.
Similarly, if a firm has insufficient tax liability to take
advantage of all of its credits in one year, it may take
those credits against income tax liability in future years.
The carryover period for operating losses and credits is 15
years.

Under the enterprise zone program, any net operating
loss generated from the active conduct of a trade or business
within an enterprise zone and any credits for enterprise zone

employment or for investment in property used in an
enterprise zone business, may be carried over for the longer

of 15 years or the period of time for which a designation as
an enterprise zone is in effect.

New businesses generally suffer losses in their initial
yvears, and it may be several more years before they have
suslicient pre-tax income against which to deduct these
losses or tax liability to be offset by their available tax
credits. Extending the carryover period and allowing the
zone credits to be carried over will, therefore, reduce the
risk of starting a new business. This is particularly true
for small businesses which may not have nonzone income

against which to deduct their losses, as larger firms usually
have.

G. Revenue Estimates.

Because we are not certain of the number, size, and
-uaracteristics of the actual zones to be designated, the
revenue estimates were based on a representative zone -
containing 10,000 employees. The estimates therefore can be
cxpected to change as the zones are actually designated by
HUD. Also, the revenue costs increase in future years as the
number of zones and business activity within each zone
increase. The projected revenue losses for the first several
year are:



Fiscal Years

1982 1983 1984 1985 1986 1987
($ billions)

- 0.1 0.4 0.8 1.0 1.3

You will note that these revenue estimates differ from those
shown in the President's Budget Message which projects losses of
$0.1 billion in 1984 and $0.5 billion in 1985. This is because at
the time the Budget was being prepared for printing, the draft
bill was incomplete and the timing of its introduction uncertain.
Assuming Congress passes enterprise zone legislation this year,
we now expect that the first zones could be designated in early

1983, and our revenue estimates were revised to take this into
account.

Conclusion

The enterprise zone program is not just another attempt to
solve a problem by throwing money at it. Rather, it represents a
fresh approach for dealing with the problems of economically
distressed areas. Unlike the programs put forth in the past,
enterprise zones will spur economic activity by removing one of
the largest barriers to its growth -- excessive governmental
regulation. We are confident that the total program contains all
the necessary ingredients to make it a complete success and I urge
you to lend your support to our efforts.
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Mr. Chairman and Members of the Subcommittee:

I welcome this opportunity to address the progress made by
Chrysler Corporation in meeting the objectives of the Chrysler
Corporation Loan Guarantee Act. I will leave any detailed dis~
cussion of the state of the automobile industry to the other
witnesses you have asked to testify.

As I am sure you are aware, the past two years have been
extremely difficult ones for the automobile industry. The
domestic auto industry as a whole has experienced an unprecedented
recession brought about by increases in car prices consistent
with pervasive patterns of high inflation and interest rates.

It is not surprising then that despite the best efforts of
the industry to adapt to this new environment there have been
serious dislocations. Since Chrysler has been under the guar-
antee program, the four major domestic auto makers have collectively
lost $5.5 billion. Sales volume for automobiles has fallen from
10.6 million units in 1979 to 8.5 million units in 198l1. The
number of dealerships has also contracted, from 23,379 in 1979
to 21,571 by the end of 1981. Taking advantage of new found
customer preferences for smaller cars, imports attained a greater
than 25 percent share of the market by the end of 198l.

Chrysler has fared reasonably well in the face of this
challenge. In the first six months of 1981, Chrysler was ahead
of its operating plan sales volume. The company was the only
domestic auto maker to increase its sales volume and market share
in 1981. Even so, the company lost $476 million for the full
year due to costly marketing and incentive programs in the beginning
of the year followed by a precipitous drop in volume during the
second half of the year. While worse than the $253 million 1981
loss originally anticipated in Chrysler's plans, the actual deficit
for 1981 represents a $1.2 billion improvement over 1980's results.
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Chrysler's achievements during this period resulted from a
reduction in fixed costs and adaptation of the company to changlng
conditions. The company's product development program has em-
phasized front wheel drive technology. Fixed costs and manpower
have been reduced so that the breakeven point is now one half of
what it was when the loan guarantee program started. The company
has reached agreements with its lenders to eliminate $1.3 billion
in restructured debt from its balance sheet, reducing interest
costs by $200 million. 1In accordance with the Loan Guarantee
Act Chrysler negotiated substantial concessions from labor in
order to reduce costs. Lower labor costs were obtained in the
face of additional concessions granted by Chrysler's other major
constituents, including non-union employees, suppliers and lenders.
Finally, Chrysler has recognized the value of raising additional
cash resources both as a defensive measure in the face of the
prolonged automobile industry recession, and as a means to attract
additional capital. These funds, which now total approximately
$900 million, were created largely through certain deferrals,
the sale of a major asset, Chrysler Defense Inc., and improvements
in the management of working capital.

The Act requires that Chrysler submit, and the Board review,
new four-year operating plans each December. Pursuant to Section
4 of the Loan Guarantee Act, the Board must be assured that the
operating plan demonstrates "the ability of the Corporation to con-
tinue operations as a going concern in the automobile business ..."
In February, the Board completed its examination of the company's
plan for ,1982-1985. The plan was accepted by the Board as satisfy-
ing the requirements of Section 4 of the Act. The Board made its
findings on the basis of several factors. First, Chrysler has
produced evidence of having restructured itself defensively
while enhancing its ability to take advantage of any recovery in
the automobile market. Second, the combination of the cash
already available plus additional sources of cash should allow
Chrysler, with prudent management, to weather any difficulties
in the 1982-1983 period and to implement the 1983 product plan
needed to retain the company's competitive position after 1985.
Third, Yhe union is expected to maintain an attitude of concern
and responsiveness to Chrysler's prospects for recovery in the
upcoming collective bargaining negotiations.

Thus far in 1982 we have yet to see signs of a pickup in
automobile sales. The first quarter seasonally adjusted annual
rate of sales was 6 million units compared to 7.4 million units
last year at the same time. Industry forecasts now call for an
annual total of 8.7 million units, down from a consensus forecast
of 9.2 million units when the Chrysler plans were approved.
Chrysler has thus far in 1982 demonstrated an ability to maintain
its market share. Chrysler truck sales, with their higher margins,
have also shown an increase over both 1981 and the operating
plan. However, operating performance, which was generally ahead



of plan in the first quarter, cannot be expected to persist if a
continuation of the recession in the industry results in lowered
volume, costly sales incentive programs and inadequate pricing
relief. Pressure on profit margins will be great. Compounding
this problem is the present uncertainty regarding union negotiations
in the wake of concessions given to Ford, GM and AMC subsequent

to the Board's review of the plans. Independent consultants for
both Chrysler and the Board have stressed the importance to
Chrysler's margins of maintaining the current level of labor
concessions relative to its competitors. We cannot gauge the
willingness of the unions to make the further concessions necessary
for Chrysler to maintain the differential with its competitors

or the extent to which Ford and GM will use reduced labor costs

to lower prices or increase rebates. In short, there are sub-
stantial near-term risks which could negatively affect Chrysler's
operating performance.

To date, Chrysler has acted to meet the objectives of the
Act. It has made efforts to achieve long-term viability. It
has met or exceeded the requirements in the Act regarding concessions
from constituents. It has performed according to its obligations
under the Guarantee Agreement for the protection of the government's
interest in the guarantees. We believe the company can attain
consistent operating profitability if the automobile market
recovers and are encouraged by the steps Chrysler has taken both
to position itsel® defensively against a continued lackluster
automobile market and to take advantage of any recovery when it
occurs. For our part, we will exercise diligence in monitoring
the Chrysler guarantee while continuing to adapt our administration
of the guarantee to uncertain and constantly changing circumstances.

I would be pleased to answer any questions.
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RESULTS OF AUCTION OF 2-YEAR NOTES

The Department of the Treasury has accepted $5,252 million of
$10,563 million of tenders received from the public for the 2-year
notes, Series R-1984, auctioned today. The notes will be issued
April 30, 1982, and mature April 30, 1984.

The interest coupon rate on the notes will be 13-7/8%. The
range of accepted competitive bids, and the corresponding prices at
the 13-7/8% coupon rate are as follows:

Bids Prices
Lowest yield 13.95% 99.873
Highest yield 14.02% 99.754
Average yield 13.98% 99.822

Tenders at the high yield were allotted 13%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston S 97,255 S 61,515
New York 8,502,855 4,034,775
Philadelphia 77,500 77,500
Cleveland 101,495 83,645
Richmond 115,440 82,590
Atlanta 86,750 79,280
Chicago 735,965 330,495
St. Louis 115,315 103,010
Minneapolis 56,715 51,105
Kansas City 81,205 81,205
Dallas 40,240 40,240
San Francisco 546,340 220,500
Treasury 6,320 __ 6,320

Totals $10,563,395 $5,252,180

The $5,252 million of accepted tenders includes $1,174 million
of noncompetitive tenders and $3,678 million of competitive tenders
from private investors. It also includes $400 million of tenders at
the average price from Federal Reserve Banks as agents for foreign and
international monetary authorities in exchange for maturing securities.

In addition to the §$5,252 million of tenders accepted in the
auction process, $525 million of tenders were accepted at the average
price from Government accounts and Federal Reserve Banks for their own
account in exchange for maturing securities.
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Thank you Dixie. 1It's good to be here with so many of
Washington's old hands. I realize these are difficult times for
Washington reps. Administration and Congressional officials are
involved in secret negotiations. There is almost an economic
news blackout. And yet taxes remain front page news.

First we have the clandestine budget negotiations and the
role of taxes in that process. I've had so many secret meetings
in the last three weeks that my whereabouts are like that old
hair color commercial: only my driver knows for sure.

Then we have the filing of taxes and what President Reagan
is going to do with his $14 refund.

Then we have the underground economy, the tax gap, the
leasing flap and more speculation about the actual size of the
deficit.

All of these issues are important. But I suspect they're a
little more urgent to those of us who play the "inside
Washington" game that they are to the rest of the country. If

nothing else, they keep us from occasionally taking a step back
to reflect on our values. So this morning I would like to move
on for a moment to a broader discussion of what this
Administration stands for, and what I stand for. It is a

particularly fitting discussion for this audience because the
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subject is capitalism. And I believe it represents the strength
of this nation.

There should be no doubt that our Founding Fathers fully
intended this land to be one of commerce, encouraging creativity,
risk-taking, investment and moral responsibility. By the year
1800 there were more private business corporations in the infant
United States than in all of Europe combined.

It's been said that it's hard to write a poem about
moneymaking or sing an inspiring song about the marketplace. The
theoretical equality of socialism seems much more attractive and
noble. But all we have to do is look around us to see the proof
that America has been the glory of modern times.

We capitalists have brought light where before there was
darkness, heat where there was only cold, medicines where there

was sickness and disease, food where there was scarcity, and
wealth where humanity was living in squalor.

We must look beyond the theory to find the morality of
capitalism, but we needn't look too far. We have only to see its
effects to realize that democratic capitalism has lifted the
standard of living for more people in more places in a shorter
period of time than any other system in the history of mankind.

Alexander Hamilton, the first Secretary of Treasury, made
clear that maintenance of good credit, the paying of public
debts, was essential for both the Nation and its citizens. He
said "good faith" was key to our success, explaining, "States,
like individuals, who observe their engagements, are respected
and trusted: while the reverse is the fate of those, who pursue
an opposite conduct.” He cited "moral obligation,"” and said, "in
the order of Providence" there is a connection "between public
virtue and public happiness."
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The philosophy of capitalism that I have just gone through
is also at the heart of this Administration's economic policy.
The same key elements -- the natural, human drive to make a
better life; the risk-taking and the faith in the entrepreneurial
spirit -- are also the keys to the President's program for
economic recovery.

President Reagan believes, as I do, that big government has
been booming out of control in the last few decades while our
economy has limped from one recession to another. We don't
believe the system has suddenly failed us, that it has outlived
its usefulness, or that it is too simple for today's complex
world. We believe that some of our leaders have failed the
system.

As the tax burden has escalated -- increasing more than 200
percent in the last ten years -- and as social spending has
mushroomed -- Government outlays in the same period went up by

300 percent -- the values of work and family were slowly being
eroded.

In the last 15 years, the cost of our food stamp program has
gone up more than 16,000 percent. 1In just 10 years Medicaid and
Medicare have increased by more than 500 percent. At the same
time inflation and interest rates were soaring, unemployment was

climging and the misery index for Americans hit an all-time high.

There is no question that we in this country have a solemn
obligation to take care of our needy, to feed those who are

hungry and shelter those who are cold. Our elderly must be
allowed to live out their lives in security and dignity.

We do not propose to abandon those values nor undo that
style of compassionate life known as the American Way. Far from
it, we are desperately trying to save it.
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Oon behalf of the young couple whjo dreams of buying their

own home, we are struggling to wring out inflation and bring
these intolerable interest rates down.

On behalf of those who have no jobs, we have proposed
programs that will provide them work. We have created new
incentives for small business and for industry, incentives that
will result in new jobs and new opportunities.

On behalf of our elderly, our handicapped and our
disadvantaged we have reaffirmed our commitment and redoubled our
efforts to protect them from the inflation that has been ravaging

their pensions.

On behalf of all Americans, we are returning our government
and our economy to the people.

After too many decades of more and more spending and more
and more taxing, our program for economic recovery returns sane
fiscal policy to Washington. The joke is that if you laid all
the economists in Washington end to end they'd never reach a
conclusion, but the truth is that the economic advisors in
Washington have consistently believed that all our problems would
go away if only we would spend more. So our leaders taxed more
and then spent even more than that.

At a time when automobile workers are suggesting their own
pay cuts just to keep their jobs, this Administration has no
intention of succumbing to the spending addiction so rampant in
the Congress. At a time when salary increases are no longer just
falling behind but the wages themselves are being cut, well, the
Administration believes big government should tighten itg belt,
as well.

An all-intrusive Federal Government never has workegd and it
never will, and it is time some people in Washington realized the
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rest of the country is tired of it.

Let me be very clear that we in the Reagan Administration
wholeheartedly believe that economic sanity includes balancing
the Federal budget. I wouldn't mind if balancing the budget
every year became a requirement of the Constitution. But I don't
think the way to do it is by making that auto worker's check even

smaller. We refuse to balance the budget on the back of the
already weary American taxpayer.

You see, we believe in the American system. We appreciate
what the incentives and motivations of capitalism have done for
this country and the world. We propose to unleash them again.

We intend to put the entrepreneurial spirit back in the center of
our economy SO once again it can be the wellspring of progress

and the promise of a better life for all our people.

Let me also set the record straight. Although we were able
to pass, last year, the largest budget cuts in history, these
cuts only slowed the rapid increase in government spending. And
although our 3-year, across—-the-board, 25 percent tax rate
reduction is the largest tax cut working Americans have ever
experienced, it also only offsets the incredible increase already
scheduled in our taxes.

Although we are now engaged in a process known as the
"budget negotiations,” we are really debating a far larger
proposition. We are struggling with a definition of government
and it is the language of numbers, busget numbers, that will
ultimately portray the outcome.

This is not a new issue. It was debated more thoroughly in
the last Presidential campaign than at any point in the last 50
years. And Ronald Reagan was elected President on the basis of
that debate. Since that time you in the Chamber of Commerce have

stood beside the President on one issue after another.
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You were instrumental in passing last years budget cuts.

You were instrumental in passing the Economic Recovery Tax
Act.

And you have provided support and strength to this President
and this Administration on one issue after another. So I come
before you this morning to say thanks. We know where the Chamber
of Commerce stands.

aAnd you know where we stand.

This Administration is serious about getting the runaway
deficits under control. Because even though there may be no
economic facts that link high budget deficits to high interest
rates, the reality of life tells us that the marketplace and the
consumer perceive there to be a relationship. And I don't need
to tell anyone in this room about the first fundamental rule of
Washington -- perception is reality.

But reality doesn't mean that in the face of tough times
this President has to abandon the hard-fought victories of last
year -- the victories that would not have happened but for the
hard work and support of everyone in this room. We fought hard
to win the much-needed reforms of ACRS. We fought hard to cut
federal spending by $35 billion and scale back the wasteful
efforts of past Congresses. And we fought hard to get the
5-10-10 personal tax cut. There is no need to abandon these

achievements in the face of the perception that the economy is
marking time.

That perception is reality. First, because the Congress has
failed to cut spending and hence lower the deficit as the
President suggested in his February budget and; second, because
the high rates of interest have frightened off businessmen from
making the needed investment in plant and equipment that will



fuel economic recovery.

It's the chicken and the egg problem -- which comes first --
lower deficits or lower interest rates?

Well, this President was willing to set aside that
philosophical question. We are making good faith negotiations
with Congress to simultaneously achieve both: 1lower deficits --
through spending cuts and some selective revenue increases -- and
lower interest rates to spark the consumer and business
confidence necessary to get the economy moving again,

Those are the objectives. And I'm still hopeful that our
negotiations will be successful.

# 8 #
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Mr. Chairman and Members of the Subcommittee:

I am pleased to have the opportunity to present the
views of the Treasury Department on the following bills: S.
473 and S. 474, dealing with the automobile mileage allowance
permitted for purposes of computing charitable contribution -
and medical expense deductions, respectively; S. 710,
relating to the time for payment of the manufacturers excise
tax on fishing tackle; S. 1923, which would extend the
benefit of the special "annual accrual method of accounting”
to partnerships formed between certain farming corporations

, entitled to use that accounting method and other
corporations; and S. 1854, which would make permanent the
exclusion from gross income for National Research Service
Awards.

At the outset, I would like to emphasize that our
position on each of these bills is strongly influenced by
this Administration's commitment to the proposition that the
best means of providing tax relief is through general rate
reductions and other measures that apply equally to all
similarly situated taxpayers. On the other hand, we
recognize that the Congress wants to deal with situations
under current law that seem inequitable. Nevertheless, in
view of current concerns over projected budget deficits, we
are very reluctant to support changes in the current law
where there are sound reasons for the existing rules and the
changes would reduce Federal revenues, even though there are
reasonable arguments in support of the changes.

I will now discuss the Treasury's specific views on each

of these bills. Our estimates of the revenue effects of the
bills are shown on the schedule attached to this statement.
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S. 473 and S. 474: Increase in Standard
Mileage Rate for Purposes of Computing
Charitable Contribution Deduction (S. 473) and
Medical Expense Deduction (S. 474)

S. 473 would amend section 170 of the Internal Revenue
Code to provide that the amount of the charitable
contribution deduction allowable for expenses incurred in the
operation of an automobile in performing services for a
charitable organization shall be determined at the same
mileage rate used by Government employees to determine
reimbursement for use of their vehicles on official
Government business. S. 474 would amend section 213 of the
Code to provide that the mileage rate used in reimbursing
Federal employees also shall be used for purposes of
computing the amount allowable as a deductible transportation
expense necessary for medical care.

We acknowledge that a reasonable argument can be made
for using the same mileage rate to measure the cost of using
an automobile for charitable or medical purposes as is used
to measure the cost of using an automcbile for business
purposes. Nevertheless, we believe that there are sound
reasons -for the different rates used under present law.

Accordingly, the Treasury Department must oppose S. 473 and
S. 474.

At present, the Federal Government reimbursement rate,
which is the same rate taxpayers are permitted to use for
purposes of computing business expense deductions, is 20
cents per mile. Taxpayers who use an automobile in
connection with performing services for charitable
organizations or to obtain medical care may use a standard
mileage rate of nine cents a mile in computing their
charitable contributions or medical expense deductions. The
difference in the two rates results from the fact that the
standard mileage rate permitted for purposes of the
charitable contribution and medical expense deductions
reflects an allowance for gas and oil, that is, the expenses
directly incurred in performing the charitable service or
obtaining medical care. On the other hand, the standard
mileage rate for business use of an automobile reflects an
additional allowance for depreciation, insurance, general
repairs and maintenance, and registration fees. We believe
this difference is justifiable.
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Allowance of the lower mileage rate for purposes of the
charitable contribution and medical expense deduction
reflects the longstanding administrative position that the
only deductible expenses are those directly attributable to
the use of a vehicle in rendering charitable services or in
obtaining medical care. No deduction is allowed for a
proportionate share of general maintenance, general repairs,
depreciation or fixed costs, such as insurance or
registration fees. There are three reasons for this
position.

Pirst, section 170 of the Code requires that a
contribution be paid to or for the use of a qualifying
charity to be deductible. Similarly, section 213 of the Code
defines medical transportation as amounts paid for
transportation primarily for and essential to medical care.
Fixed or general expenditures which would have been incurred
regardless of the use of a vehicle for charitable or medical
purposes cannot be said to be amounts paid to or for the use
of a charitable organization or amounts paid to obtain
medical care. Second, it is difficult to identify and
quantify the amount of indirect costs that are properly
attributable to charitable endeavors or to obtaining medical
care. Third, it is difficult to ensure compliance in this
~area under current rules, and to allow a deduction for these .

indirect costs would exacerbate this problem. '

I would also note that the rationale underlying these
limitations applies not only to the use of a personal
automobile, but also to other property, (such as real estate)
used for both personal and charitable purposes. Thus, in all
cases, fixed costs, such as depreciation, insurance, and
general maintenance and repairs, may not be deducted. 1If
such costs are allowed for the use of automobiles, it could
also be argued that they should be allowed for the use of
other property. Such an expansion of the existing rules
would compound problems of measurement and compliance.

We believe that the current rules provide an acceptable
measure of the charitable and medical deductions for the use
of a taxpayer's automobile. 1In most cases, the current
mileage rate is adequate to cover the incremental costs
directly attributable to rendering a charitable service or
obtaining medical care. Moreover, taxpayers are not limited
to the standard mileage rate, but may deduct their actual
expenses for gas and oil if that alternative is more
favorable. Thus, the current mileage rate should not work a
hardship on any taxpayer whose actual out-of-pocket costs
exceed the mileage allowance.



-4-

Finally, the proposed legislation, if enacted, would be
costly. As the attached schedule indicates, the combined
revenue loss from these two bills would be $77 million in
fiscal 1983 and $140 million in fiscal 1984 and would reach
$210 million by fiscal 1987.

S. 710: Postponing Time for Payment of Manufacturers
Excise Tax on Fishing Tackle and Equipment

Section 4161(a) of the Code imposes a manufacturers
excise tax on fishing tackle and equipment at a rate of 10
percent of the sales price of the various articles subject to
the tax. Under current law, a manufacturer must deposit the
excise taxes due on a semi-monthly basis nine days after the
close of the period involved if total tax liability exceeds
$2,000 for any month in the preceeding calendar quarter. S.
710 would amend section 6302 of the Code to postpone the time
for payment of this excise tax. Under the bill, the tax
would be due and payable as follows: : .

1. in the case of articles sold during the calendar
quarter ending December 31, on March 31;

2. in the case of articles sold during the quarter
ending June 30, on September 24; and

3. in the case ofarticles so0ld during the quarter ending
June 30, on September 24; and ‘

4, in the case of articles sold during the quarter
ending September 30, at such time as the Secretary
may prescribe by regulations.

Treasury is opposed to S. 710. The argument advanced
for extending the time of payment of the excise tax is that
the seasonal retail sale pattern for sport fishing equipment
leads manufacturers to grant lengthy credit terms to
distributors, so that the latter will increase stock during
the off-season and enable the manufacturers to produce at a
more even pace. Under present regulations, the manufacturers
thus must pay the excise tax before they receive payment from
their distributors. However, the extended credit terms of '
the manufacturers also require the manufacturers to finance
all other expenses (rent, wages, raw materials, etc.) for
some time before receiving payment from their distributors.
S. 710 could have the effect of delaying the payment of the
excise tax more than that of other expenses of the
manufacturers.
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Moreover, different trades have different customary
credit terms, which are designed to facilitate operations and
maximize profits. Treasury sees no reason why the time of
payment of excise taxes should be varied for different
industries depending on the usual credit terms in the
industry. 1I1f a special rule is fashioned for fishing
equipment, other special rules will have to be given to every
other industry which has unique business practices. Passage
of this bill will lead to pressure from others seeking
specialized relief.

S. 1923: Extension of Annual Accrual Method of
Accounting to Certain Corporate Joint Ventures

Section 447 of the Code, which was enacted with the Tax
Reform Act of 1976, generally requires corporations engaged
in the trade or business of farming to use the accrual method
of accounting and to capitalize preproductive period
expenses. Section 447(g) provides a limited exception for
corporations which had used an "annual accrual method of
accounting” for at least 10 years prior to 1976 and which
raise crops which are harvested more than 12 months after
-planting. Such corporations are permitted to continue to use
the "annual accrual method." Under this method, revenues,
costs and expenses are computed on an accrual basis but
preproductive period expenses may be either inventoried or
expensed. . o '

S. 1923 would amend section 447(g) to permit the use of
the special annual accrual method of accounting by
partnerships formed between corporate taxpayers that -
currently use the special accounting method and corporations
that cannot now use the special accounting method.

Treasury is opposed to S. 1923. It is not merely a
technical change in the existing statute. The legislative
history of that provision makes it clear that this special
rule was intended to permit taxpayers who had a substantial
history of using the annual accrual method to continue its
use while prohibiting its use by new taxpayers. In effect,
the proposed change would permit new corporate taxpayers to
use the method without regard to past practice. We believe
that the special exception of section 447(g) should not be
expanded.
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S. 1854: Exclusion From Gross Income for
National Research Service Awards

S. 1854 would make permanent the temporary exclusion
from gross income that expired in 1981 for National Research
Service Awards ("NRSAs") received by individuals pursuant to
the National Research Service Award Act of 1974 (42 U.S.C. §
289 1-1). Treasury supports continuation of the temporary
exclusion pending review of the tax treatment of similar
governmental grant programs and formulation of comprehensive
legislative or administrative guidelines regarding such
programs. At this time, however, Treasury opposes the
permanent exclusion that would be allowed by S. 1854.

Current law provides that, in general, amounts received
as scholarships or fellowships are fully or partially
excludable from gross income. The exclusion is restricted to
educational grants made by relatively disinterested grantors
who do not require any significant quid pro quo from the
recipient. Payments to enable an individual to pursue
studies or research are not considered to be scholarships or
fellowship grants if the payments represent compensation for
past, present.or future employment services or for services
subject to the supervision of the grantor, or if the studies
or research are primarily for the benefit of the grantor.

NRSAs are awarded to individuals for biomedical and
behavioral research, or for® pre-~ or post-doctoral training at
public, private or governmental institutions. 1In return for
an NRSA, most recipients must, within 2 years after
completion of the period for which the award was made, engage
in health research or teaching for a specified period of
time. If a recipient fails to complete the post-award
service requirements, he must repay all or a part of his
NRSA. 1In addition, some recipients must allow the government
royalty-free use of any copyrighted materials produced from
research performed under an NRSA. However, there is no
requirement that a recipient publish the results of his
research.

In 1977, the Internal Revenue Service ruled (Rev. Rul.
77-319, 1977-2 C.B. 48) that NRSAs are not excludable
scholarship or fellowship grants because the post-award
requirements and the copyright policy constitute a
substantial quid pro quo in exchange for NRSA grants. 1In
1978, temporary legislation was passed to exclude NRSAs from
income pending study of the entire area of scholarships and
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fellowships by the Joint Committee on Taxation. That
temporary exclusion expired at the end of 1981. §S. 1854
would make the exclusion for NRSAs permanent.

A reasonable argument can be made in support of treating
NRSAs as excludable scholarships or fellowship grants. Since
no Federal Government service or publication of research
results is required under the program, the payback clauses,
post-award service requirements and copyright policy imposed
on recipients would not seem to be primarily for the benefit
of the grantor -- the Pederal Government -- in any direct
sense. The primary beneficiary of the NRSA program is the
general public, by virtue of the public benefits flowing from
the research conducted and the teaching skills created
through the NRSA program.

Although there are policy arguments in favor of
excluding NRSAs from gross income, Treasury is opposed to
making the NRSA exclusion permanent at this time. We
recognize that Congress three times has passed temporary
legislation excluding NRSA grants from gross income.
Bowever, there are a number of other government educational
‘grant programs conditioned upon the recipients performing
some public service that may directly or indirectly benefit
the grantor. ‘For example, there are state programs providing
for cancellation of student loans if the student performs
specified socially beneficial services, which are excluded
from income under temporary legislation expiring on January
l, 1983. (P.L. 95-600, § 162). New state or Federal grant
programs conditioned on public service requirements may also
be enacted in the future. Treasury believes that developing
comprehensive guidelines for the tax treatment of these
educational grant programs is preferable to legislating on a
case-by-case basis with respect to each particular program.
Accordingly, we have initiated a project to consider whether
these standards can be developed within the framework of
existing law by ruling or regulation, or whether legislation
is necessary. If it is determined that new legislation is
needed, we will be pleased to work with this Subcommittee in
developing the appropriate general rules.

Pending completion of our review of this area, Treasury
supports continuation of the temporary exclusion from gross
income for NRSAs. We would suggest that the exclusion be
continued through December 31, 1983.

I would be happy to answer your questions.



Revenue Effect of Five Senate Bills

($ millions)

Fiscal Years

: 1982 : 1983 : 1984 : 1985 : 1986 : 1987

S. 473 Charitable contribution deduction }

for automobile mileage ....... 7 55 102 115 135 159
S. 474 Medical expense deduction for

‘utombile mileage *® 0@ ¢ 0t 000 e * 22 38 41 46 . 51
S. 710 Time for payment of excise tax ’

on fishing tackle seceeccensas - 1/ 1/ 1/ 1/ 1/
S. 1854 Exclusion for National Research ‘

Service AWards .cievcecnccanse * 8 8 8 8 8
S. 1923 Annual -accrual accounting for : .

corporate farming joint ventures - * * * * *

Office of the Secretary of the Treasury
Office of Tax Analysis

*Less than $5 million.

1/ This proposal has no revenue effect.

Outlays are increased by less
than $§5 million in this year.

April 22, 1982
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Trade and Finance in the Pacific Basin

The United States has a strong, direct interest in the
countries of the Pacific Basin. We work jointly with the Pacific
nations to enhance our mutual security, assist in their economic
development, and encourage mutually beneficial trade and invest-
ment flows. Today I'd like to mention some of the key figures in
the economic area:

U.S. trade with the Basin countries =-- including a number
of key developing countries as well as Australia, New Zealand,
and Japan -- totaled about $127 billion in 1981, more than our

trade with all of Western Europe.

American bank assets in the Basin exceed $45 billion.

U.S. Export-Import Bank exposure in trade with the region
stands at about $10 billion -- or nearly 30 percent of its total
portfolio.

The U.S. direct investment position in the area reached $22
billion in 1980, with the bulk of this in petroleum development

and refining.
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Members of the Reagan Administration, perhaps more than any
other in recent memory, have a special interest in developments
in the Pacific. Since so many of us are from California, we
look towards the world across the Pacific Ocean -- not just the
Atlantic. Where I lived the Asian influence is evident in our
food, our gardens and even our architecture. 1I saw the Pacific
each day on my way to work. Accordingly, I know that the larger
ocean -- and the fastest growing economies of the world -- are
in the Pacific Basin, not the North Atlantic.

The Pacific Basin is, in many respects, the growth area of
the future. It is already the burgeoning area of today.

Take Japan, for example. During the 1960's Japan's real
growth rate was a phenomenal 10 percent per year. Following
Japan's lead came Hong Kong, Korea and Taiwan during the 1970's,
also with average annual growth rates of more than 10 percent.
They were well above U.S. and European growth rates and even
outpaced the growth of Japan in this period. The Pacific Basin
is truly the world's most dynamic growth area. We expect it to
continue to be so for the foreseeable future, even if the spec-
tacular growth rates are not sustained.

As with Japan, the economic growth of these newly developed
nations has benefited substantially from their ability to export --
and in particular, their ability to export to the United States.

-—- Exports account for 30 percent of Korea's GNP, and nearly
50 percent of Taiwan's; Hong Kong, as an entrepot for trade
with China, is even more dependent on international trade.

-— The combined exports of Hong Kong, Korea, and Taiwan more
than tripled between 1975 and 1980. Their exports to the
United States likewise tripled.

-- The United States now takes one-fourth of total exports
from the Pacific Basin's developing countries -- a larger share
than any other single industrial nation, including close by Japan.

Thus, access to markets, and continued access to the U.S.
market in particular, is essential to the future economic growth
of the Pacific Basin countries. The Reagan Administration is
committed to maintaining open markets at home. 1Indeed, improving
access to other markets is a cornerstone of U.S. international
economic policy.

Frankly, I recognize that our record is not absolutely pure.
We do interpose some restraints, most recently in the area of
automobile imports, which raise sensitive issues both here and in
the United States.

Continuing U.S. restrictions on imports of textiles ang
dairy products also are of special concern to some Basin countries.
Hong Kong, in particular, depends on its textile industry for



more than 40 percent of domestic employment and for a similar
proportion of its exports. Yet despite our trade restraints,

the United States continues to be Hong Kong's biggest market for
textiles.

The U.S. record is stronger with regard to shoe imports.
The Reagan Administration has completely terminated previous
import restraints on shoes from Korea and Taiwan.

Overall, despite some exceptions, the U.S. remains the
largest, most open market for the countries of the Pacific Basin.

However, long term trade must be a two-way street. We will
find it increasingly difficult to maintain an open market at
home, if other countries exclude U.S. goods from their markets.

Just as the Pacific Basin countries depend heavily on exports
to the United States, so too the United States depends on access
to Pacific Basin markets for its goods, services, and investment.
We must mutually continue to assure that our doors are open to
each other.

U.S.-JAPANESE TRADE

The world multilateral trading system is an integrated,
organic system. And the future economic growth of the Pacific
Basin will be affected by developments both within and outside
the region.

The most important factors in that future will not be the
availability of foreign aid or the level of interest rates on
foreign bank loans. Bluntly put, the extent of the future growth
of the Pacific Basin may to a great extent turn on the U.S.-Japan
trading relationship.

U.S.-Japan trade relations are today at a critical crossroads:

-- If Japan moves to liberalize access for foreign goods which
compete with Japanese products, the global community, including
Japan and other nations of the region, will benefit substantially.

-- If Japan does not move forcefully and convincingly, there
are mounting pressures in the United States and other countries
for responses which increase the risk not only of a trade war,
but even the unravelling of the international trading system
jtself. The dangers are real and the time for meaningful actions
is clearly short.

Too many observers view U.S.-Japan trade frictions as an
inevitable by-product of a large U.S. trade deficit with Japan.

Let me emphasize that the U.S. Government's objective is
not to seek balance in U.S.-Japanese trade or in any other single
bilateral trade account. Trade balances will properly vary



with competitive conditions over time.

Rather, our concern is with a more fundamental problem:
our lack of ability to sell U.S. products in which we have a
clear competitive advantage in the Japanese market. In this
context, the large U.S. trade deficit serves to highlight the
difficulties U.S. exports face in Japan. It is seen as an indication
of an inequitable economic relationship, and thereby adds to the
pressure to restrict Japan's access to the U.S. market.

Lack of access to Japanese markets spawns calls for "reci-
procity”, and contributes to strong and growing pressures in the
United States and elsewhere for retaliation against Japan.

For example, the European Community is pursuing a complaint
against Japan under the international trading rules. Taiwan has
imposed a ban on imports of 1,500 products from Japan. Frustrated
by the lack of openness in the Japanese economy, many U.S. business
interests want to impose similar restrictions on Japan's access
to our market.

Certainly Japanese products have penetrated many of our
markets: 22 percent of the U.S. auto market, 90 percent for
motorcycles, 100 percent for video tape recorders, 70 to 80 per-
cent for 64K RAM semiconductors, and so on. In Japan, on the other
hand, there is virtually no manufactured good in which imports
from all sources, let alone from one country, come close to such
high market shares. This is most frustrating where U.S. goods
are clearly competitive in both price and quality, yet our market
shares are kept artificially low.

As appealing as retaliation appears, the Reagan Administration
resists such calls. We remain firmly committed to the principles
of free trade.

However, we will not act as purists to be taken advantage
of; we will act pragmatically. We know retaliation would in the
long run not be beneficial to the U.S. economy ~- and we fear that
retaliation against one country would simply signal the start of
successive rounds of protectionist measures by many countries.

Instead, we are determined to improve access to Japan's
market. We firmly believe that liberalization on the part of
Japan is the only solution to current trade frictions. The
nations of the Pacific Basin have a common interest in seeking
greater access to Japan's market and, at the same time, preserving
global free trade.

In this regard, I do acknowledge that Japan has already under-
taken some liberalization. Japan's most recent effort to liberalize
67 non-tariff barriers represents a good start, but much more
needs to be done. At a minimum, the Government of Japan, in itsg
policies and guidance to the private sector, should discourage any
anti-import bias by Japanese businessmen against competitive



foreign goods. Such a change would mean a departure from the
Japanese Government's traditional outlook on imports, but the longer
a move in this direction is delayed, the more vocal the protectionist
voices will become outside of Japan.

In the immediate post-war period, Japan was a poor, developing,
isolated island country with many talented people and few natural
resources. It was a country that desperately needed to export
in order to pay for its critical imports of food and raw materials,

During this period of economic uncertainty for Japan, the
United States, as the largest and strongest economy in the free
world, led the way in rebuilding and liberalizing the world
trading system. Through the Marshall Plan and persistent advocacy
of open markets at home and abroad, the United States helped
create a world economic and trading environment in which Japan
could recover and develop.

In the last three decades Japan's economic position has
changed. Today Japan is one of the world's largest economies,
Its manufactured products are known the world over for quality
and value; its highly developed economy has remained strong,
even in the face of successive o0il price hikes in the 1970's.

But along with economic strength, responsibilities beyond
domestic concerns develop. No country has benefited from an
open world trading system more than Japan. These unquestioned
benefits can only continue in a free trade environment that
ultimately protects Japan from the growing protectionist sentiment.

Japan's assumption of the full responsibilities commensurate
with its economic prominence and the gains it reaps from access to
markets abroad will bring the long-term economic security she seeks.
The United States took the role of leadership in promoting the
post-war liberal trade system, with the latest round of negotiations
kicked off in Tokyo itself. Now Japan must assume a leadership
role as a full partner with the other industrialized countries.

A policy of grudging liberalization, undertaken only after
intense pressure and threats from trading partners, is not
a credible or sustainable policy approach for any country to
pursue.

Japan has an extraordinary opportunity to advance the free
trade system by opening her own markets, and an extraordinary
interest in taking full advantage of that opportunity. Failure
to do so will inevitably result in long term Japanese economic
isolation, and threaten the very existence of the open trading
system itself. We and other countries of the Pacific Basin
share a common interest in assuring that Japan feels confident
to join this effort fully.



FINANCIAL SERVICES AND MARKET ACCESS

Increased access to Japan for manufactured goods is not our
sole concern. Throughout the Seventies, U.S. service industries
have grown dramatically, making important contributions to GNP,
employment and the balance of payments.

Of the 19 million jobs created in the U.S. between 1970 and
1980, 85 percent were in the service sector. U.S. service
industries are competitive and innovative. However, they, and we,
have become increasingly concerned about restrictions on their
access to foreign markets, and limitations on the types of services
they can offer.

For example, U.S. insurance firms often complain of being
stymied in their efforts to offer innovative products in markets
such as Japan and Korea. In these markets they face long licensing
delays, intense regulation, and other restrictions which make it
difficult to broaden the scope of the services they may provide.
Although in some instances domestic firms may face the same
limitations in their own countries, more often than not such
restrictions serve to shield less competitive domestic firms
from innovative foreign competition.

One area, of particular concern to Treasury, is financial
markets. I would like to comment specifically on our efforts in
the banking, securities, and capital markets areas.

As you know, the United States is strongly committed to the
principle of free and open financial markets, both domestically
and internationally. Our international objectives are basically
two-fold: (1) national treatment, and (2) the right of establish-
ment.

National treatment is the cornerstone of our government's
policy both for foreign banks within U.S. markets and U.S. banks
operating overseas. Foreign banks are permitted to participate
in our financial markets on almost exactly the same terms as
domestic institutions. 1Indeed we permit 6 of our 10 largest
California banks to be foreign owned.

As you in Hong Kong have benefited from your experience as
a major financial center, so we have benefited from the presence
of foreign banks. They have increased competition, introduced
new services, and brought access to new sources of foreign capital.

Likewise we expect American financial institutions will be
allowed to compete in foreign markets on equal terms with local
banks. This is, of course, beneficial to both countries. And
most major countries already extend "national treatment" to
foreign banks. Moreover, there is a discernible trend towards
liberalization of regulations governing the activities of foreign
banks.



It is particularly important that we continue to make progress
in creating this "level playing field" internationally. It is
the most effective defense against the pressures for protection
and retaliation that are becoming a widespread and troubling
characteristic of the international environment.

We in the United States have a strong commitment to open
financial markets, but we cannot maintain -- by ourselves -- the
open international financial system that has served the world
so well., We need the help and support of all other countries.

The United States also strongly believes that U.S. banks
should be accorded a reasonable right to establishment in foreign
markets, particularly if we in the United States offer similar
access to foreign banks. Without the right to establish branches
in the first place, the gquestion of "national treatment" is moot.

This leads me to a final point -- the question of restric-
tions on international capital movements. The United States
imposes no restrictions on the flow of funds into or out of the
country. Neither does Hong Kong. But we two are more the excep-
tion than the rule.

Few countries do not impose restrictions of one form or
another on movements of capital across their national borders.
This is regrettable. Such restrictions, even if temporary and
designed to deal with special circumstances, inevitably distort
the international allocation of capital and reduce the efficiency
of the financial system.

But it is a much more serious matter when countries routinely
and regularly deny foreigners access to their capital markets.

No country that protects its domestic financial markets can
be a full partner in the world's open trading system. Obviously,
domestic financial restrictions can and do have international
repercussions today.

These policies undermine the principles of free trade, and
inevitably exert irrepressible political pressures to take short-
sighted protectionist measures in countries that have forced
their domestic industries to compete on a worldwide basis, and
faced with attendant temporary unemployment, dislocation of
workers, and political pressures to protect even weak and
ineffective industries. It is in the interest of all nations that
we demonstrate the resolve, and find the means, to resolve these
difficult issues in a way that strengthens the open international
financial system.

To be fair, the Japanese financial system has progressed
during the past decade. The Japanese government has encouraged
"a more market-oriented domestic financial environment and has
permitted increased foreign participation in the Japanese financial
market. In line with greater financial liberalization, the



Japanese authorities have acted to equalize the treatment of
foreign and domestic financial institutions in Japan. For example,
U.S. commercial banks are now able to establish representative

and branch offices, solicit individual deposits, issue certificates
of deposit, and participate in the money market.

Moreover, Japan's new bank law includes the principle of
national treatment for foreign and domestic financial institutions.
As you probably know, this law will permit foreign banks to
incorporate under the Japanese commercial code, and to form
subsidiaries which could merge with other Japanese financial
institutions, subject to Japanese fair trade laws.

In the securities area, progress also has been made. This
month, the charter of the Tokyo Stock Exchange (TSE) was revised
for the first time to permit foreign membership. In addition,
by the third quarter of 1982 foreign securities dealers will be
allowed to retain the same percentage of commissions on their
TSE transactions as Japanese non-members. A U.S. firm has now
co-managed a domestic public yen issue; and U.S. firms have also
participated in private placements.

The United States welcomes these developments and hopes
Japan will continue to progress rapidly along the path of freer
financial markets.

Despite this progress, Japan nevertheless maintains certain
capital controls which, largely through informal "administrative
guidance", impede access to Japanese financial markets either
potentially or actually. These controls relate primarily to
limitations on banks' external yen and dollar lending, and to
quantitative ceilings on foreign security placements in the
Japanese market,

They are maintained largely in view of balance of payments
and exchange market considerations. The United States encourages
Japan to continue to open its markets, so that foreign borrowers
may raise yen financing on an unrestricted basis, both through
the commercial banking system and through the bond markets in
Japan.

Some problems still exist regarding the equal treatment
of foreign and domestic financial institutions by Japan.

One of the more significant problems is the real difficulty
experienced by U.S. financial institutions in trying to establish
themselves in the Japanese market. This may be due in part to
the fact that Japanese financial firms are extremely competitive,
and also to the general decline in Japanese demand for funds
resulting from slower economic growth.

But we suspect it is also due to the strong and often close
financial relationships which Japanese financial institutions
have with the Japanese industrial structure. The Administration



wants U.S., Asian, and European financial institutions to have
the opportunity for full competition in the Japanese markets.

CONCLUSION

In summary, pressures on the U,S. for protectionist actions
have never been stronger. Significant, early progress is essential
to future U.S.-Japanese economic relations, to our common interest
in access to the Japanese market, and to the continued stability
of the international trading system.

The time has come for Japan to graduate to its rightful
position of full partnership in the international economic community,
and to accept its proper responsibilities as an economic power
of the first tier. And -- while Japan should be the first and
at present the most important country to assume such responsibilities
-- we hope that the newly industrialized countries of the Pacific
Basin, and of the Americas as well, will soon follow suit.
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I want to thank Kay Graham for asking me to join you here
today. 1In her letter of invitation Kay said she hesitated asking
me to fly across the country to talk to 2,000 newspaper
publishers.

My immediate response was -- don't be so hesitant. Jim
Brady once ad libbed a golden nugget of wisdom: "never argue
with anyone who buys ink by the barrel." 1I'd like to add my own
corollary to that: Never hesitate to talk to 2000 people who buy
paper by the boxcar.

Fortunately, I'm not the conspiratorial sort so I won't
accuse the Washington Post of arranging for me to speak after Ted
Kennedy and Tip O'Neill. However, I do wonder why the television
in my room offers two first run movies and the selected lectures
of Dave Broder and Ben Bradlee.

Cbviously, you want to hear my views on the economy and
where I see it going., And I am going to respond to that
expectation. But first, I want to discuss a subject absolutely
vital to our economic health, now and in the future. That
subject is not economic policy but the political leadership that
shapes and is responsible for that policy.

Specifically, I want to look at the nature of the modern
Presidency. 1Instead of dipping into the Federalist Papers or
some academic analysis of the role of a chief executive, let me
draw a technological analogy.

A President can either be a gryocompass or a computer
readout.

The gyrocompass, as all you seafarers know, is a marvelous
device, that replaced the error-prone magnetic compass as a
ship's navigational instrument. It's core is a gyroscope which
maintains its spin and its equilibrium no matter how rough the
seas, no matter how much a vessel may roll, pitch or yaw. It
does this with complete disreqard for the occasional sailor, or
even marine, who bends over the rail slowly, changing from one
shade of green to another,
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The gyrocompass, in short, is the SCien§ific eguivalent_of
keeping your head when all about you are losing theirs, for it
maintains its balance regardless of destabilizing forces.

What about the other element of that analogy: tbe computer
readout? Again, a magnificent achievement without whlgh, for
example, the IRS would probably have to draft every tblrd adult
to compute our taxes. The computer readout tells us instantly
and in seemingly infinite detail the stage of a chosen segment of
the world.

Although this technology was undreamed of by our founding
fathers, the idea of the Presidency was that it would serve as
the governmental equivalent of a gyrocompass -- a center of
stability by means of which a steady course might be set and
maintained. And it would be maintained despite the ebb and flow
of events or the changing winds of opinion.

The Presidents we recall most strongly and for whom we tend
to hold the highest regard were gyrocompass Presidents. They did
not waver though often assailed by language and by personal
attacks that even our permissive age would find distasteful.

George Washington was accused of trying to reinstitute the
monarchy and assailed for seldom knowing the real state of the
nation and thinking it beneath his dignity to mix occasionally
with the people.

Thomas Jefferson endured a barrage of humiliation during his
entire term, but never relaxed his defense of freedom of
expression.

Andrew Jackson, both Roosevelts, and Harry Truman, all were
hit hard and often, and they did not stray from the course they
had set. The most characteristic anecdote about Lincoln clearly
reveals his gyrocompass qualities. faced with a Cabinet united
against one of his policies he tallied all the opposing "Nays,"
and concluded, "The 'Ays' have it."

We tend to forget the occasional and not-so-occasional
unpopularity of these now revered figures, and tend also to lose

sight of the gyrocompass function of the Presidency in favor of
one that resembles the computer readout.

We sometimes seem to take polls at daily intervals,
recording the pulse of 1751 or 52 selected, representative
Americans, and appear to ask the President to react somehow to
this evidence of their disaffection or unhappiness or desire to
let off steam. we seek to shake a President's confidence or
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attenuate his staying power or overwhelm his long-range policies
with an incessant rain of short-term statistics.

Let me be plain -- I am not speaking about or criticizing
the press. What I am talking about is the capacity possessed by
our information-rich society continually to place a thousand tiny
pressures on the stability of its leadership.

It would almost seem that what many would most prefer in a
President is an enormous computer, plugged into the brainscans of
that representative sample, connected to other computers in the
Bureau of Labor Statistics, with lines also running out to every
Congressman and Senator, including a co-axial cable to tip
O'Neill -- a computer sensitive to the times when Dan Rather
changes his sweater and to the confrontation quotient of Helen
Thomas's questions, a computer programmed with an econometric
model devised by a committee composed of the Brookings
Institution, the Reverend Jerry Falwell and the Three Wise Men.

That computer readout would possess two qualities. First,
it would have strong philosophical underpinnings -- driven by a
devotion to pragmatism with its rejection of consistent values in
favor of what seems to work best at any given moment. And,
second, it would not bore anyone from an excess of consistency
but would rather change day by day, if not more frequently,
providing all with the policy equivalent of the most current
lowest common denominator.

Perhaps the Japanese will socn be selling us such a
computer, complete with the necessary software, and we can then
save the time and energy that we now devote to finding and
electing a leader.

But until that day arrives, I think we should know and
acknowledge, if not applaud, the fact that we have a gyrocompass
President -- who is doing now what he said he would do if he was
elected.

I think we should also know and acknowledge, if not applaud,
the fact that we have a President who does not waver from moment
to moment but who maintains a steady course.

And, ladies and gentlemen, a steady course is what simply
must be maintained because the issues that face this nation now
and for the foreseeable future cannot be solved by zig-zagging
them to death. We must have consistent, long-range policies
because the problems that beset us were not born yesterday or due
to expire tomorrow. We are entering a new era in our economic
life, and we simply must understand that and build a strategy to
meet the challenges of that new era.



The short-term expedients of the past wou}dn't do it. We've
already seen that. Because recent Administratlons.were_too
unsure of themselves to insist on doing what was right 1in the
face of opposition or the slightest indication_that somewhere
they were inflicting pain, they failed to provide consistent
navigational guidance and instead operated like a.computer
readout. Thus, during 1980, no less than three different
national economic policies were tried on and then taken off.
Government was fine-tuning, switching from channel to channel,
hoping against hope for an economic policy with the general
audience appeal of "Little House on the Prairie."

The scene was reminiscent of that story about the'French
Revolution when revolutionary guards halted a man chasing a mob.
"Let me go!" he shouted.

"I have to catch up with them. I'm their leader.”

This President and this Administration is not going to do
that.

We have set the gyrocompass to a course clear and certain
and we are going to leave it set. Let me restate the nature of

that course.

It has been called Reaganomics, which connotes something

brand new and far from the mainstream of American economic
experience.

Nothing could be further from the truth.

Reaganomics -- supply side economics =-- neo-classical
economics, call it what you will, is as 0ld as the nation itself.
In fact, it is similar to the incentives for investment policies
devised by our first Secretary of the Treasury, Alexander
Hamilton.

Back in 1798 the debate centered over policy toward foreign
investment in our then undeveloped country. As early as 1791
Hamilton had been urging Americans not to undermine their own
interests by viewing foreign investment as an intrusion or as a
rival to domestic investment. Rather, he urged that foreign
investment be welcomed by offering incentives to those willing to
risk the uncertainties of the American political and economic
environment.

.The key to Hamilton's economic policy and the key to the
President's economic policy are alike: incentive to invest.
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Investment produces jobs, incomes, goods and services -- the
only real and lasting way to reduce unemployment and poverty.

But there were, and to some degree there still remain, huge
obstacles to a policy of stimulating and encouraging investment.

One such obstacle is inflation. The President's gyrocompass
is set on a path that will reduce inflation as a significant
factor in our economy. And already, in what is possibly the most
underplayed story in recent economic history, the inflation rate
moved from the double-digit range of 1980 to 8.9 percent in 1981.
For the last six months it has been running at 3.5 percent; the
last three months at about 1 percent; and in March the CPI fell
.3 percent -- the first decline in 17 years.

High inflation discouraged saving: High taxes often made
savings impossible. So the Economic Recovery Tax Act of 1981
provided a whole range of incentives for individual saving and
for business investment, the full force of which will have an
enormous impact on saving.

Government spending, and huge deficits despite high tax
rates, similarly syphoned off the capital and labor that would
otherwise have been used to rebuild our industrial base and
restore our competitive edge. The Presidential gyrocompass also
is set on a course of reduced government spending, and already
some $35 billion in such spending has been eliminated with more
to come.

These are not isolated policies. All fit together like the
gears of a machine. None can be eliminated without that machine
breaking down and failing to reach the goal of economic recovery.

Reduced levels of taxation, government spending, and
inflation stimulate savings which, urged on by investment
incentives to business, flows into new and more productive
facilities which provide jobs and more income.

All right you say, if it's that simple, why isn't the
economy "roaring back" this Spring as you predicted? And if
these economic policies work like a machine -- isn't a critical
gear broken, the deficit gear?

Those are good questions, and I'm glad I asked them.
Let's begin with the prediction that supposedly qualifies me

as the Administration's resident bull -- we're going to see signs
of a strong recovery in the late Spring.



My prediction was based on past economic history, not
political wishful thinking. History gives us every reason to
expect a roaring recovery. In the final three months of the
1969-70 recession, real GNP fell at a 3.1 percent annual rate and
then soared at a 10.3 percent rate in the first recovery gquarter.
In the last quarter of the 1973-75 slump the GNP measure fell 8.2
percent annually and then rose at 5.0 percent and 9.3 percent
rates in the next guarters.

Of course, historically we should have had great cherry
blossoms in Washington this year. Unfortunately, no one

predicted snow in April. The equivalent of that snow is high
interest rates.

What is keeping rates high? The fear of a huge deficit.
You note I did not say the deficit itself is supporting high
interest rates. TI'll look at this "crowding out" argument 1in a
moment.

But let me first observe that there is a psychological
element in the money markets as to deficits just as there is to
the stock market. There have been many instances where the
market goes down when the news is good and up when the news is
bad, and most stocks, regardless of worth move together. There
are times when certain types of stocks are in fashion, and move
ahead regardless of value. There have even been instances where
just the name of a stock makes it attractive, like adding
technology to the corporate title.

Similarly, bankers fear that deficits will lead to renewed
inflation, and so insist on an "inflation factor" in interest
rates, even though inflation is obviously down and heading
further down.

There is only one way to dispel those fears: to demonstrate
a determination to cut the deficit by reduced government
spending. The failure of Congress to respond to the President's
call for further spending cuts is feeding uncertainty in the
financial community, and this is keeping interest rates up,
prolonging the recession and, perversely, through the resultant
decrease in tax revenues, further raising the deficit.

Led by lower rates of taxes and inflation, and lower levels
of inventory that must be replenished, the economy is ready to
move. People are just waiting for a break on the deficits
guestion. And when that break comes, past experience tells us
that matters can change dramatically, especially interest rates.
For example, interest rates on 13-week Treasury bills dropped an
astounding 29 percent in the 9-week period between October 2 and
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November 27 of last year. Once Congress cuts Federal spending
and lowers those deficits, I think you will see the same thing.

Obviously I'm talking about reducing the deficit, not
eliminating it entirely as yet. Won't the presence of a deficit
the size that this Administration is reluctantly willing to
accept result in a continuation of high interest rates thereby
prolonging the recession and disrupting the machinery of the
President's economic plan? A few months ago I stated that the
savings pool will allow us to cover the deficits and prevent
crowding out. I continue to believe that the economic recovery
program will have a certain and highly significant impact on the
nation's savings pool.

Private savings will be higher in 1982. Higher in 1983 and
still higher in 1984. Private savings was just under $480
billion in 1981. They should be more than $740 billion in 1984.
This savings increase, with the deficit projections in our
proposed budget, would allow adequate funds for both private and
public borrowing.

Again, despite the fact that the expected flow of additional
savings will prevent crowding out, the mere perception of large
deficits is helping to keep interest rates at levels far above
the so-called inflation premium. "Right now interest rates
contain an inflation premium of 9 or 10 percent, Yet, as we have
seen, inflation for the first few months has been running at less
than 5 percent, and there is every indication that it will remain
at these low levels. So why aren't those inflation premiums in
the interest rates going down? Because the markets, burned so
often in the past, and witnessing so many in Congress trying to
return us to the disastrous policies responsible for our economic
distress, won't believe that inflation will stay down until they
see a cut in the deficits.

We can point out endlessly that other countries, Japan and
Germany for instance, have fared very well with deficits that
constituted a higher proportion of GNP. That arguing has no
impact because we are dealing with perceptions and psychology.
Whether it's right or wrong is beside the point. Like Mount
Everest, the psychology is there. And that's why we must deal
with the deficits as well as increase the savings pool.

However, this doesn't mean that everyone is frightened or
twittering with uncertainty.

The April Morgan Guarantee Survey says "the Morgan Bank's
view is that the economy will turn upward moderately in the
current quarter.”
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The New York Times reported about a week ago on an _
Oppenheimer and Company survey of 138 money managers. The Times
said, "The main concern expressed by the executlves was fear of
renewed inflation -- not fear that the recession would be too
severe. The greatest fear was that Congress.and the.
Administration would overreact to the recession and increase
spending..."

So let me sum up my considered conviction about why I
believe the economy is on the verge of turning around. ?here are
three primary sets of factors that will force an energetilc
rebound that will be sustained over several years. Two are

certain: one regquires action.

Certain event number one is the 10 percent tax gut that goes
into effect in July, a tax cut of $32 billion that will spur
savings and investment in the economy.

Certain event number two is the normal upward movement of
the business cycle resulting from the need to replenish depleted
inventories, household stocks of consumer durables, postponed
additions to the housing stock and the like. When this pent up
demand is coupled with the substantial incentives to invest that
are also part of the tax reform package, we are going to see --
and see soon -- substantial increases in output almost

irrespective of whether improvements in financial market
conditions also shortly materialize.

The event that still requires action is a decline in
interest rates -- and I believe this will follow like day after
night when market uncertainty about deficits is cleared up,
assuming of course that the Fed will hold to a steady monetary
policy —-- as we have urged.

Am I disappointed that the upturn hasn't already begun? Of
course, Am I discouraged? No. Because all the pieces but one

are in place -- and action on that one piece cannot long be
delayed.

And while I cannot yet describe in any detail the action
that will be acceptable to the President, I can tell you that the
gyrocompass is not going to change its fundamental direction or
abandon its stability. Here too, Hamilton summed it up: "A
feeble executive implies a feeble execution of the government. A
feeble execution is but another phrase for a bad execution: and

a government ill executed, whatever it may be in theory, must be,
in practice, a bad government."

Ronald Reagan was elected to give us better government,
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That's what he intends to do, and the American people should
be relieved and delighted to know, that he doesn't have any plans
to waver and wobble and feebly cave in to calls for expediency
under the guise of compromise.

Thank you.

# # #
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Mr. Chairman and Members of this Committee:

I am pleased to be here today to present the views of
the Treasury Department on S. 2369, the "Independent Contractor
Tax Classification and Compliance Act of 1982." I am
accompanied by Percy Woodard, the Assistant Commissioner
(Examination) of the Internal Revenue Service.

S. 2369 would establish a statutory safe harbor which
guarantees independent contractor status where five require-
ments are satisfied. At the same time, the common law would
be retained for determining the employment tax status of
taxpayers who do not meet the safe harbor. In addition, the
bill would strengthen information reporting through substantially
increased penalties, and would expand reporting by direct
sellers.

OVERVIEW

Because the moratorium on the reclassification and
issuance of regulations and rulings regarding the status of
individuals for employment tax purposes exXpires on June 30,
1982, I agree with Senator Dole and his cosponsors that
renewed consideration of this pressing issue is imperative.
The present moratorium has only delayed a solution to the
problem. Both taxpayers and tax administrators will benefit

from its resolution.

R-742



In dealing with the employee-independent contractor
issue, our principal concern is the low compliance that
independent contractors as a group have shown with respect
to both income and social security taxes. Noncompliance
with our tax laws is a serious and growing problem. In this
time of unprecedented fiscal austerity, we must take all
available measures to prevent taxpayers from underreporting
their income or overstating deductions or exemptions claimed
on filed returns.

In 1979, the Internal Revenue Service undertook a study
of the income tax and social security tax compliance of
independent contractors. This 1979 Employer/Independent
Contractor Compliance Study has been the subject of much
discussion and criticism. Even if the criticism were
justified, however, the results of that study indicate such
significant noncompliance that its basic conclusion cannot
be overlooked.

The 1979 study showed substantial underreporting for
income tax purposes and even greater underreporting for
social security purposes among those workers studied. For
income tax purposes, about 78 percent of the income that
should have been shown on returns was reported. In terms of
taxes due, the 78 percent of reported income resulted in the
collection of about 85 percent of the total tax liability
due. Thus, approximately 22 percent of the income that
should have been reported -- more than $1 out of each $5 --
was not reported, and 15 percent of income tax liabilities
was not paid. Significantly, almost 45 percent of the
workers in the study reported absolutely none of the income
they earned as to which there was no withholding. As these
figures indicate, nonreporting predominantly occurred among
workers with smaller amounts of payments.

With respect to social security taxes, noncompliance
was even greater. In total dollar terms, 69 percent of
income was reported and 69 percent of social security taxes
due were paid; thus noncompliance was 31 percent. Most
disturbing, however, 58 percent of the workers did not
report any of their self-employment income for social security
purposes.

We cannot afford this high rate of noncompliance among
independent contractors. Compliance measures do not impose
new taxes; they merely ensure collection of taxes otherwise
due. One obvious question, then, is how to improve the
compliance of independent contractors. Although improving
compliance is and should be the goal of any legislation in



this area, the controversy over independent contractors has
focused on another question: what is the definition of
"independent contractor"? Although these two questions are
linked, they are not identical -- if we correctly define the
term "independent contractor," we still are faced with the
guestion of achieving the best compliance within that group.

DISCUSSION OF S. 2369

Definition of Independent Contractor and Safe Harbor Test

Under the Internal Revenue Code, compensation is subject
to withholding of income and employment taxes only if an
employer-employee relationship exists under common law.
Also, social security (FICA) and Federal unemployment (FUTA)
taxes are due only if such employer-employee relationship
exists. For income tax purposes, an employee is subject to
withholding at graduated rates, while a self-employed
individual makes quarterly estimated tax payments and the
payor does not withhold. It is this disparity in collection
which has put such pressure on the definition of independent
contractor.

A worker is considered an employee under the common law
when the person for whom services are performed has the
right to control and direct the individual, not only as to
the result but also as to the details and means by which the
result is to be accomplished. Some 20 factors are applied
to determine whether the requisite control exists; thus,
determinations of employment status are heavily dependent on
the specific facts of the individual case.

In many cases applying the common law test in employment
tax issues does not yield clear, consistent, or satisfactory
answers and reasonable persons may differ as tec the correct
classification. Common law concepts initially developed in
England as a way to determine when a master would be liable
for the torts of his servant. Different criteria for determining
control have been emphasized by different courts, so that no
one factor is deemed to be determinative.

Although the independent contractor dispute has been
cast in terms of whether the payor has the right to exercise
control of the worker, that historical development need not
be determinative of whether withholding at graduated rates
is appropriate for a particular worker. If a worker's gross
remuneration approximates his net income, withholding at
graduated rates would accurately collect the correct amount



of tax. 1Indeed, from the standpoint of the worker, withholdipg
is the most convenient and least disruptive method of satisfying
his tax obligation. On the other hand, if a worker's net

income departs substantially from his gross income, the _
current system of withholding would produce overwithholding

and would probably not be an accurate or desirable tax
collection method. Moreover, if an individual works fgr.

many payors, withholding, to be accurate, presents adminis-
trative problems.

If a safe harbor definition of independent contrgctor
will exempt a worker from the withholding system applicable
to employees, the elements of that safe harbor should attempt
to isolate and cover cases in which withholding on gross
remuneration would not be sensible. Items such as substantial
investment or unreimbursed expenses are key, while conditions
of employment and control over those conditions, even though
they often indicate independence, may not be determinative
or even germane, except to show the administrative feasibility

of withholding.

The relationship between a safe harbor and retention of
common law is also crucial. A statutory safe harbor, properly
drawn, would provide certainty as to their independent
contractor status to workers and those for whom they perform
services. But no safe harbor, however well conceived, could
purport to cover all independent contractor relationships
without sweeping into the safe harbor many people who are
clearly employees, as well as many others whose status may
be debatable. In our view the common law provides sufficient
flexibility to deal with a myriad of work relationships.

A balanced approach to classification, then, should
provide an appropriate but narrow safe harbor while retaining
the common law to deal with taxpayers who do not meet the
specific statutory provisions. In our view, however, the
safe harbor of S. 2369 does or could include virtually all
cases in dispute at the enactment of the moratorium. This
could exacerbate the serious compliance problem that exists
under current law.

S. 2369 would add a new section 3508 to the Internal
Revenue Code which, if certain specified conditions were met
with respect to services performed by an individual, would
treat the service as being performed by other than an
employee, and treat the person for whom the service is
performed (the "service-recipient") as other than an employer.
This provision is elective; it will apply only where the



service-recipient supplies a written contract and notice of
tax responsibilities to the worker prior to the service
being performed and only if the service-recipient complies
with information reporting requirements.

To qualify under the safe harbor provided in S. 2369,
an individual must meet all three of the following additional
requirements:

(1) Control of hours worked test -- The individual
must control the aggregate number of hours worked
and substantially all of the scheduling of the
hours worked;

(2) Place of business test -- If the individual has a
principal place of business, it cannot be provided
by the service-recipient unless the individual
pays a fair rental for it (incidental use of the
service-recipient's premises will not disqualify
an individual);

(3) Investment or income fluctuation test -- The
individual must either (a) have an investment in
tangible assets which are of significant value in
the performance of the service and a substantial
economic investment in light of the remuneration
received, or (b) risk income fluctuation because
more than 90 percent of the remuneration is
directly related to sales or other output rather
than to the number of hours worked.

I would like to comment on each of these tests.

Control of Hours Worked Test. The tests making up a
safe harbor should be designed to indicate whether withholding
on a worker's gross remuneration is accurate. In our view
control of a worker's hours is seldom relevant to this
determination; nevertheless, it is an important factor under
common law and is not inappropriate to include in a safe
harbor.

The bill makes clear that an individual can satisfy the
control of hours test even though control may be limited as
a result of (i) government regulations, operating procedures
and specifications with which the service-recipient must
comply, (ii) coordination of the services with other services
so long as such coordination is done by a person other than
the service-recipient, or (iii) control of access to premises



by the service-recipient. With these qualificat%ons, the
control of hours test in the bill is easily met in most
instances. The line between control of hours gnd control

of access to premises or work sites can be a fine one. If a
safe harbor is to be clear and easily administered -- that
is, safe -- the tests for it must be relatively objective.
Control of hours is difficult to determine and subject to
manipulation. If this test is included, it should be more
tightly drawn.

Place of Business Test -- We agree that an investigation
of a taxpayer's investment in his business can be a surrogate
for determining whether his gross remuneration approximates
his net income. We thus agree that a place of business test
is appropriate, provided that the test is met only if there
is a place of business which represents a substantial invest-
ment. If the place of business is at the taxpayer's home,
it must qualify under section 280A of the Code. Furthermore,
the place of business should be separate from that of the
service-recipient. Allowing an individual to satisfy the
safe harbor even though the place of work is provided by the
service-recipient could be subject to manipulation. Many
existing compensation arrangements could easily be modified
to meet this requirement. It should be clarified that a
percentage of commissions, for example, could not be designated
as "fair rental," and that a fixed dollar payment would be
needed as an indication that the payee bore some risk.

Investment or Income Fluctuation Test -- The third test
of the safe harbor rules in S. 2369 is one designed to
determine whether a worker is "economically independent”
because he has a substantial investment in assets or because
he risks income fluctuation. We believe that the investment
in assets test in S. 2369 provides sufficient flexibility to
cover instances in which individuals have substantial capital
invested in their businesses. It is important, however,
that situations in which the property either is leased from
or financed by the service-recipient be carefully circumscribed,
so that only arm's length arrangements could meet this test.
Thus, a lease term must be significant in relation to an
asset's useful life; assets which are leased on a short-term
or per job basis should not be taken into account.

Turning to the income fluctuation test in the bill, it
should be made clear that if remuneration is provided in the
form of guaranteed amounts, reimbursed expenses or other
benefits, this test could not be met. The test is meaningless



if it does not insure that the worker bear some risk of
loss. Moreover, we think that an income fluctuation test
raises questions from a compliance and administrative
standpoint. If the worker bears a risk of loss but does not
have significant unreimbursed expenses, withholding under
the current system may be feasible, especially if the worker
has a continuing relationship with a single payor. This
could be true if the taxpayer's occupation is not subject to
cyclical downturns or other recurring events that would
cause his income to fluctuate widely within a year. We
think that a more meaningful test would be the amount of the
individual's unreimbursed expenses of a particular type,
such as payroll expenses, supplies, or the cost of goods sold,
in relation to his income. Where a worker has substantial
unreimbursed expenses which would cause withholding to
overstate his periodic tax payments, safe harbor treatment
would be justified.

To summarize our position, we support the retention of
common law and a safe harbor, but the safe harbor must be
tailored to include only those taxpayers for whom withholding
under the current system would be most inappropriate. We
think a preferable safe harbor would be one covering only
cases in which an individual is paid on other than an hourly
or salaried basis and meets one of the following conditions:
(1) The worker maintains a principal place of business,
including a part of the home qualifying under section 2804,
(2) has substantial assets used in connection with the
performance of the services, or (3) incurs substantial
unreimbursed expenses of a particular type, such as payroll
expenses, supplies, or the cost of goods sold, in performing
the services. We also would adopt the requirements of S.
2369 with respect to written contracts, notice, and compliance
with information reporting.

Further, we would require an "anti-switching" rule,
which would prevent employers who have treated their workers
as employees under current law from switching these workers
to independent contractor status merely because insubstantial
changes in the employment relationship could gualify under
the safe harbor adopted. The possibility of switching
demonstrates how important it is to craft any safe harbor
carefully. However, it will not be possible even under the
best circumstances to anticipate every relationship. There-
fore, some protection must be provided to prevent employees
with an inferior bargaining position from being switched to
independent contractor status by their employers. §S. 2369



recognizes this problem by providing a transition rule that
would prevent this type of switching before January 1, 1983.
It is appropriate that this type of switching be prevented

permanently.

In addition to providing a safe harbor test, S. 2369
contains several special rules. It provides that the safg
harbor will not apply to any individual described in section
3121(d) (3) of the Code (that is, certain agent-drivers,
commission-drivers, full-time life insurance salesmen, homg
workers, and traveling or city salesmen). Tpis provision 1is
an appropriate recognition of the long-standing employge'
status of these workers and we do not oppose this provision.

Next, the bill provides that relationships failing to
meet the safe harbor test would be classified under common
law rules, as if the safe harbor test were not enacted. We
agree that failing the safe harbor test would not create a
presumption against independent contractor status.

S. 2369 also provides that qualification as an independent
contractor under the safe harbor test for purposes of Federal
employment taxes and withholding would create no inference
with respect to other laws. This is appropriate, since the
policies behind state unemployment compensation laws or
labor relations acts may be very different from the policies
for Federal tax purposes, even though these statutes may in
many instances also rely on common law rules.

Finally, individuals who qualify under the safe harbor
as independent contractors would be denied statutory employee
benefits, including the exclusion for employer provided
group term life insurance, death benefits, accident and
health benefits, group legal services, education assistance
plans, and pension, profit-sharing, stock bonus or annuity
plans. The bill clarifies that these individuals would be
eligible for Keogh plans, however. Again, this is an
appropriate recognition that independent contractors are
self-employed businesses and that employee benefits should
not be available.

Information Reporting

The remainder of S. 2369 deals with the gquestion of hoy
to raise the compliance of those workers who are Classifjeg
as independent contractors and who are thereby exempt frgp
withholding under current law. I will confine my remarksg on
these provisions to the approach adopted in the bill.



As under current law, S. 2369 would require that
persons engaged in a trade or business file information
returns on remuneration in excess of $600 during the calendar
year paid to any person for services. However, the bill
would expand information reporting by the direct sales
industry. Anyone in the trade or business of selling consumer
products to any buyer on a buy-sell, deposit-commission, or
any similar basis for eventual resale in the home would be
required to report gross sales of $5,000 or more. However,
a seller could elect instead to report remuneration (that
is, commissions, bonuses, prizes, etc.) in excess of $50
paid during the calendar year. A payor making this election
also would be required to supply to IRS the name and identification
number of each buyer to whom the payor has sold goods of $50
or more during the calendar year.

S. 2369 would replace the present modest penalty for
failure to file information returns or to supply copies to
payees with a penalty of up to 5 percent of the amount of
remuneration which should have been included on the return.
The amount of the penalty increases in two stages, based
upon the reporting agent's overall compliance rate. Failure
of a direct seller who elects to supply information on sales
above $50 would be subject to the penalty applicable under
current law for failure to file information returns with
respect to independent contractor payments -- $10 for each
failure, not to exceed $25,000 during any calendar year.

S. 2369 also would extend withholding where a payee
fails to provide a taxpayer identification number to a
payor, or where if the IRS determines that the taxpayer
identification number provided is incorrect. This provision
also is contained in S. 2198, "The Taxpayer Compliance
Improvement Act of 1982."

We recognize that information reporting on taxable
transactions is valuable both to the government -- to enable
it to check the information reported by taxpayers through
matching and other means -- and to the vast majority of
taxpayers who conscientiously attempt to report all of their
income. We have several comments and suggestions regarding
the changes with respect to information reporting that are
contained in S. 2369.

Under current law, the threshold for information
reporting is $600, which is largely unchanged by sS. 2369.
It would be appropriate to consider substantially lowering
this figure with respect to payments for services. Indeed,
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in the area of interest and dividends, the reporting threshold
is currently $10, and wages are reported grom the first

dollar earned. Compliance would improve if taxpayers knew
that their payments had been reported to the Internal Revenue

Service.

We welcome the recognition in S. 2369 that information
reporting by direct sellers should bg expanded: As you know,
initially our view was that information reporting on a
specific dollar amount of gross sales would be of use to the
Internal Revenue Service both in identifying ind1v1dgals in
this industry with self-employment income and in verifying
gross receipts reportable on Schedule C. However, the
Service has been considering what information from the
direct selling industry it could best use to determine
accurate tax liabilities in this area. After close examination,
and taking into account the difficulties in comparing dgross
sales with amounts reported by taxpayers on their returns,
the Service now has concluded that they will better be able
to utilize mandatory information reporting on commissions,
bonuses, prizes, etc., in excess of $100 in the calendar
year, At the same time, the Service must have some means to
obtain information on those sellers who are compensated only
by the difference in the price at which they purchase goods
and then resell them for use in the home. We therefore
support reporting of the name, address, and taxpayer identificatim
number for gross purchases in excess of $100 annually. 1In
addition, while the penalty for failure to file a return of
this type must be a flat dollar amount per failure, we think
the maximum limit on the penalty should be at least $50,000.

We do not think that an exception to the normal unlimited
statute of limitations for failure to file a return should be
made for information returns required to be filed with respect
to independent contractors, as S. 2369 would do. Recordkeeping
requirements exist for all taxpayers. We believe that this
provision should be dropped from the bill.

With respect to the penalties contained in S. 2369, we
have the following comments. Penalties in a voluntary
compliance system must both deter behavior that would impair
the system and, at the same time, take into account reasonable
eérrors or omissions made in good faith. This second element
is particularly important given the difficult questions of
classification in determining employee status under the tgax
laws. We believe that a percentage penalty for failure tq
file or to furnish information returns relating to independent
contractors is appropriate, as S. 2369 would provide.

However, the step increases in the penalty rate based Upon
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the reporting agent's overall compliance is complex and
could prove difficult to administer. It could only be
imposed after the reporting requirements of a payor are
fully determined for a calendar year, which delays and adds
uncertainty to the determination of whether a penalty will
be due and at which level it will be imposed. Although we
appreciate that its purpose is to provide a stiffer penalty
on large payors for noncompliance, we think a penalty
computed as a percentage of compensation not reported is
adequate.

Finally, imposing withholding where there is a missing
or incorrect taxpayer identification number is an appropriate
and desirable sanction, although we understand that there
may be some technical questions as to how this can best be
accomplished. Defective information reports are in many
cases worthless to the Service, and those that are corrected
are done at substantial expense. By implementing source
withholding on persons not willing to provide correct
numbers, this provision will place the onus of correct
information reporting on the person best able to insure that
the reporting is accurate.

ADDITIONAL COMMENTS

FICA/SECA Differential

Significant economic incentives encourage payors and
workers to seek independent contractor status, apart from
the exemption from income tax withholding. The social
security taxes imposed on independent contractors under the
self-employment contributions act (SECA) are lower than the
taxes an employee must bear under the Federal insurance
contributions act (FICA). Even though one-half of the FICA
tax is paid by the employer, it is generally agreed that
this burden is in fact borne by the employee in the form of
lower wages. 1In 1982, FICA taxes on wages are a combined
rate of 13.4 percent on the first $32,400, while self-
employment income (income net of expenses) of $32,400 is
subject to SECA tax of 9.35 percent. Based on similar
earnings histories, independent contractors and other self-
employed persons receive the same social security benefits
as employees, even though they contribute significantly less

to the trust funds.

It would be possible to reduce the tax advantages
inherent in independent contractor status by more closely
conforming the FICA and SECA tax rates. A change of this
nature could help neutralize the decision whether to hire an
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independent contractor or an employee and religve pressure

on the question of employment status. Correcting the d1§par1t¥
between the FICA and SECA tax rates should be givgn con51d§ratlon
in the future as part of the broader issue of social security
financing. The Treasury Department intends to communicate

our concerns in this area to the commission currently studying

the social security issue.

Procedural Issues in Employment Tax Audits

In his introductory remarks to S. 2369, Senator Dole
invited comments with respect to procedural issues which
contributed to the controversy in employment tax audits.
Prior to the adoption of section 530 of the Revenue Act of
1978, when the Internal Revenue Service determined on audit
that workers should have been classified as employees rather
than as independent contractors, the employer was liable for
the employer share of FICA and Federal unemployment tax
(FUTA) payments and for the income and FICA taxes which
should have been withheld from the employee, for all past
years for which the statute of limitations had not expired.
In addition, reclassification could call into gquestion the
status of the employer's pension plan. Furthermore, the
liability for income taxes which should have been withheld
could be abated only if the payor could prove that the
workers had in fact paid their income taxes, which frequently
was impossible because in many instances the workers could
not be located. Even when workers could be located, the
burden of establishing their tax liability often was time
consuming and costly. Moreover, the payor's liability for
FICA taxes which should have been withheld could not be
offset by any SECA taxes paid by the worker (assuming the
SECA tax had in fact been paid), unless a worker was barred
from filing a claim for refund by the statute of limitations.
As a result, liabilities for taxes not withheld could result
in more than the actual tax liability being collected but
neither the payor nor the Internal Revenue Service had an
adeguate means for determining how to abate the tax.

All tax assessments in our system are, and should be,
retroactive. However, the SECA and income tax offset problem
in employment tax cases does present a matter for concern,
particularly for a taxpayer who had a reasonable basis for
classifying a worker as an independent contractor. One
approach to be considered, for a limited class of taxpayers,
would be to provide that where a taxpayer had a reasonable
basis to rely on judicial precedent or published rulings
relating to the taxpayer's industry and had complied with
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all reporting requirements, the taxpayer's liability would
be limited to the employer portion of the FICA tax and FUTA,
plus a low flat percentage of the income taxes that should
have been withheld. A concomitant adjustment to the coverage
of the workers for benefit purposes also might be needed.

We are hesitant, however, to establish any precedent for
abating retroactive assessments, and we would not extend
this type of relief to other than a narrowly drawn class of
payors. In addition, it is important not to erode the
consequences of inappropriate classification to such an
extent that employers will be willing to take the risk of
misclassifying workers. We would be happy to work with this
Committee to consider further an appropriate provision in
this area.

It has been suggested that another way to deal with the
harsh retroactive assessment problem would be to provide a
mechanism for declaratory judgment relief or prepayment
review in the Tax Court. At this point, expanding the Tax
Court jurisdiction to employment tax cases would be very
unwise. The Tax Court docket is already vastly overburdened.
Existing procedures in employment tax cases already provide
access for taxpayers to the Court of Claims or district
courts based upon payment of a small fraction of the amount
actually at issue., Providing Tax Court jurisdiction would
not facilitate review. Moreover, the benefits of employee
status are retroactive. A worker treated as an employee
will be entitled to benefits regardless of whether FICA has
been withheld. Thus, postponing liability until a declaratory
judgment proceeding is resolved could prove costly to the
trust funds.

SUMMARY

In dealing with the employee-independent contractor
issue, our principal concern remains compliance. The Treasury
Department supports the adoption of a safe harbor provision
to clarify the tax status of workers for employment tax
purposes, if this provision is carefully drawn and accompanied
by significantly increased compliance measures. We think
that the common law is adequate to deal with workers in all
other instances, so long as some relief from retroactive
assessments 1s considered for those taxpayers with a reasonable
basis for classification.
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Mr. Chairman and Members of the Committee:

It is a pleasure to be here to discuss, from a debt management
perspective, the Department's requests for legislation to repeal the
interest rate ceilings on savings bonds and on Treasury marketable
bonds. I would like to state at the outset that this Administration
abhors interest rate ceilings as ineffective attempts to control
nrices and incompatible with our commitment to a free market pricing
system. We view these particular interest rate ceilings as anach-
ronisms which serve only to frustrate the efficient management of
the public debt.

Savings bonds

For most of the past forty-five years, the savings bonds
nrogram has been a relatively stable source of funds, financing
a significant portion of the public debt. The program broadens
*he market for Government securities, and the cash raised by
savings bonds reduces the amount of borrowing that the Treasury
must undertake on a competitive basis in the open market. The

relatively long maturity of savings bonds helps with Treasury's
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current objective of achieving a better maturity structure of the
public debt. Also, savings bonds have proved to be a cost-effective
means of financing the debt, with ultimate savings to the American
taxpayer.

The program generally has been popular with the American
people, has helped instill a habit of thrift among small savers,
and has received broad support from leaders of industry and finance.
Yet the future role of the savings bonds program in financing the
public debt will depend primarily on the interest rate on savings
bonds relative to rates on competing instruments.

Sales of savings bonds increased dramatically in the 1970's,
from about $4.8 billion in 1970 to a post World War II peak of
$8.0 billion in 1977 and 1978, and sales exceeded redemptions by
$1.5 billion in the period 1970-1977. But, as market rates of
interest began to increase in 1978, redemptions began to exceed
sales, and, as shown in Chart 1 attached to my statement, there has
been a substantial cash drain from the Treasury each year since 1978.

Legislation enacted in October 1980 authorized Treasury to
increase the interest rate on savings bonds by up to one percent
during any six-month period. Accordingly, Treasury increased the
maximum rate on savings bonds from 7 percent to 8 percent on
November 1, 1980 and to 9 percent on May 1, 1981. Yet the maximum
Fate increases permitted under existing law have not been sufficient
to stem the savings bond cash drain from the Treasury, because of

higher interest rates available from other market instruments.



Savings bond redemptions exceeded sales by over $5 billion in
1979, over $11 billion in 1980, nearly $9 billion in 1981, and
by $2 billion in the first 3 months of 1982,

This substantial cash drain from the savings bond program --
$27.8 billion since 1978 -- must be financed by other, more
expensive, Treasury borrowing, namely the issuance of additional
marketable securities at interest rates much higher than the
savings bond rate. Interest rates on Treasury marketable inter-
mediate notes and bonds are currently around 14 percent, compared
to the current guaranteed rate of 9 percent paid to Series EE
bond holders after 8 years.

To stem the cash drain, Treasury must assure savings bond
investors that they will receive a fair rate of return throughout
their holding period. Thus Treasury must be able to promise the
small saver that the rate on savings bonds will vary with market
rates of interest. Large investors can achieve this assurance
through investment in short-term Treasury bills,

The alternative of raising the savings bond rate to, say,

10 percent now and possibly a higher rate later, under existing
legislation, was rejected by Treasury. While such rate increases
might over time reduce the savings bond cash drain, they would be
relatively expensive over the long run if market rates of interest
declined. In this regard, savings bonds differ from long-term
marketable debt. Holders of marketable securities do not have the
option of redeeming their securities at par, and thus bear market

risk not borne by savings bond investors. Also, there is no way



under existing legislation that Treasury could assure long-term
savers that the rate on savings bonds would continue to be competi-
tive with current market rates. The need is for a savings bond

rate that automatically increases, and decreases, with market rates,
and that is what we propose. Simply stated, the major change will
be that people holding either new or old bonds for at least 5 years
from the beginning of the new program will be assured that their
return will be no less than 85 percent of the average return on 5-year
Treasury marketables during their holding period. They will also

be guaranteed a minimum rate; so they will receive 85 percent of the
average market yield on S-year Treasury securities over the holding
period, or the guaranteed minimum rate, whichever is higher. Five-
year Treasury marketable securities currently are yielding about

14 percent. If this rate prevailed over the holding period, the
savings bond rate would be 11.9 percent,

The rate paid on savings bonds must be less than the marketable
rate for several reasons: (1) savings bonds are available in smaller
minimum denominations and therefore entail higher administrative
costs; (2) savings bonds have tax deferral advantages which increase
their effective yield after taxes (relative to marketable securities);
and (3) savings bonds are redeemable at par, thereby eliminating the
risk of market value depreciation inherent in ownership of marketable
Treasury notes. On this basis, a rate on savings bonds equal to
85 percent of the rate on marketable Treasury five-year notes is a

fair rate of return.
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A healthy savings bonds program is not only good for small
savers it is good for the Treasury too, Even at the higher market-
related rates we propose to pay to savings bond holders the costs
to the Treasury will be less than the alternative cost of financing
this debt in the open market. Thus the longer we delay the
introduction of the new variable rate savings bond the greater
the cost of financing the debt.

Long-Term Bonds

I would like to turn now to our proposal to repeal the interest
ceiling on marketable Treasury bonds.

The maximum interest rate that the Treasury may pay on market-
able bonds has long been limited by law to 4-1/4 percent. This
limit 4id not become a serious obstacle to Treasury issues of new
bonds until the mid-1960's. At that time market rates of interest
rose above 4-1/4 percent and the Treasury was precluded from issuing
new bonds. The average length of the privately-held marketable debt
of the Treasury declined steadily from 5-3/4 years in mid-1965 to
about 2-1/2 years in 1975, because of the heavy reliance by the
Treasury on short-term bill financing of the large budget deficits
during this period (See Chart 2).

Congress first granted relief from the 4-1/4 percent ceiling
in 1967 when it redefined, from 5 to 7 years, the maximum maturity
of Treasury notes. Since Treasury note issues are not subject to
the 4-1/4 percent ceiling on bonds, this permitted the Treasury to
issue securities in the 5 to 7 year maturity area without regard to

the interest rate ceiling. 1In the debt limit act of March 15, 1976,



the maximum maturity on Treasury notes was increased from 7 to 10
years. Today, therefore, the 4-1/4 percent ceiling applies only to
Treasury issues with maturities in excess of 10 years, and certain
amounts, such as bonds held by the Federal Reserve and Government
accounts, have been exempted from this ceiling. 1In 1971, Congress
authorized the Treasury to issue up to $10 billion of bonds without
regard to the 4-1/4 percent ceiling. In 1973 Congress relaxed the
$10 billion limit by applying it only to private holdings. The dollar
limit since has been increased from time to time, most recently on
October 3, 1980, when the limit was raised to $70 billion to accom-
modate additional long-term financing (See Chart 3).

Since 1975 the Treasury's debt extension policies have moved
the average length of the marketable debt from 2 years, 5 months in
January 1976 to 4 years, 1 month in March 1982, thus reducing the
administrative burden and the market-disrupting effects of frequent
Treasury operations to refund maturing issues. Yet while the
Treasury has significantly improved the maturity structure of the
debt in recent years, almost one half of outstanding marketable debt
matures within one year (See Chart 4). This refunding need must
be added to Treasury's new cash borrowing requirement to determine
gross Treasury issuance in the market. Because of the short average
maturity of outstanding Treasury debt, long bond issuance must
remain an integral part of Treasury's debt management policy.

Some observers have suggested that Treasury should avoid the
sale of long-term securities when interest rates are "high", in order

to avoid locking in high interest costs. However, any definition



of "high" interest rates is extremely subjective and carries with
it an implicit forecast of future interest rates. If Treasury
"temporarily" withdrew from the bond market because it felt rates
were "high", market reaction to reentry in the long market could
well be that rates were "low". Thus reentry could be interpreted
as a Government forecast of higher rates in the future. Management
of the debt based on interest rate forecasts would create tremendous
uncertainty as to Treasury's financing schedule and, over the long
run, would result in higher costs to tﬁe Government by reducing

the market's willingness to bid in auctions. Therefore, a consis-
tent policy of debt issuance across the maturity spectrum must be
maintained without regard to expected interest rate developments.

I would also note that, because of the large volume of maturing
obligations refinanced each year, interest expense on the public
debt is extremely sensitive to interest rate movements. This adds
volatility to the interest expense component of Federal outlays.

As interest rates move up and down, Treasury's interest expense
also rises or falls. As long as the debt outstanding retains this
short-term character, debt extension must be a part of our debt
operations.

At this point I would like to note that market uncertainty
has recently arisen because of Congressional inaction on Treasury's
request to repeal the 4-1/4 percent ceiling on long bonds. As
mentioned earlier, the face amount of Treasury bonds held by the
public with interest rates in excess of 4-1/4 percent may not exceed

$70 billion. Treasury has exhausted this authority (See Chart 3).



Unless Congress repeals the 4-1/4 percent ceiling, or grants
additional issuing authority, no more bonds may be sold. 1In fact,
Treasury was forced to cancel its regular auction of 20-year bonds
last month, and would normally announce its regular auction of
30-year bonds tomorrow. It cannot do so because of Congressional
inaction. 1Inability to sell these securities has created disloca-
tions in the market and raised questions about the Treasury's ability
to carry out predictable, prudent debt management policies. I urge
Congress to expedite the long bond authority legislation so that

this uncertainty can be resolved.

In conclusion Mr. Chairman, we face large borrowing requirements
over the foreseeable future. A viable, modern savings bonds program
and removal of the 4-1/4 percent ceiling on Treasury marketable bonds
will help the Treasury meet these financing needs in an efficient,
cost-effective manner. Interest on the public debt is estimated
to total a record $116 billion in FY 1982. We must make every
effort to reduce this staggering cost to the taxpayer. Especially
at this time of severe budget stringency, we must not add to our

budget costs by mismanaging the public debt.

oo



Chart 1
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Chart 2

AVERAGE LENGTH OF THE MARKETABLE DEBT
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Chart 3

USE OF AUTHORITY TO ISSUE TREASURY BONDS
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Chart 4

PRIVATE HOLDINGS OF TREASURY MARKETABLE DEBT
BY MATURITY
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epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE April 26, 1982

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $ 4,700 million of 13-week bills and for $ 4,701 million of
26-week bills, both to be issued on  April 29, 1982, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing July 29, 1982 : maturing October 28, 1982
Discount Investment : Discount Investment
Price . Rate Rate 1/ : Price Rate Rate 1/
High 96.870 12.382% 12.96% : 93.640a/ 12.580% 13.62%

Low 96.839 12.505% 13.09% : 93.601 12.657% 13.71%
Average 96.848 12.469% 13.05% : 93.610 12.640%2/ 13.69%
a/ Excepting 2 tenders totaling $410,000.

Tenders at the low price for the 13-week bills were allotted 8%.
Tenders at the low price for the 26-week bills were allotted 86%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)
Location ° Received Accepted : Received Accepted
Boston $ 55,760 § 44,010 $ 113,180 $ 76,680

New York 10,259,015 3,171,815 : 10,646,955 3,260,255
Philadelphia 98,560 70,560 : 23,140 23,140
Cleveland 69,080 48,080 H 124,920 116,420
Richmond 42,790 38,005 : 127,085 101,085
Atlanta 63,265 63,065 : 58,915 58,685
Chicago 918,555 349,555 : 772,400 240,500
St. Louis 32,985 21,985 : 36,275 19,275
Minneapolis 12,520 10,520 : 14,295 12,295
Kansas City 48,525 48,525 : 54,455 54,455
Dallas 23,160 23,160 : 17,560 17,560
San Francisco . 744,195 539,195 : 1,174,600 434,600
Treasury 271,575 271,575 : 285,895 285,895
TOTALS $12,639,985 $4,700,050 s $13,449,675  $4,700,845
Type
Competitive ) $10,418,910 $2,478,975 ¢ $11,096,900  $2,348,070
Noncompetitive 1,119,340 1,119,340 : 950,475 950,475
Subtotal, Public 511,538,250 $3,598,315 : $12,047,375  $3,298,545
Federal Reserve 858,035 858,035 : 858,000 858,000
Foreign Official
Institutions 243,700 243,700 : 544,300 544,300
TOTALS $12,639,985 $4,700,050 . $13,449,675  $4,700,845

1/ Equivalent coupon-issue yield.
2/ The four-veek average for calculating the maximum interest rate payable

on money market certificates 1s 12.765%Z.
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FOR IMMEDIATE RELEASE APRIL 26, 1982

The Treasury announced today that the 2-1/2 year
Treasury yield curve rate for the five business days
ending April 26, 1982, averaged /&ﬁ/QQ % rounded to
the nearest five basis points. Ceiling rates based
on this rate will be in effect from Tuesday, April 27,
1982 through Monday, May 10, 1982,

Detailed rules as to the use of this rate in
establishing the ceiling rates for small saver certifi-
cates were published in the Federal Register on July 17,
1981.

Small saver ceiling rates and related information
is available from the DIDC on a recorded telephone message.

The phone number is (202)566-3734.

< T
Approved ' . . -
Francis X. Cavanaugh
Acting Director
Office of Market Analysis
& Agency Finance
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aartment of the Treasury ¢ Washington, D.C. ¢ Telephone 555 2041

FOR RELEASE 9:00 p.m. EDT
April 27, 1982

MCNAMAR ADDRESSES ASTAN
DEVELOPMENT BANK

Deputy Secretary of the Treasury, Mr. R.T. McNamar, speaking at the
Asian Developmnent Bank's Fifteenth Annual Méeting, said that market-based
econamic growth represented the best opportunity to improve world econcmic
well-being, and that the centrally-planned econcmic model had been discredited.

McNamar told the assembled delegates to the Bank's Annual Meeting in
Manila that those Asian countries following sound econcmic policies -
"encouraging free and open markets, reducing barriers to entry, minimizing
government regulation, aliowing the market to set prices and maximizing the
role of private enterprise" -- were some of the fastest growing countries
in the World.

"Their records," McNamar stated, "contrast sharply with the stagnation
and inefficiency plaguing the centrally-planned economies of Asia and the
rest of the World."

McNamar commended the ADB for its part in promoting these market-oriented
policies in its borrowing members, and reiterated the United States' long-—
standing support for the Bank. He also urged the Bank to step up its co-
financing activities with private financial sources and supported the Bank's
move into equity financing.

=745



'[REASURY NEWS

artment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR RELEASE UPON DELIVERY
Expected at 11:00 A.!1., April 28, 1982, Manila, The Philippines
9:00 A.M. April 27, 1982 E.D.T.

Remarks by R. T. McNamar
Deputy Secretary
United States Governor's Speech
Fifteenth ADB Annual Meeting
Manila, The Philippines
April 28, 1982

INTRODUCTION

Mr. Chairman, President Fujioka, fellow Governors, ladies
and gentlemen. It is an honor and a privilege to address this
session of the Fifteenth Annual Meeting of the Asian Develop-
ment Bank. Secretary Regan has asked me to extend to you his
personal regards and best wishes for a successful meeting. He
is unable to be here today because he is personally involved
this week in negotiating the details of our proposed fiscal
compromise with the Congress.

This is an especially pleasant opportunity for me to repre-
sent the United States, as it was my good fortune to lead the
host delegation a year ago in Honolulu, when the ADB held its
annual meeting in the United States. As a Californian, I think
its natural to loock first to Asia and the Pacific when the inter-
national economy is discussed. I used to see the Pacific Ocean
each day in Los Angeles. A number of other top Administration
officials also come from California and thus this Administration,
perhaps more than others, has a special interest in developments
in the Pacific.

I would also like to express my appreciation for the warmth
and hospitality which have been extended to our delegation by
the government and people of the Philippines.

President Fujioka, this represents your first involvement
in an ADB annual meeting as President. I wish you every success
and am confident you will carry on the fine record of accomplish-
ment established by your three predecessors - Presidents Watanabe,

Inoue, and Yoshida.
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I would also like to congratulate the Bank management and
the delegations to the Asian Development Fund replenishment
negotiations for their efforts in reaching a successful con-

clusion to ADF 1IV.

THE U.S. ECONOMY

Let me touch briefly on a subject which bears not only on
the ADB, but also on all its member countries as well - the U.S.

economy .

In the first quarter, the U.S. economy remained weak and,
frankly, recovery has been delayed longer than we had ant1c1pa§ed.
However, we have seen the bottom of the recession and the Presi-
dent's economic recovery program will work -- of that.wg remain
confident. Persistently high interest rates and pessimism over
our ability to affect a fiscal compromise between two equal
government entities, have delayed the recovery.

Many American businessmen are worried that excessive govern-
ment spending which results in large budget deficits, will mean
high interest rates for the foreseeable future. Understandably,
they are waiting for evidence that the political will exists,
.particularly in the Congress, to cut government spending both ,
in its rate of growth and as a percent of GNP. We are confident
that the current discussions with Congressional leadership will
provide adequate assurance that the United States still has the
political will to make difficult economic decisions that are
politically unpopular.

At present, interest rates in the United States remain
unacceptably high, but some progress is visible. The prime rate
has fallen from over 20 percent in the third quarter of 1981, to
16-1/2 percent currently. The three-month Treasury bill rate,
which last May was over 16 percent, is now about 12 percent. We
anticipate substantial reductions in interest rates in the months
ghead, in light of our progress on the inflation front. As U.S.
interest rates fall, MDB borrowers will benefit significantly
from reduced debt service burdens.

Our progress in curbing inflation has been even greater
than we forecast, even though our forecasts were once called
excessively optimistic by many critics. Our inflation rate,
as measured by increases in the consumer price index (CPI), has
fallen from the double digit rates of 13.3 percent in 1979, ang
12.4 percent in 1980, to 8.9 percent in 1981. Based on first
quarter results in 1982, we can anticipate consumer price jin-
flation this year of around 6 percent, and some forecasts are
suggesting 4 to 6 percent, depending how low interest rates drop.



-3~

The Reagan Administration came into office determined to get
inflation under control, and we are doing just that. [Chart I]

Another part of our program is to bring money supply growth
down. That growth is down. We support the Federal Reserve's
1982 targets of 2-1/2 to 5-1/2 percent money growth. A decline
in monetary growth will bring inflation down, and a decline in
inflation will, in turn, bring interest rates down. The current
level of interest rates in the U.S. is not justified by current
inflation rates. Real interest rates, which are exceptionally
high [see Chart II] , will not continue at these levels. They
must come down, if inflation continues at current levels and
excessive government spending is brought under control. For
such an economically sophisticated audience as this, I need
not elaborate the benefits for the U.S. economy, and for the
developing countries, which that decline in interest rates
will bring.

THE ECONOMY OF THE ASIAN-PACIFIC REGION

The Asia-Pacific region has been widely recognized as the
most dynamic area of economic growth in the World. The rates of
growth achieved by countries such as Korea, Hong Kong, Taiwan,
Singapore, Malaysia and Thailand consistently rank at the top
in comparison to all countries. The Pacific Basin has become
synonymous with dynamic markets, expanding opportunity, and
economic progress. The rest of the world looks to the economic
progress of this region with respect and admiration.

This progress is no accident. The rapidly developing coun-
tries of Asia are the countries that have most closely followed
policies designed to stimulate economic growth. These policies
include encouraging free and open markets, reducing barriers to
entry, minimizing government regulation, allowing the market to
set prices, and maximizing the role of private enterprise and
development capital -- both ODA and private capital.

In the Fifties, there was a tendency for some developing
countries to consider the model of a centrally planned economy
as appropriate to their condition of underdevelopment. The
results of two decades of stagnation and inefficiency have
now confined this model, happily, to the "ash can of history."
Centrally-planned economies have been shown clearly to suffer
from inefficient industries, low labor productivity, large inven-
tories of hoarded materials and unsold goods, import-requirements
that out-run export capabilities, consumer expectations that can
not be met, and an inability to cope with external change. Their
records stand in marked contrast to the market-based economies

of Asia and the Pacific.
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The United States has a large stake in the progress of the
Asia-Pacific region. 1In terms of trade, East Asia, Southeast
Asia, and Oceania combined, represent our largest trading region.
These countries accounted for $128 billion of total U.S. trade
in 1981, compared to $117 billion for all of Western Europe.

In terms of raw materials, the Asian countries are critical
to the U.S. Over 90 percent of our coconut oil, palm oil, and
natural rubber comes from this region. Seventy-eight percent of
our tin, 68 percent of our plywood, and 63 percent of our wool
imports are shipped to the United States from Asia and the Pacific
In 1980, Asian countries provided nearly 60 percent of all devel-
oping country exports to the United States under generalized
preferences. Asia is also a major market for our agricultural
exports, taking nearly one-third of the total, or about $13
billion in 1981,

U.S.-Asian trade expansion has also meant expansion of ship-
ping and air freight services, banking, and insurance. The most
rapid growth of foreign branches of American banks in recent
years has been in East and Southeast Asia. Total assets of
these branches now surpass $45 billion.

The U.S. market is alsc important to the Asian and Pacific
countries. The United States represents the largest single
export market for the following countries: Japan, Korea, Hong
Kong, The Philippines, Sri Lanka, Taiwan and New Zealand. It is
the second largest market for Australia, Indonesia, Singapore,
Thailand, Bangladesh and India.

In addition to the important flows of capital, investment
and technology to the region, the United States remains the
largest contributor of official development assistance among
the industrial nations. Finally, the United States provides
security assistance, important to the maintenance of the peace
and stability, which are critical to development.

Against this background of understanding, the inter-
dependence of the Asia-Pacific economy, including the United
States, cannot be stressed strongly enough. Each country has
an obligation to contribute to the strength of this economy.

We believe this can best be accomplished by moving in the direc-
tion of free and open markets. Each country must shoulder its
share of responsibility in the maintenance of an international
economy. The United States will do its part. We expect others
to do the same. This is a major component of U.S. foreign
economic policy and, in particular, it is a central conclusion
of our recently completed assessment of U.S. participation in
the MDBs.



THE MDB ASSESSMENT

A year ago I told this group about an evaluation of the
MDBs, which the Reagan Administration undertoock upon coming
into office. We conducted the assessment in order to analyze,
as objectively as possible, the strengths and weaknesses of the
MDBs, and to establish the policy and budgetary framework for
future U.S. participation in the banks.

This assessment has now been completed. It was published

in February and has been widely circulated. The assessment
reaffirms the role the MDBs play as catalysts for market-oriented
economic growth, and urges continued United States support of
them. In the report, we concluded that the effectiveness of

the MDBs could be improved by strengthening their roles as finan-
cial catalysts, and as providers of sound technical expertise

and advice on economic policy formulation and administration,

I am pleased to be able to say that the ADB was singled out
for considerable praise. It was given particular credit for
ranking "highest in institutional efficiency" -- a tribute to
the Bank's past and present leadership, as well as its capable
professional staff.

Response to the assessment, by the Congress and by the
American public, has been quite favorable. As a result, we
believe we are better positioned to build the necessary domestic
support which will allow for our full and active participation
in the MDBs in the future. Some of you may well ask whether our
reduced share of the recently concluded ADF IV negotiations is
compatible with our pronouncements of support for the MDBs. I
believe that it is. This is a time of budgetary constraint, yet
the United States has increased its ADF contribution by 17 per-
cent. This compares with a 35 percent reduction in total spending
for discretionary non-defense programs, such as the ADF, proposed
in our FY 1983 budget.

As you may know, past U.S. Administrations have all too
often failed to involve adequately the Congress in replenishment
decisions and, as a result, have sometimes been unable to obtain
the appropriations necessary to support announced commitments.
We are determined to avoid that mistake, and the assessment is a
part of our strategy to do so.

Nonetheless, we believe a number of steps can be taken to
make the banks more effective. These steps include:
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° improving the MDBs as financial catalysts;
° strengthening their private sector focus;
° promoting more effective maturation/

graduation policies; and
° tightening conditionality.
Let me address each of them in some detail.

Financial Catalyst

The Asian Development Bank's role as a financial catalyst
is highlighted in the preamble of its Charter:

"additional development financing [should be made]
available for the region by mobilizing such funds

and other resources both from within and outside the
region, and by seeking to create and foster conditions
conducive to increased domestic savings and greater
flow of development funds into the region."

As an effective financial catalyst, the bank must seek to
stimulate public and private capital, domestic and foreign,
through its project selection, technical assistance, economic
policy advice, and operational principles.

In particular, we think that this means a stronger effort
on the part of the Bank to stimulate greater private sector
co-financing of projects. To date, ADB success in stimulating
greater private sector co-financing with foreign banks and other
financial institutions, has been minimal. Cumulatively, only
nine projects have involved co-financing with commercial sources,
totaling about $125 million.

We strongly support efforts the ADB has undertaken recently
to expand private sector co-financing, including Tuesday's co-
financing workshop which was attended by many of you here today.
The creation of a co-financing unit is also an excellent step in
the right direction.

_For our part, the United States has sought to encourage
co-financing with the MDBs. We've done so by seeking to improve
the regulatory environment affecting co-financed loans, by
talking to bankers and other financial representatives about
possible changes in co-financing instruments, and by Promot ing
the idea directly with MDB managements. We intend to continue
activities of this kind in the years ahead.



Private Sector Focus

The MDBs are not designed to compete with, or substitute
for, the private sector. Indeed, the charters of the MDBs call
for the Banks to mobilize the private sector for development.

We strongly believe that taxpayers in the donor countries
should not be expected to shoulder burdens which can be accom-
modated by the free play of market incentives. To this end, the
ADB can facilitate attractive investment environments in their
borrowing members by:

- encouraging free and open markets;

- reducing barriers to private capital
investment flows;

- encouraging sound economic policies;
-- limiting the scope of government; and

- helping those countries prepared to
help themselves.

Let me emphasize that our attitude toward international
economic issues is consistent with our own internal economic
* policy. Domestically as well as internationally, we are com-
mitted to the free market system. We are convinced that economic
growth and productivity can be advanced most effectively, both
at home and abroad, through greater reliance on private economic
activity.

It is in this light that we have urged the ADB to explore
the creation of an equity-financing facility. We are encouraged
by the initial reactions to this idea and we look forward to
working with the Management and other members to develop an
effective and well conceived pilot program.

Maturation/Graduation

Earlier this week, I addressed representatives from the
Hong Kong business and financial community. One of the themes
I stressed there was the responsibility of every country to
consider itself a part of the international economic system and
to participate in that system constructively and fairly. Too
often, we view the question of responsibility simply from the
standpoint of the developed countries. That view is increasingly
archaic and counterproductive. Each country, whatever its level
of development, has some obligation to the maintenance of a free
and open international economic system.
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With respect to MDB borrowers, we also_define this respon-
sibility in terms of maturation and graduation.

-- Maturation involves the progressive evolution from the
status of borrowing only from the soft windows, to the
intermediate stage of borrowing a "blend"” of soft and
hard window funds, and eventually to the status of bor-
rowing only from the hard windows.

-- Graduation implies the cessation of all borrowing from
the hard loan windows and full reliance on non-MDB
sources of capital.

Maturation and graduation imply that there exists a continuum
of benefits and responsibilities in the MDBs as well as in the
world economy. No nation, however poor, is free of obligations.
Each is expected to do its utmost to institute the appropriate
economic policies, to mobilize domestic savings and to seek
improvements in productivity in every economic sector.

Conditionality

By the same token, we believe the MDBs should link their
loans and technical assistance to the acceptance of appropriate
economic policy advice by the borrower. This advice should
center on:

- reducing impediments to market price
determination;

-- minimizing producer and consumer
subsidies; and

-- eliminating bureaucratic constraints
to private enterprise.

We are convinced that once these policies are introduced,
and rigorously adhered to over time, the climate for both

domestic and foreign private investment will improve signifi-
cantly.

Taken together, these four assessment themes -- more
effective financial catalysts, greater private sector focus,
maturation and graduation, and conditionality -- point in the
same direction: the strengthening of the multilateral development
banks. In the time remaining, I would like to touch briefly on

two ADB-specific proposals which we believe would work toward
improving the Bank's effectiveness.
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First, we support the proposal to create a special budget
committee comprising members of the Board of Directors. This
would allow member country representatives to influence the
preparation of the Bank's Administrative Budget at an earlier
stage than is now possible. Second, we also support the proposal
to require the Director of the Post Evaluation Office to report
directly to the Board instead of to the Bank Management. We
have long felt that such lines of responsibility are necessary
to avoid compromising auditing functions. We believe these
proposals are in keeping with our general desire to see that
ADB operations and policies are clearly the responsibility of
the Board of Directors, acting under the authority of the Board
of Governors.

Finally I would like to say a few words about the proposed
General Capital Increase. In our participation in these negotia-
tions, we will be looking to implement many of the recommen-
dations of the assessment. 1In particular, we believe the ADB
should reduce the percentage of paid-in capital incorporated in
the subscription increase, since the ADB's credit rating and
institutional reputation no longer call for infusions of cost-
free funds. We also believe the time has long since passed
when it made,sense to limit borrowing to a fraction of the
convertible callable capital. Borrowing against the full amount
of callable capital will permit a greater volume of lending for
a given amount of subscriptions. In these times of limited
public aid flows, a continuation of this self-imposed limitation
is counter-productive.

CONCLUSION

Let me conclude by saying that we recognize that the MDBs
are multilateral institutions. Clearly no single country should
dictate what changes are to be made in them, nor is that our
intent. Rather, we seek to build a strong international con-
sensus for our objectives and, in concert with other members and
the MDB managements, to move forward in a deliberate, well con-
ceived fashion. We think every country, developed and developing,
has an important stake in improving the effectiveness of the
Banks. This is a goal we all share.

Never before has the failure of the centrally planned
economic model of development been more apparent. Never before
has the potential for development represented by private market
forces been more widely recognized. The ADB has in the past
and will continue in the future to help that potential become

reality.
Thank you.
B4
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RKEASURY NEWS

urtment of the Treasury o Washington, D.C. ¢ Telephone 566-20-

For Release Upon Delivery
Expected at 2:00 p.m. EDT
April 27, 1982

STATEMENT OF
THE HONORABLE JOHEN E. CHAPQTON
ASSISTANT SECRETARY (TAX POLICY)
BEFORE TEE
COMMITTEE ON WAYS AND MEANS
U. S. HOUSE OF REPRESENTATIVES

Mr. Chairman and Members of the Committee:

I am pleased to present the views of the Treasury
Depar'tment on H.R. 6056, the Technical Corrections Act of
1982. This bill makes technical revisions to the Economic
Recovery Tax Act of 1981, the Crude 0il Windfall Profit Tax
Act of 1980, and the Installment Sales Revision Act of 1980.

This Committee well understands that technical
corrections legislation is essential for all major tax
legislation. Many important decisions and compromises are
made late in the legislative process, thus requiring the
drafting of many complicated statutory provisions in a very
short period of time. Thus, there is always a need for
clarification and correction of drafting errors and
oversights after there has been an opportunity to study the
new statutory provisions over a longer time period.

B.L. 6056 is based on a technical review of the Economic
Recovery Tsx Act, the Crude 0il Windfall Profit Tax Act, and
the Installment Sales Revision Act conducted by the staffs of
this Committee and the Joint Committee on Taxation with the
assistance of Treasury Department staff. Numerous comments
from professional groups, individual tax practitioners and
other in+erzsted parties were considered in this process,
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The bill is intended to make only changes that are technical
in nature, that is, changes that are necessary to clarify and
conform the language of the Internal Revenue Code to the
Congressional intent in enacting these three acts. Wwhile it
is sometimes difficult to distinguish between amendments that
are technical and those that are substantive in nature, a
sincere effort has been made in this bill to exclude changes
that were not contemplated in the original legislation.

The Treasury Department strongly supports the enactment
of B.R. 6056 at an early date. 1In some instances, prompt
enactment of a technical correction is essential for the
sound administration of the tax law. For example, under the
the Economic Recovery Tax Act (ERTA), an individual is
entitled to claim a 1.25 percent income tax credit in 1981 to
give effect to the first stage of the 3-year across the board
cut in marginal tax rates of individuals. Under the literal
terms of ERTA, an individual could be entitled to use the
1.25 percent credit in 1981 to reduce the maximum rate on
capital gains below 20 percent and the maximum rate on earned
income below 50 percent. This was clearly not intended by
Congress, and the 1981 tax return forms were drafted on the
assumption that these maximum tax rates will be maintained.
Nevertheless, prompt enactment of a téchnic2l amendment to
the Code is needed to make it clear that aggressive taxpayers
will not be permitted to use this inadvertent technlcal error
in the statute to obtain unintended tax reductions.

A similar problem is presented by the fact that ERTA
eliminated.from the Code the tax preference for accelerated
recovery deductions on real estate under the corporate
minimum tax. The Treasury Department issued a news release
on September 10, 1981, stating that this was an inadvertent
drafting error that would be remedied by technical
corrections legislation. Prompt enactment of a technical
correction is needed to rectify this problem.

The staff of the Joint Committee on Taxation has done an
outstanding job in coordinating the technical review of these
three acts. The various provisions of the Technical
Corrections Act are well summarized in the Joint Committee.
staff pamphlet.

I would be happy to answer your questions.



FOR IMMEDIATE RELEASE April 27, 1982

DISCONTINUANCE OF OFFERINGS OF RETIREMENT PLAN
AND INDIVIDUAL RETIREMENT BONDS BY TREASURY

]

The Secretary of the Treasury today announced that the
Department's offerings of U. S. Retirement Plan Bonds and U. S.
Individual Retirement Bonds will be terminated. These bonds
have been sold to individuals eligible to participate in the
"Keogh" (H.R. 10) and IRA retirement savings programs,
respectively. Sales of these bonds in recent months have been
negligible because of the availability of a wide range of
private Keogh and IRA investments at higher rates.

Termination of these Government programs will reduce
competition with private offerings of retirement savings plans.

Applications for the purchase of these bonds will not be
accepted by the Treasury or Federal Reserve Banks after
April 30, 1982. Bonds issued prior to the termination of these
offerings will be unaffected by this action and will be
governed by the terms and conditions under which they were
issued.
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artment of the Treasury o Washington, D.C. e Telephone 5662061

FOR RELEASE AT 4:00 P.M. April 27, 1982

TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling approxi-
mately $9,400 million, to be issued May 6, 1982. This
offering will result in a paydown for the Treasury of about $375
million, as the maturing bills are outstanding in the amount of
$9,780 million, including $ 933 million currently held by
Federal Reserve Banks as agents for foreign and international
monetary authorities and $ 2,290 million currently held by Federal
Reserve Banks for their own account. The two series offered are
as follows:

91 -day bills (to maturity date) for approximately $4,700
million, representing an additional amount of bills dated
February 4, 1982, and to mature August 5, 1982
(CUSIP No. 912794 BG 8), currently outstanding in the amount of
$5,046 million, the additional and original bills to be freely
interchangeable.

182-day bills (to maturity date) for approximately $4,700
million, representing an additional amount of bills dated
November 5, 1981, and to mature November 4, 1982 (CUSIP
No. 912794 BA 1), currently outstanding in the amount of $5,016
million, the additional and original bills to be freely
interchangeable.

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing May 6, 1982. Tenders from
Federal Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average prices of accepted competitive tenders. Additional amounts
of the bills may be issued to Federal Reserve Banks, as agents for
foreign and international monetary authorities, to the extent that
the aggregate amount of tenders for such accounts exceeds the
aggregate amount of maturing bills held by them.

The bills will be issued on a discount basis under competi-
tive and noncompetitive bidding, and at maturity their par amount
will be payable without interest. Both series of bills will be
issued entirely in book-entry form in a minimum amount of $10,000
and in any higher $5,000 multiple, on the records either of the
Federal Reserve Banks and Branches, or of the Department of the

Treasury .
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Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C-
20226, up to 1:30 p.m., Eastern Daylight Saving time, Monday.
May 3, 1882- Form PD 4632-2 (for 26-week series) or Form
PD 4632-3 (for 13-week series) should be used to submit tenders
for bills to be maintained on the book-entry records of the

Department of the Treasury.

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 competi-
tive tenders the price offered must be expressed on the basis of
100, with three decimals, e.g., 97.920. 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 in and borrowings on such securities
may submit tenders for account of customers, if the names of the
customers and the amount for each customer are furnished. Others
are only permitted to submit tenders for their own account. Each
tender must state the amount of any net long position in the bills
being offered if such position is in excess of $200 million. This
information should reflect positions held as of 12:30 p.m. Eastern
time on the day of the auction. Such positions would include bills
acquired through "when issued" trading, and futures and forward
transactions as well as holdings of outstanding bills with the same
maturity date as the new offering, e.g., bills with three months to
maturity previously offered as six-month bills. Dealers, who make
primary markets in Government securities and report daily to the
Federal Reserve Bank of New York their positions in and borrowings
on such securities, when submitting tenders for customers, must
submit a separate tender for each customer whose net long position
in the bill being offered exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury.

A cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual
issue price as determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit
of 2 percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders.
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Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids. Competi-
tive bidders will be advised of the acceptance or rejection’of
their tenders. The Secretary of the Treasury expressly reserves
the right to accept or reject any or all tenders, in whole or in
part, and the Secretary's action shall be final. Subject to these
reservations, noncompetitive tenders for each issue for $500,000
or less without stated price from any one bidder will be accepted
in full at the weighted average price (in three decimals) of
accepted competitive bids for the respective issues.

Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on May 6, 1982, in cash or other immediately-available funds
or in Treasury bills maturing May 6, 1982. Cash adjustments
will be made for differences between the par value of the maturing
bills accepted in exchange and the issue price of the new bills.

Under Section 454(b) of the Internal Revenue Code, the
amount of discount at which these bills are sold is considered to
accrue when the bills are sold, redeemed, or otherwise disposed of.
Section 1232(a)(4) provides that any gain on the sale or redemp-
tion of these bills that does not exceed the ratable share of the
acquisition discount must be included in the Federal income tax
return of the owner as ordinary income. The acquisition discount
is the excess of the stated redemption price over the taxpayer's
basis (cost) for the bill. The ratable share of this discount
is determined by multiplying such discount by a fraction, the
numerator of which is the number of days the taxpayer held the
bill and the denominator of which is the number of days from the
day following the taxpayer's date of purchase to the maturity of
the bill. If the gain on the sale of a bill exceeds the taxpayer's
ratable portion of the acquisition discount, the excess gain is
treated as short-term capital gain.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any
Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt. '
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FOR RELEASE UPON DELIVERY
April 29, 1982

Testimony of

The Honorable Angela M. Buchanan
Treasurer of the United States
Before the
Subcommittee on Consumer Affairs & Coinage
of the
Committee on Banking, Finance and Urban Affairs
April 29, 1982

I am pleased to have the opportunity to present to this
Subcommittee the views of the Treasury on two significant
bills, HE.R. 6058, introduced by Congressman St Germain and H.R.
6158, introduced by Congressman Annunzio. With me this morning

is Peter Wallison, the General Counsel of the Treasury.

Before proceeding to a discussion of each bill, I would like
to express the Department's appreciation to both Chairman
Annunzio and Chairman St Germain for their effcrts to develop
sound commemorative coin legislation in support of the 1984
Olympic games in Los Angeles. Chairman Annunzio has been
tireless in his effocrts to structure a ccin program which would
use most efficiently and effectivelv the unigue facilities of zhe
United States Government. He has been concerned about protecting
the American people from the potential abuse, ineguities, and
improper use of funds that have existed in private commemorative
coin programs oI the past. He is determined to see that the

dignity of the United States coinage system is maintained.
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Chairman St Germain, likewise, has spent valuable time away
from his other important responsibilities as Chairman of the
Banking Committee to assure that Olympic coin legislation is
promptly passed. He has been sensitive to the concerns expressed
by Chairman Annunzio, and has worked with the General Accounting
Office in his efforts to produce a bill that adequately protects
the American public. Both Chairman Annunzio and Chairman St
Germain should be commended for their efforts to assist the 1984
Olympic games and guarantee our young athletes every opportunity

for success as they train for these games.

As a result, we have before us today two Olympic coin
bills -- both having merit. Each provides financial support for
the 1984 Olympic games and for the trairing of United States
athletes through the facilities of the United States Olympic
Committee. Neither bill requires appropriated funds, and neither

bill will cost the American taxpayer any money.

Although there are good points unique to both bills, the
Treasury Department has concluded that H.R. 6058 -- the 17 coin
program sponsored by Chairman St Germain -- is preferable for

the following reasons:



(1)

In a response to a request of the Chairman of this
Subcommittee, I have submitted data which suggests that
if the Olympic coin market is similar to the market for
special issue coins of the Mint, the three-coin program
sponsored by Chairman Annunzio, could raise
approximately $87 million for the QOlympic Committees
through use of the Mint's mailing list. However, there
is every reason to believe that the 17 coin program
proposed by Chairman St Germain would generate a far
greater sum of money. The potential of the larger coin
program offered and promoted by a capable private sector
marketing group on a worldwide basis should add
substantially to the proceeds received by the Olympic
Committees. That the larger program will produce
greater revenues is only logical, but we suggest that
the Committee, during these public hearings, ask the
marketing experts to submit an estimate of their
projected sales, costs and profits for the record. The
actual profit to the Olympics will, of course, depend on
the split of the proceeds from the sales between the
marketing entity and the Olympic Committees. This is a
matter I will address later but is one of considerable

importance.



(2) Concerns about excessive profit to the marketing group
are, we believe, effectively mitigated by the open
bidding procedure found in Chairman St Germain's
proposal. If there is in fact the potential for large
private profits in this program, there will be no
shortage of bidders, and this should assure that the
Olympic Committees get the most favorable terms in the

sale of the coins.

(3) Although we are confident that the Mint would do well in
marketing the coins under Chairman Annunzio's proposal,
we are reluctant to hinge the success of the 1984 Los
Angeles Olympics on a coin marketing program run by the
United States Government. This is particularly the case
when a program is proposed that has no exact historical
precedents and therefore makes projections based on
historical results somewhat more speculative. The sale
of any product, even coins, is always subject to rapid
changes in the market. This Administration believes
that the private sector is always going to be better at
responding to these factors in a timely fashion than a

government agency.

(4) Chairman St Germain's bill provides for a guaranteed
payment of at least $30 million to the Olympics
Committtees during the course of the program, and this
guarantee should permit the Committees to obtain

urgently needed financing during the next few months.



(5) PFinally, in testimony before this Committee both the Los
Angeles Olympic Organizing Committee and the United
States Olympic Committee endorsed H.R. 6058. This was
no small factor in our decision. These groups have the
greatest stake in the success of the coin program, have
looked carefully at the market for Olympic coins for
more than a year, and are in the best position to make a

sound judgment as to which program would best serve

their needs. Since neither bill is objectionable in any
sense, we feel it is entirely appropriate to give weight

to the views of the private groups most concerned.

Having said all this, I would like to deal with some aspects
of H.R. 6058, Chairman St Germain's bill, about which we have a

continuing concern:

1. Although the bill permits the Secretary of the Treasury
to establish specifications for bidding on the distribution
contract for the coins, it does not suggest an appropriate
division of the proceeds of coin sales between the private
marketing group and the Olympic Committees. This is important
because of the bill's requirement for a guarantee of $30 million
to the Olympic Committees; obviously, the higher the percentage
of sales retained by the marketing group, the more willing they
will be to guarantee $30 million in proceeds, and we would like

the guidance of Congress as to the minimum acceptable division of



proceeds which Congress would consider appropriate in order to
obtain a $30 million guarantee. The Subcommittee should be able
to obtain this information from private coin marketers and

experts who will testify in the course of these hearings.

2. We must have some assurance that one or more private
marketing groups will in fact bid on a 17 coin proposal with a
pre-determined minimum division of proceeds and a guarantee of
$30 million to the Olympic Committees. Again, this is
information the Subcommittee should be able to obtain in the
course of its hearings, but even if commitments to bid are made
on the record of these hearings there can be no certainty that
subsequent economic events will not interfere with that
commitment -- even a commitment made in good faith. To meet this
contingency, we would suggest that the Secretary of the Treasury
be permitted to offer several alternative programs for marketing
the coins -- including one in which a smaller number of coins
would be marketed without a guarantee or with a reduced
guarantee. Of course, the bill would continue to provide that
the larger program, with a $30 million guarantee, would be the
one pursued if there were at least one acceptable bidder. The
most undesirable outcome would be legislation which would
require the Secretary to offer a particular program on which no
one bids. 1In that case, we would have to return to Congress for
new legislation and the time lost in that process would seriously

reduce the chances of successof any Olympic coin program.



3. Finally, we are concerned about the possible
application to the bidding process of Federal procurement
regulations. While these rules assure fairness in government
contracting, they also offer opportunities for litigation which
disappointed bidders might use to delay the implementation of the
program. The Senate bill contained a specific exemption from
procurement regulations for the contracts contemplated in H.R.
6058, but Chairman St Germain's bill is silent on the question of
the applicability of these regulations. Even if the Subcommittee
believes that procurement regulations will not apply to the
distribution agreement for the coins, the issue may be litigated
if there is any doubt as to this question -- and the adverse
consequences of a substantial delay in the coin program because
of litigation would be serious for both the Olympics and the
sponsoring Committees. Accordingly, we urge this Subcommittee to
insert in the bill a provision which would permit any contracts
which are made by the Mint or the Olympic Committee under the
bill to be made without compliance with existing procurement

regulations, if applicable.
In addition to the above stated concerns there are several
minor concerns and technical changes which have been submitted to

the Subcommittee for consideration.

That concludes my prepared remarks. I would welcome any

questions you or the Subcommittee might have.

Thank ycu.
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FOR RELEASE WHEN AUTHORIZED AT PRESS CONFERENCE

TREASURY MAY QUARTERLY FINANCING

The Treasﬁry will raise about $2,900 million of new cash
and refund ‘$6,368 million of securities maturipg May 15, 1982,
by issuing $5,250 million of 3-year notes, and-$4,000 million
of l10-year notes.

The $6,368 million of maturing securities are those held by
the public, including $787 million held, as-of today, by Federal
Reserve Banks as agents for foreign and -ifiternational monetary
authorities. 1In addition to the publig holdings, Government
accounts and Federal Reserve Banks, for their own accounts, hold
$2,548 million of the maturing securities that may be refunded by
issuing additional amounts of new securities. Additional amounts
of the new securities may also be issued to Federal Reserve Banks,
as agents for foreign and international monetary authorities, to
the extent that the aggregate amount of tenders for such accounts
exceeds the aggEegate amount of maturing securities held by them.

Details about each of the new securities are given in the
attached "highlights" of the offering and in the official offer-
ing circulars.

o0o
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HIGHLIGHTS OF TREASURY
OFFERINGS TO THE PUBLIC
MAY 1982 FINANCING
TO BE ISSUED MAY 17, 1982

Amount Offered:
To the public........... .00t eeeeee..85,250 million

Description of Security:
Term and type of security.......... . .3-year notes
Series and CUSIP designation.........Series M-1985

(CUSIP No. 912827 ND 0)

Maturity date........vcetieeeeeee....May 15, 1985
Call date....c.iiieeeneieeeeenceee.. . NO pProvision

Interest coupon rat..eeeeeeeeeooanss To be determined based on
the average of accepted bids

Investment vield.....veeee.. ceeacaa ..To be determined at auction
Premium or discount...... sseesesssss.TO be determined after auction
Interest payment dateS.....veeecaea . «November 15 and May 15
Minimum denomination available.......$5,000

Terms of Sale: o
Method of sale...... esesscsssssssnsssYield Auction
Accrued interest payable
by investor............. R ) (o3 1=
Preferred allotment....,ceceecees «+s...Noncompetitive bid for

$1,000,000 or less

Payment by non-institutional
INVEStOrS e eeeeecesrsssscecsscnsnssans Full payment to be submitted
with tender

Deposit guarantee by
designated institutions........... .« .Acceptable

Key Dates:
Deadline for receipt of tenders......Tuesday, May 4, 1982,
by 1:30 p.m., EDST

Settlement date (final payment

due from institutions)
a) cash or Federal funds........... Monday, May 17, 1982
b) readily collectible check....... Thursday, May 13, 1982

pelivery date for coupon securities..Monday, May 24, 1982

April 28, 1982
$4,000 million

10-year notes
Series B-1992
(CUSIP No. 912827 NE 8)

May 15, 1992

No provision

To be determined based on

the average of accepted bids
To be determined at auction

To be determined after auction
November 15 and May 15

$1,000

Yield Auction

None
Noncompetitive bid for
$1,000,000 or less

Full payment to be submitted
with tender

Acceptable

Wednesday, May 5, 1982,
by 1:30 p.m., EDST

Monday, May 17, 1982
Thursday, May 13, 1982

Tuesday, May 25, 1982
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Under Secretary of the Treasury for Monetary Affairs
before the
Eastern Economic Association

Washington, D. C.

It is reported that when Samuel Johnson was asked why he
defined "pastern" as the knee of a horse, he replied, "Igno-
rance, madam, pure ignorance". In looking over some of the
public discussion of the Administration's economic policy,
citing shortcomings or failures of Reaganomics, monetarism,
or supply-side economics, I often wish that some of the
critics would be as candid as Mr. Johnson in explaining the
source of their views.

I mention this by way of introduction because I believe
that what often appear to be major differences in perceptions
of national economic conditions and policy options, actually
reflect primarily a failure to agree on definitional terms.
For example, as one who considers himself a monetarist of sorts,
I often have trouble reconciling my views with those that
some people attribute to "monetarists." Implementa-
tion of sound and sustainable economic policy requires public
debate which involves the issues, not exercises in setting
up strawmen labelled monetarism, supply-side economics or
whatever, in order to knock them down with great flourish and

and indignation.

For example, frequent reference is made, both here and
abroad, to an alleged inconsistency between our current mone-
tary and fiscal policies. Often this perceived imbalance
has been treated as a clash between "monetarism" and "supply-
side economics." WNow, if you believe, as one commentator has
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explained, that the Federal Reserve "sits at the monetary
faucet that controls the amount of credit," you will see such
an imbalance. The supply-side comgponent of the economic
recovery prodram is supposed to encourage saving and thereby
expand the supply of credit, while a tight monetary policy

is seen as restricting the supply of credit. Such a line of
reasoning is evident in the argument that the Federal Reserve
should increase the rate of money growth--in the expectation
that this will reduce the upward pressure on interest rates
which allegedly results from a "tight monetary-easy fiscal”
policy mix.

The logic of that argument is fine. The problem is that
it proceeds from a totally erroneocus presumption about the
role of monetary policy--the notion that the Federal Reserve can,
or even should try to, control the supply of credit. As
economists, we should be not at a loss to explain the obvious
confusion of such elementary concepts as money and credit.

Evaluation of national economic policies requires proper
care in distinguishing among theory, evidence, forecasts,
political pronouncements, value judgments and personal opinions.
Such a careful distinction among sources of criticism of any
economic program is, in my judgment, a necessary precondition
for an intelligent discussion of pertinent issues. Let me start
then with an effort to dispel some points of confusion which
are evident in many public discussions of the Administration’'s
economic program.

° First of all, I want to take a close look at the issue of
the internal consistency of the Reagan program. The general goal
of the program is simple and straightforward -- to increase the
long-run growth potential of the economy while reducing inflation.
That effort requires, however, an attack on many fronts,
including efforts to restore aggregate price stability. We
adopted an integrated approach, involving some traditional
actions, as well as some methods which appear to be quite
novel. I must admit that, from the standpoint of economic
theory, however, our policy is not all that novel. It is
rather a combination of various strands of neo-classical
economics. What does the program imply about the assign-
ment of policy instruments?

-- Monetary policy is assigned the role of establishing
and maintaining a stable price level.

-- The secular trend of government expenditures is deter-
mined by the public's preference for collective con-
sumption (general administration, foreign affairs,
defense, and so forth, plus contractual obligations).
The level of spending, in any event, is the true
measure of the real tax burden on the private sector,
and we want to reduce its relative size.



-- The issue of the deficit concerns the choice between
funding the predetermined rate of government _
spending, at the margin, by taxation or by borrowing.
Both are methods for transferring resources from the
private sector to, or through, the government. The
task is to find the mix which minimizes impediments
to production, employment, and investment.

-- Consequently, the budget deficit is determined by the
level of government expenditures and the degree of
its reluctance to borrow, i.e., its time preference.

-—~ Determination of the level of unemployment is left to
the labor market: where, in an open economy it faces
a trade-off between higher real wages and higher
unemployment.

-- Furthermore, if countercyclical demand management were
deemed to be desirable and feasible, varying the level
of expenditures over the cycle, especially on public
investment, remains an available tool for this purpose.
Other than the normal "automatic stabilizer" effect of
some government spending, we are not inclined to use
fine-tuning methods.

-~ The task of maintaining the external balance is
assigned to flexible exchange rates.

As long as the budget deficit is not treated as an exogenous
constraint, I would be quite confident to contend that the
theoretical model underlying the President's program displays
perfect internal consistency.

° Let me try now to put some meat on this theoretical
skeleton. There are a few distinct sets of issues that need to
be addressed. I will dispose of some of them at once, not
because they are unimportant, but rather because they would
take the discussion too far afield. '

-= The role of government in the society: people can
argue endlessly about the appropriate level and
composition of government expenditures. Suffice it
to say that the issue of the number of Tridents
which are necessary for an adequate defense posture
or the question of the appropriate scope of the
food stamp program will not be resolved in this forum.

~— The political environment: it is too easy to forget
that the tax and spending bills which are enacted
usually differ, sometimes substantially, from the
original intent of every administration. Without
going into further detail, it is worth noticing
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that various ornaments which were tacked onto the
Administration's original tax proposals added perhaps
$15 billion to this year's budget deficit and much
more to projected deficits in future years. I would
therefore urge some circumspection in assessing

the Administration's ability to shape its economic
policy exactly as it desires.

° With these caveats in mind, I'd like to return to some
critical points regarding the matter of the consistency of the
economic recovery program.

-- 1Is our fiscal policy too loose? The President thinks
so and last night recommended further cuts in spending.
His critics apparently agree with him on the guestion
of looseness but they would like to remedy the
situation by raising revenues. As I alluded to
earlier, these are questions falling as much within
the domain of one's political philosophy as within
that of economic theory. We have to be honest
about the terms of the ongoing discourse. The
issue is how much the government should spend and
how that spending should be financed. Federal
spending rose from slightly more than 20 percent of
GNP in 1970 to almost 24 percent in 1981. The
President would like to slow the growth of government
spending enough to drop this share back to 20 percent
or less by 1984. That was the target of a year ago
and it remains. That cut of three percentage points
would take a major chunk out of the deficits which
are currently projected for the out-years.

On the other side of the issue are taxes. As I suggested
earlier, the deficit is a complex issue. Obviously,
government borrowing absorbs saving and ceteris paribus
raises the real cost of credit to the private sector.
Also, projections of continuing deficits can have a
significant negative effect on expectations. Important
as these issues are, however, they must be weighed
against the cost of raising various taxes. The
relevant guestion is which approach has the smaller
detrimental effect in the prospects for stimulating

the long-run productive potential of the economy.

The Administration believes that the tax system has
been a major force in constraining growth of income

and economic opportunity. Modest progress has been
made in correcting that problem and a lot of thought
should be given to the costs of reversing that

progress in an effort to balance the budget. Further-
more, the historical record leads us to the conclusion
that increases in taxes are more likely to stimulate
government spending rather than to reduce the deficit.
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-- Is our monetary policy too tight? By choosing criteria
Creatively one can always show this to be the case.
Some critics would point toward high inflation-adjusted
short-term interest rates; others -- toward the so-called
overvaluation of the dollar relative to other major cur-
rencies; others still would invoke the drop in real
economic activity; while still another group of
critics would look at the rate of growth of total credit
rather than a narrow measure of money. Personally, I
think that as long as the rate of growth of Ml exceeds
the trend rate of growth of total output, the case
for monetary policy being too tight cannot be con-
vincingly made. Essentially, the argument comes
down to the question of what is the optimal path of
disinflation. Even the most severe critics acknowledge
a remarkable reduction in the rate of inflation. No
one would deny that this disinflation of the economy
resulted in considerable discomfort to millions of
individuals. Would a somewhat more accommodating
monetary policy result, to get fancy, in a smaller
net present discounted value of aggregate pain over
time? I say "no" and can safely challenge anyone
to prove me wrong -—- anyone, that is, who obijectively
assesses the long-term costs and distortion of
inflation. Once again I would appeal to both critics
and supporters of this Administration's policies to
discriminate between points of economic analysis
and value judgments.,

° Turning to another critical issue, an economic program, even
if consistent, must also be credible. I would like, to devote
a few minutes to this problem. It is important to distinguish
between the credibility of intent versus the credibility of
outcome, the former being necessary but, of course, not sufficient
for the latter.

Even granting that I am not an unbiased judge of this
Administration's determination to stick to its announced
economic policies; given our record, I sometimes wonder what it
takes to earn one's badge of trustworthiness. As promised, we
reduced the growth of hundreds of government spending programs
well beyond what was universally considered politically possible
before November 4, 1980; we eliminated a great many requlations and
restructured others; we ceased to intervene in foreign exchange
markets; we haven't resorted to bailouts of shakey enterprises;
we didn't buckle under the threat of a potentially crippling
strike by a public employee's union; and so on, and so Bn.
Most symptomatic, in a midst of a rather severe recession in
a mid-term election year, we have not attempted to pressure
the Federal Reserve to expand the money supply more rapidly.
Can there still be any doubt regarding this Administration's
commitment to its economic policies? I think not. The President's
speech last evening confirms ocur steadfastness.
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I do recognize, however, that even among those people
who believe in the Reagan Adminstration's ability to persevere
in pursuing its policies, many doubt that these policies
will yield the promised results. This is what I call the
credibility of outcome. The expressed doubts, as we all
know, center around the presumed crowding-ocut phenomenon
during the recovery phase. As the story goes, the high real
cost of credit will discourage investment and nip the recovery
in the bud. In order to stave off this calamity, a reduction
in the government borrowing requirement by means of raising
taxes is being suggested; and since the Administration is
demonstrably resistant to the idea of raising taxes, it is
alleged that the economic forecast of resumed sustainable
growth is not to be believed.

Both the scenario of continued sluggishness in the economy
and the cure proposed by the Administration critics are not
self-evident. First, the odds are overwhelming that inflation-
adjusted long-term interest rates will come down substantially;
their present level simply cannot be sustained at current and
prospective inflation rates. Granted, a ceteris paribus
reduction in the government deficit would further depress
those long—-term rates even further. But how relevant is
this observation if the reduction is to be achieved by raising
taxes and that induces a decline in the private sector's
willingness to save? When the ceteris paribus does not
hold, is it clear that the proposed cure 1s better than the
alleged disease? Tax and tax and spend and svend is not our
hallmark. If the President is correct, and I think
that there is no slightest doubt that he is; that higher tax
revenues mean more government spending, then one must pause
before advocating raising taxes. If government expenditures
increase to the full extent of the incremental tax increase,
the case against this course of action is clear cut and
requires no further elaboration. But even if every additional
dollar in tax increases should generate, say, only 50 cents
in additional spending, still the government would be preempting
a larger share of the nation's resources than under present
proposals. I doubt this would stimulate a burst of economic
activity.

Furthermore, I do not share the confidence that a reduction
in federal deficits by means of raising taxes would translate to
any appreciable extent into lower real long-term interest rates.
In fact, rescinding the scheduled cut in marginal income taxes
would probably have the opposite effect. It is worth pointing out,
it seems, that a marginal propensity to save of less than one is a
necessary, not a sufficient, condition for reducing the supply of
private credit by less than the reduction in the government
demand for credit due to higher tax revenues. Should the 10
percent reduction in personal income tax rates scheduled for
1983 be repealed, I would not have to stretch my imagination
to conceive that a combination of reduced incentives to work and



.,

have coupled with an incremental increase in government spending
would probably lead to higher, not lower, real long-term lnterest
rates.

In addition, maintaining moderate money growth -- "tight
money," to some -- is a certain method for improving the condition
of credit markets. The combination of inflation, the tax system
and regulations on financial markets has encouraged a great deal
of private borrowing to purchase real assets. These efforts to
protect wealth have been quite evident in the housing boom of the
1970s. Monetary discipline would greatly reduce this drain on
credit, encouraging a shift back to holding of financial assets.
The result is downward pressure on real rates of interest.

Finally, I cannot suppress the urge to remind our critics
that the interest rate, or cost of capital services, is not the
only argument in a standard investment function. In case they
have forgotten, expected demand for output figures in this functions
guite prominently. Increasing people's taxes cannot but depress
the expected level of sales and, consequently, depress today's
demand for investment goods.

For those who still think there is some kind of conflict with
the supply side and monetarist economics, perhaps it is useful to
think of the situation this way. Monetary and supply side economics
are based on the proposition that private initiative is the source
of wealth and higher standards of living. Both theories argue that
government policies can be a significant detriment to private
initiative and both seek to reduce this perverse government influence,

What has been characterized as the supply side of our economic
policy deals with the effect government spending and financing has
on the willingness and ability of individuals to take a chance on
productive ventures. The monetarist component deals with money
in the belief that high and variable inflation is detrimental to
work, savings and investment. And that inflation is a monetary
phenomenon. The goal of the supply side and monetary elements of
our policy is the same: to increase the productive potential of
the economy. The only difference is that they focus on different
aspects of government behavior.

Reagonomics is carefully designed to rid us of stagflation
by limiting money growth and inflation, while increasing incentives
to produce more real goods and services. I am convinced it is
working!

44
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FOR IMMEDIATE RELEASF Contact: Charlie Powers
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Treasury Department to Recommend Legislative
Chanage Modifyvina "Original Issue Discount” Rond
Computation

The Treasury Department announced today that it will seek to
amend the Internal Revenue Code provisions governing the
computation of "original issue discount" on bonds and other
evidences of indebtedress issued at a discount.

The present rules have the effect of overstatina, scmetimes
substantially, the interest deduction of issuers of original
issue discount obligations in the early years of the obligation.
The new rule will affect the timing of interest deductions, but
not the aagreocate amount of deductions for oriainal issue
discount,

Under present rules, the discount on an obligetion is
considered to be earned in ecual installments over the life of
the bond. TUnder the new rule, the discourt will be considered
earned in a geometric proaression over the life of the bond,
taking into account the compoundina of accrued interest.

The propcsed chance in the law would be effective for bonds
and other evidences of indebtedness issued after May 3, 1982,
unless the instrument were issued pursuant to a written
commitment that was bindina on May 3, 1982 and at all times
thereafter.

o0o
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FOR IMMEDIATE RELEASE il May 3, 1982
RESULTS OF TREASURY'S WEEKLY BILL™ AUCTIONS

Tenders for § 4,703 million of 13-week bills and for $4,701 million of

26-week bills, both to be issued on May 6, 1982, were accepted today.
RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing August 5, 1982 ¢ maturing November 4, 1982
Discount Investment : Discount Investment
Price Rate Rate 1/ : Price Rate Rate 1/
High 96.815a/ 12.600% 13.20%  : 93.555B/ 12.748% 13.82%
Low 96.792 12.691% 13.29% s 93.534 12.790% 13.86%
Average 96.796 12.675% 13.28% : 93.539 12.780%2/ 13.85%

a/ Excepting 3 tenders totaling $2,310,000.

b/ Excepting 2 tenders totaling $1,000,000.
Tenders at the low price for the 13-week bills were allotted 697.
Tenders at the low price for the 26-week bills were allotted 1007%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston ] 62,235 $ 56,685 L 103,985 § 58,325
New York 11,572,040 3,714,480 : 11,315,010 3,701,570
Philadelphia 38,555 38,555 : 25,580 25,580
Cleveland 72,845 54,345 : 100,060 37,060
Richmond 46,655 41,090 : 167,605 48,605
Atlanta 63,415 58,580 : 66,365 52,340
Chicago 980,025 221,405 : 1,001,190 226,190
St. Louis 39,795 25,795 : 41,500 24,500
Minneapolis - 24,920 19,990 : 31,505 23,505
Kansas City 52,425 46,195 : 58,640 50,940
Dallas 24,680 24,680 : 16,190 16,190
San Francisco 662,660 106,110 : 793,435 128,435
Treasury 294,895 294,895 : 307,445 307,445
TOTALS $13,935,145 $4,702,805 : $§14,028,510 $ 4,700,685
Iype
Competitive $11,420,345 $2,388,005 ¢ $11,500,285 $ 2,372,460
Noncompetitive 1,143,140 1,143,140 : 1,013,325 1,013,325
Subtotal, Public $12,563,485 $3,531,145 ¢ $12,513,610 $ 3,385,785
Federal Reserve 1,149,560 949,560 : 1,150,000 950,000
Foreign Official
Institutions 222,100 222,100 : 364,900 364,900
TOTALS §13,935,145 $4,702,805 ¢ $14,028,510 $ 4,700,685

1/ Equivalent coupon-issue yield.

2/ The four-week average for calculating the maximum interest rate payable

on money market certificates is 12.759%.
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FOR RELEASE UPON DELIVERY
MAY 4, 1982

STATEMENT OF
THE HONORABLE DONALD T. REGAN
SECRETARY OF THE TREASURY
BEFORE THE SUBCOMMITTEE ON FOREIGN OPERATIONS
OF THE COMMITTEE ON APPROPRIATIONS
UNITED STATES SENATE
May 4, 1982

Mr. Chairman, and Members of the Committee, I welcome
this opportunity to appear before you to discuss the Admin-
istration's fiscal year 1983 budget proposals for the
multilateral development banks.

As you know, last year's foreign assistance appropria-
tions bill was the first enacted in three years. The
Administration attached considerable importance to this
legislation and we recognize and very much appreciate the
constructive role plaved by you, Mr. Chairman, and ny the
Members of this Committee, throughout the process leading
up to its enactment. We also value highly the frank and
informative bipartisan dialogue we established with members
and staff of the Congress during the preparation of our
recently released report assessing future U.S. particioza-
tion in the MD3s.

for fiscal vear 1983, the Administration proovoses

$1,537 million in zudget auathority and 52,351 millicn
under progran limitations Zor subscripiicns and contrilbu-
tions to the MD3s.

I would like to assure you that this proposal has been
carefully scrutinized to fully reflect the Administration's
firm commitment to fiscal responsinility.

R-754
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For the International Bank for Reconstruction and
Development (IBRD), we propose $109,720,549 in budget
authority and $1,353,220,096 under program limitations
for the second of six installments toward the U.S. share
of the 1981 General Capital Increase (GCI).

To subscribe to the U.S. share of the 1981 "com-
panion" increase, we propose $30,158,750 under program
limitations. This increase is designed to prevent
dilution of member voting power by providing each member
with 250 additional votes. The increase has no paid-in
component and requires no budget authority.

To complete the U.S. subscription to the 1977
Selective Capital Increase, we propose $16,321,004
in budget authority and $146,897,067 under program
limitations.

The total request for the IBRD is $126,041,533 in
budget authority and $1,530,275,913 under program limita-
tions.

For the International Development Association (IDA),
the Administration is proposing a third installment of our
contribution to the sixth replenishment in the amount of
$945,000,000. This level of funding is consistent with
the ceiling placed on fiscal year 1983 appropriations for
IDA in the Omnibus Budget Reconciliation Act of 1981. The
proposed level is also a reduction of $94S million from
the amount originally envisioned by the Administration in
March 1981 and entails a significant reduction in the IDA
lending program.

For the Inter-American Development Bank (IDB), we
propose $62,423,437 in budget authority for paid-in
capital and $828,137,742 under program limitations for
callable capital to complete our subscription to the
fifth replenishment.

For the Fund for Special Operations (FSO), we pro=-
pose $175,000,000 for the fourth installment to the
current replenishment and $46,677,000 for the unfunded
portion of the previocus replenishment -- a total of
$221,677,000.

For the Asian Development Bank (ADB), we propose
$248,097 in budget authority and 92,243,811 under
program limitations to complete the U.S. subscription
to the most recent capital increase.
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For the Asian Development Fund (ADF), we propose
$111,250,000 for the fourth installment to the current
replenishment and $20,384,4738 for the unfunded portion
of the previous replenishment, a total of $131,634,478.

For the African Development Fund (AFDF), we propose
$50,000,000 for the first of three installments for the
new replenishment. The Administration will propose
legislation in the coming weeks to authorize a U.S.
contribution of $150,000,000 over the three years of
this replenishment, which totals a little more than
$1 billion. While the proposed U.S. contribution over
three years is 20 percent higher than the $125 million
negotiated in 1978 for the previous three year replen-
ishment, it is likely to represent a decline in real
terms.

The total request represents an increase of $275.3
million in budget authority and $20.7 million under pro-
gram limitations over the fiscal year 1982 appropriation.

With regard to the increase in MDB funding we are
requesting, I would like to stress three points:

-~ With the sole exception of the $50 million pro-
posed for the African Development Fund, the FY
1983 request is based on international arrange-
ments negotiated by the previous Administration.
President Reagan has stressed the importance of
the United States living up to these arrangements,
The U.S. contribution to the African Development
Fund reflects our commitment to continue to support
multilateral efforts to assist in the development
of the world's poorest region.

-- The main reason for the increase over the FY 1982
appropriations is the proposed addition of $245
million for IDA =-- an increase which is directly
traceable to this Administration's decision to
reduce contributions in the early part of the
sixth replenishment and to make up the amounts
later in the replenishment and to appropriations
ceilings established by the Congress.

- In the longer term, the trend of U.S5. contributions
is clearly down. By FY 1985, when the replenish-
ments will have been largely negotiated by this
Administration, we plan total appropriation request:
levels of about $1.2 billion annually and accompanv-
ing amounts for callable capital subscriptions.



-4-

This will entail a significant reduction in real
terms in U.S. contributions to new soft loan
window replenishments.

Since becoming Secretary, I have met regularly with my
counterparts from key industrial countries. Our common
long term goal is to build and maintain an international
economic system that is open, growing, and characterized
by increased efficiency and output. We hope and expect
that such a system will encourage the development of demo-
cratic, pluralistic and free market societies. The MDBs
represent one of the most visible and concrete examples of
allied cooperation towards this end =-=- not just cooperation
for cooperation's sake, but because these institutions
serve our common interests.

As you know, the Treasury Department has over the past
year conducted an assessment designed to establish the
necessary framework for future U.S. participation in the
MDBs and to outline policy goals to be pursued. This was
the most thorough U.S. examination of the institutions
since they were established.

The Administration is convinced that continued U.S.
participation in the MDBs is justified by a fundamental
national interest in a more stable and secure world, which
we believe can be best achieved in an open, market-oriented
international system. To the extent that the MDBs encourage
the participation of developing countries in that inter-
national system on a permanent and self-sustaining basis,
the MDBs can serve to advance important U.S. economic,
strategic and humanitarian interests.

Our conclusions underscore the role the MDBs can
play as catalysts in the international economic system and
as providers of sound economic advice.

We can see an example of the catalytic role the MDBs
can play close to home and in strong support of U.S. foreign
policy goals. The World Bank and Inter-American Development
Bank chair consultative groups for the Caribbean and Central
America, respectively, which will complement the President's
Caribbean Basin Initiative. In addition to providing a
forum for donor coordination, the MDBs are also expected
to provide development assistance in the range of $700 to
$800 million annually to the region.

The fundamental decision in our assessment is to
continue U.S. leadership in these programs and is based
on our conclusion that U.S. foreign policy interests can
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be well-served by the MDBs. Cost sharing and financial
leveraging mean that the MDBs can provide significant
resources at a relatively small direct budgetary cost to
the U.S. Government.

In the Caribbean Basin, the MDBs provided $234.3
million to Costa Rica, El Salvador and Jamaica in 1981,
while U.S. bilateral economic and military assistance
was $165.9 million.

The region adjacent to the Persian Gulf is of critical
importance to U.S. interests. 1In 1981, seven key countries
-- Kenya, Pakistan, Mauritius, Seychelles, Somalia, Sudan
and Oman -- received $345.4 million from U.S. bilateral
programs. The MDBs more than matched that amount with
$700.5 million.

The United States maintains basing arrangements in Kenya,
Oman, Somalia, Thailand and the Philippines. These five
countries accounted for a total of $1,456.6 million in MDB
lending in 1981. Our total bilateral program provided $396
million to these same countries.

In seven countries of strategic importance to the United

States in Africa -- Botswana, Djibouti, Liberia, Sudan, Tunisia,
Zambia and Zimbabwe -- U.S. bilateral economic and military

assistance programs provided $247 million in 1981, while the
MDBs provided $426.1 million in the same year.

For all 27 countries in the table I have attached to my
statement, all U.S. bilateral economic and military assistance
programs provided $5.6 billion in 1981l. If the MDB graduates,
Israel, Oman and Spain, are omitted, the bilateral total is
$3.3 billion. The MDBs provided $3.8 billion to these
countries.

The point that these statistics establish is that the
MDBs -- where the United States provides a fraction of the
resources —-- are important complements to our bilateral
assistance program.

We are also convinced that the “DBs can use :hs
resources more effectively. To this end, U.S. suppo
the MDBs will be designed to encourage:

i
z

ot

for

- adherence to free and open markets,

- emphasis on the private sector as a vehicle for
growth,
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- minimal government involvement, and

- assistance to the needy countries who demonstrate
an ability to make good use of available resources
by adopting appropriate domestic economic policiles.

With regard to specific recommendations fer improving
MDB effectiveness, we will seek three primary goals.

(1)

(2)

The first is to have MDB lending programs
increasingly emphasize attention to market
signals and incentives, to private sector develop-
ment, and to greater financial participation by
commercial banks, private investors and other
sources of private financing. A critically
important goal of the MDBs in the future will be
to encourage the private sector to invest its
own capital and expertise in sound projects. It
is in this role, as a catalytic agent in the
enhancement of entrepreneurship, investment
capital and production, that the MDBs can make a
particularly significant contribution to economic
development. .

The International Finance Corporation knows the
private sector and understands how to attract
outside investors. We will be working closely
with the IFC and other governments to develop
additional ways to strengthen the private sector
role in programs of the World Bank Group and the
regional MDBs. .

At the request of Venezuela, the IDB is working
with the United States and other interested members
to fashion a program targeted on the private sector.

The Administration has encouraged the MDBs to
extend project cofinancing with private financial
institutions. We believe there are opportunities
for U.S. financial corporations in the cofinancing
field, and we are currently examining whether

sceme U.S. regulations may unreasonably limit
possipilities in this area.

A'sgcond goal is more selectivity and policy con-
ditionality in MDB operations, in effect linking
MPB lending to a recipient's pursuit of appropriate
micro and macro economic policies. Financing for
countries pursuing ineffective policies should be
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curtailed, and, if circumstances dictate, termi-
nated. The importance of efficient loan alloca-
tions is underscored by the fact that our assess-
ment found indications that past MDB emphasis on
lending targets had eroded MDB effectiveness in
encouraging sound economic policies.

(3) A third goal is to encourage the MDBs to adopt
effective policies to "graduate" countries from
the hard loan windows, when these countries have
advanced to the point that they can rely fully
on private capital flows. Similarly, countries
that have achieved a requisite level of credit-
worthiness should "mature" from the soft loan
windows and borrow from the hard loan windows as
rapidly as their debt servicing capacity permits.

By pursuing more selectivity in lending within a frame-
work of effective graduation and maturation policies, we
can ensure that scarce resources are concentrated on those
countries which can best employ them and which are in the
greatest need. And we c¢an obtain more cost~effective
development financing from the MDBs, while limiting budget-
ary outlays.

We are convinced that these policies which the United
States is pursuing in the MDBs constitute a sound founda-
tion from which economic development can be most efficiently
promoted. I am also hopeful that they form an excellent
basis for strong bipartisan Congressional support for U.S.
participation in these important institutions.

In the past, U.S. relations with the MDBs and other
donors have frequently been clouded by uncertainties regard-
ing U.S. implementation of internationally negotiated
arrangements. It is important that U.S. efforts to improve
the effectiveness of MDB operations not be undermined by
such uncertainties. This underscores the importance of
consultations between the Executive and Legislative Branches
on funding arrangements prior to and during the course of
international negotiations, as well as prompt Congressional
consideration of the U.S. contributions and subscriptions
which follow from such international negotiations.

During the course of this year, the Administration
will be negotiating replenishments for the nhard and soft
loan windows of the Inter-American Development Bank and
the Asian Development Bank. We plan to participate fully
in these replenishments, but we will insist on realism
and restraint in future lending programs. Before this
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Administration enters into any understandingg there.will
be thorough consultations with Members of this Committee

and other interested Members.

-- The negotiations for an FSO replenishment have
recently bequn. We would expect to phase down the
FSO, in light of the relatively high income levels
which exist in Latin America.

-- In replenishment negotiations for the Asian Develop-
ment Bank and for the Inter-American Development
Bank, we are suggesting the elimination of paid-in
capital which would reduce the budgetary cost of
U.S. participation in the MDBs.

Reduced levels of paid-in capital would have the
effect of bringing MDB lending interest rates closer to
market levels and of shifting the program cost from non-
borrowing shareholders to borrowers, since interest-free
paid-in capital would be replaced by borrowing from capital
markets to support lending programs.

Our analysis indicates that the impact on the financial
integrity of the MDBs would be minimal and would be offset by
relatively modest increases in financial charges.

The Congress would retain full control over callable
capital subscriptions to the MDBs. No U.S. subscriptions
to callable capital could be made without approval by the
Congress in authorizing and appropriations legislation.
Callable capital subscriptions could only be made to the
extent that the Congress provides for program limitations
in appropriations acts.

However, other donors have reacted negatively to the
idea of eliminating all paid-in capital. Some members
of Congress also have reservations, and we are prepared
to consider the views of others on this issue.

Some have asked how can we maintain sufficient influ-
ence to implement our policies when we are limiting our
contributions to the MDBs.

The United States remains the largest contributor to
the MDBs, and our leadership position ensures that our
views will be given serious consideration. We believe
our recommendations are sound and that they reflect not
only our national interests, but the common interests of
the democratic, largely free market oriented countries,
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who provide the major share of resources to these insti-
tutions. We are committed to pursuing actively recommenda-
tions in our assessment and to continuing to be a reliable
financial supporter of the MDBs.

These factors provide solid foundations for antici-
pating continued strong U.S. influence in these institu-
tions.

At the same time, there will obviously be difficulties
in carrying out all our policy objectives because of the
multilateral character of the institutions. The views and
policy objectives of other countries must clearly be con-
sidered. We have, however, generally been encouraged by
the international reaction to our report. While there
have been significant expressions of disappointment at the
proposed reduction in U.S. contributions to the soft loan
windows, members and MDB management have emphasized their
willingness to work with us to improve MDB effectiveness.
We are thus optimistic that we can, over time and with the
cooperation of our partners, bring about many of the
changes that we have recommended. And, in fact, we can
already see some progress, especially in the World Bank.

-= In December, the Congress mandated that the Admin-
istration undertake negotiations to reduce the
share of IDA credits provided to any given countryv.
The World Bank has firmly indicated to India the
need to shift its borrowing from the IDA to the
IBRD. We expect that in the World Bank fiscal year
1982, India's traditional 40 percent share of IDA
will decline to about 34 percent and forsee a con-
tinuing decline in subsequent years.

-— In the Asian Development Bank we have proposed --
and other donors have supported our position --
that relatively creditworthy countries, such as
Thailand, Philippines, Indonesia and Papua-New
Guinea, cease to borrow f£rom the bank's soft window,
the Asian Development Fund. This position has
generally been adopted, and the last ADF loans
for these countries are being processed this vear.

-~ In January, the World Bank Executive Directors
reviewed the IBRD graduation policy and acceoted
new, more specific procedures for limiting and
eventually phasing out lending to higher income
countries. While we welcomed these steps, we
would prefer a lower trigger point than the pro-
posed $2,650 per capita income level and are con-
tinuing to explore this issue with other Executive
Directors and Bank management.
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—— The United States has worked hard in the IDB to
encourage minimum standards for realistic user
charges in power and transport projects. These
user charges will be designed to cover operating
and capital costs of these services.

CONCLUSION

The fiscal year 1983 budget proposals are a crucial
element in our comprehensive long-term program to improve
MDB effectiveness over the remainder of the decade. We
believe that our request achieves the proper balance
among our international and domestic requirements and
fully reflects the real budgetary constraints upon the
United States Government. At the same time it safeguards
our considerable interests in the developing world and in
the Banks.

Enactment of the legislation will affirm U.S. deter-
mination to exercise responsible economic and political
leadership. It will also demonstrate the seriousness of
our commitment to work to induce those changes in MDB
policies which we have concluded are necessary to improve
the effectiveness of these institutions. I hope we can
count on your support.



‘Comparison of Bilaweral and MDB Assistance to countries of Importance tc
the United States 1/
($ million) -

FY 1981 U.S. Ecenoric

1981 MDB Lending 2/ Military Assistance 3/
Bard Soft Total
Africa
Botswana 17.0 15.8 32.8 16.5
Djibouti - - - 5.2
Kenya 83.0 58.0 141.0 55.3
Liberia 5.0 4.0 9.0 33.0
Mauritius 30.0 - 30.0 4.9
Seychelles - 8.6 8.6 1.2
Somalia - l18.8 18.8 67.5
Sudan - 90.1 90.1 137.2
Tunisia 152.6 - 152.6 -
Zambia 26.0 8.6 34.6 30.1
Zimbabwe 92.0 15.0 107.0 25.0
Asia
Pakistan 55.0 357.0 412.0 53.0
Philippines 733.5 15.0 748.5 167.2
Thailand 533.3 15.0 548.3 79.7
Latin America
Costa Rica 40.0 18.2 58.2 8.8
El Salvador 1.0 42.4 43.4 94.9
Jamaica 132.7 - 132.7 62.2
Near East
Cyprus 14.0 - 14.0 24.0
Jordan 46.0 - 46.0 72.2
Lebanon - - - 24.4
Oman -— - - 26.3
Turkey 722.0 - 722.0 4351.6
Egypt 89.0 197.6 286.6 1739.6
Israel - - - 2185.0
Euroge
Poland - - - -
Portugal 120.0 - 120.0 88.8
Spain -— — - 133.2
Total 2892.1 864.1 3756.2 55556.8

i/ The countries are those which received an allocation of Economic
Support Funds in fiscal year 1982.

2/ The lending levels include commitments of the International Banx
for Reconstruction and Development and the International Develcormens
Association in World Bank fiscal year 1981, and commitments frem the
Inter-American Development Bank (and its Funé for Special Opera:zions),

-

the Asian Development Bank and Fund and the African Develogpment Fund

during calendar year 1981l.
3/ USAID 1982 Congressbnal Presentation.

U.S. Treasury
February 24, 1982
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Mr. Chairman and Members of the Subcommittee:

It is my pleasure to appear before you here today to
discuss the current status of the criminal enforcement acti-
vities of the Bureau of Alcohol, Tobacco and Firearms (BATF).

Viewed from any perspective, it is submitted that any
discussion of the current status of the criminal enforcement
activities of BATF must deal with morale. The morale of the
criminal enforcement personnel of BATF is very low.

They have been through a period of great uncertainty ranging
from rumors of RIFs and furloughs to newspaper accounts of
the abolishment of the Bureau. The uncertainty continues.
The Treasury Department proposed a plan last November to
reassign all of the BATF functions to the U.S. Secret Service
and U.S. Customs Service. Under this plan the functions of
alcohol and tobacco are to go to the Customs Service and the
functions of firearms and explosives are to go the the Secret
Service. As criminal enforcement personnel became aware of
the details of this plan, most of them came to realize that
it was good for Federal law enforcement and that it was good
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for them. Indeed, it is my reading that the vast majority of
the criminal enforcement personnel of BATF enthusiastically
supported the reassignment of functions to the Secret Service
and loocked forward to the merger. Unfortunately, the plan
has not been approved by Congress and they now face a new
period of uncertainty.

Moreover, there is an imminent financial crisis facing
the Bureau. Unless supplemental funding is approved by
Congress in the current fiscal year, over 1600 employees
will have to be furloughed for more than 90 days commencing
on about June 27, 1982. Under these circumstances, it is
easy to understand why morale is low and why criminal enforce-
ment personnel feel upset and confused.

Despite all of these problems, criminal enforcement
personnel have continued to make excellent criminal cases.
Some examples of cases made despite these adverse conditions
are set forth as follows:

In February 1982, BATF agents working on a task force
with members of the Des Moines, Iowa, Police Department arrested
a convicted felon and seized a number of sawed-off shotguns
and stolen firearms. The arrest was the result of BATF under-
cover operations wherein a considerable amount of stolen
property, including firearms and Title II weapons, was pur-
chased from six different suspects.

In late February, BATF agents arrested two individuals
in Newark, New Jersey, when they delivered 200 silencers
to an undercover agent. Twenty-five additional silencers
were seized from another suspect in Colorado. '

In late February, BATF agents worked with local officials
in Bergen County, New Jersey, in an investigation which led
to an arrest, after a woman had been killed with a pipe bomb
in Fairlawn, New Jersey.

In January 1982, BATF agents arrested an individual in
Indiana who is a top firearms trafficker. He was involved
with two other defendants who were responsible for a number
of burglaries of gun stores in central and southern Indiana
involving the theft of over 100 firearms.

Earlier this month BATF and Customs agents arrested
two persons as they attempted to enter Mexico with 60 fire-
arms. This arrest was the result of a lengthy BATF investi-
gation in Florida. The suspects are known to have purchased
300 handguns in the last year.



Three weeks ago a man was arrested in St. Louis on two
counts of murder arising out of a pipe bomb explosion. The
arrest was the result of a joint ATF, St. Louis Police
Department Bomb Squad investigation arising from an explosion
which killed two people.

puring the first week of April, BATF agents in Minnesota
worked with state and local authorities in the execution of
10 Federal and 70 State arrest warrants in connection with a
sting operation wherein approximately 100 firearms were
purchased along with a large quantity of stolen merchandise.

These cases are but a few of the many firearms, explo-
sives and arson cases which continue to be investigated by
BATF agents on a daily basis. It is a tribute to the dedi-
cation of all the men and women of the Bureau of Alcohol,
Tobacco and Firearms that they are able to continue their
normal duties during a period of great stress and uncertainty.

The most immediate problem facing BATF today is the
need for additional funding in the present fiscal year.
The present continuing resolution allocates $115.7 million
for the Bureau. This figure, as mentioned previously,
will necessitate furloughs of approximately 1600 BATF
employees commencing on about June 27 and lasting through
the end of FY 1982. The impact of these furloughs would be
devastating both on the concerned BATF employees and on the
ability of the Bureau to maintain even minimun law enforcement
functions. If the furloughs take place there will be no
effective enforcement of the arson, explosives and firearms
laws for the last three months of this fiscal year and probably
well beyond that time. It is anticipated that a large number
of employees who are faced with no income for more than 90
days will probably seek and obtain employment elsewhere.

An "urgent supplemental" is presently under consideration
for BATF in both the House and the Senate. This supplemental
requests funding in two areas for the remainder of this
fiscal year:

1. $22.3 million for salaries and expenditures; and
2. $1.479 million for travel and per diem for 45

agents and support personnel for the Vice
President's South Florida Task Force.



Approval of this "urgent supplemental" request is critical if
there is to be any kind of enforcement of the arson, explo-
sives and firearms statutes or if there is to be proper
regulation of the alcohol and tobacco industries.

Mr. Chairman, the plan which the Treasury Department
devised for the reassignment of BATF functions to the U.S.
Secret Service and the U.S. Customs Service was, and is, a
sound plan which contains numerous law enforcement and cost
benefits. This Administration plan would, if adopted, provide
for a more effective and efficient enforcement of the criminal
statutes dealing with arson, explosives and firearms. It
would provide adequate resources for these functions both in
terms of budget and personnel. It would also provide vitally
needed additional resources for the protective mission of
the Secret Service. Implementation plans were developed
as the result of cooperative work between the Department,
the Secret Service, the Customs Service and the Bureau of
Alcohol, Tobacco and Firearms. These plans would have
enabled us to carry out the reassignment of functions and
personnel on April 1, 1982. Had this occurred, I firmly
believe that the operating effectiveness of ATF employees
who would have been reassigned to the Secret Service would
have shown marked immediate improvement because uncertainty
and job insecurity would have disappeared. I believe that
both rorale and productivity would have improved both quickly
and significantly. As you know, the plan for the reassignment
of functions has not been approved by either the House or
Senate Subcommittees on Appropriations. On March 24, 1982,
the House Appropriations Subcommittee deferred a decision
on the Administration's plan and extended the "freeze" on
implementation of the plan until June 30, 1982. On March 25,
1982, the Senate Subcommittee on Treasury, Postal Service
and General Government voted to approve an alternative to
the Administration's reorganization plan.

The reorganization plan approved by the Subcommittee
would direct the following:

o Arson and explosives jurisdiction would be trans-
ferred to the Secret Service together with 317
special agents. An additional 400 special agents
would be transferred to the Secret Service for
protective use.



o All alcohol, tobacco and firearms functions, both
regulatory and criminal, would remain at BATF and
the Bureau would be renamed as the Treasury
Compliance Agency (TCA).

This plan was approved by the Subcommittee.

The Administration is not able to support the Senate
Subcommittee's alternative plan because it would reduce the
number of special agents presently engaged in the criminal
enforcement of the firearms statutes by almost 50 percent.
This would seriously undermine the Federal effort to enforce
those statutes which deal with Title II weapons (automatic
weapons, silencers and other destructive devices); felons in
possession of firearms (Titles I and VII of the Gun Control
Act); and the illegal diversion of firearms from legitimate
channels to violent criminals who use weapons in carrying
out murders, roberies, rapes, burglaries and narcotic
violations (Title I). The Senate Subcommittee proposal would
also create practical problems of trying to determine which
agents would go to the Secret Service and which agents would
remain behind in the Treasury Compliance Agency. RIF regis-
ters would have to be-.set up to make this determination. It
is possible that the Secret Service would end up with a
disproportionate number of the more senior agents presently
assigned to the Bureau of Alcochol, Tobacco and Firearms,
at a time when the Service is in need of younger agents.

Senator Laxalt offered an alternative plan which would
create a Treasury Compliance Agency for the regulatory aspects
of alcochol, tobacco and firearms. Senator Laxalt's plan
would transfer approximately 1200 agents to the Secret Service
with appropriate support personnel for the criminal enforcement
of the firearms, arson and explosives statutes. This plan is
acceptable to the Administration because it provides adequate
resources for the criminal enforcement of the firearms,
explosives and arson statutes by the Secret Service.

In conclusion Mr. Chairman, let me again state that the
most important and vital need for the BATF at this time is
to obtain funding contained in the "urgent supplemental"”
request. This funding will allow BATF to carry out its
criminal enforcement responsibilities with some degree of
effectiveness. I do not know what the future holds for the
BATF beyond the funding level contained in the "urgent
supplemental.” I must point out that it will be very difficult
to rebuild the Bureau to its prior level of criminal enforce-
ment effectiveness if it is maintained as it presently exists.



The Department believes that the best resolution of BATF's
dilemma would that the criminal enforcement functions of
firearms, explosives and arson be reassigned to the Secret
Service, together with sufficient personnel.

At this time I would be pleased to attempt to answer

any questions which you or members of the Subcomnittee might
have.
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TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling approxi-
mately $ 9,400 million, to be issued May 13, 1982. This
offering will result in a paydown for the Treasury of about $375
million, as the maturing bills are outstanding in the amount of
$ 9,781 million, including $1,093 million currently held by Federal
Reserve Banks as agents for foreign and international monetary
authorities and $ 2,168 million currently held by Federal Reserve
Banks for their own account. The two series offered are as follows:

91 -day bills (to maturity date) for approximately $4,700
million, representing an additional amount of bills dated
August 13, 1981, and to mature August 12, 1982
(CUSIP No. 912794 AX 2), currently outstanding in the amount of
$9,569 million, the additional and original bills to be freely
interchangeable.

183-day bills for approximately $4,700 million, to be dated
May 13, 1982, and to mature November 12, 1982 (CUSIP

No. 912794 BS 2).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing May 13, 1982. Tenders from
Federal Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the
weighted average prices of accepted competitive tenders. Addi-
tional amounts of the bills may be issued to Federal Reserve Banks,
as agents for foreign and international monetary authorities, to
the extent that the aggregate amount of tenders for such accounts
exceeds the aggregate amount of maturing bills held by them,

The bills will be issued on a discount basis under competi-
tive and noncompetitive bidding, and at maturity their par amount
will be payable without interest. Both series of bills will be
issued entirely in book-entry form in a minimum amount of $10,000
and in any higher $5,000 multiple, on the records either of the
Federal Reserve Banks and Branches, or of the Department of the

Treasury.
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Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C.
20226, up to 1:30 p.m., Eastern Daylight Saving time, Monday,
May 10, 1982. Form PD 4632-2 (for 26-week series) or Form
PD 4632-3 (for 13-week series) should be used to submit tenders
for bills to be maintained on the book-entry records of the
Department of the Treasury.

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 competi-
tive tenders the price offered must be expressed on the basis of
100, with three decimals, e.g., 97.920., 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 in and borrowings on such securities
may submit tenders for account of customers, if the names of the
customers and the amount for each customer are furnished. Others
are only permitted to submit tenders for their own account. Each
tender must state the amount of any net long position in the bills
being offered if such position is in excess of $200 million. This
information should reflect positions held as of 12:30 p.m. Eastern
time on the day of the auction. Such positions would include bills
acquired through "when issued" trading, and futures and forward
transactions as well as holdings of outstanding bills with the same
maturity date as the new offering, e.g., bills with three months to
maturity previously offered as six-month bills. Dealers, who make
primary markets in Government securities and report daily to the
Federal Reserve Bank of New York their positions in and borrowings
on such securities, when submitting tenders for customers, must
submit a separate tender for each customer whose net long position
in the bill being offered exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury.

A cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual
issue price as determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit
of 2 percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders.
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Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids. Competi-
tive bidders will be advised of the acceptance or rejection’of
their tenders. The Secretary of the Treasury expressly reserves
the right to accept or reject any or all tenders, in whole or in
part, and the Secretary's action shall be final. Subject to these
reservations, noncompetitive tenders for each issue for $500,000
or less without stated price from any one bidder will be accepted
“in full at the weighted average price (in three decimals) of
accepted competitive bids for the respective issues.

Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on May 13, 1982, in cash or other immediately-available funds
or in Treasury bills maturing May 13, 1982. Cash adjustments
will be made for differences between the par value of the maturing
bills accepted in exchange and the issue price of the new bills.

Under Section 454(b) of the Internal Revenue Code, the
amount of discount at which these bills are sold is considered to
accrue when the bills are sold, redeemed, or otherwise disposed of.
Section 1232(a)(4) provides that any gain on the sale or redemp-
tion of these bills that does not exceed the ratable share of the
acquisition discount must be included in the Federal income tax
return of the owner as ordinary income. The acquisition discount
is the excess of the stated redemption price over the taxpayer's
basis (cost) for the bill.” The ratable share of this discount
is determined by multiplying such discount by a fraction, the
numerator of which is the number of days the taxpayer held the
bill and the denominator of which is the number of days from the
day following the taxpayer's date of purchase to the maturity of
the bill. 1If the gain on the sale of a bill exceeds the taxpayer's
ratable portion of the acgquisition discount, the excess gain is
treated as short-term capital gain.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any
Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt.
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STATEMENT BY THE HONORABLE DONALD T. REGAN
SECRETARY OF THE TREASURY
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COMMITTEE ON APPROPRIATIONS
SUBCOMMITTEE FOR TREASURY, POSTAL SERVICE,
AND GENERAL GOVERNMENT

Mr. Chairman, Members of the Subcommittee:

I am pleased to be here today to discuss the Department
of the Treasury's operating budget request for fiscal year 1983.

As this Subcommittee is well aware, the history of this
Department is unigue. As -the second oldest department in the
federal government, Treasury has throughout the last 193 vyears
heen responsihle for a wide range of important government

functions.

Today is no different. The current missions and activities
of -the Treasury Department represent what are truly basic func-
tions of our federal government. We collect federal taxes and
administer the Nation's tax laws. We manage the fiscal affairs
nf the government, including paying its bills and financing the
public deht. We manufacture the Nation's currency and help
regulate many financial institutions. We process passengers and
cargo coming into the country, enforcing import and export laws
in over 300 ports of entry. Our law enforcement functions include
the protection of the President and Vice President as well as
other dignitaries. And, we are a major policy advisor to the
President on monetary, fiscal, and economic policy, both domestic

and international.

In order to carry out these activities in fiscal year 1983,
we are requesting a budget of $4.3 billion and 113,592 average
positions. This request represents an increase of $207 million
and 515 average positions above comparable fiscal year 1982
levels, which include pending supplemental requests totalling

$365 million.
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This overall increase reflects a growing workload, inflated
costs, and two major program initiatives -- the strengthening oﬁ
the audit and collection functions of the Internal Revenue Service
and the modernizing of key Treasury operations.

In order to finance these increases, and to accomplish our
overall goal of reducing government costs, we are also p;o?osing
offsetting savings of $166 million and 4,300 average positions.
Indeed, a major theme of this budget is to do more with less.

By cutting back on less essential activities, by reducing the

size of the Treasury workforce wherever possible, and by making
needed economies and efficiencies, we will create a leaner Depart-
ment that is better equipped to carry out its major functions.

Our budget anticipates a large, and in many areas growing,
workload. For example:

-- The Department will process over 144.6 million tax
returns in' fiscal year 1983, an increase of over 2
percent from the previous year.

~- We expect to examine 1.7 million tax returns, 8 percent
above the level planned for 1982. ‘

-~ We anticipate that 332 million persons will arrive at
U.S. borders =-- 2.9 percent more than in 1982 -- and that
we will process 5.1 million formal entries -- almost 7
percent more than in 1982. :

-- Treasury will issue over 99 million Savings-type securities,
and retire 164 million; this represents increases of 28
percent and 9 percent, respectively.

-- Treasury will print 4.2 billion pieces of currency and
27.5 billion postage stamps. We will manufacture 17.6
billion coins.

-- We will issue 737.4 million payments, an increase of
11.5 million over 1982.

I would like to highlight the two major initiatives in
the budget.

First, we propose to strengthen the enforcement capahilities
of the Internal Revenue Service. Neither we nor the taxpayer
should tolerate a situation where there is over $20 billion in
outstanding tax debt owed the government and where $95 billion
in income taxes goes uncollected each year. Our budget includes
$154 million and an additional 5,225 positions to enhance the
collection and audit activities of IRS. This initiative will
produce additional net revenues of $1.9 billion in FY 1983 alone,
with total additional revenue expected to be approximately
$7 billion by FY 1985,
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Our second initiative is to improve and to modernize major
Treasury systems and equipment. We simply cannot continue to
neglect the need to modernize. Throughout Treasury, antiquated
equipment imposes severe operational problems, requires large
nunmbers of unnecessary staff, and costs the government large
sums in direct charges for maintenance. It is tempting to put
off these investments for better hudgetary times, but such a
course of action would be irresponsihle. We cannot manage by
deferred maintenance.

So, as part of this initiative our budget includes $75
million to introduce new data processing software and hardware
in IRS in order to take advantage of current technology. We will
speed collection of delinquent taxes by adopting a new processing
system that will greatly improve existing productivity levels.
We will also enhance the entry and retrieval of information into
the computerized tax system and bhegin to replace the major computer
equipment used in processing returns and maintaining tax accounts.
Modernization within IRS is essential to effective tax administration
during the 1980's.

We are also committed to modernization and long-term improve-
ments in the government's fiscal operations, including improvements
in cash management. Here, too, outdated systems and processes
impose severe costs. As part of our modernization and cash
management program, the budget includes increases of $16.4 million
for the Bureau of Government Financial Operations. We propose to
convert estimated tax payments to the Federal tax deposit system
by requiring individual taxpayers to make their payments to
authorized depositaries as opposed to the Internal Revenue Service.
This change will speed the flow of receipts into the Treasury.

We will also work with several other Departments to implement

other cash management proposals. We expect net savings of over
$100 million by FY 1984 in reduced interest costs to the government
from this investment.

As I indicated, to finance these initiatives and to carry out
our overall objective of reducing the costs of government, we
will cut back on less essential activities, reduce the size of
the Treasury workforce, and make needed economies and efficiencies.

Our major personnel reductions are in the areas of the U.S.
Customs Service and IRS taxpaver services. While we have made
Aifficult choices and trade-~offs, we helieve that these reductions
can be accomplished without sacrificing essential services.

For the U.S. Customs Service, inspection processes need to
be more selective and less cumbersome, with a resultant savings
in personnel. 1In the area of IRS taxpayer services, changes in
procedures and additional automation will provide essential
account assistance after a return is filed, while decreasing
assistance in returns preparation.
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Treasury witnesses have already provided detailed statements
concerning their organizations. In terms of the major overall
changes to the budget, we are seeking:

-- $218 million for program enhancements, related
primarily to our IRS initiatives:

-- $57 million for increased workload related primarily
to processing tax returns and public debt securities;

-~ 8167 million for price increases in such areas as
communications, office space, travel, and utilities:

-- an offset of $166 million in program reductions;
these include productivity savings and staffing reduc-
tions throughout Treasury, particularly in IRS taxpayer
services and the U.S. Customs Service; and

-— an offset of $69 million reflecting our proposal to
have the Social Security Trust Funds reimburse the Bureau
of Government Financial Operations directly for the
mailing and processing of social security checks.

Appropriations Language Proposals

OQur hudget also includes several recommendations concerning
appropriations language.

We are requesting that the restrictive language regarding
inspector overtime in the U.S. Customs Service be deleted.
We understand the concerns of the Appropriations Committees
about previous abuses in that area. We have taken steps to
correct these ahuses. However, we are required to use limited
resources for reporting and administrative burdens resulting
from this language. Clear guidelines for the controlled assign-
ment of necessary overtime exist, and we therefore feel that the
restrictive language should be removed.

We are also requesting authority to permit up to 5 percent
of any appropriation to be transferred to another appropriation,
as well as transfer authority between the Customs Service and
the Secret Service to permit an orderly transfer of BATF functions.
This transfer authority will enable us to respond to changes in
workload or other emergencies in an orderly fashion during the
year.

Under our general provisions we are seeking to remove a
prohibition against the use of time clocks in the District of
Columbia. The Bureau of Engraving and Printing is forced to
operate under this requirement, set by an 1899 statute, at consider-
able costs. If this requirement were removed, we would achieve
savings of 55 personnel and $1 million in fiscal year 1983.
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Our fiscal year 1983 budget also includes language to enable
the Social Security Trust Funds to reimburse the Bureau of Government
Financial Operations directly for the cost of issuing and processing
social security payments. Currently, the Social Security Trust
Funds reimburse the General Fund of the Treasury.

Fiscal Year 1982 Supplementals

Our budget also includes requests totalling $365 million
in supplemental funding for fiscal year 1982.

For the Bureau of Government Financial Operations, we are
requesting supplementals of $81.8 million. The need for these
funds is critical, because under the level of $147.7 million, as
provided in the Continuing Resolution, we will have to suspend
Bureau operations by June. At that time we will be forced to
halt the processing and mailing of social security checks as
well as all other government checks, including pay checks. We.
are therefore urging quick Congressional action on this request,
and are encouraged that the Appropriations Committee has included
this item in its urgent supplemental bill. Of the total of
$81.8 million, $68.9 million is for the mailing and processing
of social security checks, $10.6 million is for mail costs
associated with government checks other than social security,
$2.1 million will cover costs associated with the transfer of
Iranian assets, and $200,000 is for postal service savings system
claims.

Our hudget includes supplemental funding of $23.8 million
for the activities and functions of the Bureau of Alcohol, Tobacco,
and Firearms. Of that total we need an additional $22.3 million
to carry out hasic law enforcement and revenue protection functions.
In addition, $1.5 million is requested to support activities
related tno the work of the President's South Florida Task Force.

For the U.S. Customs Service we are requesting $6.9
million for its role in the support of the President's South
Florida Task Force. This Task Force was established to deal
with the massive immigration, rampant crime, and epidemic
Aruag smugqgling in that area.

For the Internal Revenue Service, our budget includes a
supplemental of $123.5 million. We are seeking $38.5 million to
begin hiring for the enhanced collection and audit effort that I
described earlier as well as to reduce legal and delinguent tax
backlogs, and $85 million for mandated cost increases resulting
from the postage and communications increases and a new requirement
imposed on the IRS to fund unemployment compensation costs.

Finally, for the October 1981 pay increase and the lifting
of the pay cap effective last January, our supplemental request
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includes $129 million. This request, which involves all Treasury
organizations, was submitted to the Congress recently.

Mr. Chairman, that, in brief, represents the major proposals
of the Treasury Department. I would like to insert for the
record the "Summary of the 1983 Budget" as well as a table summa-
rizing our request by account. I shall be happy to answer any
questions that the Subcommittee may have.



DEPARTMENT OF THE TREASURY
1983 President's Budget

Office of the Secretary:

°° FY 1983 request of $59.8 million and 1,151 average positions,
+5$4.0 million and -15 average positions as compared to
FY 1982.

oe Budget presentation reflects merger of Salaries and Expenses
and International Affairs appropriations.

Office of Revenue Sharing:

°e FY 1983 request of $6.6 million and 131 average positions,
+$.3 million and -12 average positions as compared to
FY 1982.

Federal Law Enforcement Training Center:

°e FY 1983 request of $12.9 million and 244 average positions,
+$.6 million and -4 average positions as compared to
FY 1982.

°° Provides funding for the majority of basic training require-
ments. Remaining unfunded basic training and all advanced
training requirements will be required to be funded by
participating agencies to the extent possible.

Bureau of Government Financial Operations:

°® FY 1983 reguest of $183.3 million and 1,840 average positions,
-$48.6 million and -720 average positions as compared to
FY 1982.

e BGFO's 1983 request assumes reimbursement for the bureau's
Social Security-related activities rather than the use of
appropriated funds, as was the case in FY 1982,

e The 1983 request includes $13.1 million for conversion of
Estimated Tax Payments to the Federal Tax Deposit system;
the resulting net savings are estimated at $44 million in
FY 1983 and $89 million in FY 1984.

e Otherwise, the theme of the 1983 budget is modernization --
of cash management practices Government-wide and of the
bureau's various operations.



U.S. Customs Service:

Bureau

FY 1983 request of $530.5 million and 12,581 average positions,
+$3.9 million and -979 average positions as compared to '
FY 1982.

Net change of +$3.9 million and -979 average positions
reflects the following:

* Annualization of ATF transfer of $15.3 million and 359
average positions

* Price increases of $25.5 million
* Reductions of -$44.7 million and -1,338 average positions.

President's request reflects functional transfer of alcochol
and tobacco functions from the Bureau of Alcohol, Tbbacco and
Firearms to the U.S. Customs Service, effective April 1, 1982.

Program reductions will be accomplished through attrition
and reductions-in-force.

* Expect to minimize the impact of staffing reductions
through streamlining the inspectional process wherever
possible and through emphasis on improved automated
sSystems. .

* Reduction-in-force of approximately 1,500 empléyees is
anticipated.

of the Mint:
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FY 1983 request of §50.2 million and 1,266 average positions
for the Salaries and Expenses appropriation, +$2.4 million
and -94 average positions as compared to FY 1982.

Provides funding for the production of 17.6 billion coins in
FY 1983, and through depletion of inventories, the shipment
of 18.8 billion coins in FY 1983.

Funds requested for FY 1983 will allow for plans to close
the New York Assay Office Refinery.

FY 1983 request of $5.2 million for the Expansion and
Improvement Appropriation, +$1.2 million as compared to

F¥ 1982. Provides for continuing improvements to existing
Mint coining facilities.



Administering the Public Debt:

°e FY 1983 request of $210.0 million and 2,460 average positions
includes $195.2 million and 2,183 average positions for the
Bureau of the Public Debt and $14.8 million and 277 average
positions for the U.S. Savings Bonds Division.

°e FY 1983 request represents an increase of +$31.8 million
and a decrease of -137 average positions. An increase of
$33.2 million and -67 average positions are in the Bureau
of the Public Debt. An increase of $.2 million and =70
average positions are in the Savings Bonds Division.

°e The Bureau of the Public Debt increase includes:

* +$29.8 million for increased workload wvolumes in
Savings Bonds sales and redemptions, and

* +33.4 million for increased workload in the
marketable securities area.

* Personnel reductions in both of the ahove activities
are the result of increasing automation and efficiency.
Related dollar savings of -$1.9 million have been
included in the above numbers.

°° At this time, the Bureau's reguest assumes no change in the
operation of the marketable securities activity.

°° The Savings Bonds Division's increase of §.2 million is the
result of inflationary cost increases offset by reductions
of $1.3 million related to the decrease of 70 average
positions.

Internal Revenue Service:

e FY 1983 request is $2.917 billion and 88,673 average
positions, $237 million and 3,310 average positions above
FY 1982.

°° Net change of $237 million above FY 1982 reflects the
following:

* $154 million and 5,225 positions for an initiative
to collect delinquent taxes and examine deficient
returns.



U.S.

Increases for this initiative are for the following
programns:

-- Collection of delinguent accounts ... 3,000 positions

-- Identification of nonfilers ...¢ce¢... 1,000

-- Examination of deficient returns .... 1,000

-= Appeals M EEEEEEEE I I B BN R RN I 225
Totals 5,225 positions

$75.3 million and 297 average positions for systems
modernizations, primarily in the collection program.

The program proposes to modernize the current system for
collecting delingquent taxes, freeing up staff years
through increased efficiencies and productivity.

Reduction of $50.4 million and 1,691 average positions
in Taxpayer Service.

—- Reduction will be applied to general tax law telephone
and walk-in assistance. The program will concentrate .
on assisting taxpayers with question. or problems
related to their accounts after the return is filed.

-- This will represent assistance with information that
can be provided only by the IRS as opposed to private
sector sources of taxpayer assistance.

$35.2 million and 971 positions for workload related
increases.

$22.9 million for mandatory cost increases in FY 1983.
The major components of this increase are:

Secret Service:

°

FY 1983 request of $294.4 million and 5,377 average positions,
+$65.5 million and 865 average positions as compared to
FY 1982.

The increased funding requirements are primarily for the
following items:

*

$49.5 mill%on to annualize the BATF transfer proposed in
FY 1982 (firearms and explosives activities).

$§11.6 million to fund inflationary cost items (i.e., GSA

rgntal costs, FTS and other communications costs, increased
airfare, etec.)



* §1.0 million to fully fund the October 1981 pay raise.

* $4.5 million for the Candidate and Nominee program. This
includes training and related equipment requirements.

* $3.8 million to convert approximately one-half of their
existing communications equipment to voice privacy.

* $2.2 million to provide technical support to the Service's
investigative and protective functions, including $1.5
million for vehicle replacement schedule.

* $7.1 million in program reductions. This includes $2.5
million to reimburse state and local governments for their
assistance to the Service in protective activities. Other
savings will be achieved through reducing permanent changes
of station moves, reducing equipment purchases, and
restricting overtime.

°e President's request reflects a functional transfer of firearms

and explosives functions from the Bureau of Alcchol, Tobacco
and Firearms to the U.S. Secret Service, effective April 1, 1982.

April 26, 1982 (J7)



Treasury Subcommittee

Office nf the Secretary
Fed, law Enforce. Teng. Center

Bureau of Gov't Financial Oper:
Salaries and Expenses
Payment of the Quam, V.I.

and American Samoa
Postal Savings System
Liquidation

Bureau of Alcohol, Tobacco
and Firearms

U.S. Customs Service

Bureau of the Mint:
Salaries and Expenses
Expan., & Improve. (Prop. leq.)

Bureau of the Public Debt

Internal Revenue Service:
Salaries and Expenses
Taxpayer Ser. & Ret, Proc.
Examinations & Appeals
Investigations & Collection

Total, IRS

Payment Where Fnerqy Credit
Exceeds Liability for Tax

U.S. Secret Service
s
Suhtota}// Treasury Suboom.

HUD~-Independent Agencies:

o
X fice of Revenue Sharing
WC Seasonal Loan Guar. Prog.

Subtotal, HUD-Indep. Ajen.,

State, Judiciary & Cammerce

Chrysler Corp. Loan Guar, Proyg.

Proposed Legislation
Pepartment of BEducation Accounts
Transferred to Treasury*

Impact Aid
Hligher EA. Fac. Tonans & Ins.

Subtotal, Dept. of Ed. Accts.
Total, Appro. Operating Acct,
Permanent Authocization, Claims
Trast Acct., Gen. Rev, Sharinqg,
& Proposad Leqg. (5ee Attached)
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Mr. Chairman and Members of the Committee:

I am here today at your request to discuss the
challenges for dealing with the Federal budget for fiscal
1983 and beyond and the tax policies which should accompany
that budget. Let me set the stage for our discussion by
describing the interrelationship between Federal taxes and
the economy.

‘The ‘economy continues. in the grip of one of the longest
recessions since the decade of the 1930's. While according
to the conventional measures, we are now experiencing the
second recession in two years, there has in fact been no
sustained growth in real GNP since early 1979. This is
clearly seen in the attached Chart 1. The past three and a
quarter years have been a period of protracted economic
stagnation.

The causes of the problem are years of excessive money
growth resulting in rising inflation and interest rates,
continuously escalating tax rates, and increasing diversicn
of our production capability to meet the demands of ever
expanding Federal spending.

In spite of the continued slide in the first cuarter of
1982, there are some hopeful signs., Excess inventories are
being drawn down at a rapid rate. Tals is tvepical cf the
last stages of a recession. Retail sales are rising.
Housing starts are up slightly for che ZiIth mon:iih in a
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are no longer falling but have leveled off. And, very
important for the financial well-being of all Americans,
whether of working age or retirees, inflation continues to
fall,

More importantly, we have in place a sound long-run tax
system. If we assure business and individual taxpayers of
our determination to secure that tax system in place, it will
help bring an early end to the current recession, and it will
provide the tax climate for strong, continuing growth of
income, savings, investment and employment. That tax systenm,
with a healthy economy, will generate as much revenue as
government should reasonably be allowed to spend.

The severity and duration of the recession has required
substantial revisions in the estimates of the Federal budget
for the next several fiscal years., We all should have
learned by now that projecting budget results is an extremely
uncertain business, and we should, therefore, entertain
serious reservations about the current estimates of future
budget totals. Notwithstanding, it is clear that the net
budget results for the next several years almost certainly
will be much larger deficits than we had earlier foreseen.

The deficits projected for fiscal years 1983, 1984, and
1985 without further government action =--- as much as $182
billion, $216 billion, and $235 billion, respectively,
according to the CBO's current estimates --- must be seen as
measures of disarray in our fiscal affairs, not merely as the
untoward consequence of unsatisfactory performance of the
economy. There has been and continues to be dispute over the
economic impact of these deficits., Whether you believe that
these deficits, in and of themselves, can or will prevent the
kind of robust and extended recovery all of us seek, you
can't deny that these deficits reflect failure to match the
Federal Government's demands to its revenue resources. None
of us, in the Congress or in the Administration, would
deliberately plan deficits of these magnitudes, We have no
choice but to move now to put our fiscal house in order.

Our basic and urgent concern with the Federal
Government's finances must be to insure that our fiscal plan
for the next several years will not impede the economy's
recovery from the prolonged recession of the last three years
nor imperil its sustained expansion. For the long run,
reducing and eliminating deficits must be the fiscal
reflection of a strong and growing economy.

Recovery and expansion will be set back if the fiscal
plan we adopt allows the Federal Government to preempt too
large a share of the economy's production resources through
its spending programs. Recovery and expansion will also be
threatened if Federal deficits claim too large an amount of
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the economy's gross private saving. The greater the
proportion of gross private saving which must be allocated to
financing the Federal deficit, the less the amount of saving
which will be left to the private sector.

We have learned, or at least we should have learned,
that we can't consume our way into sustained economic
progress, Growth in the economy --- in employment,
productivity, output, and incomes --- depends critically on
increasing the amount and improving the quality of the
capital with which our labor force is employed. If we have
to devote significant amounts of our saving to financing
government deficits instead of capital formation, we must
suffer the consequences in less certain recovery and growth.

The principal way to reduce government deficits, the
only way to do so without imperiling the saving which must
finance both deficits and capital formation, is by cutting
back the growth in government outlays. Any changes in the
economic recovery program which reduce real growth will tend
to worsen the budget picture. Changes which reduce
individual or business saving by as much as or more than the
deficit will only worsen the situation in the credit markets.
We must, therefore, bend every effort to reducing spending
growth., If we must add revenues to make up any shortfall
which less spending restraints may leave us, we must do so in
ways which will least impair incentives for saving,
investment, and personal effort.

The measures we take to reduce these deficits should be
closely gquided by certain basic criteria. One of these must
"'be that we will not-be 'panicked into hastily designed ’
spending changes, or revenue increases which would have the
effect of discarding the policy objectives set last year.

The fiscal measures which were enacted in 1981 had two major
aims. One was to reduce Federal spending and its preemption
of the economy's production capability; the other was to
moderate the adverse effects of our tax system on incentives
to work, to save and invest, to undertake new businesses, to
innovate, and to develop new products and new production
processes; these are the kinds of activity on which economic
progress depends. We made great progress in pursuit of these
goals last year, The actions on the budget clearly reflected
a resolve to get Federal spending under control, to slow the
rates of its advance, and to increase the efficiency of
Federal spending programs. The Economic Recovery Tax AcCt
takes us a long way toward the goal of a tax system far less
biased than in the past against saving, investing, and
productive personal effort.

As a corollary, we must be certain that any revenue-
raising measures we find we must undertake will not blunt the
thrust of ERTA toward affording us a more efficient, more
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dynamic, and more productive economy. Some have urged us to
revoke the incentive-creating tax cuts enacted last year.

The result would be lower real growth for many years into the
future. Such a self-defeating major change in a permanent
tax program to handle a temporary problem is not an
acceptable solution to our budget difficulties. We must not
renege on our promise to individual taxpayers to provide
substantial, evenhanded reductions in their bracket rates and
to insulate those reduced rates against inflation by
indexing. The full three-year, 25 percent individual rate
cuts followed by indexing are a policy imperative.

The personal tax rate reductions in the ERTA are not
substantially larger between 1981 and 1984 than the
continuing bracket creep and the payroll tax increases of
1981 and 1982. 1In fact, there was a net personal tax
increase of roughly $15 billion in 1981. 1In 1982, taxpayers
will barely break even. Not until 1983 and 1984 will there
be any real tax cuts for some families. Taxes will rise
again in 1985 due to a scheduled Social Security tax
increase.

Take, for example, a one-worker family of four at the
median income level of $24,000 in 1982 who has received and
will continue to receive a cost-of-living increase to keep
real income constant. The attached graph shows what would
happen to this family if certain changes in the personal tax
cuts were enacted.

Path A is current law, the three-year tax cut plus
indexing.

Path B repeals the third year and indexing.

Path C substitutes indexing for the third year as of
7/1/83.

Path D repeals indexing, but keeps the third year.

The graph shows the increases in effective (average) and
marginal income tax rates since 1979, the year following the
last tax cut bill prior to ERTA. The one and one-quarter
percent rate cut under ERTA for 1981 (5 percent for 3 months)
was not enough to prevent a large tax increase due to bracket
creep in 1981, and did nothing to offset the bracket creep in
1980. The percent of income paid in tax rose from 10.15 to
10.66 between 1980 and 1981, up from 9.34 percent in 1979.
The taxpayer rose from the 21 percent marginal tax bracket to
the 24 percent bracket.

Under the full three-year income tax cut plus indexing
(Path A), the taxpayer would experience by 1984 a decrease in
average and marginal tax rates to levels a shade below those
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of 1979. The second and third years of the tax cut offset
the bracket creep of 1980-1984. Without indexing, however,
even the third year of the tax cut fails to provide permanent
tax relief, 1Inflation and bracket creep would repeal the
third year of the tax cut by 1985 and the entire tax cut
(measured against 1980 tax rates) by 1987. All improvement
in incentives would be lost,

Repeal of the third year and indexing would have average
marginal tax rates bottom out at roughly 1980 levels in 1982
and 1983 and rise steadily thereafter. There would be no
meaningful tax cut at any time, Taxes would remain at or
above the levels which helped bring on the 1980 and 1981-1982
recessions.

Substitution of indexing for the third year would leave
average tax rates well above 1979 levels and produce higher
marginal tax rates than ERTA and reduced incentives for most
taxpayers.

As this graph clearly shows, repeal of the third year
and/or indexing would result in substantial tax increases on
the median income families of America.

Only Path A is enough of a tax "cut" to offset the
combined effects of bracket creep and payroll tax rate
increases above 1980 levels.

There are those who would preserve the business portions
of ERTA, and cancel most of the remaining individual tax rate
reductions. Such a move would be extremely counter-
"productive to business as wéll as to individuals.

In my years at Merrill Lynch, I came to appreciate the
importance of the individual in his or her role as saver,
investor and entrepreneur, as well as employee and consumer.
Those who think of business only in terms of large
corporations forget the millions of partnerships,
proprietorships and sub-chapter S corporations run by
entrepreneurs whose profits are taxed at the individual level
at individual tax rates.

As for employees and consumers, consider the effec: of
suspending the third year of the tax cut and indexing on the
cost of labor and the standard of living of the American

family.

Labor accounts for between two-thirds and three-quarters
of the total cost of inputs in most years for most oproducts
and industries. Labor inputs outwelzh capital inputs two or
three to one. It is time to remember that taxes on labor and
the resulting higher labor costs are extremely damaging to

American business.
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Tax rates on labor at the Federal, state and local level
have risen until it now costs a firm more than $1.70 to
compensate a worker for a $1.00 increase in the cost of.
living. Without indexing, it could cost $2.50 or more 1in the
1990's. Any wage increase, whether merely COLA's or a real
wage hike, would send the workers' taxes rising and tend to
push labor costs up faster than the prices the firm receives
for its products. The likely consequence of such a tax
situation would be falling profits and falling employment.

Labor would absorb a substantial portion of the rising
tax burden, amounting to several hundred dollars per worker
in higher taxes by 1986. This is only the direct cost. The
weaker economy, reducing saving, investment and growth, lower
productivity and reduced competitive position of American
labor in the world economy would lower the market wage
itself, reducing the family's real earnings by hundreds of
dollars more. American workers and savers are the primary
customers of American business. There is no way such an
impact on the real income of its customers would be good for
business.

We cannot hope to provide economic recovery by raising
the cost of saving and the cost of being employed.

Similarly, we must not break our commitment to business
taxpayers to provide a capital recovery system which
materially reduces the tax-induced extra cost of capital. Wwe
must hold on to the Accelerated Cost Recovery System. To
insure that ACRS is fully effective, we must retain ERTA's
~%safe-harbor"leasing’ provisions, although modifications to
prevent abuse may be desirable.

Stability in tax policy is essential for private sector
planning and economic recovery. Millions of firms planning
billions of dollars of investment decisions must now be in a
situation of great uncertainty with respect to leasing, ACRS
and other provisions. The decisions of the Congress
regarding ACRS and related provisions have the power to
unleash a flood of investment or to choke off tens of
billions of dollars of spending on modernization and
expansion of plant and equipment. Until the political
decisions are made, the economic decisions and the economic
recovery are on hold.

It is unlikely in the extreme that tax increases alone
could succeed in balancing the budget. First, they would
weaken the economy, and be partially offset by slower growth.
Second, they would encourage higher spending. 1In spite of
the fact that the tax receipts of the Federal Government rose
by $244 billion from FY 1977 to FY 1981, the government rgap
deficits in the fiscal years 1978 through 1981 totaling
$194 billion.
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We must, in short, avoid tax increases which cancel
ERTA's incentive-enhancing effects.

Of course, most tax increases tend to reduce the net
rewards to the individuals who provide our production muscle
-- labor and capital services. This fact gives added
emphasis to another of our guiding principles: reducing the
deficits must be pursued mainly by reducing government
spending.,

Let's put the government spending issue in perspective,
Last year, President Reagan presented a long-range budget
strategy which aimed at slowing the growth in Federal outlays
sufficiently so that, with growth in the economy, Federal
spending would claim a decreasing share of total output. The
aim was to reduce the Federal spending:GNP ratio from 23+
percent in 1981 -to 19.3 percent in FY 1984. As matters now
stand, we are nowhere near achieving that goal. With the
Congressional Budget Office's present estimates of current
service outlays, the projected ratio in each of the fiscal
years 1983 through 1985 is 24.3 percent. To be sure, some of
this huge difference between the goal the President stated
and the CBO's current projection is attributable to the
drastic downward revision in the projections of GNP. But if
we were to achieve a ratio of less than 20 percent of GNP
without an enormous reduction in spending, GNP in 1984 would
have to be almost $1 trillion greater --- about 25 percent
more --- than CBO currently projects for that year. It is
clear that the shortfall in economic growth accounts for only
a small fraction of the huge difference between the projected
and the desired spending:GNP ratio; the overwhelming
proportion of the shortfall results from an increase in
spending.

There simply can't be any question about the fact that
the main line of attack on the deficits which fall out of the
CBO's projections must be to reduce the Federal Government's
spending. If we settle for the Federal Government's share as
being one-£fifth of our GNP in fiscal 1984, we face the
challenge of reducing outlays in that year by about $160
billion.

I don't want to telabor this Committee with the urgency
of reducing the growth in Federal spending if we are to sst
our feet on a course of true fiscal discipline. Moreover,
given the megnitude of the deficits which appear to be in
prospect, prudence urges that we also earnestly address the
possibilities of reducing these deficits with revenue
increases. But this clearly does not mean that the preferred
way to close the gap between outlays and revenues is by tax
increases., We must not attempt to balance the budget on the
backs of the individuals who work and save, who produce our
national income and who pay our taxes.
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As the members of the Committee are aware, the President
has proposed a number of tax changes which seek to improve
the structure of our tax system and to improve compliance
with the tax laws. We will continue our search for tax
revisions of this nature and will welcome suggestions along

these lines.

Notwithstanding the substantial progress made last year,
the structure of the Federal tax system can be further
improved and with these improvements can come added revenues
to reduce projected budget deficits as we move to control
government outlays. But the fundamental elements of last
year's historic tax cut, the Accelerated Cost Recovery System
and the full marginal rate reductions, must remain in place,



Bitlons ol
1972 Dollars

CIIART I

COURSE OF REAL GNP SINCE 1979

1500

14501

Level

Percent

Annual Rate

"Haio of Growth

NG

—

—-10

] m
1979

v

( " m W ! " m w
1980 1981

p - projacted, based on rates ol growth underlying 1083 Budget.

| ] |
lp Hip Vp
1982

‘ ek 8. 1002



CHART 11

Median Income Family of Four Earning $24,000 in 1982

Avorage/Marginal Tax Rates After Cost of Living Adjustments
1079 - 1988

Tax as
Percont
of Incoms

1ne—

1noj— '

06—

10.0}—

96—

2.0




TREASURY NEWS

epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE May 4, 1982
RESULTS OF AUCTION OF 3-YEAR NOTES

The Department of the Treasury has accepted $5,254 million
of $12,590 million of tenders received from the public for the
3-year notes, Series M-1985, auctioned today. The notes will be
issued May 17, 1982, and mature May 15, 1985.

The interest coupon rate on the notes will be 14-1/8%. The
range of accepted competitive bids, and the corresponding prices
at the 14-1/8% coupon rate are as follows:

Bids Prices
Lowest yield 14.16% 1/ 99.917
Highest yield 14.19% 99.846
Average yield 14.17% 99.893

Tenders at the high yield were allotted 29%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Received Accepted

Boston $ 80,565 $ 46,855
New York 9,916,220 4,078,365
Philadelphia 56,600 28,600
Cleveland 219,430 168,195
Richmond 220,335 63,075
Atlanta 117,170 90,020
Chicago 937,770 344,025
St. Louis 167,205 139,705
Minneapolis 80,490 67,920
Kansas Cj_ty 132,840 130,340
Dallas 37,740 26,740
San Francisco 619,750 66,750
Treasury 3,590 3,590
Totals $12,589,705 $5,254,180

The $5,254 million of accepted tenders includes $1,499
million of noncompetitive tenders and $3,135 million of competi-
tive tenders from private investors. It also includes $620 million
of tenders at the average price from Federal Reserve Banks as agents
for foreign and international monetary authorities in exchange for

maturing securities.

In addition to the $5,254 million of tenders accepted in
the auction process, $1,600 million of tenders were accepted at
the average price from Government accounts and Federal Reserve
Banks for their own account in exchange for maturing securities.

1/ Excepting 1 tender of $55,000.
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Mr. Chairman and Members of the Subcommittee.

It is my pleasure to appear before you here today to
express the Treasury Department's views on H.R. 352, a bill
to revise and improve the laws controlling false identifi-
cation crimes.

The use of false identification permeates almost every
facet of criminal activity. Fugitives, terrorists, armed
robbers, illegal aliens and con-men all need and use false
identification. The Treasury enforcement bureaus routinely
encounter false identification in enforcing the laws over
which they have jurisdiction.

The Bureau of Alcohol, Tobacco and Firearms often en-
counters situations in which fraudulently acgquired identifi-
cation cards such as drivers licenses are used in the purchase
of firearms. This problem is particulary acute in states
which can provide "on the spot" drivers licenses such as
Florida and Chio. These states also happen to be primary
source states for illegal trafficking in firearms. The
following summaries of two cases illustrate the problem

encountered by ATF

R-760



New York

ATF agents in New York City broke up two organized
firearms smuggling rings which were transporting weapons
from Ohio to New York. One group was responsible for the
distribution of over 800 handguns which were transported
to New York City from Youngstown, Ohio. The second group
distributed approximately 200 handguns which had been
purchased in Akron, Ohio. Seven defendants have been
convicted in these cases and two are awaiting prosecution.
The defendants in both of these cases were routinely using
fraudulent Ohio drivers licenses to acquire firearms.

Ft. Lauderdale

ATF agents in Ft. Lauderdale arrested a subject when
it was determined that he had used a fraudulent Florida
drivers license in the purchase of 67 handguns. This sub-
ject was a Nigerian citizen and he intended to illegally
export these firearms to Nigeria. The subject was convicted
and sentenced. It was learned that he had used 19 aliases
and had various types of false identification made up for
each. This individual is facing additional Federal charges
in Maryland and Virginia each under different assumed names.

The U.S. Customs Service and the Internal Revenue Service,
during the course of their enforcement of the Bank Secrecy
Act, frequently encounter individuals who use false identifi-
cation. Typically the individuals involved are couriers
working for organizations which launder money for major drug
traffickers. These couriers frequently produce false identi-
fication when making larqge cash deposits at financial insti-
tutions in order to avoid the reporting requirements of the
Bank Secrecy Act.

The Secret Service, in connection with its criminal
enforcement responsibilities, has substantial direct contact
with criminals who use false identification. 1In FY 1981,
the Secret Service investigated 74,000 forged U.S. Govern-
ment check cases and 9,800 forged U.S. savings bond cases.
In the vast majority of these cases the fraudulent nego-
tiations of checks or bonds were accomplished through the
use of false identification. The tynical forger can depend
on false identification to conceal his identity and avoid
detection. It is a part of his modus operandi. Forgers
have little trouble in acquiring fictitious identification.



They are readily available from a variety of sources including
passport studios, department stores and other criminal identi-
fication bureaus. The yellow pages of most telephone books
contain listings of such criminal enterprises under "identi-
fication bureaus.” The most common false identification used
by forgers include, bhut are not limited to, drivers licenses,
commercially obtained photo IDs, Social Security cards, alien
registration cards, birth certificates, automobile regis-
trations, and certificates of origin documents.

The Secret Service has also found that individuals who
engage in the counterfeiting of U.S. currency often involve
themselves in the counterfeiting of other government and
commercial obligations as well as items of false identifi-
cation. Secret Service counterfeit monev investigations
often result in the seizure of various types of counterfeits
of local, state and Federal documents. The expertise,
equipment, facilities and supplies required to counterfeit
U.S. currency are identical to those required to counterfeit
false identification documents. As a result of this fact,
the Secret Service is in a unique position to make a signifi-
cant contribution to the Federal enforcement effort in the
event that a bill such as H.R. 352 is passed into law.
Investigation technigues which have been successfully applied
to safequarding our nation's currency could also be utilized
to protect the integrity of items of identification.

Secret Service special agents receive extensive training
in the field of counterfeiting throughout their careers.
Agents are not only exposed to the production of genuine
obligations of the U.S. but also to the problems encountered
by the typical counterfeiter. Through training and exper-
ience they become experts in the detection of counterfeit
U.S. currency and other documents.

The Secret Service uses two basic approaches to counter-
feiting investigations. First, at the distribution level,
the Secret Service developes information through the use of
confidential informants and trained undercover agents who
routinely infiltrate groups involved in the manufacture of
counterfeit currency. It has been said that an investi-
gative agency is only as effective as its sources of infor-
mation. This adage certainly applies in the field of
counterfeiting investigations whether that investigation
be directed toward counterfeit money or to counterfeit
identification. The second investigative approach is
directed at the manufacturer referred to as the "plant."



The Secret Service has traditionally maintained liaison with
the printing industry in order to uncover suspicious purchases
of paper, ink, photographic supplles, printing equipment,

etc. These efforts often result in the early detection and
supression of the counterfeiting manufacturing plant. The
Secret Service realizes that counterfeiters do not restrict
themselves solely to the manufacture of counterfeit currency.
Often times they expand their operations to include a wide
range of other items including false identification. Several
typical case histories are hereby set forth.

In July 1981, a Secret Service investigation commenced
in Las Vegas involving four individuals who were believed
to be manufacturing counterfeit $20 and $100 Federal
Reserve Notes. A Secret Service agent was able to infil-
trate the group. He purchased $60,000 worth of counterfeit
money and the perpetrators were arrested when they made the
delivery. An additional $120,000 in counterfeit money was
subsequently recovered at the printing plant responsible
for the manufacture of the currency. Also recovered were
large quantities of counterfeit identification including
Social Security cards and drivers licenses from a number of
states.

In March 1981, an individual was arrested by the Secret
Service in pvossession of $50,000 in counterfeit $10 Federal
Reserve Notes. The subject was a twice convicted counter-
feiter who was scheduled to stand trial on the very next day
on still another counterfeiting charge. Following his arrest
Secret Service agents searched a residence in Mt. Dora,
Florida, and seized a printing press and numerous printing
plates and negatives used to manufacture counterfeit U.S.
currency. In addition, the agents seized large guantities
of counterfeit blank Social Security cards, negatives for
an international drivers license, blank counterfeit State of
Florida food stamp identification cards, counterfeit health
insurance cards and counterfeit voter registration cards
for the City of Baltimore.

An investigation was initiated by Secret Service agents
in Tennessee in 1981 after three individuals had made suspi-
cious purchases at several printing supply houses. Surveil-
lance led to a residence which seemed to be their center of
operation. Additional investigation led to the execution
of the search warrant on the premises. The search resulted
in the seizure of counterfeit State of Tennessee driver licenses,
counterfeit $100 American Express Travelers Checks, counter-
feit $1 Federal Reserve Notes, counterfeit State of Tennessee
welfare checks and counterfeit social security cards.



The above cases are but a few of the large number of
Secret Service counterfeit money investigations which also
involve counterfeit identification. Large seizures of
counterfeit alien registration cards have been made by the
Secret Service in recent years in the Southwest in conjunction
with counterfeit money investigations. It should also be
kept in mind that advanced technology in the reprographic
field, particulary with color copiers, pose a definite threat
to the future security of legitimate pieces of identification.
The Secret Service is on the cutting edge of these techno-
logical advances.

In considering the Secret Service's ability to make
a contribution to the Federal effort against false identifi-
cation, it must be realized that the Secret Service has a
unique and sophisticated counterfeiting laboratory. Techni-
cians in this laboratory spend a considerble amount of time
examining new counterfeiting issues in an effort to determine
whether or not these counterfeit obligations stem from a
common manufacturer. During the counterfeiting process,
certain defects are developed on printing plates which are
subsequently transferred to all images produced by that plate.
The counterfeit laboratorv makes associations with new
counterfeit issues and provides valuable investigative leads
in a number of cases.

The Secret Service counterfeit laboratory has unique
capabilities with regard to paper and has capabilities to
perform preliminary tests for starch, protein, lignin, rosin
size and more sophisticated tests which determine the pulping
process and species identification. 1In addition, the labora-
tory has the largest collection of commercial and private
watermarks in the world today. The watermark identification
system consists of a computer file with over 16,500 domestic
and foreian watermarks and a microfilm file with exemplars.
This system is essential in identifying partial watermarks
which are often times developed on counterfeit specimens.

Technological advances in the office machine copier
industry in the last few years have resulted in an increased
number of counterfeits produced either partially or entirely
by this type of eouipment. The Secret Service laboratory
oresently has an exemplar file of over 650 office machine
copiers which includes specifications, date of introduction,
service manuals, and other pertinent characteristics. With the
aid of a computer, characteristics for a questioned copy '
can be searched against the exemplar file resulting in the
make and model of possible suspect copiers. Once suspect



copiers have been identified, individualization can be
accomplished by comparing defects on the pattern and photo-
conductor drum to those found on the counterfeit specimen.
This could be very significant in the association of false
items of identification of common origin. The laboratory is
also eguipped with a fully operational print shop. This
equipment is used for testing plates and negatives seized in
counterfeit cases, evaluating proposed security features for
U.S. obligations, experimentation with regard to advances
being made in the printing industry and producing plates and
negatives which may be used in counterfeiting investigations.

The problem of identification is national in scope.
Criminals who need and use such identification are not
impeded by state boundaries. The use and travel with false
identification is widespread and involves interstate commerce.
State laws tend to regulate only documents which they issue.

Although there are a large number of Federal laws dealing
with false identification hardly any of them include the
possession of documents as a crime. H.R. 352 would correct
this deficiency. Many of the existing Federal laws with
respect to false identification are ineffective in deter-
ring false identification crimes. The Treasury Department
feels that there is a need for H.R. 352 and supports its
passage as a aid to law enforcement.
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I'm delighted to be able to meet with the Chamber and
American businessmen here in London. Perhaps the two most
immediate and most serious problems facing our nation today
relate to business and London. 1In the latter case we are
watching the war over the Falklands with grave concern. As
Secretary Haig said last week, Great Britain is our closest ally.
We led the search for peace in this conflict and we will continue
to pursue that course. In addition, we have taken certain steps
to make it clear to Argentina that we will not condone the use of
unlawful force to resolve disputes.

The other issue for you as businessmen is the economy. As
you know, the Administration and Congressional leaders have just
completed a period of negotiations on the budget and yesterday
the President announced his support of a budget plan for fiscal
vears 1983, '84 and '85 by the Senate Budget Committee. This-new
budget plan puts our nation on a course of deficit reduction that
should be welcome news to the financial markets. At the same
time, the plan protects the incentives for savings and investment
in the President's program which are so essential to real
economic growth.

I believe our economy is on the verge of recovery. The
guestion now is: where do we go from here? I would like spend a
few minutes on that gquestion before getting to the original
purpose of this speech, which is to discuss the United States'
efforts to improve the environment for international investment.

The U.S. economy continues in the grip of the second
recession in two years. This latest downturn began in July 1981
hard on the heels of the sharp recession of 1980, from which the
economy had never really recovered. Together they form one long
period of near zero growth. The causes of the problem are clear:
years of excessive money growth, rising inflation, rising
interest rates, rising tax rates, and rising Federal spending as
a share of GNP.

In spite of the continued slide in the first gquarter of
1982, there are some hopeful signs. Excess inventories are being
drawn down at a rapid rate. This is typical of the last stages
of a recession. Retail sales are rising. Housing starts are up
slightly. Durable goods orders have leveled off. And, very
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important for the financial well-being of all Americans, whether
of working age or retirees, inflation continues to fall.

More importantly, we have in place a sound long-run tax
program. It will not only help bring an early end to the current
recession, but will promote rapid growth of income, savings,
investment and employment for years to come.

However, the short-run revenue picture has been heavily
affected by two factors: the recession and the drop in
inflation.

We, therefore, face some tough decisions about how to
finance the deficits until the growing economy triggered by our
reformed tax system brings growing revenues into line with
restrained outlays.

Some have urged us to revoke the incentive-~creating tax cuts
already in place. The result would be lower real growth for many
years into the future -- a self-defeating major change in a
permanent tax program to handle a temporary problem. Instead, we
support certain worthwhile tax reforms, upgrading our tax
collection program, and renewed efforts at controlling spending.

We are trying to narrow the budget deficit primarily from
the spending side. 1Insofar as spending is not reduced, it is
preferable to deal with the remaining transitional recession
deficits more by borrowing than by taxing. The funds are pulled
from the private sector in either case, but taxes impose a larger
cost in terms of reduced incentives for real growth, and would
choke off future expansion. Therefore let me repeat we are not
raising additional taxes that affect in a major way the already
enacted Economic Recovery Tax Act (ERTA) of 1981. We are mainly
raising revenues from closing loopholes, and concentrating on the
tax gap, or underground economy.

We believe that growth is the only way to balance the budget
while promoting rising real income and employment. To that end
we will be working with the congressional committees in the days
and weeks ahead to fashion a budget that lowers the deficit and
promotes sustained economic growth. Putting our own house in
zrder is the best thing we can do for the world economy, for the
U.S. economy, and for healthy international trade and
international investment climate.

Putting our domestic house in order also will bring
substantial benefits for the rest of the world, including a
lessening of protectionist pressures, which loom large as dangers
to the world economy.

Continuing recession and rising unemployment are a major
cause of world-wide pressures to check the flow of imports, to
intervene in favor of exports, and to mimic the trade and
investment restraint of other nations. These pressures are
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strong -- and dangerous. A further spread of protectionist
actions will not resolve the fundamental problems of our
economies. It will merely exacerbate the problems of others by
shifting the burden of adjustment overseas -- and the effects
will ricochet. 1Instead, we must each renew our efforts to
address the fundamental economic problems at home.

Postwar economic history has shown that an open trading and
investment system is good for all countries. Protectionism
threatens this major dynamic force in the international economy.
While open markets are a basic U.S. economic objective, we
recognize that "open markets" are not, for the most part, a
current reality. All major nations, including the U.S.,
currently impose import restraints on many sensitive products.
The use of trade-distorting export subsidies is widespread.
Restrictions in other areas, such as services and high
technology, are also increasing. A paramount challenge for us
must be to find ways to reduce or eliminate the use of such
measures.

Several multilateral meetings in coming months offer an
opportunity for world trading partners to address these problems.
A principal U.S. ojective at these gatherings will be to obtain
support for an active program to combat new problems in the area
of international trade and investment. We must not only
consolidate achievements of past negotiations but also maintain
the momentum of liberalization for the future.

International investment will be an area of particular
interest to the United States in the period ahead. Policies that
distort investment have not been addressed by the international
community, and the results of that oversight are becoming
increasingly serious.

Through the years, international cooperation in the areas of
trade and monetary affairs has been expanded and improved.
Today, the GATT and the IMF provide an agreed framework for
addressing problems which arise in these areas.

But despite the historical significance and increasing
importance of international investment to countries and to the
global economic system, no comparable institution exists for
dealing with problems that arise in the area of international
investment. It is time for us to mobilize international support
to develop multilateral rules for investment akin to the GATT
rules on trade.

As the pace of economic growth slowed in recent years, and
an increasing number of economics began to experience serious
strains, other developing and developed countries have resorted
to the introduction of measures aimed at controlling or tipping
the benefits of foreign investment in their favor. These
interventionist and often nationalistic policies have taken many
forms, including:
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First, special incentives to attract investment or to direct
it to specific sectors or geographic areas;

Second, conditions relating to equity participation,
technology transfer, and financing; and

Third, performance requirements, relating to local content,
exports and/or imports, or employment.

The effects of these practices, though difficult to
quantify, are demonstrably negative. Such practices may provide
a degree of temporary economic relief, but they
result in the distortion of trade and investment flows and the
inefficient allocation of resources.

They are, moreover, causing serious divisive strains among
countries, fueling protectionist pressures. Their continued use
could threaten the international economic system and undermine
the irreplaceable role of investment in promoting development.

A substantial amount of work on specific problems and areas
of interest has been done by various multilateral institutions,
The time is now ripe to intensify efforts to develop multilateral
rules for investment. The process will no doubt be complicated
and controversial. But the potential benefits are well worth the
effort.

At the OECD ministerial meeting next week, we plan to
outline the investment issues that need to be addressed and
emphasize the urgency of doing so. At the economic summit in
early June, the United States will also seek agreement that work
on international investment should be intensified, looking toward
the development of a framework for addressing international
investment problems.

The GATT ministerial will be a third phase of this
initiative. Our objective at this meeting will be to agree on a
specific work program to identify trade-distorting investment
practices, such as performance requirements and incentives;
assess their impact; and examine applicable GATT rules and ways
the GATT might be amended to deal with trade-related investment
problems.

This three~stage effort -- identification of the issues,
development of political commitment to address them, and
implementation of a specific work program -- is an important
beginning. The spread of government policies that distort
investment decisions and investment flows is insidious,
undermining the dynamic force of all our economies. A major
effort must be made to stop the spread of such policies, and the
United States will lead that effort.

Thank you.
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"Economic Revitalization®

Thank you, Mr. Chairman. Before I make any remarks on the
agenda topics before us, I would like to express my pleasure at
being able to meet here with the OECD Ministers for the first
time. While it was not possible for me to attend the Council
meeting last June, I have valued the contacts I have had with
many of you, both individually and in other groups =-- and welcome
the chance to be here with all of you today to discuss the major
challenges facing us.

, That these challenges are serious indeed is a point I need not
belabor. Many of us face record unemployment rates, weak economies,
persistent inflationary pressures, and high interest rates. Some

of our worst problems are with industrial sectors that are no longer
competitive in today's markets -- but the recent OECD growth slowdown
has been more widespread than in just our weakest sectors. OCur
citizens, disturbed at their growing econcmic difficulties, are
crying out for a speedy solution to these problems.

Let me assure you that we in the United States are as acutely
aware of these problems as any of you. The OECD is forecasting that
there will be between 25 and 30 million workers unemployed this year in
the OECD area -- but in my country there are already about 10 millicn
million unemployed. And that figqure does not even count more than a
million Americans who have simply given up searching for a job.

Many key American businesses are in serious financial difficulty

-- in some cases, entire industries like automobiles, steel, and

the thrift industry. Political pressures for immediate action are
at least as strong in our country as in any other represented around
this table. Regrettably, in the United States, as in Europe, much
of this pOllthal pressure finds its way into growing calls for
protectionism, to shelter jobs from foreign competition.
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As strong as the desire is to find a quick and easy way out
of our present situation, the fact is none of us has done so.
And this should not be at all surprising. It took each of our
countries a decade or more to get into this mess; it seems reasonable
that getting out of it may take more than a few months. A few
years ago Western leaders were beginning to wonder if we would ever
escape from "stagflation."” But I am convinced that we have the
capability of putting our economies back in order -- and that if we
stick to sound economic policies, a lasting and vigorous recovery
is in prospect.

Economic Revitalization

The key to a sustainable economic recovery is stable and non-
inflationary macroeconomic policy. Macroeconomic policy should be
made with a long-term horizon and an eye on the fundamentals -- not
juggled to fit each month's changing circumstances. In such an
environment our citizens can be assured that what they will be able
to enjoy the future rewards of their work effort, savings, and
investment without seeing it eroded by excessive taxation, confiscatory
regulations, or inflation. In a stable and non-inflationary environ-
ment, market signals can guide economic activity into efficient
channels, so that today's resources are not squandered but rather
are used to lay the basis for rapid growth of productivity in
future years.

The process of economic revitalization must start with a
credible commitment to non-inflationary policy. Our citizens
remember well the inflationary policy excesses of the recent past,
and are slow to believe we have mended our ways. Their persistent
inflation expectations distort consumption and savings behavior,
and are built into wage demands and interest rate levels.

One of the greatest impediments to the establishment of long-
term policies to reduce inflation and stimulate growth is the
lingering presumption (at least in some quarters) that there is a
lasting trade-off between inflation and unemployment. However,
the experience of many nations over the past decade shows that
there is no such tradeoff. We have learned that sacrificing sound
long-term policies for the purpose of supporting domestic employment
in the short run has led only to more inflation and more unemployment.
Inflation and real economic growth are ultimately incompatible.

For any of our countries, policy for economic revitalization
focuses on three crucial areas: monetary discipline, budgetary
discipline, and greater reliance on market forces for economic
adjustment. A credible long-term program of monetary restraint is
a prerequisite for price stability. Recent experience in the
United States bears witness to the difficulty of re-establishing
credibility in monetary policy once it has been lost -- and of the
extreme sensitivity of market reactions to any hint that the commitment
to monetary restraint might be weakening. Recent U.S. experience
also demonstrates the gains from monetary restraint. Our inflation
rate has declined from a peak rate of nearly 13-1/2 percent in 1979
to under 9 percent last year, and has dropped considerably further
in the early months of this year.
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Budgetary discipline must work from both sides of the government
ledger. Expenditure restraint is necessary to reduce what has
until now been an inexorable rise in the share of QECD economic
output absorbed by government rather than the private sector. And
restraint in taxation is crucial as well, to avoid unnecessary burdens
on the private sector and distortions to private activity. Taxation
which falls too heavily on production, work, and capital formation
jeopardizes future investment and productivity performance. Tax
systems should encourage savings and productive effort.

Finally, we must allow market forces to adapt our economies to
a changing economic environment, both domestically and externally.
Willingness of governments to protect existing industries, firms,
and jobs when they fall victim to competitive forces is the source
of considerable internal rigidity. Over time, the potential adjustment
burden facing sheltered industrial and financial sectors grows even
larger. This growing loss of competitiveness exacerbates political
pressures for protectionist measures to keep imports out of domestic
markets. And protection in one country inevitably leads to pressure
for retaliation by its trading partners.

Diverging economic policies and performance have been a major
source of the current international economic problems. Such problems
are€e particularly acute when some nations are willing to tolerate high
inflation while others are following policies for price stability.
Those with inflationary policies must face the exchange rate and
balance of payments consequences of that choice. To the extent
they are unwilling to do so, they are led to respond with capital
controls, import restrictions, and exchange market intervention.
Distortions to international trade and capital flows grow, as do
pressures on other nations to adopt accommodative policies.

Trade distortions, protectionist pressures, and exchange
market fluctuations can all be negative consequences of diverging
economic policies and performance. All of these are symptoms of
underlying problems in economic policy: of inflationary policies
and of a need for structural adjustment. In neither case does a
continuation of bad economic policy help the situation. Neither
does government intervention in the market to disguise the symptoms
of incorrect policies. Exchange market intervention, for instance,
cannot succeed for any length of time in keeping exchange rates from
moving in the face of powerful market forces. The only answer is
to correct the policies themselves.

The U.S. Economy

We are now trying to follow this sort of long-term approach in
the United States. Recent U.S. economic performance is far from
a complete model of success. But our policies are already working
in some important respects, and we are sure they will succeed.

Reversing the trend of stagflation is not a quick or painless
process. The immediate burden of this transition is real, and is
substantially increased when the effort to implement longer term
policies is half-hearted. 1In thg Unlteq S§§tes, transition problems
have been manifested most dramatically in interest rate levels. As
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I mentioned earlier, we have had major successes in our fight against
inflation: the rate of increase in consumer prices was running at
only a 1 percent annual rate in the first quarter of 1982 -- and prices
actually fell in March, the latest month for which data are available,
But on present trends, our government's budget deficit is likely

to be bigger than we would wish. At the same time, we have had
difficulty reaching a slow and steady monetary growth path. Extended
periods of overly-rapid money growth have alternated with periods of
stagnation or absolute decline. The long-term trend in the rate of
money growth is clearly downward, but variability of money growth

is taking its toll. Both problems are having an impact on interest
rates, but we do not intend for either to persist much longer.

Our Administration is in total agreement with the Federal
Reserve on the goals for monetary policy -- and we support fully
the Fed's stated intention of attaining a smooth, slow monetary
growth path.

On the budget front, we agree that the deficit is too large.
While historical observation shows no connection between budget
deficits and interest rate behavior, there currently appears to be
concern that the deficit will consume resources which would otherwise
be invested. 1Incentives for saving provided by the President's
tax program, as well as the reduction in our inflation rate, will
help to assure that ample funds are available to finance the deficit.
However, because the uncertainty surrounding this issue seems to
be contributing substantially to risk premia being added to U.S.
interest rates, we are trying to work with the Congress to get the
deficit back on a declining track. But the Administration cannot
do so by jeopardizing its more fundamental gocals: reducing the burden
of taxation on private activity, and providing a strong national
defense. Changes must come in other areas, and we are sure they will.

Energy

A non-inflationary economic policy based on free-market principles
can be applied to many specific economic policy areas besides
macroeconomic policy. I have already alluded to the success of
such policies in reducing inflation in the United States. Another
success story has been in the energy area.

In the mid-1970s, growing Western dependence on imported cil
became the major destabilizing force in the OECD economy. Since
we are the largest oil importer, rapidly growing U.S. oil imports
were of particular concern. The United States addressed its over-
dependence on imported oil by removing controls on domestic petroleum
prices, beginning in April, 1979. To accelerate this, in January, 1981,
President Reagan totally decontrolled domestic oil prices, encouraging
both greater conservation and increased domestic production.

As a result of this reliance on market forces, the United States
imported over 5 million barrels of oil per day less in the first
quarter of this year than we did in the first quarter of 1977, the
peak period for our oil imports. This amounts to a drop of about 60
percent -- despite the fact that this year's figure is increased by the
oil we have added to our Strategic Petroleum Reserve, which we were not
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doing in 1977. U.S. domestic o0il production has reversed its downward
trend, and U.S. oil consumption has dropped substantially. While weak
economic activity is a factor, the downturn in oil imports more
importantly reflects long-~term adjustments which are underway in our
economies -- adjustments whose impacts will continue for many years
into the future, on the basis of the path that real oil prices have
already taken. These developments in turn have been major factors in
the current slack in world oil markets -- a condition which we welcome.

Relations with Non-QECD Countries

Qur relations with non-OECD countries constitute another key area
for productive work here in the OECD as well as in other international
institutions. This is true both in our relations with developing
countries, and with the countries of Eastern Europe. Mr. Stoessel
will be speaking tomorrow about our views and ideas in these areas.

With respect to the developing countries, recent work by the
OECD has been particularly encouraging. It recognizes the diversity
of interests of developing countries, and consequently implies that
one simple solution or single grand scheme cannot hope to meet those
interests in concrete terms.

In other settings, I have remarked that traditional approaches
are inadequate to address the economic circumstances of the 1980s.
While some developing countries have surged ahead in economic growth
and- development, others have not progressed -- and indeed risk sliding
backwards. The needs of each are unique and diverse, as are their
cultures, history, and geographic characteristics. Therefore, we
must not seek all the answers from one solution, but be cognizant
of the opportunities on all economic fronts: domestic policies,
international trade and investment, other private capital flows, and
official development assitance. Each of these elements must be viewed
in relation to a particular economy and all must operate in concert
to generate maximum productivity and economic benefit.

In this context, I referred at last year's meeting of the IMF/IBRD
Development Committee to a "positive and responsible approach" to the
problems surrounding economic growth and development.,

As a positive approach, I would emphasize the need by all countries
to foster activities which are economically sound and which can stimu-
late additional productivity. Allowing entrepreneurs to mobilize
domestic and international resources through trade, investment, and
financial activities, in response to market signals, is the best way
to assure resources are allocated to the most productive uses.

A responsible approach is one in which all countries, both
developed and developing, have the strength to pursue policies which
control inflation and keep markets open. We, the member countries of
the OECD, must be especial}y responsible. We are the major markets
for the exports of developing countries, and the major sources of
their investment funds. To tolerate inflation, to cast doubt on the
openness of our markets, or to consciously impede investment flows
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would stifle opportunities within the grasp of developing countries.
Furthermore, to engage, in the name of development, in assistance
policies which perpetuate fundamental economic weakness can only

be counterproductive and confront us with further problems.

For our part, we in the United States are pursuing a positive
and responsible policy. We have completed a rigorous review of the
multilateral development banks and charted a policy course we believe
will permit them to address the major problems of development finance
in the 1980s. We have secured passage of a foreign assistance appro-
priation -- the first in three years -- which provides for an increase
in our official resources for devloping countries at a time when we are
making reductions in domestic programs. And we have gone forward with
an integrated plan for the Caribbean Basin to address the particular
needs of that region.

As we pursue these policies nationally, we continue to support
the IMF's central role in the international monetary system. In ful-
filling that role, it makes major contributions to world economic
performance through its emphasis on effective adjustment, market forces
and the need for sound economic policy. Indeed, generally we put our
trust and confidence in the existing international organizations as the
best means for sharing ideas on policy approaches and fostering the
fundamental strengths of the global economy. By promoting sound
economic policies, these institutions, each working in its sphere of
competence and expertise, make lasting and tangible contributions to
econcomic and social advancement in their member countries.

In our relations with Eastern Europe, and most especially with
the Soviet Union, we must be guided by both sound financial and
economic considerations and the extra measure of prudence dictated
by current geopolitical realities. We should be particularly
cautious to avoid circumstances in which we could be seen as
disregarding both of these rationales. Especially in our financial
relations with the Soviet Union, there is no good reason to be
providing officially subsidized credit. We strongly support
reclassification efforts within the Export Credits Arrangement, to
limit officially subsidized credits to countries which are able to
afford commercial terms. More generally, we would call upon the
Ministers to take whatever steps are necessary to meet our remaining
goals in this area =-- raising minimum interest rates on officially-
supported credits, and reducing export credit subsidies.

International Trading System

In the current economic environment, all our countries face
strong political pressures for protectionism. Happily we have been
able to resist a great many of them so far. The potential damage
to the international trading system is severe. I congratulate
Secretary General Van Lennep for his thorough examination of the
issues facing us over this decade. He has identified many high-
priority areas for action.

Here in the Council at Ministerial level, we have a unique
opportunity to take positive steps in order to forestall this
danger. We must take this opportunity to set in motion measures
which will further liberalize the system of international trade apng
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investment. My colleagues will speak later about a number of
priority areas for immediate action in the OECD and the GATT. These
include pressing for greater international discipline over the use

of temporary import restrictions to safequard ailing domestic indus-
tries, and the need to press forward with work on services. I

want to place particular emphasis on our proposals for the investment
area.

Foreign investment is beneficial to all our economies. Like
domestic investment it introduces new technology, creates employment,
and improves productivity. International investment decisions that
are market-oriented will result in the most efficient and profitable
allocation of resources. Hence capital will be most productively .
employed, to the benefit of all countries, where it is not artificially
constrained. Moreover, cooperation among developed and developing
nations can create an international environment in which investment
can make a greater contribution to the development process.

The present global trading system is based on the general
principle of free and open markets. Our governments have committed
themselves to the expansion and balanced growth of trade through
non-discriminatory practices, through the reduction of barriers to
trade, and through the avoidance of shortsighted balance of payments
and employment policies which harm other countries and the global
economic system. We have nurtured and developed this international
framework over the past three decades. Although the system is
threatened periodically, and although much work remains to be done,
we have made considerable progress. We are committed to moving
forward, to continuing that progress.

But despite the increased importance of international investment
to countries and to the glcbal economic system, no comparable
framework exists for international investment. Government intervention
in international investment decisions is increasing. Both developing
and developed countries are introducing measures to control or to tip
the benefits of foreign investment in their favor.

These investment-distorting policies take many forms.

-- Governments have created incentives to attract investment
or to direct it to specific sectors and geographic areas.

-- They have set down conditions relating to equity participation,
technology transfer, and financing.

-- Foreign investors must often meet specific performance
requirements, relating to local content, exports or imports,
and employment targets.

The effects of these practices are negative for both the home
and host countries and for the global economic system. Trade and
investment flows are distorted and resources are not allocated
efficiently. For home countries from which investment flows,
export opportunities and the associated employment are lost due to
trade-distorting effects of investment policy, rather than as a
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normal result of changing comparative advantage. Host countries

in turn often expand inefficient industries, and spend substantial
amounts of money on incentives which are of little or no consegquence
to actual investment decisions. The budgetary problems of some
poorer countries who believe they must compete or be passed by are
thereby exacerbated.

Unrestrained use of these types of measures is causing serious
divisive strains among countries, fueling protectionist pressures
and gradually eroding the progress we have so painstakingly achieved
in the trade area. Continued use of these measures could also
jeopardize the important role of investment in promoting development,

Since the mid-1970s, there have been important changes in
international trends and forms of investment. The traditional
forms of investment -- foreign subsidiary or branch plant operations
-- are being supplanted by joint ventures, coproduction, licensing
and other arrangements. The size of international direct investment
flows has shrunk, particularly to some developing countries. This
latter is a disturbing trend. The international community plays a
helpful and at times critical role in the development process
through private investment flows to developing countries; but
developing countries must recognize that this cannot happen unless
they create a favorable internal climate for foreign investment.

Much useful work relating to international investment has been
done in multilateral fora and more is planned. OECD work has been
particularly important, but much remains to be done. 1In the OECD
Investment Declaration and related decisions, the OECD countries
have reached consensus encompassing: the extension of national
treatment to foreign investors; agreement to give "“due weight" to
the effects of incentives and disincentives to direct investment on
OECD countries; and the establishment of voluntary guidelines for
multinational enterprises. However, these instruments are not
binding; they contain no enforcement procedures or sanctions.

The OECD's Code of Liberalization of Capital Movements contains
provisions relevant to international investment and represents a
commitment by OECD countries adhering to the Code to progressively
abolish restrictions on capital movements. However, there must be
greater progress in inplementing the principles and commitments
embodied in the Code. Also, the OECD is unique in its experience
and work on liberalization of banking and financial activity.

It deserves our full support.

Agreement has been reached as well in the United Nations
International Labor Organization's Tripartite Declaration of Principles
concerning Multinational Enterprises and Social Policy and the UN
UN Code on Restrictive Business Practices. Work is also proceeding
on a possible Code of Conduct Relating to Transitional Corporations
and an International Code of Conduct for the Transfer of Technology.

In the IMF and IBRD, the Development Committee's Task Force on
Private Foreign Investment has reviewed the role of investment
incentives and performance requirements in international direct
investment flows and recommended additional detailed study on the
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impact of these measures on investment flows. The International
Finance Corporation began this study in February 1982. The study
will attempt to quantify the impact of investment and performance
requirements for four industries in ten developed and developing
countries. Information derived from this study will enhance our
understanding of these issues, and may suggest future directions
that the IMF and IBRD should take on these issues. Finally, we
share World Bank President Clausen's interest in the concept of

an international investment insurance facility which would improve
the investment climate. We look forward to the initial work being
done on this concept by the Bank staff.

While these efforts have been extremely beneficial and should
continue, there is a strong need to escalate all multilateral efforts
in this area.

We must recognize that international investment is an activity
of growing importance to the international economic system and to
individual countries. We must alsoc agree that the proliferation of
national measures to control investment has serious adverse
consequences for the international economic system. An appropriate
concrete expression of this agreement would be a Ministerial commitment
to avoid such measures. A further positive outcome would be an
endorsement of an intensified work program within the OECD, leading
to improved OECD instruments in the investment area, and to proposals
on trade-related investment for the November GATT Ministerial.

Conclusion

In the context of our recent economic difficulties, we face strong
political pressures. We would all like to solve our problems quickly
and cleanly. Since no quick and easy solutions are available, our
citizens sometimes tend to despair, or to turn outward to vent
their frustrations.

We believe that while there is no quick and easy solution, the
OECD countries have it within their power to return our econcmies
to a healthy state. What is required is a non-inflationary and
stable approach to economic policy, predicated on monetary discipline,
budget discipline, and non-interference with market forces. We
must set our sights on a long-term planning horizon and not let
passing events stampede us into bad decisions.

and in particular, we must deal with the causes of our present
economic difficulties -- reversing inflationary and undisciplined
policies our countries have pursued in the past, and allowing
structural adjustment to take place. Hiding the symptoms of these
problems through government intervention is not the answer. Sound

economic policy is.
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Good afternoon. I am delighted to be with you today.

As you are no doubt aware, we have been concentrating on
international economic issues both in Paris earlier this week and
here in Helsinki with the IMF/World Bank meetings.

I would like to shift gears somewhat this afternoon and talk
with you about America's domestic economic proaram. I say shift
gears "somewhat" because domestic and international economics
cannot be divorced entirely and what I am about to say does
relate to the international economic picture.

An accurate picture of the Reagan economic program recuires
first a clear understanding of the underlyina objective of the
policy. That objective, of course, is to have real and sustained
economic growth in the United States. We want an America that is
"on the move again" -- in terms of investment, technology,
production, and prosperity. We start with a couple of basic, but
perhaps profound, premises: First, economic production comes
from the private sector not the public sector. Secondly,
production comes when, and only when, there exist sufficient
incentives to take risks and to produce.

This drives right to the heart of the American view -- or at
least this Administration's view -- of the proper economic role
for government. Governments do not and cannot create wealth.

But they can create the environment -- through public policy --
to make it either more or less likely that the productive sector
of society will in fact create wealth. And therefore our primary
role is to establish the public policy framework that will
maximize the chances for real economic growth.

Now what is that framework: You are all aware I am sure
that the Reagan economic proaram consists of four key elements:
one, tax rate reduction, two, cuttino government spendina, three,
reducina reculations and lastly, a slow, stable growth in the
money supply. _Each of these elements is desianed to allow arowth
to occur. Notice that I did not say make it ocur. Allow it to

occur.
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American productivity, once the shining model for the rest
of the world, has been arowing at a much slower rate than in many
other countries. And a key factor in that decline has been our
savings -- the amount of money available for productive

investment.

In 1975 personal savings was 8.6 percent of disposable
income. By 1980 it had fallen to 5.6 percent and finally
bottomed out at 4.6 percent a year 2go. The figure for the 1981
4th guarter was an encouraging 6.1 percent. Our prodram of tax
rate cuts is designed to stimulate savings even further. I think
you will see both savings rates and productivity rising in the
years ahead.

Private saving resulting from normal year-over-year arowth
and the Economic Recovery Tax Act will be several times greater
than the total borrowing requirement of the Federal Government in
1983 and 1984 and thereafter.

The net additions to total private saving are larger than
the rise in the deficit. They will produce "crowding in" rather
than "crowding out." This extra shot in the arm of capital
maorkets will put downward pressure on interest rates. Even after
financing the Federal deficit, there will be billions of
additional dollars each year for private investment.

Normal year-to-year increases in saving exceed $40 billion
each year. This will be supplemented by the additional personal
savings and additional business retained earning induced by the
tax cuts.

Compared to 1981, private saving will be more than $60
billion higher in 1982, more than $170 billion higher in 1983,
and more than $260 billion higher in 1984. Private savino was
$480 billion in 1981. It is projected to rise to more than $740
billion in 1984.

It has been lack of growth, more than anything else, that
has been responsible for the current and projected deficit. As a
rough rule of thumb, each time growth falls off by enough to
produce a 1 percent increase in unemployment, the budaet deficit
widens by more than $25 billion. 1In fact, if we had arown fast
enough over the past four years to aet unemployment down below 6
percent, the current deficit would be rouchly $75 billion lower.

' Growth is the only way to balance the budget while promoting
rising real income and employment.
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For too long we have been letting inflation fight the
deficits. It is the most insidious form of taxation. Insidious
because it is unlegislated and because it is subtle enouch that
many do not even understand what is happening to them.

In the U.S., with inflation running at 12, 13 2nd 14 percent
under the last Administration, tax receipts were going up pretty
fast. But individual purchasing power was going down.

But did we balance the budaet with more taxes? Of course
not. Because more taxes really do only two thinags: discourage
economic activity and encourage greater aovernment spendina. If
you survey the economies of the world, you will find that those
countries with the highest tax rates tend to have the largest

deficits.

The problem with tax increases is that an increase in rates
usually means a decrease in the tax base. Again, if the
objective is to increase productive activity, a country's tax
system must be structured in such a way that incentives are
preserved.

The real key to balancing any budget is to control spending
-—-- which is the second pillar of our program. Now the way the
media throws words around like "slash" and "ax" and "slicina" the
budaet, you would think the United States Government was about to
shrivel up to nothing. Well, of course, that is ridiculous. 1It
may surprise you to know -- and I'm not really proud to say this
-—- that the Reagan budget is the largest budaet in the history of
the country. What we have done is decrease the rate of increase!
From 13 percent in the previous four years to just over 10
percent today. That is really what all that arguinag back in
Washington is about. At what rate shall the Federal covernment
arow?

Now in terms of the basic objective of -~ cuttino aovernment
agrowth -- the critical thing is to reduce agovernment spending as
a percent of GNP. And that we intend to do. Our spendina is now
almost 23 percent of our GNP. We want to reduce that figure to

19 percent.

Just as important as tax and spending cuts is monetary
policy. This Administration has stressed from the very beainning
that it wants moderate, steady arowth in the money supply.

As you know, in the United States, the central bank -- the
Federal Reserve Board —- is an independent agency. The Executive
branch can recommend monetary policy; but the Fed has the
ultimate responsibility to formulate that policy and to carry it

out.
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As you know, Paul Volcker, the chairman of the Federal
Reserve Board, is here in Helsinki with us and he will tell you
that the Fed and the Administration are in agreement on this
policy.

Now why do we feel so strongly about cettina slow, steady
money growth?

Because the hard evidence of history indicates a strong
correlation between money supply, inflation and interest rates.

The Administration's original recommendation was that the
rate of money growth gradually be cut in half by 1984 from the
average 7.8 percent rate of the prior four years; this is the
assumption that we built into our economic projections. The
deceleration that has actually occurred was initially much more
rapid -- almost three-fourths of the planned reduction in the
first year -- until end-of-year increases in money growth rates
raised the level of MIB above the lower end of last year's target
range. Currently, the level of M1 is $4 billion above the target
range for 1982.

This more rapid deceleration of money growth has economic
conseguences -- some good, some bad. It is leading to a faster
reduction in inflation, but it also means reductions in real
output, employment, and real income. Lower inflation and lower
real output mean lower GNP and lower Federal tax revenues. Lower
inflation also means lower Federal outlays on indexed programs,
but only with a considerable time laac. 1In the interim, the
deficit widens. It is amply clear from history, both here and
abroad, that deficits, if not monetized, do not produce
inflation. 1Indeed, the lower rate of inflation is a partial
cause of the current deficit.

Recoanizing the short-run costs and the long-run benefits of
controlling inflation, the Administration remains committed to
its goal of slow and steady money arowth over the long run.

Given that goal, we supported money growth in the middle of the
Federal Resreve's MIB target range in 1981, and we support money
growth in the upper third of the Federal Reserve's tentative Mi
taroet range for 1982.

There are those who are urging the Federal Reserve to
abandon its goal of a steady and moderate arowth rate of the
money supply. They believe that faster money arowth would
depress interest rates, history does not support that view.
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The Administration strongly supports the Federal Reserve's
announced agoal of a steady and moderate rate of arowth of the
money supply, not because we seek to drive interest rates up, but
because it is the only way to bring inflation and interest retes
down on a permanent basis.

Fconomies are obviously complex systems and I am not
suggesting that inflation is the only cause of high interest
rates. But it is certainly the major cause. And you cannot find
2 nation in the world -- not one -- which has had low inflation
for any sustained period of time and has high interest rates.

It is clear that there simply cannot be a robust recovery
from the recession without a continued decline in interest rates.
While those rates are still much too high it is important to
remember that the prime rate has declined 25 percent in the U.S.
in the 15 months that President Reagan has been in office.

Inflation is down in the United States and will stay down.
And as the market place gains confidence that this is the case,
you will see interest rates continue their downward trend.

While on the subject of interest rates, let me say a few
words about deficits and interest rates.

First, we are striving to balance that American budget. But
as I suggested a moment ago, the way to do that is to cut
spendina. Balancing a budget by increasing taxes is
fundementally a self-defeating exercise.

Secondly, history -- that areat teacher -- also shows that
there is no correlation between government deficits and interest
rates. Japan has among the largest deficits (as a percent of
GNP) of any nation in the industrialized world. Yet it has amona
the lowest interest rates. The Urnited States, on the other hand,
has relatively small deficits (as a percent of GNP) and a recent
record of high interest rates.

Deficits are a problem. But they are not fundamentally én
interest rate problem.

The difficulty is that there is -- and has always been -- an
important psychological dimension to the marketplace. What
happens in the stock market, for example, is not so much a
reflection of what is happening in the economy. Nor is it a
reflection of what people think is goina to happen.

Increasinaly, it is a function of what people think other people
think will happen. And a lot of people think that the deficits
and lack of agreement on the budget is keeping interest rates
high. That belief -- by itself -- unfortunately, has a way of
becomina & self-fulfillina prophecy.
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So we are committed to reducing the deficits and
demonstrating that inflation will be kept under control.

The President's economic program is really not complicated;
it is not esoteric. It is based on sound fundamentals. We are
in the process of reducing tax rates, reducing spending, reducing
regulation and slowina and evening out money growth. Does that
sound like the "voodoo fringe" or "experimental economics?"

I submit to you, rather, that it is the ultimate in common
sense. And it is a program that is based on a proven track
record.

You have probably heard us say many times: the best thing
the United States can do for the international economic order is
to first get its own domestic house back in order. And that we

are doing.

For our part we are moving agressively in the direction of
low inflation, declining interest rates and real economic arowth.

I believe the next few years will witness world economic

revitalization. And I think that Europe and the United States --
in particular —- are in a position to pursue the kind of public
policies which set the conditions for that growth.

Thank you.
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As you probably all know, I have just come from a week of
visits and meetings elsewhere in Europe. Last weekend I visited
London; Monday was the OECD Ministerial meeting in Paris; and the
last three days were spent at the IMF Interim and Develogpment
Committee meetings in Helsinki. It has been a productive
experience and I am glad to be with you in Zurich tonight.

Some of you may remember that I addressed the Swiss-American
Chamber here in Zurich about five years ago.

I was with an 1nvestment f1rm then that, as ycdu may know, is
known for being "bullish on America."

and I said on that occasion, "We are bullish on America
‘because we have faith in our country and in the ability, and
willingness, of its people to rise to challenges, overcome
obstacles, and move ahead to a agreater 2nd more properous future
for the people as a whole.

In that sense of the word, we are also bullish on the
western industrialized nations and, more generally, on the Free
World. We do not ignore the difficulties and obstacles, but we
are confident that, with international cooperation and good will,
they can be successfully overcome."

The consultations of the past few days, and those coming up
in the next few weeks, can make a major contribution to economic
cooperation among nations. CJur commitment to an effective
dislogue with our major economi~ partners is serious and it is
real,

Back home, Americans tend to think of foreiagn relatiors in
terms of diplomacy and national security -- developing political
allies and keepinag the basi. chcllenages to democratic freedoms a*

bay. National security is certainly the ultimate necessity and
of overriding importance in U.S. foreign policy.

R~764
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But I would contend that economics is the real stuff and
substance of our daily international relations. Hzre in
Switzerland this is an everyday fact of life, and it is becoming
more so in the United States. Our economies are increasinaly
dependent upon international trade and capital flows.

In light of this interdependence, President Reagan summed up
the central issue before us. Speaking in Philadelphia last Fall
he said "Do we persist in contentious rhetoric, or do we
undertake practical tasks in a spirit of cooperation and mutual
political will? He continued, "I think our country has signaled
its answers to that question.”

But there are forces pushing against cooperation. Wezak
economic activity and rising unemployment have led to strong
political pressures in all major nations to limit imports, to
intervene in favor of one's own exports, and to retaliate against
the trade and investment restraints imposed by other nations.

The growing integration of domestic and international markets has
become a two-edged sword. On the one hand, it has led to
pressure to constrict the open market system. On the other hand,
that same integration makes it all the more important that the
open market system not be constricted.

Clearly each nation has dominion over its own economic
policies. But at the same time, each nation also has the
responsibility to recognize the international, as well as the
domestic, conseaquences of those policies.

Many current world economic problems are the result of basic
divergences in national economic policies. If a na-ion does not
like those consequences, it has two choices: correct the
divergences, or try to mask the symptoms of the problem by
suppressing market signals.

The United States believes that the former is the only
realistic choice. Thus, it is our view that where exchanage
markets are unstable due to differing economic policies and
performance, exchange market intervention or capital controls
cannot succeed in eliminating the basic divergences. Similarly,
trying to coordinate interest rates, without recard to underlying
market forces, is futile.

Let me touch briefly on a few specific proposals we have in
mind regarding cooperation to avoid market-distorting policies.

A major factor underlying economic recovery arter World War
IT was the dramatic expansion of world trade and capital flows.
This expansion could not have taken place without the continued
liberalization of international trade and capital markets.
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Today the major trading countries all face increasing
domestic political pressures for protectionism. Fappily, we have
been able to resist most of those pressures so far.

Government intervention to protect domestic industries does
not solve basic competitive problems -- it merely prolongs them.
Over time, the necessary adjustment burden grows ever larger.
And a vicious cycle is set up where the agrowing loss of
competitiveness encourages ever more protectionist and market-
distorting measures. And protection in one country leads to
retaliation by its trading partners.

The interim committee of the IMF recoanized the danger of
this. 2ll 22 nations of the committee formally adreed yesterday,
in Helsinki, that pressures for protectionism "must be firmly
resisted by 2ll countries, and stressed the 1eed to eliminate
these practices where they already exist."

Not all of our concerns here relate to direct restrictions
on imports. Tax policies, subsidies, and other measures are
widely used to maintain production and employment in hard-pressed
sectors. Where these policies result in subsidized exports which
distort trade and undermine our comparative advantage, as is the
case with EC steel and agriculture, we are justifiably concerned
about the potential impact on domestic U.S. producers.

We are concerned about the increasing use of investment
performance recuirements which distort both investment and trade
flows.

And the United States is determined to reduce, through
agreement, the subsidy element of official export credits.

We are concerned that restraints in the important arowth
area of services are increasing and we intend to stave off
further restraints in the future.

Finally, we are seriously concerned about the lack of market
access for competitive U.S. goods in Japan.

It is no secret that there are orowing pressures in Condress
for new restraints on trade. These pressures are in response to
a conviction that the United States is not being treated fairly
in international markets.

Wwe feel we have an open market system while others are
closing theirs.
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Now, some of these problems can be addressed through
existing international rules, such as the GATT and the OECD. But
in many areas, existing rules are not sufficient. We need to
improve them or to devise new ones. For the lonager term, new
rules seem especially needed in the services and investment
fields. This was a major area of discussion earlier this week at
the OECD Ministerial, and we will be seeking a strong
international commitment to action in these areas at the upcoming
GATT Ministerial in November.

In terms of macroeconomic policy, all the major industrial
countries share the same long-term coals:

-- stable, vigorous, non-inflaticnary growth;
-— reduced unemployment; and
-- greater stability of financial markets.

The challenge is to translate this agreement on goals into
effective policies.

There is an inherent tension between nations which are
willing to tolerate high domestic inflation as they pursue their
other social objectives, and those nations which are committed to
price stability. Nations with inflationary policies have to
accept the exchange rate and balance of payments consequences of’
those policies., If they are unwilling to do so, they usually
invoke capital controls, trade restrictions and exchange market
intervention.

This can lead trading partners to retaliate or lose their
resolve to combat inflation -- 3 kind ¢f sinkinag to the lowest
common denominator -- clearly a misdirection of the spirit of
international cooperation.

I constantly hear the argument that U.S. interest rates are
higher than necessary, due to a mistaken "policy mix" of loose
fiscal and tight monetary policy and that other countries have
been forced to drive their own interest rates to artificially
high levels, in order to avoid an even more dramatic currency
depreciac..on. BAs a result, our interest rates are seen as
contributinc to rising unemployment in Europe. Their advice to
the United States is to move more quickly to balance our budaget
(throuah higher taxes if necessary), perhaps ease monetary
policy; and join them in coordinated exchange market

intervention.
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We believe the impact of our interest rates on Europe has
been considerably exacgerated. Hiah foreian interest rates have
not simply been passive reactioas to U.S. monetary policy arnd
interest rates. They are mainly the result of events sbroad like
past inflation performance, persistent inflation expectations,
and the large budget deficits and external financina needs faced
by some countries.

At the same time, I have found a strong desire here in
Europe for a deficit reducina budget. Let me say that we are
commited to having just such a budaget.

As you probably know, that series of negotiations last month
with congressional leaders was not successful. BRut there is now
new light at the end of that congressional budget tunnel. A new
budget plan, passed last week by the Senate Budget Committee and
supported by President Reagan, will put the United States on a
course of deficit reduction. This new budget plan, for fiscal
years 1983, 84, and 85, should come as very welcome news to the
financial markets.

We are committed to taking budgetary steps that will lower
deficits and, at the same time, protect the incentives for
savings and investment in the President's program which are so
essential to real economic growth. The Senate Budget Committee's
plan accommodates both of those objectives.

The weakness of certain foreign currencies also reflects
many factors besides high U.S. interest rates. For Furope, such
fartors include inflation trends during the last year,
uncertainty over the resolve of European qovernments to continue
the fight against inflation, generally weak European current
account positions, and political developments such as the Polish
situation. A partial analysis which looks only at the simple
correlation between two variables and assigans a causal
relationship is very misleading. 1In fact, there was usually very
little correlaton between changes in international interest rate
differentials and exchange rate movements last year. This
winter, the rebound in U.S. inta2rest rates did seem to have some
direct exchange market impact, but that correlation has since

weakened again.

The key to sustained economic growth is stable and
non-inflationary macroeconomic policy.

However, one of the greatest obstacles to the establishment
of long-term policies to reduce inflation and stimulate growth is
the lingering idea that there is a lasting trade-off between
inflation and unemployment. But there is no such trade-off. We
have learned that the sacrifice of sound long-term policies for
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the purpose of supporting domestic employment in the short run
has lead only to both more inflation and unemployment. It is
inflation and real economic arowth that are ultimately

incompatible.

For any country, economic revitalization must focus on three
crucial areas: monetary discipline, budgetary discipline, and
greater reliance on market forces for economic adjustment. A
credible long~term progrum of monetary restraint is a
prerequisite for price stability. Recent experience in the
United States vividly iliustrates the difficulty of
re-establishing credibil:ity in monetary policy once it has been
lost. And it also illustrates the extreme sensitivity of the
market to any hint that the commitment to monetary restraint
might be weakening. But our experience has 2lso demonstrated the
gains from monetary restraint. The U.S. inflation rate has
declined from a peak of nearly 12-1/2 percent in 1979 to about
3-1/2 percent in the last six months.

We are now following a long-term approach in the United
States. Recent U.S. economic performance may not yet appear to
be a model of success. But we are confident that our approach
will bring a lasting 'solution to the economic problems of the
past decade.

Reversing the trend of stagflation is not a quick or
painless process. The immediate burden of the transition is
real, and it is substantially increased when the effort to
implement sound longer-term policies is only half-hearted. 1In
the United States, transition problems have been manifested most
dramatically in high interest rates. Persistently high interest
rates have been linked to volatile money growth and to the
psychological impact of large budget deficits. We do not intend
for either of these problems to persist.

On the budget front, the deficit is clearly too large.
Historically there has be¢en no correlation between government
deficits and interest rate levels. But there is a concern that
the deficit will consume an inordinate amount of resources which
would otherwise be invested. We are confident that the
incentives for saving contained in the President's tax proaram,
as well 2s the reduction in our inflation rate, will help to
provide ample funds to finance the deficit. But the uncertainty
surrounding this issue is itself contributipa to the hiagh risk
vremium reflected in current interest rate levels. We are
therefore working with the Congress to get the deficit back on a

declining track.
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In conclusion, there are two impressions I hope you will
carry away from thls evening.

The first is that the Reagan Administration is deeply
committed to policies for sustainable recovery. We do not want
to be responsible for putting the U.S. economy on another
cyclical rollercoaster. The policies of this Administration are
designed to set the stage for a vigorous and durable economic
recovery, based on price stability and private market activity.

Secondly, we are serious about international economic
cooperation. Here in Switzerland, I know there is a deep
appreciation of the virtues of cooperation. And you have 3
particularly clear understanding of the difficulties which can
arise when economic partners refuse to cooperate.

At the meetincs both in Paris and Helsinki earlier this
week, I found widespread agreement for a common economic
approach, based on sound fundamentals.

This will also be a major theme for us in discussions at the
Versailles Summit next month. We hope that the Summit will
likewise result in a new commitment on the part of the major
Western nations to a common approach, based on price stability,
discipline in monetary and fiscal policies, and non-intervention
with market forces.

As I cdonclude both this speech and my travels tonight, let
me say that I found a strong spirit of international cooperation
here this week. BAnd it is with this in mind that I will be
talking with President Reagan in anticipation of the Versasilles

Summit next month.

Thank you.
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RESULTS OF AUCTION COF 10-YEAR TREASURY NOTES
AND SUMMARY RESULTS OF MAY FINANCING

The Department of the Treasury has accepted $4,001 million of $8,263
million of tenders received from the public for the 10-year Notes of Series
B-1992 auctioned tcday. The notes will be issued May 17, 1982, and mature
May 15, 1992.

The interest coupon rate on the notes will be 13-3/4%. The range of
accepted competitive bids, and the corresponding prices at the 13-3/4% coupon
rate are as follows:

Bids Prices
Lowest yield 13.73% 1/ 100.107
Highest yield 13.80% 99.733
Average vield 13.77% 99.893

1/ Excepting 1 tender of $20,000.
Tenders at the high yield were allotted 51%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston $ 21,312 $ 18,332
New York 6,524,966 3,179,928
Philadelphia 25,470 21,490
Cleveland 42,280 40,280
Richmond 73,965 39,045
Atlanta 42,838 30,368
Chicago 814,549 379,119
St. Iouis 45,647 43,132
Minneapolis 22,980 22,341
Kansas City 31,573 30,073
Dallas 16,704 14,704
San Francisco 598,861 181,041
Treasury 1,483 1,483

Totals $8,262,628 $4,001,336

The $4,001 million of accepted tenders includes $ 919 million of non-
competitive tenders and $ 3,082 million of competitive tenders from private
investors.

In addition to the $4,001 million of tenders accepted in the auction
process , $941 million of tenders were accepted at the average price from
Government accounts and Federal Reserve Banks for their own account in
exchange for maturing securities.

SUMMARY RESULTS OF MAY FINANCING

Through the sale of the two issues offered in the May financing, the
Treasury raised approximately $ 2.9 billion of new money and refunded $ 8.9
billion of securities maturing May 15, 1982. The following table summarizes

the results:
New Issues Net
14-1/8% 13-3/4% Maturing New
Notes ~ Notes Securities Money
5/15/85 5/15/92 Total Held Raised
PubliCiecennes vesseesness $5.3 $4.0 s 9.3 $6.4 $2.9
Covernment Accounts
and Federal Reserve Banks _ 1.6 0.9 2.5 2.5 --
TOTAL: v evevesnnsssncessss $56.9 $4.9 s$11.8 $8.9 $2.9

Details may not add to total due to rounding.
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Statement by
Donald T. Regan
On Senate Budget Committee Approval of a
Compromise Budget Plan
Washington, D.C.
Thursday, May 6, 1982

The Senate Budget Committee last night adopted a
new budget plan for Fiscal years 1983, 1984 and 1985 that
puts the nation on a course of deficit reduction -- a course
supported by the Administration and one which should be
welcome news to the financial markets. We are committed
to taking budgetary steps that Qill lower deficits and pro-
tect the inc§ntives for saving and investment in the President's,
Economic Recovery Program. The Budget Committee's plan
accommodates both objectives.

Although the plan envisions $95 billion in new tax revenues
over three years, it would protect all of the major provisions
of the President's tax program, including the 5-10-10 personal tax
cuts and indexing. I believe the economy is on the verge of re-
covery. It is crucial that we maintain investment incentives that
will hasten recovery and lead to sustained economic growth.

We look forward to working with the Senate Finance and House

Ways and Means Committees as they consider this plan.
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STATEMENT OF THE HONORABLE JOHN E. CHAPOTON
ASSISTANT SECRETARY (TAX POLICY)
DEPARTMENT OF THE TREASURY
BEFORE THE
SUBCOMMITTEE ON TAXATION AND CEBT MANAGEMENT
OF THE SENATE FINANCE COMMITTEE

Mr. Chairman and Members of the Subcommittee:

I am pleased to have the opportunity to present the
views of the Treasury Department on the following bills:
S. 2281, concerning the deduction for charitable
contributions of computers and other scientific eguipment and
S. 1928, concerning the tax treatment of a portion of the
settlement agreement of a contract dispute between
Westinghouse and a number of utility companies.

I will now discuss the Treasury's specific views on both
of these bills.

S. 2281
Charitable Contributions of Computers
and Other Technological Fgquipment

Under current law, a corporation may deduct, within
certain limitations, the amount of cash or other propert
contributed to gqualified charitable organizations. 1In the
case of contributions of inventory, the amount of the
deduction is limited to the taxpayer's basis in such
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property, which is the amount it cost the taxpayer to
manufacture or produce the property in question. The total
amount any corporation is permitted to deduct as a charitable
contribution in any one taxable year is limited to 10 percent
of the corporation's taxable income for such year, computed
without the charitable deduction and with certain other
adjustments. If the amount contributed exceeds this
percentage of taxable income limitation, the excess may be
carried forward and deducted over the five succeeding years,
subject to the percentage of taxable income limitation in
those years.

There are currently two exceptions to the general rule
that the deduction for gifts of ordinary income property such
as inventory is limited to the donor's basis in the property
contributed. The first exception concerns corporate gifts of
inventory to be used for the care of the ill, the needy, or
infants. The second exception involves corporate gifts of
scientific equipment and apparatus to colleges and
universities for research and experimentation. In both
cases, the amount of the deduction is equal to the taxpayer's
basis in the property plus one-half of the unrealized
appreciation, not to exceed twice the taxpayer's basis in
such property.

S. 2281 would allow corporations (other than Subchapter
S corporations, personal holding companies or certain service
companies) larger deductions than under current law for
charitable contributions of computers or other "sophisticated
technological equipment or apparatus" which is of an
inventory nature if such eguipment is contributed to primary,
middle or secondary schools for use in educating students.
Only contributions made within one year of the date of
enactment of S. 2281 would qualify. If all the conditicns of
the bill are satisfied, the amount of the allowable deduction
will ke the sum of the taxpayer's basis in the property plus
one-half the unrealized appreciation in such property.
However, in no event would the deduction exceed twice the
taxpayer's basis in the property contributed. The bill would
also permit a corporation to deduct up to 30 percent of its
taxable income for contributions of such property. We
understand that an amendment to S. 2281 is under
consideration which would increase the limitation on
carryforwards to 30 percent as well.

S. 2281 thus could double the deduction otherwise
allowable for gifts of inventory property and could triple
the amount of such deductions allowable for any one year.
Treasury is strongly opposed to S. 2281.
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We recognize that the end result of having computers in
every school may be highly desirable. Nevertheless, if this
bill were enacted, the government would be funding a computer
education program through the tax system. 1In other words,

S. 2281 allocates resources to a particular form of education
at a time of general fiscal restraint, without competing
against other worthy programs for scarce resources.

In many cases, the value of the tax benefit conferred
will approximately equal the taxpayer's cost of the
equipment. For example, if it cost the taxpayer $1,000 to
produce egquipment which he can sell for $3,000, he will be
entitled to a deduction of $2,000. This produces a tax
benefit of approximately $1,000, and the government would in
effect be purchasing the equipment for cost.

Moreover, the individual taxpayer would determine the
recipients of the equipment. The bill, as drafted, does not
provide the government any right to oversee this program or
any remedy if it is not administered in accordance with
governmental policy. Although we assume it is not the intent
of the proponents of this bill, a computer manufacturer could
hardly be faulted if it placed its computers in schools whose
students come from families which would be most likely to
have the financial resources to purchase similar equipment
for home use. Yet a federal outlay program targeted at these
same relatively well-off families would hardly meet with
Congressional approval.

Additional potential for abuse lies in the difficulty of
administering this program. The amount of the permissable
deduction depends upon the fair market value of the donated
eguipment. This might be difficult to determine if the
donated product is not selling well in the current economic
climate. Moreover, it is not clear, particularly in areas of
high technology, whether the costs included in the inventory
to be contributed (which costs will determine the amount of
the deduction) might not significantly exceed the marginal
costs of producing the individual units contributed.

Further, we believe there are sound policy reasons
behind the general rule that the deduction for gifts of
ordinary income property should be limited to a taxpayer's
basis in such property. This general rule produces the same
tax benefit to the donor as if he sold the property for its
full value and simply gave the cash proceeds to charity.

This tax benefit is substantial. Absent this rule, most if
not all of the economic conseguences of making the gift could



-4-

be born by the Government. In fact, absent the rule, gifts
of ordinary income property could be made at virtually no
cost to the taxpayer -- the tax benefit could almost egual
the proceeds (net of taxes) which could be realized from the
sale of the property. 1In such a case, there would be
virtually no charity in charitable giving.

Although S. 2281 does not go so far as to cause
taxpayers to be indifferent between giving inventory to
schools rather than selling it, it greatly reduces the
economic distinction between the two transactions, and thus
runs counter to the policy of requiring donors to bear a
significant portion of the cost of charitable giving. Under
S. 2281, there is very little charity left in giving
qualified property to schools.

We realize that current law provides exceptions to the
general limitation on deductions for charitable gifts of
ordinary income property in the case of contributions of
inventory items such as food, drugs and medical equipment to
certain charities, and in the case of gifts of certain
scientific equipment to colleges and universities. We also
realize that primary and secondary school children would
benefit as much from the use of such equipment as would
college students. However, it is difficult to argue that
students would not benefit as much from gifts of books,
athletic equipment, maps, recording eguipment and other

educationally beneficial equipment as they would from gifts
of computers.

If Congress wishes to reconsider the positions taken in
the Tax Reform Act of 1969, it should do so for all similarly
situated taxpayers. The more exceptions that are made the
more difficult it becomes to rationalize different treatment
for different taxpayers. We see no reason why the gift of
computers to schools should be given better treatment than
the gift of books to educational institutions.

For the reasons previously discussed, we believe that
the general principle of section 170(e) is valid and should
not be eroded by additional special exceptions.

Treasury also objects to the proposal in S. 2281 to
increase the maximum amount allowable as a deduction in any
one year from 10 percent to 30 percent of the donor's taxable
income. By increasing the maximum allowable deduction,

S. 2281 would permit a favored corporation to obtain 3 times
the benefit from its contributions of computers or other
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sophisticated technological equipment than could be obtained
by a corporation donating cash or other types of property for
such worthy causes as cancer research. We question whether
the donation of computers is more desirable than other types
of charitable gifts, and we strongly object to creating this
special exception to the maximum limitation.

The existing limitation on the maximum allowatkle
charitable contributions deduction for corporations is based
on sound policy grounds including the need to protect Federal
revenues and to place a reasonable limit on the ability of
corporations and their shareholders to divert potential tax
revenues away from the Federal Government and to the
particular activities they favor. The Economic Recovery Tax
Act increased the limitation from 5 percent to 10 percent of
a corporation's income, and we believe that the present
limitation is appropriate.

Further, S. 2281 would only apply to gifts made within a
one year period. Wwhile the purpose of this time limitation
may be to provide for a limited exception to the general rule
in an effort to encourage taxpayers to make qualifying gifts
to schools while limiting the revenue loss from this
exception, it is doubtful that many in the computer industry
will be able to take advantage of this provision. We
understand that, in general, the computer industry does not
carry large inventories because rapid advances in technology
often make current models obsolete. Taxpayers who are
backlogged on orders would be unable to take advantage of the
provision. Thus, those companies that could take advantage
of the provision would have a significant competitive
advantage. We understand that proponents of this bill are
considering an amendment which would qualify gifts made
between February, 1983 and February, 1984 in order to provide
other comranies an opportunity to increase production to take
advantage of the legislation. However, we question whether
many other companies will be able to do so.

The competitive considerations motivating the intended
beneficiaries of the bill also present significant tax policy
concerns. The case law is replete with examples of taxpayers
whose charitable contributions have been limited in whole or
in part because of some indirect benefit flowing to the
taxpayer from the gift. We realize that it is difficult to
apply this indirect benefit test to corporations which may
expect to benefit from the goodwill generated by their
charitable gifts. However, there is potentially more than
goodwill to be derived from this provision by those companies



-6-

that can take advantage of it. The companies that supply

equipment to schools can at least expect service contracts
for that equipment and at best can anticipate future sales
from schools and students' families. We gquestion whether

this is the sort of detached and disinterested generosity

that the charitable contribution deduction is intended to

reward.

In summary, Treasury opposes S. 2281 because it further
erodes the general principle of the 1969 Act that deductions
for gifts of inventory should be limited to the donor's basis
in that inventory, and it does so in a narrow fashion that
benefits only one particular industry. It goes further than
current exceptions to the general principle in increasing the
percentage limitation for gqualifying corporations. S. 2281
is likely to benefit only a very few taxpayers who, far from
exhibiting the generosity typically associated with
charitable giving hope to reap substantial commercial rewards
from their gifts as well as the tax benefits made availakle
by this provision.

S. 1928

Tax Treatment of Westinghouse Uranium
Contract Damage Payments

S. 1928 provides that no discounts or other forms of
price reductions on any property or services received by
taxpayers in settlement of certain contract disputes with
Westinghouse Electric Corporation shall be included in gross
income, but shall reduce the basis of the property or cost of
services to which they relate. Treasury opposes S. 1928.

The facts leading up to S. 1928 as we understand them
are as follows:

A number of utilities entered into supply contracts with
Westinghouse in the early 1970's. In 1975, Westinghouse
informed the utilities that it would not perform under the
contract. Its position was based on commercial
impracticability since the price of uranium had increased
fourfold. The utilities sued Westinghouse for breach of
contract, and the Court found Westinghouse liable under the
contracts. At the Court's urging, the utilities and
Westinghouse entered into a settlement agreement under which
Westinghouse is to provide the utilities with benefits in the
following forms: (1) cash payments; (2) future discounts on
uranium; (3) future discounts on other goods and services;
and (4) a portion of any amount received by Westinghouse from
its suit against an alleged uranium cartel.
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From the time of Westinghouse's breach of contract and
the date of settlement the utilities were forced to purchase
cover uranium (that is uranium to replace what Westinghouse
was obligated to deliver under its contract) at considerably
higher prices than they would have had to pay under their
original contract with Westinghouse.

One of the affected utilities submitted a ruling request
to the Internal Revenue Service on the tax treatment of the
settlement. The Service found that Westinghouse's failure to
honor its uranium supply and fabrication contracts forced the
taxpayer to acquire cover uranium and fabrication facilities
from other sources. As a result, the taxpayer was entitled
to recover from Westinghouse the difference between the cost
of the cover uranium and facilities and the contract price.

The ruling held that cash payments and the rights to
future discounts accrued to the taxpayer upon entering into
the settlement agreement. However, because this agreement
represented a reimbursement for the additional amounts the
taxpayer paid to obtain cover uranium, the value of the cash
and discounts would not be included in the taxpayer's gross
income to the extent it could be applied to reduce the
taxpayer's undepreciated basis in the excess cost portion of
the cover uranium. The taxpayer would be required to
recognize income to the extent the cash payments and
discounts exceeded the excess cost of the cover uranium at
the time of settlement.

S. 1928 is private relief legislation that would resolve
the dispute between the utilities and the Internal Revenue
Service in the utilities' favor. Under the bill, no utility
would be required to include the value of any future discount
in gross income, nor would any utility be required to reduce
its basis in the cover uranium. Rather, the discounts would
be taken into account by excluding the discounts from the

utilities' basis in the goods or services acquired under the
settlement agreements.

Treasury strongly opposes S. 1928. The appropriate
income tax treatment of the Westinghouse settlement
agreements depends upon the application of general tax
principles to the particular facts of each utility's case.
The resolution of such controversies is the function of the
courts, which are quipped to asce;tain the relevant facts
and apply the established leggl principles to them. We
strongly believe that thesg disputes should not be addressed
by the Congress through private relief legislation.
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For Release Upon Delivery
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STATEMENT OF
THE HONORABLE JOHN E. CHAPOTON
ASSISTANT SECRETARY (TAX POLICY)
BEFORE THE SUBCOMMITTEE ON TAXATINON AMND DERT MANAGEMENT
AND THET SUBCOMMITTEE ON SAVINGS, PENSIONS, AND INVISTMENT POLICY
OF THE SENATE COMMITTEE ON FINANCE

Mr. Chairmen and Members of these Subcommittees:

I am pleased to present the views of the Treasury Department
on S. 2214, which would provide a partial exclusion for net
interest and dividend income and would eliminate certain consumer
interest deductions.

Overview

Under current law, beginning in 1985 individuals will be
allowed an exclusion of 15 percent of net interest received up to
$3,000 of net interest for a single return or $6,000 for a joint
return. The maximum exclusion thus will be $450 ($900 on a joint
return) per year. Net interest is defined generally as eligible
interest received by a taxpayer in excess of itemized interest
deductions. However, mortgage interest and trade or business
interest payments do not reduce the amount of interest receipts
eligible for the exclusion. In addition, current law allows
individuals to exclude 100 percent of the first $100 of dividends
received ($209 on a joint return) per year.

S. 2214 would change the net interest exclusion in several
ways, the principal of which are as follows: First, the maximum
amount of net interest eligible for the exclusion would be
reduced from $3,000 to $2,000 on a single return and from $6,000
to $4,000 on a Jjoint return. Second, the rate of exclusion would
be increased from 15 percent to 25 percent, except for taxable
years beginning in 1982, in which the exclusion rate would be
12.5 percent. The maximum annual exclusion thus would be $500

R-768
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($1,000 on a joint return) after 1982. Third, most dividends
would be made eligible for the exclusion and the current
$100/$200 dividend exclusion would be repealed.

In addition, by 1995 the bill would phase out the itemized
deduction allowed for certain consumer interest. Interest paid
on loans used to acquire or reconstruct a residence, to acquire
an auto, to carry on trade, business or investment activity, or
to pay for higher education expenses, would be deductible as
under current law.

The sponsors of this bill should be commended for their
forthright effort to tackle one of the most difficult questions
in the area of taxation: the treatment of interest income and
expense. The question is difficult from an economic and
technical, as well as political, viewpoint.

At this point the Treasury has not formulated a final
position with respect to S. 2214. BAs you well understand, our
position on this as well as many other revenue issues will in a
large sense depend upon the outcome of the current debate on the
budget. MNonetheless, I believe that it would be useful to
discuss some of Treasury's concerns with S. 2214 as it is
currently drafted. Let me note at the outset that because of the
particular phase~in approaches adopted in the bill, there are net

revenue losses in the early years. These losses are not large in
the context of the total bill, but, given our current budgetary
concerns, they detract from the bill. Some simple changes in the

timing of the proposed amendments could solve this problem.

The Net Interest Txclusion

We have some concerns regarding the changes in the net
interest exclusion. The proposed reduction in the maximum amount
of interest eligible for the exclusion would have the effect of
reducing the savings incentives provided by current law.
Unfortunately, the lower the cap placed upon any savings
incentive, the smaller the likelihood that it will affect

taxpayars at the margin. Indeed, in terms of savings incentive
provided per dollar of revenue loss, an incentive with a higher
cap is much more efficient ‘than one with a lower cap. Lower caps

inevitably result in a greater percentage of revenue loss going
to taxpayers for whom there is no incentive whatsoever, that is,
to taxpayers who have interest and dividends above the cap
amount. Thus, for a married couple with interest income of
$5,000, the net interest exclusion in existing law would provide
an incentive (beginning in 1285) for the couple to divert
earnings from consumption to savings; no such incentive would be
providad by <. 2214.

There is an equally .valid equity argument for not lowering
the cap. An important purpose of the partial exclusion is to

compensate for the inflationary component of interest (or
dividend) income. Viewed in this light, taxpayers with larger
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amounts of interest income are no less entitled to the exclusion.
An income tax is meant to tax real income, and it is no more
valid to overstates the real interest income of the wesalthy than
the nonwealthy, although a lower cap has just such an effect.

5. 2214 compensates for the reduction in the cap by
increasing the rate of exclusion. thile this formulation results
in a net reduction in tax for all taxpayers, the bill nonetheless
reduces the savings incentive impact provided (per dollar of
revenue loss) by the current net interest exclusion that will
take effect in 1925. Moreover, these changes in the partial

exclusion, treated separately from the rest of the bill, are
achieved only at a loss in revenue to Treasury.

To the extent that the bill is meant to be taken as a
package, however, the above criticisms may be somewhat unfair.
On the whole, the bill is certainly a net revenue raiser.
Moreover, because the bill places limits on the deduction of
consumer interest, the increase in the rate of exclusion for
interest receipts may be viewed as compensation to many of those
taxpayers who might face reductions in the amount of interest
deductions that they could take. We take this to mean that the
sponsors intend to send a message to taxpayers, a message which
states that we need to direct more of our available gross savings
into borrowing for investment rather than borrowing for
consumption. As such, we wish to reward those who will increase
their net savings and, at the same time, to reduce the subsidy to
those who borrow from the stock of savings to finance their own
consumption. This provides a more delicious main course, if you
will, for those who will be forced to reduce their current
consumption of dessert.

We question whether dividends should be made eligible for
the net exclusion. We recognize that the bill does eliminate the
$100/3200 dividend exclusion of current law, and that making
dividends eligible for the new partial exclusion would compensate
taxpayers to some extent for that change. UWevertheless, when the
Administration first proposed a net interest exclusion last year,
it deliberately left out dividends. In the Economic Recovery Tax
Bct of 1921, owners of dividend-paying stock were given tax
reductions far more substantial than were given to owners of
interest-bearing securities. The former group will benefit from
accelerated cost recovery, while both groumns will benefit from
the rate reductions which apply to all realized capital income.
Perhaps more importantly, the interest rate is far more sensitive
to the rate of inflation than is the dividend rate. 1In the case
of a corporation which maintains the real value of its assets,
there is no basic reason why its dividend rate, expressed as a
vercentage of the value of those assets, would increase with
;Xpecteddinflation (except perhapg as an offset to the increased
risk that individuals might feel in an inflaticnary environment).
Nnn the other hand, the interest rate must increase with expected
inflation because the real value of the underlying asset
decreases with inflation. Therefore, to the extent that a net
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exclusion is meant to compensate for the inflationary component
of the stated amount of income from capital, it is more

appropriate to apply the exclusion to interest income than to
dividend income.

Owners of dividend-paying stock, of course, face a double
tax burden not faced by owners of interest-bearing assets. To
some extent, then, applying an exclusion to dividends may be
thought of as one way of integrating corporate and personal
income taxes. However, the method is indirect and inexact
because the amount of exclusion is in no way related to the
amount of corporate tax paid.

Elimination of Deductions for Certain Zonsumer Interest

In our view, the most significant aspect of the bill is not
in the alteration of the net interest exclusion, but rather in
the elimination of itemized deductions for certain consumer
interest. The following arguments have been made in favor of
this type of change. 1In an inflationary economy, the
overstatement of the real interest rate by the nominal interest
rate not only results in an excess amount of interest receipts
includable in income subject to tax, but also an excess amount of
interest payments being deductible by taxpayers. If inflation is
10 percent and the interest rate is 15 percent, a borrower pays
only 5 percent in real terms just as the lender conly earns 5
percent., Even if the tax laws are going to subsidize borrowing,
it may be appropriate to limit the subsidy for borrowing used to
finance consunption. However, while this argument would call for
a reduction in the proportion of such interest that could be
deducted, it would not necessarily call for its elimination. The
argument for its elimination comes from two sources.

First, there is a real need in our current economy to shift
a greater portion of our resources into investment. In that
regard, the bill would help direct gross savings into borrowing
to finance investment rather than borrowing to finance
consumption. Second, it is well recognized in tax theory that
the implicit income or flow of services from consumer goods is
not subject to tax if the goods are owned outright. ©On the other
hand, the owner would be subject to tax on that income if the
same goods were rented to consumers. Since the implicit income
from owner-used consumer goods is not subject to tax, it may be
inappropriate to allow deductions for the interest payments or
other costs of owning the goods. (To illustrate: a landlord is
allowed deductions for interest costs of owning real estate
because he takes rental receipts into income; obviously, there is
no parallel income inclusion with respect to consumer goods.)

In addition, consumer interest deductions are taken only on
tax returns with itemized deductions. Itemizers represent only
34 percent of all returns and are generally in higher income
brackets. Elimination of the tax subsidy for borrowing for
consumption, therefore, would apply principally to a group of
taxpayers who can most easily convert current consumption to
current savings.
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The Treasury Department believes that these economic
arguments have merit. Our principal concern with the elimination
of the deduction for certain consumer interest paid arises from
the fungibility of money. As a general proposition, we think i*
is clear that the proposed change would be effective in directing
gross savings into borrowing for investment rather than borrowing
for consumption. However, some taxpayers could get around the
rule simply by borrowing against their house, auto, or business.

he!
oy

2 rule should require that any borrowing against a house, auto or
business be matched by a direct investment in such assets.
However, even if a strict rule were imposed to trace deductible
interest expenses to qualifying investments, such a rule could
not prevent a person from bhorrowing against a business and then
simply retaining a lower amount of taxable earnings in the
business. The deductible business borrowing would replace
non-deductible consumer borrowing. Similarly, it would be
extremely difficult to limit deductions for taxpayers who reduce
their equity in housing as they move from one house to another.
This reduction in equity is financed by increased borrowing,
which, although tied to the new house, really goes to finauce
other types of purchases or investments.

A related concern of ours is that the bill would complicate
lending practices. TFor instance, financial institutions can
offer accounts in which dollars borrowed for any purpose show up
as charges against one account. If some interest were to be
deductible, while some were not, these types of accounts might be
required to separate completely loans for one purpose from loans
for another. Although obviously complex, complete separation of
loans is probably the only feasible way to identify not only the
purpose of the loan, but also the extent to which each repaymant
goes to reduce the principle related to non-deductible loans
versus deductible loans.

Such difficulties are of course present in other parts of
tax law. Taxes are inherently distorting and taxpayers will
always structure their financial dealings to obtain the best tax
result. The question that remains is whether the problems
created by partial elimination of the consumer interest deduction
would outweigh the beneficial economic and revenue effects of the
proposal. We look forward to working with these Subcommitteces
and their staffs on such proposals.



Revenue Change

(Sbillions)
Fiscal Year
R2 33 84 25
Change in Net Interest
Exclusion * -2.2 -3.1 -2.5
Change in Consumer
Interest Deduction * 1.1 2.7 4.2
Total .t .iieeeeeeneenns * -1.1 -0.5 1.7

*Less than 559 million.
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FOR RELEASE AT 12:00 NOON May 7, 1982
TREASURY'S 52-WEEK BIL.‘L OFFERING

The Department of the Treasury, by this public notice,
invites tenders for approximately $5,250 million, of 364-day
Treasury bills to be dated May 20, 1982, and to mature
May 19, 1983 (CUSIP No. 912794 cC 6). This issue will
provide about $1,250 million new cash for the Treasury, as the
maturing 52-week bill was originally issued in the amount of
$ 4,014 million.

The bills will be issued for cash and in exchange for
Treasury bills maturing May 20, 1982. In addition to the
maturing 52-week bills, there are $9,771 million of maturing
bills which were originally issued as l3-week and 26-week bills.
The disposition of this latter amount will be announced next week.
Federal Reserve Banks as agents for foreign and international
monetary authorities currently hold $1,824 million, and Federal
Reserve Banks for their own account hold $3,013 million of the
maturing bills. These amounts represent the combined holdings of
such accounts for the three issues of maturing bills. Tenders from
Federal Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average price of accepted competitive tenders. Additional amounts
of the bills may be issued to Federal Reserve Banks, as agents for
foreign and international monetary authorities, to the extent that
the aggregate amount of tenders for such accounts exceeds the
aggregate amount of maturing bills held by them. For purposes of
determining such additional amounts, foreign and international
monetary authorities are considered to hold $205 million
of the original 52-week issue.

The bills will be issued on a discount basis under competi-
tive and noncompetitive bidding, and at matgrity thglr par amount
will be payable without interest. This seriles of bills will be
issued entirely in book-entry form in a minimum amount of $10,000
and in any higher $5,000 multiple, on the records either of the
Federal Reserve Banks and Branches, or of the Department of the

Treasury.

Tenders will be received at Federal Reserve Ba:}ks and
Branches and at the Bureau of the Public Debt, Washington, D. C.

20226, up to 1:30 p.m., Eastern Daylight Saving time, Thursday,
May 13, 5982. P FForm PD 4632-=1 should be used to submit

tenders for bills to be maintained on the book-entry records of
the pDepartment of the Treasury.

R=769
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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 three decimals, e.g., 97.920. 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 in and borrowings on such securities
may submit tenders for account of customers, if the names of the
customers and the amount for each customer are furnished. Others
are only permitted to submit tenders for their own account. Each
tender must state the amount of any net long position in the bills
being offered if such position is in excess of $200 million. This
information should reflect positions held as of 12:30 p.m. Eastern
time on the day of the auction. Such positions would include bills
acquired through "when issued" trading, and futures and forward
transactions. Dealers, who make primary markets in Government
securities and report daily to the Federal Reserve Bank of New
York their positions in and borrowings on such securities, when
submitting tenders for customers, must submit a separate tender
for each customer whose net long position in the bill being offered
exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained on
the book-entry records of the Department of the Treasury. A cash
adjustment will be made on all accepted tenders for the difference
between the par payment submitted and the actual issue price as
determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit of
2 percent of the par amount of the bills applied for must accompany
tenders for such bills from others, unless an express guaranty of
payment by an incorporated bank or trust company accompanies the
tenders.

Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids. Competi-
tive bidders will be advised of the acceptance or rejection of
their tenders. The Secretary of the Treasury expressly reserves
the right to accept or reject any or all tenders, in whole or in
part, and the Secretary's action shall be final. Subject to these
reservations, noncompetitive tenders for $500,000 or less without
stated price from any one bidder will be accepted in full at the
weighted average price (in three decimals) of accepted competitive
bids.
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Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on  May 20, 1982, in cash or other immediately-available funds
or in Treasury bills maturing May 20, 1982. Cash adjustments
will be made for differences between the par value of the maturing
bills accepted in exchange and the issue price of the new bills.

Under Section 454(b) of the Internal Revenue Code, the
amount of discount at which these bills are sold is considered to
accrue when the bills are sold, redeemed, or otherwise disposed of.
Section 1232(a)(4) provides that any gain on the sale or redemp-
tion of these bills that does not exceed the ratable share of the
acquisition discount must be included in the Federal income tax
return of the owner as ordinary income. The acquisition discount
is the excess of the: stated redemption price over the taxpayer's
basis (cost) for the bill. The ratable share of this discount
is determined by multiplying such discount by a fraction, the
numerator of which is the number of days the taxpayer held the
bill and the denominator of which is the number of days from the
day following the taxpayer's date of purchase to the maturity of
the bill. 1If the gain on the sale of a bill exceeds the taxpayer's
ratable portion of the acquisition discount, the excess gain is
treated as short-term capital gain.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any
Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt.
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WASHINGTON, DC. 20220 1 1

FOR IMMEDIATE RELEASE May 7, 1982

FEDERAL FINANCING BANK ACTIVITY

Francis X. Cavanaugh, Secretary, Federal Financing
Bank (FFB), announced the following activity for the month
of March 1982.

FFB holdings of obligations issued, sold, or
guaranteed by other Federal agencies on March 31, 1982
totaled $113.6 billion, an increase of $1.2 billion over
the February 28 level. FFB increased holdings of agency
debt issues by $0.6 billion and holdings of agency
guaranteed debt by $0.7 billion. FFB holdings of agency
assets purchased decreased by $0.1 billion. A total of
221 disbursements were made during the month.

Attached to this release is a table outlining FFB
loan activity during March, a table outlining new FFB
commitments to lend and a table summarizing FFB holdings
as of March 31, 1982.

R-770
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FEDERAL FINANCING BANK Page 2 of 7
MARCH 1982 ACTIVITY
AMOUNT "FINAL INTEREST  INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual)
ON-BUDGET AGENCY DEBT
TENNESSEE VALLEY AUTHORITY
Power Bond-1982-A 3/5 $700,000,000.00 4/30/12 13.565%
#235 3/5 90,000,000.00 6/4/82 12.845%
4236 3/12 70,000,000.00 6/4/82 13.331%
4237 3/19 15,000,000.00 6/4/82 13.364%
#238 3/31 25,000,000.00 6/4/82 14.014%
EXPORT-IMPORT BANK
#39 3/1 83,000,000.00 3/1/92 14.155% 13.913% qtr
#40 3/1 619,000,000.00 3/1/92 14.259% 14.014% gtr
AGENCY ASSETS
FARMERS HOME ADMINISTRATION
Certificates of Beneficial
Ownership 3/17 1,200,000,000.00 3/17/97 13.955% 14.442% ann
3/17 340,000,000.00 3/17/02 13.895% 14.378% ann
RURAL ELECTRIFICATION ADMINISTRATION
Certificate of Beneficial
Ownmership 3/31 288,400,000.00 3/31/12  13.935%
GOVERNMENT - GUARANTEED LOANS
DEPARTMENT OF DEFENSE ~ FOREIGN MILITARY SALES
Cameroon 3 3/2 296,005.14 9/22/86 14.221%
Spain 5 3/2 371,112.50 6/15/91 14.116%
El Salvador 1 3/3 68,500.00 6/2/90 14.041%
El Salvador 2 3/3 1,069,315.56 12/2/90 14.028%
El Salvador 3 3/3 387,063.85 4/15/93 13,946%
El Salvador 4 3/3 15,213,171.51 12/5/93  13.931%
Peru 5 3/3 1,969.68 3/15/86 14.146%
Peru 6 3/3 3,414.20 1/15/87 14.019%
Egypt 1 3/4 3,733,617.67 9/1/09 13.724%
Egypt 1 3/9 3,066,972.00 9/1/09 13.760%
Honduras 5 3/9 304,338.11 4/25/90 13.748%
Honduras 6 3/9 74,110.57 4/25/91  13.751%
Honduras 7 3/9 264,653.40 9/25/91 13.750%
Israel 8 3/9 13,225,264.00 9/1/09 13.760%
Jordan 6 3/9 1,853,018.66 9/21/92 13.759%
Sudan 3 3/9 590,580.00 2/24/11 13,748%
Thailand 9 3/9 1,600,000.00 9/15/93  13.755%
Turkey 9 3/9 742,500.00 6/22/92 13.754%
Zaire 1 3/9 922,090.01 9/22/92 13.759%
Egypt 1 3/15 5,019,633.47 9/1/09 13.994%
Philippines 7 3/15 807,058.67 9/10/87 14.277%
Spain 3 3/15 116,848.00 9/25/89 14.221%
Spain 4 3/15 2,340,217.16 4/25/90 14.207%
Spain 5 3/15 21,393,442.67 6/15/91  14.193%
Sudan 3 3/15 10,060,067.50 2/24/11  13.969%
Sudan 4 3/15 14,769,526.98 2/10/12 13.953%
Thailand 7 3/15 150,653.06 8/25/86  14.328%
Turkey 11 3/15 515,938.90 12/22/10 13.971%
Israel 8 3/16 712,937.00 9/1/09  13.922%
Lebanon 2 3/16 605,978.00 4/15/86  14.391%
Lebanon 3 3/16 1,863,109.00 7/25/87 14.342%
sudan 3 3/18 199,013.91 2/24/11  13.827%
pamninican Republic 5 3/18 59,801.64 4/30/89  14.149%
Egypt 1 3/18 6,285,736.23 9/1/09 13.856%
Greece 13 3/18 147,799.32 9/22/90 14.120%
Indonesia 7 3/18 1,130,792.60 3/20/90 14.132%
Turkey 11 3/18 500,000.00 12/22/10 13.830%
Greece 14 3/19 1,387,500.00 4/30/11 13.816%
Israel 8 3/19 372,107.16 9/1/09 13.847%
ThailaNd 8 3/19 1,300,000.00 8/10/90 14.102%
Korea 14 3/22 7,375,476.54 6/30/93  14.115%



FEDERAL FINANCING BANK

MARCH 1982 ACTIVITY

AMOUNT FINAL INTEREST  INTEREST
BORROWER DATE OF A)PVANCE MATURITY RATE RATE
(semi- {(other than
annual) semi-annual)
DEPARTMENT OF DEFENSE - POREIGN MILITARY SALES (Cont'd)
QOman 4 3722 2,031,034.51 5/10/89 14.225%
Turkey 7 3/22 7,304,661.07 6/3/91 14.158%
Israel 8 3/24 1,595,040.59 9/1/09 13.687%
. Turkey 8 3/25 446,247.53 6/15/10
Peru 7 3/26 101,408.74 2/15/88  14.264%
Daminican Republic 4 3/29 22,880.95 8/5/88 14.343%
Egypt 1 3/29 485,116.00 9/1/09 14.004%
Jordan 6 3/29 . 1,119,526.24 9/21/92 14.258%
Spain 4 3/29 928,825.00 4/25/90 14.313%
Spain 5 3/29 2,150,804.57 6/15/91  14.286%
Turkey 8 3/30 367,756.78 6/15/10  14.135%
DEPARTMENT OF ENERGY
Synthetic Fuels Guarantees ~ Non-Nuclear Act
Great Plains
Gasification Assoc. #3 3/8 7.000,000.00 7/1/82 14.075%
#4 3/15 6,000,000.00 7/1/82 14.495%
#5 3/15 3,000,000.00 7/1/82 14.105%
Synthetic Fuels Guarantees - Defense Production Act
TOSCO #17 3/1 1,775,980.38 10/1/07 14.151%
TOSCO #18 3/8 1,751,265.00 10/1/07 13.657%
TOSCO #19 3/15 2,145,181.09 10/1/07 14.005%
TOSQO #20 3/22 5,721,012.91 10/1/07 13.924%
TOSCO $21 3/29 2,213,869.94 10/1/07 14.027%
GENERAL SERVICES ADMINISTRATION
Series M-0B3 3/8 117,370.00 7/31/03 13.690%
DEPARTMENT OF HOUSING & URBAN DEVELOPMENT
Community Development Block Grant Guarantees
Superior, Wisconsin 3/4 500,000.00 7/1/82 13.695%
wWashington County, Pennsylvania 3/5 78,608.70 9/15/82  13.505% 13.552% ann
Lawrence, Massachusetts 3/10 380,000.00 1/1/83 13.635% 14.100% ann
Buffalo, New York 3/12 75,000.00 8/1/02 14.023% 14.515% ann
Sioux Falls, South Dakota 3717 20,000.00 5/3/82 13.418%
Niagara Falls Urban Renewal Ag. 3/28 127,825.00 7/1/02 13.930% 14.415% ann
Columbia, South Carolina 3/29 500,000.00 9/1/83 14.405% 14.924% ann
Public Housing Notes
Sale #19 3/11 99,861,631.81 various 13.646% 14.112% ann
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION
Space Communications Campany 3/22 6,845,000.00 10/1/92 14.111% 14.609% ann
RURAL ELECTRIFICATION ADMINISTRATION
*Arkansas Electric #97 3/1 9,612,000.00 3/1/84 14.565% 14.309% gtr
*South Mississippi Electric #90 3/1 70%,000.00 3/1/84 14.565% 14.309% gtr
*Basin Electric #87 3/1 30,000,000.00 3/1/85 14.565% 14.309% gtr
*Basin Electric #87 3/1 282,000.00 3/1/85 14.565% 14.309% qtr
Kamo Electric #209 3/1 4,200,000.00 3/1/84 14.565% 14.309% gtr
United Power #139 3/1 3,650,000.00 3/1/84 14.565% 14.309% qgtr
Arkansas Electric #142 3/1 10,695,000.00 3/1/84 14.565% 14.309% gtr
Seminole Electric #141 321 4,216,000.00 3/1/84 14.565% 14.309% qtr
South Mississippi Electric #171 3/1 1,000,000.00 3/2/84 14.565% 14.309% gtr
Saluda River Electric #186 3/1 2,565,000.00 3/1/84 14,565% 14.309% gtr
*Buckeye Power #153 3/1 15,906,000.00 3/1/84 14.565% 14.309% gtr
*East Ascension Telephone #39 3/1 300,000.00 12/31/10 14.066% 13.827% gtr
Florence Telephone #40 3/2 444,000.00 12/31/16 13.801% 13.571% qtr
Sunflower Electric #174 3/4 42,300,000.00 3/4/84 14.215% 13.971% qtr

*Maturity Extension
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MARCH 1982 ACTIVITY

AVOUNT “FINAL INTEREST  INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(semi- {other than

annual) semi-annual)
RURAL ELECTRIFICATION ADMINISTRATION (Cont‘'d)

*Soyland Power #105 3/4 9,554,000.00 3/4/84 14.125% 13.971% gtr
*Brazos Electric #144 3/5 893,000.00 3/5/84 14.025% 13.787% qtr
Deseret G & T #211 3/5 11,263,000.00 3/12/84 14.025% 13.787% qtr
*East Ascension Telephone #39 3/8 450,000.00 3/8/84 13,915% 13.681% gtr
*Wolverine Electric #100 3/10 1,101,000.00 3/10/84 14.055% 13.816% qtr
*Wabash Valley Power #104 3/10 5,530,000.00 3/10/84  14.055% 13.816% qtr
Northern Michigan Electric #101 3/10 40,000.00 3/10/84 14.055% 13.816% gtr
Northern Michigan Electric #183 3/10 4,362,000.00 3/10/84 14.055% 13.816% gtr
Wolverine Electric #182 3/10 3,420,000.00 3/10/84 14.055% 13.816% qtr
Brazos Electric #144 3/10 4,165,000.00 3/10/84 14.055% 13.816% gtr
Allegheny Electric #175 3/10 4,933,000.00 3/31/84 14.055% 13.807% qtr
Wabash Valley Power #104 3/10 7,021,000.00 3/10/84  14.055% 13.807% qtr
Wabash Valley Power #206 3/10 524,000.00 3/10/84  14.055% 13.807% qtr
Wabash Valley Power #200 3/10 82,000.00 12/31/16 13.604% 13.380% gtr
Cajun .Electric #197 3/11 40,000,000.00 3/11/84 14.095% 13.855% gtr
Deseret G & T #170 3/12 193,000.00 3/17/84 14.375% 14.126% gtr
*Northern Michigan Electric #101 3/12 1,073,000.00 3/12/84  14.375% 14.126% qtr
*Dairyland Power #54 3/12 2,100,000.00 3/12/84 14.375% 14.126% gtr
*Continental Tele.(KY.) #115 3/13 3,000,000.00 3/13/84 14.475% 14,222% gtr
St. Joseph Tele & Telegraph #13 3/13 438,163.00 3/13/84  14.475% 14,222% qtr
*Western Illinois Power #99 3/14 2,245,000.00 3/14/84 14.475% 14.222% qtr
East Kentucky Power #188 3/15 9,307,000.00 3/15/84  14.475% 14.222% gtr
Alabama Electric #26 3/15 3,260,000.00 3/15/84 14.475% 14.222% qtr
Colorado Ute Electric #203 3/15 1,030,000.00 3/15/84 14.475% 14.222% gtr
North East Missouri Elect. #217 3/15 2,009,000.00 3/15/84 14.475% 14.222% qtr
New Hampshire Electric #192 3/15 15,815,000.00 3/15/84 14.475% 14.222% gtr
West Virginia Telephone #17 3/15 32,000.00 3/15/84  14.475% 14.222% qtr
Cooperative Power #156 3/15 1,950,000.00 3/15/85 14.333% 14.087% qtr
*Cajun Electric #76 3/16 56,000,000.00 3/16/85 14.395% 14.145% qtr
Hoosier Energy #107 3/16 36,000,000.00 12/31/16 13.732% 13.504% gtr
Hoosier ‘Energy #202 3/16 9,000,000.00 12/31/16 13.732% 13.504% gtr
Sierra Telephone #59 3/18 15,000.00 3/18/84  14.275% 14.029% gtr
Oglethorpe Power #74 3/18 31,375,000.00 3/18/84 14.275% 14.029% gtr
Oglethorpe Power #150 3/18 21,153,000.00 3/18/84  14.275% 14.029% qtr
*Basin Electric #137 3/18 50,000,000.00 3/18/84  24.275% 14.029% gtr
Dairyland Power #54 3/19 2,011,000.00 3/19/84 14.365% 14.116% gtr
Seminole Electric #141 3/19 4,586,000.00 3/19/84  14.365% 14.116% gtr
Allied Tele. of Arkansas #15 3/19 2,255,066.00 12/31/16 13.677% 13.451% qtr
*Big Rivers Electric #58 3/20 738,000.00 3/20/84 14.475% 14.222% gtr
*Big Rivers Electric #91 3/20 2,415,000.00 3/20/84 14.475% 14.222% gtr
*Big Rivers Electric #136 3/20 193,000.00 3/20/84 14.475% 14.222% gtr
Colorado Ute Electric #168 3/22 18,428,000.00 3/22/84 14.475% 14.222% qtr
Western Farmers Electric #64 3/22 480,000.00 3/22/84 14.475% 14.222% gtr
Western Farmers Electric #133  3/22 120,000.00 3/22/84 14.475% 14.222% gtr
Western Farmers Electric #220 3/22 12,000,000.00 3/22/84 14.475% 14.222% gtr
Big Rivers Electric #58 3/22 764,000.00 3/22/84 14.475% 14.222% gtr
Big Rivers Electric #91 3/22 1,483,000.00 3/22/84  14.475% 14.222% gtr
Big Rivers Electric #136 3/22 16,000.00 3/22/84  14.475% 14.222% qtr
Big Rivers Electric #143 3/22 367,000.00 3/22/84 14.475% 14.222% gtr
Big Rivers Electric #179 3/22 608,000.00 3/22/84 14.475% 14.222% qtr
East Kentucky Power #140 3/22 530,000.00 3/22/84 14.475% 14.222% qtr
Mid-Carolina Telephone #223 3/24 3,509,000.00 12/31/16 13.522% 13.301% qgtr
Cont. Tele of the West #194 - 3/25 1,000,000.00 12/31/16 13.678% 13.452% qtr
Colorado Ute Electric #96 3/26 474,000.00 3/26/84 14.365% 14.116% gtr
*prazos Electric #144 3/26 402,000.00 3/26/84 14.365% 14.116% gtr
*prazos Electric #108 3/26 1,864,000.00 3/26/84  14.365% 14,116% qtr
*Basin Electric #88 3/27 1,723,000.00 3/27/85  14.445% 14.193% gtr
Sugar Land Telephone #69 3/29 700,000.00 3/29/84  14.475% 14.222% gtr
*gouthern Illinois Power #38 3/29 355,000.00 3/29/84 14.475% 14.222% gtr
Deseret G&T #211 3/30 12,074,000.00 4/1/84 14.655% 14.396% gtr
Big Rivers Electric #87 3/31 20,000,000.00 9/6/84 14.715% 14.454% gtr
Big Rivers Electric #87 3/31 20,000,000.00 9/20/84  14.705% 14.444% qgtr
Big Rivers Electric #179 3/31 9,083,000.00 3/31/84  14.755% 14.492% qtr
saluda River Electric #186 3/31 7,042,000.00 3/31/84  14.755% 14.492% gtr
Northern Michigan Electric #191 3/31 5,878,000.00 3/31/84  14.755% 14.492% gtr

North Carolina Electric #185 3/31 20,247,000.00 3/31/84  14.755% 14.492% qtr
south Mississippi Electric #171 3/31 12,863,000.00 4/1/84 14.755% 14.492% gtr
Tri-State G & T #89 3/31 907,000.00 3/15/89  14.465% 14.213% qtr

*Maturity Extension
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*Maturity extension

AMOONT FINAL INTEREST INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual)

RURAL ELECTRIFICATION ADMINISTRATION (Cont'd)

Tri-State G&T #89 3/31 $907,000.00 3/15/89 14.465% 14.212% gtr

Tri-State G&T #177 3/31 457,000.00 3/15/89 14.465% 14.213% gtr

Tri~State GsT #199 3/31 237,000.00 3/15/89 14.465% 14.213% qgtr

Plains Electric GsT #158 3/31 7,464,000.00 3/31/89 14.465% 14.213% gtr

*Southern Illinois Power #38 3/31 3,260,000.00 3/31/84 14.755% 14.492% qtr

*Sierra Telephone #59 3/31 92,000.00 3/31/84 14.755% 14.492% gtr

*Big Rivers Electric #91 3/31 2,125,000.00 3/31/84 14.755% 14.492% gtr

*Wolverine Electric #100 3/31 2,051,000.00 3/31/84 14.755% 14.492% qgtr

*Sierra Telephone #59 3/31 220,000.00 2/21/85 14.655% 14.396% gtr

*Allegheny Electric #93 3/31 603,000.00 3/31/85 14.635% 14.377% gtr

*Basin Electric #87 3/31 24,644,000.00 3/31/85 14.635% 14.377% gtr

*Wabash Valley Power #104 3/31 2,365,000.00 12/31/14 13.998% 13.761% gtr

Wolverine Electric #182 3/31 4,870,000.00 3/31/84 14.755% 14.492% qgtr

Allegheny Electric #175 3/31 9,024,000.00 3/31/84 14.755% 14.492% qtr

New Hampshire Electric #192 3/31 428,000.00 3/31/84 14.755%8 14.492% gtr

Basin Electric #87 3731 957,000.00 3/31/84 14.755% 14.492% gtr

Wabash Valley Power #104 3/31 6,623,000.00 12/31/16 13.981% 13.745% atr

Wabash Valley Power #206 3/31 371,000.00 12/31/16 13.981% 13.745% gtr
SMALL BUSINESS ADMINISTRATION

Small Business Investment Campanies

Control Data Capital Corp. 3/24 1,000,000.00 3/1/85 14.215%

First Interstate Capital Corp. 3/24 1,000,000.00 3/1/87 14.035%

Frontenac Capital Corp. 3/24 1,000,000.00 3/1/87 14.035%

J&D Capital Corp. 3/24 500,000.00 3/1/87 14.035%

North Star Ventures, Inc. 3/24 1,000,000.00 3/1/87 14.035%

Carolina Venture Capital Corp. 3/24 500,000.00 3/1/92 13.865%

Cornell Capital Corp. 3/24 558,000.00 3/1/92 13.865%

NIS Capital Corp. 3/24 500,000.00 3/1/92 13.865%

Quidnet Capital Corp. 3/24 500,000.00 3/1/92 13.865%

San Joaguin Capital Corp. 3/24 680,000.00 3/1/92 13,865%

State & Local Development Campanies

San Diego County LDC 3/10 212,000.00 3/1/97 13.715%

Iowa Business Growth Co. 3/10 165,000.00 3/1/97 13.715%

City Wide Small Bus. Dev. Co. 3/10 133,000.00 3/1/97 13.715%

The St. Louis LDC 3/10 111,000.00 3/1/97 13.715%

Springfield SBA., Inc. 3/10 104,000.00 3/1/97 13.715%

No. Maine Regional Planning Com.3/10 104,000.00 3/1/97 13.715%

San Antonio LDC, Inc. 3/10 51,000.00 3/1/97 13,715%

San Diego County, LDC 3/10 51,000.00 3/1/97 13.715%

The St. Louis LDC 3/10 41,000.00 3/1/97 13.715%

San Antonio LDC, Inc. 3/10 29,000.00 3/1/97 13,715%

Los Angeles LDC 3/10 368,000.00 3/1/02 13.699%

Texas Capital Dev. Co., Inc. 3/10 338,000.00 3/1/02 13.699%

Barren River Dev. Dist. Inc. 3/10 210,000.00 3/1/02 13,699%

South Central Illinois RPDC 3/10 157,000,00 3/1/02 13.699%

South Shore Economic Dev Corp. 3/10 133,000.00 3/1/02 13.699%

Long 1sland LDC 3/10 125,000.00 3/1/02 13.699%

San Antonio LDC - 3/10 119,000.00 3/1/02 13.699%

Union of Small Cities Corp. 3/10 99,000.00 3/1/02 13.699%

South Shore LDC 3/10 97,000.00 3/1/02 13.699%

Iowa Business Growth Co. 3/10 90,000.00 3/1/02 13.699%

Long Island LDC 3/10 90,000.00 3/1/02 13.699%

Iowa Business Growth Co. 3/10 78,000.00 3/1/02 13.699%

No. Maine Regional Planning Com.3/10 74,000.00 3/1/02 13.699%

Brockton Regional Dev. Co. 3/10 53,000.00 3/1/02 13.699%

Bay Colony Dev. Corp. 3/10 500,000.00 3/1/07 13.584%

Tucson LDC 3/10 500,000.00 3/1/07 13.584%

Los Medanos Funds Dev. Co. 3/10 380,000.00 3/1/07 13.584%

Bay Colony Dev. Corp. 3/10 289,000.00 3/1/07 13.584%

Washington, D.C. LDC 3/10 267,000.00 3/1/07 13,584%

Evergreen Cammunity Dev. Corp. 3/10 170,000.00 3/1/07 13.584%

Texas Capital Dev. Corp. 3/10 53,000.00 3/1/07 13.584%

The Cleveland Area DFC 3/10 39,000.00 3/1/07 13.584%



FEDERAL FINANCING BANK Page 6 of 7

MARCH 1982 ACTIVITY

AMOUNT FINAL INTEREST INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(sem1-~ (other than
annual) semi-annual)

TENNESSEE VALLEY AUTHORITY

Seven States Energy Corporation

Note A-B2-6 3/31 $369,519,706.51 6/30/82 14.014%

FEDERAL FINANCING BANK

March ‘1982 Cammitments

COMMITMENT
BORROWER AMOUNT GUARANTOR EXPIRES MATURITY
Columbia, S.C. $500,000.00 HUD 9/1/83 9/1/83
Sioux Falls, S.D. #5 700,000.00 HUD 6/30/82 6/30/87

Korea #15 166,000,000.00 DOD 2/23/84 12/31/93
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(in millions)

Program March 31, 1982 February 28, 1982 Net Change Net Change
= 371/82—3;31782 10/1/81-3/31/82

On-Budget Agency Debt
Tennesee Valley Authority $ 11,525.0 § 11,460.0 $ 65.0 $ 651.0
Export~Import Bank 13,304.5 12,741.3 563.2 895.2
NCUA-Central Liquidity Facility 75.8 90.2 -14.5 -25.5
Off-Budget Agency Debt
U.S. Postal Service 1,288.0 1,288.0 -0- -0~
U.S. Railway Association 197.6 197.6 -0~ -17.3
Agency Assets
Farmers Hame Administration 48,681.0 49,081.0 -400.0 -140.0
DHHS-Health Maintenance Org. 124.2 124.2 -0- 7.9
DHHS-Medical Facilities 150.5 150.5 -0- -0-
Overseas Private Investment Corp. 23.6 23.6 -0- -3.1
Rural Electrification Admin.-CBO 2,883.7 2,595.3 288.4 288.4
Small Business Administration 62.3 62.9 -6 -5.1
Government-Guaranteed Loans
DOD-Foreign Military Sales 9,950.7 9,885.0 65.7 803.1
DEd.-Student Loan Marketing Assn. 5,000.0 5,000.0 -0- 700.0
DOE-Defense Production Act (TOSQD) 73.0 59.4 13.6 73.0
DOE-Geothermal Loans 35.1 35.1 -0- 18.1
DOE-Hybrid Vehicles 2.2 2.2 -0~ 0.1
DOE-Non-Nuclear Act (Great Plains) 81.0 65.0 16.0 8l1.0
DHUD-Community Dev. Block Grant 86.2 86.9 -6 12.0
DHUD-New Camnunities 33.5 33.5 -0~ ~-0-
DHUD-Public Housing Notes 1,420.1 1,320.2 99.9 491.6
General Services Administration 411.5 411.4 .1 -1.1
DOI-Guam Power Authority 36.0 36.0 -0- -0-
DOI-Virgin Islands 29.6 29.6 -0- -3
NASA-Space Cammunications Co. 679.7 672.9 6.8 42.0
Rural Electrification Adwin. 14,451.7 13,989.1 462.5 2,109.2
SBA-Small Business Investment Cos. 646.5 640.6 6.0 42.6
SBA-State/Local Development Cos. 23.8 18.6 5.2 18.6
TVA-Seven States Energy Corp. 1,090.1 1,064.5 25.6 176.0
DOT-Amtrak 835.9 835.9 -0- 56.0
DOT-Emergency Rail Svcs. Act 70.2 70.2 -0~ -0-
DOT-Title V, RRRR Act 117.8 119.6 -1.8 -5.8
DOT-WMATA 177.0 177.0 -0~ -0=-

TOTALS* $ 113,567.8 $ 112,367.4 $ 1,200.5 $ 6,267.6

*figures may not total due to rounding
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Department of the Treasury e Washington, D.C. ¢ Telephone 566-2041
May 7, 1982

STATEMENT BY R. T. MCNAMAR, DEPUTY SECRETARY
OF THE TREASURY, FRIDAY, MAY 7, 1982
WASHINGTON, D. C.

The Federal Home Loan Bank Board Thursday voted to permit
savings and loan associations to offer brokerage and investment
advisory services. We believe the Bank Board adopted the wrong
approach to expansion of securities services by S&L's and banks.

The Treasury Department has been responsible for developing
the Reagan's Administration's legislation that would allow the
Nation's commercial banks to engage in certain securities
activities, but only through a separate subsidiary of a holding
company owning the bank. The arrangement approved by the Bank
Board instead permits S&L's to offer securities services through
subsidiaries owned directly by the S&L}s themselves. The Adminis-
tration, in previous legislative hearings on its initiative, has
stressed that expanded thrift lending péwers are the first priority
for the S&L's, and that securities activities could legally
follow, through use of a holding company structure, as thrifts
gain experience with these lending powers.

The Treasury Department believes that securities and other
financial services should be offered only through a holding
company subsidiary which is separate from the depository insti-
tution. This is to ensure that banks (or S&L's) are placed on
an equal competitive basis with independent securities firms.

If directly owned bank subsidiaries are permitted to offer
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securities services, however, they would enjoy tax and cost of
funds advantages over their non-bank competitors. Additionally,

the increased risks of securities activities would fall upon

the Federally-insured institutions (and thus the Federal depository
insurance agencies) because.of their direct investment in the
securities subsidiaries.

Initially, the new securities activities authorized for
the Administration's bank holding company subsidiaries would be
underwriting and dealing in municipal revenue bonds and
sponsoring money market mutual funds. In addition, the
existing securities services, including brokerage now offered
by banks, would be transferred to the holding company subsidiary.
The Administration proposal exempts banks with less than
$100 million in assets from its holding company subsidiary
requirement, permitting them to own a securities affiliate
directly.

The action Bf the Federal Home Loan Bank Board is evidence
of the competitive pressures on all depository institutions
from money market f£unds énd other finanéial institutions
offering bank-like services to the public. The Treasury
Department believes, however, that Congress, rather than the
regulatory agencies, should take up the issue of expanded
securities services for all depository institutions so that

a uniform structure may be developed.

o0o
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ppurtment of the Treasury ® Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE May 10, 1982

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for § 4,701 million of 13-week bills and for $4,701 million of
26-week bills, both to be issued on May 13, 1982, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing August 12, 1982 : maturing November 12, 1982
Discount Investment : Discount Investment
Price . Rate Rate 1/ : Price Rate Rate 1/
High 96.917 12.196% 12.767 : 93.798§j 12.201% 13.19%
Low 96.896 12.280% 12.85% s 93.775 12.246% 13.247%
Average 96.904 12.248% 12.81% : 93.780 12.236%2] 13.23%

a/ Excepting 2 tenders totaling $5,705,000.

Tenders at the low price for the 13-week bills were allotted 797%.
Tenders at the low price for the 26-week bills were allotted 83%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location ~ Received Accepted : Received Accepted
Boston $ 60,055 $ 49,055 t $ 100,020 $ 65,020
New York 11,221,795 3,113,695 ¢ 12,116,585 3,570,565
Philadelphia 110,640 60,640 : 71,630 21,630
Cleveland 56,535 50,485 : 86,940 38,410
Richmond 50,800 46,155 : 44,095 43,595
Atlanta 65,610 59,610 : 64,280 47,280
Chicago 1,038,500 282,750 : 788,420 143,420
St. Louis 55,815 43,185 : 42,705 26,705
Minneapolis 22,320 22,320 : 27,295 13,295
Kansas City 55,100 55,100 : 40,750 40,620
Dallas 26,340 26,240 : 11,650 11,650
San Francisco . 939,800 624,350 : 1,133,910 392,210
Treasury 267,530 267,530 H 286,370 286,370
TOTALS $13,970,840  $4,701,115 : $14,814,650  $4,700,770
Type
Competitive | $11,339,765 $2,070,040 : $12,167,035  $2,053,155
Noncompetitive 1,156,650 1,156,650 : 954,815 954,815
Subtotal, Public  $12,496,415 $3,226,690  : $13,121,850  §$3,007,970
Federal Reserve 1,195,625 1,195,625 : 950,000 950,000
fficial
Foiﬁii?tgtions 278,800 278,800 : 742,800 742,800
TOTALS $13,970,840  $4,701,115 . $14,814,650  $4,700,770

1/ Equivalent coupon—issue yield.
2/ The four-week average for calculating the maximum interest rate payable
- on money market certificates is 12.593%.
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pepartment of the Treasury o Wushihgton, D.C. o Telephone 566-2041

FOR RELEASE UPON DELIVERY

ADDRESS BY
THE HONORABLE JOHN M. WALKER, JR.
ASSISTANT SECRETARY (ENFORCEMENT AND OPERATIONS)
U.S. TREASURY DEPARTMENT
BEFORE THE
39TH ANNUAL MEETING
OF THE
WINE AND SPIRITS WHOLESALERS OF AMERICA, INC.
IN
LAS VEGAS, NEVADA
ON
WEDNESDAY, MAY 5, 1982

I am pleased and honored to have been invited today to
address this 39th Annual Meeting of the Wine and Spirits Whole-
salers of America.

I believe this is a great opportunity because it gives me,
as a representative of the Treasury Department and the Reagan
Administration, a chance to speak to you directly, and, more
importantly, to hear your concerns first hand.

I will be meeting soon with Abe Tunick and Doug Metz to
discuss the positions you are taking at this convention. I
might add that you are well represented in Washington by Abe

and Doug.

In my first year in office, I have learned that your industry
is complex and diverse in its makeup and that any Government action
which affects your industry will have far-reaching implications
and long term effects.

We are not always on the same sides of an issue, sometimes
our disagreements are profound. Yet the Treasury Department and
the wine and spirits industry have had an unusually close relation-
ship over many years, longer than the lifetimes of many of us in

this room.

I am reminded of a story about Winston Churchill. As we
know, Mr. Churchill was quite a brandy drinker and had developed
a formidable reputation for the large amounts of that distilled
spirit that he consumed.
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During World War II the Women's Temperance Union, upset by
Mr. Churchill's habit, paid him a visit to try to persuade him to
tone down his drinking a bit. The meeting was in the Cabinet
Room at 10 Downing Street.

They reminded him that his brandy consumption over the years
had been so great that if it were all to be poured into the room
it would reach a point on the wall about four feet high. Further-
more, if he continued at his present pace, it would reach the eight
foot mark by the time he was 80.

Churchill remarked: "Ah, dear ladies, so much to do and so
little time to do it in."

Among the goals that I wish to achieve with respect to
your industry during my tenure as Assistant Secretary are:

° high standards of quality maintenance for alcoholic
beverage products:

the integrity of labels protected from unscrupulous
operators who would destroy the reputation of
products among consumers;

a robust export market for American distilled spirits,
beer, and wine;

the continuation of voluntary efforts by the members
of the alcoholic beverage industry to provide useful
information to the public on hazards of immoderate
drinking in a rational, non-emotional context;

reorganization of the Bureau of Alcohol, Tobacco
and Firearms; and

revision of the Federal Alcohol Administration Act.

Having stated these objectives, I want to discuss in more
detail some of the issues pending between us.

Anti-Alcoholism Efforts/Health Warning Label

An area of agreement between us is our common belief that
government and industry must continue to respond to concerns
over the effects of immoderate drinking on pregnant women. We
have worked together on this issue over the years and have so far
been successful in promoting voluntary efforts of the industry to

inform expectant mothers through the Beverage Alcohol Information
Council.

The alcoholic beverage industry has and must continue to
take this job seriously, because if it appears that industry
efforts are not succeeding, there will be mounting pressure
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for a so~-called "health warning label” of the kind now required
on cigarette packages and products containing saccharin. And
Treasury will be required again to consider seriously the health
warning label alternative.

Need to Expand Exports

Another area in which Treasury and the wine and spirits
industry can work together is in the expansion of export sales.
In calendar year 1971 the value of distilled spirits exports
amounted to about $23 million. For 1981, it amounted to
approximately $70 million. While this may be a nice increase
in relative terms, in absolute terms, it is only an increase
of $47 million in U.S. export sales of distilled spirits over an
entire decade. And even this increase would be diminished if
adjusted for inflation. Moreover, when exports of $70 million
are seen against a background of total domestic industry sales
of $1929.3 billion! there really isn't much there to brag about.

During the same decade, foreign competitors have not been
idle. U.S. imports of distilled spirits have increased from
$621 million in 1971 to approximately $1.1 or $1.2 billion in
1981. The increase in imports, then, is 10 to 12 times the
increase in exports.

We need to export more. This is an area in which we must
work together. Government's task is to address the trade
barriers which foreign countries erect to block the sale of
U.S. alcoholic beverages - both tariff and non-tariff -
particularly the latter. And this can be done. We won some
significant concessions in previous consultations with the
European Community on wine trade.

Unfortunately, in the fall of 1981, the United States had
to postpone the U.S. - E.C. Wine Consultations because of the
Bureau of Alcohol, Tobacco, and Firearms' (ATF) unsettled
budgetary and organizational situation.

Because of other trade discussions presently pending

before the Community and because the situation with ATF is yet

to be definitively resolved we are hesitant to reschedule the
Consultations at this time. The U.S., however, remains committed
to completing the work of the Consultations and hopes to resched-
ule them soon. It is evident that the Community has attempted

to be flexible and responsive to U.S. industry's needs and to
reduce technical barriers to U.S. wine exports.

Clearly, the work of the United States in achieving the goal
of free trade for alcoholic beverages will not end with these
consultations. As the President's recent report to the Congress
on Foreign Tariff and Non-Tariff Barriers Affecting United States
Exports of Alcoholic Beverages indicates, the barriers that the
U.s. beverage industry face are extensive. The Treasury Department
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would like to initiate technical consultations with other nations
and address the full array of issues relating to alcoholic bever-
ages. Treasury wants to work with these governments to harmonize
regulatory practices and to reduce the non-tariff barriers af-
fecting alcohol exports. We will need industry's advice and
guidance in developing our goals and strategies, and eventually

its support obtaining Congressional approval of the agreements.

We are confident that we can make significant progress in achieving
these goals.

But in the last analysis, the success of an alcoholic beverage
export program depends upon the industry, not the Government. You
must hold up your end. You must actively promote your products in
promising markets, even though the initial returns may be low. I
continually hear that overseas markets are not worthwhile because
of low incomes, or because foreign palates have not developed a
taste for our distilled spirits, or because in warm climates people
prefer light, cool, refreshing drinks. I am not persuaded. In
fact, per capita incomes in the industrialized countries of Europe
and in Japan have long been high enough to make these markets
promising, and incomes can be expected to rise in developing
countries which are so successfully taking over many of the
world's manufacturing jobs.

Future of ATF

Now let me turn to another matter of interest to the wine
and spirits industry -- that of the Administration's plan to
transfer the alcohol and tobacco revenue collection and regula-
tory functions and personnel of the Bureau of Alcohol, Tobacco
and Firearms (ATF) to the Customs Service and the remaining
firearms explosives and arson functions and personnel to the
Secret Service.

We in the Treasury Department remain convinced that these

two quite separate and distinct missions —-- alcochol and tobacco
requlation and revenue collection, on the one hand; and firearms
enforcement on the other -- can be carried out not only at a sub-

stantially lower cost to the Government but, by separating and

reassigning these two incompatible missions, with a considerable
improvement in efficiency and effectiveness.

The transfer of ATF's special agents to the Secret Service
will enhance the Service's ability to protect the President, the
Vice President and other officials and at the same time enable
us to intensify our efforts against criminal trafficking in
firearms, and the other crimes of violence which fall under ATF's
investigative jurisdiction.

The transfer of alcohol and tobacco functions to the
Customs Service will benefit your industry. Your relationship
with government will no longer be affected by interest groups



surrounding the firearms controversy unrelated to your industry.
Your industry will be in the hands of an agency, the U.S. Customs
Service, that is familiar with matters of commerce and trade and
the alcohol regulatory function will be given high visibility
within that agency -- at the Assistant Commissioner level if

our plan is implemented. The responsibility of my office, at

the Assistant Secretary level, will not be changed.

I was surprised when the industry representatives did not
support the Treasury proposal, so clearly in the interests of
your industry, this spring after it was clear that full funding
for FAA Act enforcement would be provided. Not only did this
seem to me to be counterproductive to your own interests, but
also it tended to create unnecessary friction between your in-
dustry and this Administration. I would urge you to reconsider
any opposition you might have to the Treasury proposal.

An alternative proposal, sponsored by Senator Laxalt, would
transfer firearms, arson and explosives criminal enforcement to
the Secret Service together with 1,200 agents and added support
personnel leaving an independent bureau for alcohol and tobacco
together with certain firearms regulatory functions. Treasury
prefers its original plan but can support the Laxalt alternative.

I urge that the wine and spirits industry support the
Treasury proposal or the Laxalt alternative when the occasion
arises. Either plan will benefit law enforcement, efficient
government and your industry.

FAA Act Amendments

For some time now my staff and representatives of your
industry have been discussing a draft bill to revise the FAA
Act. We intend to submit this bill to Congress in the near
future. It is presently in its eighth draft. As I promised last
January, I have recently sent this draft to the industry, including
the Wine and Spirits Wholesalers, for comment. We need your views
on this most recent draft. Although we have not yet circulated
this draft bill to other departments for comment through the OMB
legislative clearance process, it is my view that the role of the
Federal Government in the alcoholic beverage industry, like other
industries, ought to be strictly circumscribed.

Let me describe briefly some of the principal changes we are
considering with the caveat that we have not yet had an opportunity
to discuss these changes within the Administration and to get the
approval of other interested agencies.
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Penalty System

First, the current system of sanctions, consisting of threats
of misdemeanor prosecution, offers in compromise, and threats of
suspension or revocation of permits, does not afford us a system
of graduated, flexible penalties for violations of the law.

It is simply not practical for us to undertake a criminal
prosecution for each and every violation of the law, no matter
how minor, nor is it practical in most cases to suspend, even for
a short time, permits to operate. Not only are these penalties
cumbersome to administer, but each has an effect that lasts long
after the practices which gave rise to the penalty action are
corrected. In one case, you are left with the stigma of having
been criminally prosecuted, and perhaps convicted for a minor
transgression, by the Federal Government; in the other case, you
have hanging over your head, indefinitely, the possibility of
permit revocation. Although the possibility of permit revocation
is extremely remote, nevertheless, it is sufficiently frightening
to prospective lenders that it may impair your ability to borrow
money .

We would propose to eliminate the provisions of law which
authorize permit suspension or revocation. Present qualifica-
tion requirements would continue as before, but once issued the
permit could not be revoked except where it was the result of a
fraudulent application or no operations were conducted for two
years.

In place of permit suspension and revocation, we would en-
vision a system of administrative penalties, with an opportunity
given you for administrative appeal, and access to the Federal
courts if necessary. A system like this has been in place in the
U.S. Customs Service for many years and has proven to be fair,
flexible and efficient.

Dereqgulation

Another proposed change I would like to highlight is in the
controversial trade practice area. First, we want to reduce
substantially the range of business practices prohibited by the
FAA Act. Secondly, we want to eliminate present uncertainties
over whether a particular business practice violates the law.

Of course, I am aware that there are differences between
alcoholic beverages and other consumer products:

- they are sensitive and, when abused, dangerous
products;
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- they are regulated or controlled by the states often
in different ways; and

- retail outlets are often restricted in a given community.
Alcoholic beverages cannot be marketed like soft drinks.

But I also strongly believe that the result of many of the
Act's prohibitions and restrictions on trade practices is to pre-
vent or restrain normal competition as to marketing of alcoholic
beverages. These prohibitions were conceived in the 1930's. They
were targeted at practices which dated back to the turn of the
century when the cultural and business climates of this country
were vastly different. They go far beyond what is necessary to
prevent predatory competition or formation of a monopoly. They
also prevent activities which are normal business practices today,
such as sales contests, joint promotional campaigns, and other
more sophisticated marketing techniques -- activities which are
in no sense sinister or harmful to the public interest.

Finally, there is one other change we have incorporated
into our most recent draft --~ a change which was recommended
to us by the National Beer Wholesalers Association. This would
provide for a right of action by private parties who can show
that they have suffered economic injury as a result of their
competitors having violated the FAA Act. This would be similar
to the private right of action presently available to injured
parties under the anti-trust laws. As you are aware, injured
competitors may sue for three times the damages suffered under
the anti-trust laws.

We are favorably disposed toward this idea. It is consistent
with the proposal Secretary Regan made to representatives of the
alcoholic beverage industry in late October when he suggested
that you consider a greater degree of self-regulation. It also
recognizes that the budget limitations in future years may re-
strict the extent to which Treasury can enforce the FAA Act. If
the law can be written to discourage nuisance suits, as we have
attempted to do, by providing the awarding of attorney's fees to
the prevailing party, the right to private action would greatly
enhance our joint effort, yours and ours, to ensure that there is
an orderly and competitive market for alcoholic beverages in this

country.

Let me close by thanking you for having me here today. I
look forward to working with you in the future. You will always
find an open door at Treasury when you have problems on which
we can be helpful. Our discussions must always be candid. We
each must clearly know each other's views. Only in this way
can real progress be made.

Thank you very much.



FOR IMMEDIATE RELEASE MAY 10, 1982

The Treasury announced today that the 2-1/2 year
Treasury yield curve rate for the five business days
ending May 10, 1982, averaged /EZ Xé/; rounded to
the nearest five basis points. Ceiling rates based
on this rate will be in effect from Tuesday, May 11,
1982 through Monday, May 24, 1982.

Detailed rules as to the use of this rate in
establishing the ceiling rates for small saver certifi-
cates were published in the Federal Register on July 17,
1981..

Small saver ceiling rates and related information
is available from the DIDC on a recorded telephone hessage.

The phone number is (202)566-3734.

y \ -
Approved” = - . i (
Francis X. Cavanaugh
Acting Director
Office of Market Analysis
& Agency Finance




REASURY NEWS

’epurtment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE PRELFASE CONTACT: Mary Boswell Watkins
May 10, 1982

SECRETARY REGAN ANNOUNCES PROPOSALS TO ASSIST THRIFT INDUSTRY

' ?reasugy Secretary Doneld T. Regan announced today that the
Administration has approved three legislative proposals designed
to assist the ailing thrift industry.

"This Administration recoanizes the importaent function of
our nation's thrift industry and is deeply concerned with its
current problems," Secretary Regan said. "We have been studyino
these problems in the Czbinet Council on Economic Affairs and
have designed three proposals which will sionificantly aid the
thrift industry at a minimal cqost to the Federal Government.
These proposals will help the thrifts to cope with temporarily
adverse market conditions. They will also contribute to the
development of a strong and competitive framework that 'will give
our thrift institutions the flexibility to respond to a changina
financial environment and shiftina market forces for years to
come. We believe that these proposals and the prospect for an
improved economic environment resultinag from the President's
Economic Recovery Program will ensure the soundness of the thrift
industry," he said.

"A strong thrift industry is essentizl to the long-term
financing of housing," the Secretary said. "These initietives
would enable thrifts to supply loans which would help the housing
industry endure this period of recession and high interest
rates.”

The Administration's proposals are as follows:

1. Income Capital Certificate Program. Fligible thrift
institutions with declining net worth would be authorized
to issue "Income Capital Certificates" (ICCs) to the
Federal Deposit Insurance Corporation (FDIC) for mutual
savinags banks or to the Federel Savings and Loan Ipnsurance
Corporation (FSLIC) for savinas and loen associations., In
return, the FDIC/FSLIC would issve promissory notes to the
thrifts. No cash would be inrvolved except for interest on
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the ICCs and the promissory notes. The ICCs would bolster
the net worth of thrift institutions, thereby giving them
"breathing room" while interest rates are excessively high.
When interest rates return to more normal levels and the
thrifts return to profitability, the FDIC/FSLIC promissory
notes held by the thrifts and the ICCs held by the
FDIC/FSLIC would be mutually cancelled.

Expanding thrift institution asset and liability powers.
Thrift institutions would be provided with increased
lending and investment powers giving them greater
flexibility to operate profitably. These new powers are
critical to a restructuring of the industry which will
enable it to avoid in the future the kind of earnings and
net worth problems it is currently experiencing.

An authorization for the depository institutions'

regulators to approve interstate and interindustry mergers

of troubled institutions. The regulators would be given
increased ability to find a larger number of depository
institutions willing to acquire or merge with troubled
thrifts, thereby reducing the cost of assistance that the
Federal deposit insurance agencies must provide to induce
mergers where few bidders are available.

The expansion of asset and liability powers and the
authorization of interstate and interindustry mergers are

contained in S. 1720, a bill. now before the Senate Banking

Committee, and in H.R. 4724, which is before the House Banking
Committee. '



TREASURY NEWS

Department of the Treasury e Washington, D.C. ¢ Telephone 566-2041
FOR 'RELEASE AT 4:00 P.M. ' May 11, 1982

TREASURY'S WEERKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling
approximately $ 9,800 million, to be issued May 20, 1982.

This offering will provide $ 25 million of new cash for the
Treasury, as the maturing bills were originally issued in the
amount of $ 9,771 million. The two series offered are as follows:

91-day bills (to maturity date) for approximately $ 4,900
million, representing an additional amount of bills dated
‘February 18, 1982, and to mature August 19, 1982 (CUSIP
No. 912794 BH 6), currently outstanding in the amount of $5,047
million, the additional and original bills to be freely
interchangeable.

182~-day bills for approximately $ 4,900 million, toc be
dated May 20, 1982, and to mature November 18, 1982
(CUSIP No. 912794 BT 0).

Both series of bills will be issued for cash and in
exchange for Treasury bills maturing May 20, 1982. In
addition to the maturing 1l3-week and 26-week bills, there are
$4,014 million of maturing 52-week bills. The disposition of
this latter amount was announced last week. Federal Reserve
Banks, as agents for foreign and international monetary
authorities, currently hold $ 1,841 million, and Federal Reserve
Banks for their own account hold $ 2,993 million of the maturing
bills. These amounts represent the combined holdings of such
accounts for the three issues of maturing bills.

Tenders from Federal Reserve Banks for themselves and as
agents for foreign and international monetary authorities will be
accepted at the weighted average prices of accepted competitive
tenders. Additional amounts of the bills may be issued to Federal
Reserve Banks, as agents for foreign and international monetary
authorities, to the extent that the aggregate amount of tenders
for such accounts exceeds the aggregate amount of maturing bills
held by them. For purposes of determining such additional
amounts, foreign and international monetary authorities are
considered to hold § 1,636 million of the original 13-week and
26-week issues,

The bills will be issued on a discount basis under competi-
tive and noncompetitive bidding, and at maturity their par amount
will be payable without interest. Both series of bills will be
issued entirely in book-entry form in a minimum amount of $10,000
and. in any higher $5,000 multiple, on the records either of the
Federal Reserve Banks and Branches, or of the Department of the
Treasury. ‘
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Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C.
20226, up to 1:30 p.m., Eastern Daylight Saving time, Monday,
May 17, 1982. Form PD 4632-2 (for 26-week series) or Form
PD 4632-3 (for 1l3-week series) should be used to submit tenders
for bills to be maintained on the book-entry records of the
Department of the Treasury.

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 competi-
tive tenders the price offered must be expressed on the basis of
100, with three decimals, e.g., 97.920. 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 in and borrowings on such securities
may submit tenders for account of customers, if the names of the
customers and the amount for each customer are furnished. Others
are only permitted to submit tenders for their own account. Each
tender must state the amount of any net long position in the bills
being offered if such position is in excess of $200 million. This
information should reflect positions held as of 12:30 p.m. Eastern
time on the day of the auction. Such positions would include bills
acquired through "when issued" trading, and futures and forward
transactions as well as holdings of outstanding bills with the same
maturity date as the new offering, e.g., bills with three months to
maturity previously offered as six-month bills. Dealers, who make
primary markets in Government securities and report daily to the
Federal Reserve Bank of New York their positions in and borrowings
on such securities, when submitting tenders for customers, must
submit a separate tender for each customer whose net long position
in the bill being offered exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury.

A cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual
issue price as determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit
of 2 percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders.
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Public announcement will be made by the Department of the
TFeasury of the amount and price range of accepted bids. Competi-
tive bidders will be advised of the acceptance or rejection‘ of
their tenders. The Secretary of the Treasury expressly reserves
the right to accept or reject any or all tenders, in whole or in
part, and the Secretary's action shall be final. Subject to these
reservations, noncompetitive tenders for each issue for $500,000
or less without stated price from any one bidder will be accepted
in full at the weighted average price (in three decimals) of
accepted competitive bids for the respective issues.

Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on May 20, 1982, in cash or other immediately-available funds
or in Treasury bills maturing May 20, 1982. Cash adjustments
will be made for differences between the par value of the maturing
bills accepted in exchange and the issue price of the new bills.

Under Section 454(b) of the Internal Revenue Code, the
amount of discount at which these bills are sold is considered to
accrue when the bills are sold, redeemed, or otherwise disposed of.
Section 1232(a)(4) provides that any gain on the sale or redemp-
tion of these bills that does not exceed the ratable share of the
acquisition discount must be included in the Federal income tax
return of the owner as ordinary income. The acguisition discount
is the excess of the stated redemption price over the taxpayer's
basis (cost) for the bill. The ratable share of this discount
is determined by multiplying such discount by a fraction, the
numerator of which is the number of days the taxpayer held the
bill and the denominator of which is the number of days from the
day following the taxpayer's date of purchase to the maturity of
the bill. If the gain on the sale of a bill exceeds the taxpayer's
ratable portion of the acquisition discount, the excess gain is
treated as short-term capital gain.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any
Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt.



TREASURY NEWS

pepartment of the Treasury o Washington, D.C. ¢ Telephone 566-2041

FOR RELEASE AT 4:00 P.M. May 12, 1982

TREASURY TO AUCTION $5,500 MILLION OF 2-YEAR NOTES

The Department of the Treasury will auction $5,500
million of 2-year notes to refund $3,873 million of notes
maturing May 31, 1982, and to raise $1,627 million new
cash. The $3,873 million of maturing notes are those held by
the public, including $732 million currently held by Federal

Reserve Banks as agents for foreign and international monetary
authorities.

In addition to the public holdings, Government accounts
and Federal Reserve Banks, for their own accounts, hold $411
million of the maturing securities that may be refunded by
issuing additional amounts of the new notes at ‘the average
price of accepted competitive tenders. Additional amounts of
the new security may also be issued at the average price to
Federal Reserve Banks, as agents for foreign and international
monetary authorities, to the extent that the aggregate amount
of tenders for such accounts exceeds the aggregate amount of
maturing securities held by them.

Details about the new security are given in the attached
highlights of the offering and in the official offering
circular.

00o

Attachment
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HIGHLIGHTS OF TREASURY
OFFERING TO THE PUBLIC
OF 2-YEAR NOTES
TO BE ISSUED JUNE 1, 1982

May 12, 1982

Amount Offered:
To the Public........'.'.......l.'... $5’500 million

Description of Security:

Term and type of security............ 2=-year notes
Series and CUSIP designation......... Series S-1984

A (CUSIP No. 912827 NF 5)
Maturity dat€...iceserecsceseacsseasss May 31, 1984
Call dat€eeseeesecssessssascssssansss NO Provision
Interest coupon rat€....cceeeveeeees. To be determined based on

the average of accepted bids

Investment yield.....cceseesensese... TO be determined at auction
Premium or discount......¢eces0v0.... TO be determined after auction
Interest payment dates...... eesessess November 30 and May 31
Minimum denomination available....... $5,000

Terms of Sale:
Method 0f Sal€.ceieevececsccscsnceess Yield auction
Accrued interest payable
bY INVesStOr.t.iesscecsssssveesensnsss NONE
Preferred allotment..ceeceeeese «2es... Noncompetitive bid for
$1,000,000 or less

Payment by non-institutional

investOorS.ceseccaceesans tsesssessss.. Full payment to be submitted
with tender

Deposit guarantee by

designated institutions......¢e....... Acceptable

Key Dates:
Deadline for receipt of tenders...... Wednesday, May 19, 1982,
by 1:30 p.m., EDST
Settlement date (final payment
due from institutions)
a) cash or Federal funds...... seses Tuesday, June 1, 1982
b) readily collectible check....... Thursday, May 27, 1982

Delivery date for coupon securities.... Thursday, June 10, 1982

9213
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