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TREASURY NEWS

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

FOR IMMEDIATE RELEASE
Friday, November 4, 1983

STATEMENT BY
TREASURY SECRETARY DONALD T. REGAN
ON THE DEBT CEILING

Secretary of the Treasury, Donald T. Regan, said today that
because of the irresponsible inaction by the Senate to raise the
debt ceiling the Treasury Department must continue the
"hand-to-mouth policies" that it has been pursuing since Monday.

"Since the Senate has failed to act on our request to raise
the debt limit, the Treasury is attempting to adjust its
financing plans in a way that will minimize the costs to the
taxpayer of the resulting market disruptions,"™ Regan said.

"Treasury's delay in making announcements or waiting until a
debt limit is passed, continually exacerbates market uncertainty.
Many issuers of debt, including corporations, state and local
governments, and Federal agencies, must plan their own financing
around Treasury's schedule. There should be no necessity to
manage the public debt in this manner. It is risky and
disruptive. The Senate should act as soon as possible in the
interests of the American people,™ Regan continued.

As a result of the inaction by the Senate, Treasury
announced Monday the suspension of the sale of U.S. Savings Bonds
and special state and local government non-marketable Treasury
securities (SLGs).

By taking these steps and reducing by $5 billion the amount
of its weekly bills auctioned last Monday, it appears likely the
Treasury can reschedule to settle the refunding issues in their
original amounts on November 15 without exceeding the debt limit.

However, resumption of Savings Bonds, SLGs and the full
restoration of Treasury's regular market financing will have to
wait for positive Senate action on the debt ceiling bill.

The refunding announcement made today is attached.
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FOR RELEASE AT 10:00 A.M. November 4, 1983

TREASURY RESCHEDULES $16 BILLION REFUNDING OFFERINGS

The Department of the Treasury hereby amends its offering
announcement of October 26, 1983. The auction of 3-year notes in
the amount of $6,500 million, originaly scheduled for Tuesday,
November 1, is now scheduled for Monday, November 7, with the
closing time for receipt of tenders at 12:30 p.m. EST. The
auction of 10-year notes in the amount of $5,250 million,
originally scheduled for Wednesday, November 2, is now scheduled
for Wednesday, November 9, with the closing time for receipt of
tenders at 1:30 p.m., EST. The auction of 29 3/4-year bonds in
the amount of $4,250 million, originally scheduled for Thursday,
November 3, is now scheduled for Thursday, November 10, with the
closing time for receipt of tenders at 1:30 p.m., EST. The
securities will be issued on Tuesday, November 15, as originally
announced.

The Treasury may alter the size or timing of these auctions
unless 1t has assurance of Congressional action on legislation to
ralse the statutory debt limit before the rescheduled auction
dates.
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For Release Upon Delivery
Expected at 9:30 a.m., E.S.T.
November 4, 1983

STATEMENT OF
THE HONORABLE JOHN E. CHAPOTON
ASSISTANT SECRETARY (TAX POLICY)
DEPARTMENT OF THE TREASURY
BEFORE THE
SENATE FINANCE COMMITTEE

Mr. Chairman and Members of the Committee:

4 am pleased to have the opportunity to present the views of
‘the Administration on S. 1822, a bill to. amend the Internal
Revenue Code to create a new mortgage investment vehicle known as
Trusts for Investments in Mortgages (“TIMs"). I also would like
to take this opportunity to discuss generally the tax treatment
of residential mortgage investments and secondary mortgage market
institutions.

While the Administration opposes S. 1822 as presently
drafted, the Administration does support the TIMs concept. The
Administration plans to offer in the near future an alternative
TIMs proposal for the Committee's consideration as a substitute
for S. 1822.
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Background -

The secondary mortgage market has expanded dramatically in
the last few years and is expected to continue to grow. The term
"secondary mortgage market" describes a market where mortgage
originators such as thrift institutions and mortgage bankers may
sell mortgages or mortgage-backed securities to investors who
desire to own them as portfolio investments. According to the
Wall Street Journal, in 1980, mortgage orginators sold almost
one-half of all single family residential mortgage originations
in the secondary mortgage market. Many believe that sales of
home loans in the secondary market will soon total two-thirds of
all new mortgage originations. HUD estimates that nearly $116
billion of single-family mortgages were purchased in the
secondary mortgage market during the first eight months of 1983.
This eight-month volume for 1983 exceeds the record $110 billion
volume for all of 1982 and is more than double the 1981 volume of
$55 billion.

The rapid growth of the secondary market has coincided with a
trend towards "securitization" of mortgages, that is, the
packaging of large pools of mortgages into mortgage-backed
securities that represent interests in the pooled mortgages. 1In
the first eight months of 1983, an estimated $60 billion in
mortgages were pooled into mortgage-backed securities and sold in
the secondary market. Mortgage-backed securities have the
advantage of greater liquidity and less risk of default than
individual whole mortgages, and they free investors from the
administrative burden of having to deal with thousands of
relatively small mortgages which comprise the mortgage pool.

One of the principal reasons for the expansion of the
secondary mortgage market has been the substantial change in the
nature of thrift institutions, which traditionally have supplied
the bulk of long-term residential mortgage credit. Since the
late 1970's, thrifts have faced higher costs of capital as
interest rates paid on deposits increased due to competitive
pressures and interest rate deregulation of financial
institutions. Volatile interest rates made it increasingly
risky for thrifts to finance portfolios of long-term fixed rate
mortgages with short-term deposits bearing variable interest
rates. Many thrifts experienced substantial losses when their
interest costs exceeded their returns on long-term fixed interest
rate mortgage investments. Partly as a result of the problems
faced by thrifts, thrift asset powers have been expanded through
deregulatory legislation, with the result that thrifts now may
own more non-mortgage assets in their portfoliocs. At present,
thrifts increasingly have been shifting their focus towards
origination and servicing of residential mortgages, rather than
holding mortgages they originated as long-term investments.



The secondary mortgage market is the principal means by which
thrifts and other mortgage originators are able to sell newly
originated mortgages (or older mortgages held in their portfo-
lios) to raise capital to finance new mortgage loans. At the
present time, the secondary market is dominated by three agencies
with ties to the Federal government: the Federal National
Mortgage Association (FNMA or "Fannie Mae"), the Federal Home
Loan Mortgage Corporation (FHLMC or "Freddie Mac"), and the
Government National Mortgage Association (GNMA or "Ginnie Mae").
Ninety-seven percent of the mortgage-backed securities purchased
by investors in the secondary market during the first eight
months of 1983 were issued or backed by these Government-related
agencies. As this statistic indicates, the Federal involvement
in the secondary market has expanded significantly as the role of
thrift institutions as investors in mortgages has decreased.

GNMA is part of the Department of Housing and Urban Develop-
ment. It provides a secondary guarantee (backed by the full
faith and credit of the United States) of FHA~-insured or
VA-guaranteed mortgage pools formed by qualified private issuers.
FNMA is a privately owned corporation which has special Federal
agency borrowing privileges (a $2.25 billion Treasury line of
credit usable at Treasury discretion), as well other Federal
agency benefits such as an exemption from securities registration
requirements and from state and local taxes. FHLMC is wholly
owned by the Federal Home Loan Banks, which in turn are owned by
private thrift institutions. FHLMC has, among other Federal
agency benefits, an indirect Treasury line of credit of $4
billion (through the Federal Home Loan Banks), also at Treasury
discretion. Unlike FNMA, FHLMC is exempt from Federal income
taxes. Because of their agency status and statutory privileges,
FNMA and FHLMC are able to obtain capital at close to the
borrowing rates applicable to Treasury borrowings. As of the end
of fiscal year 1983, these agencies owned about $80 billion in
mortgages and had over $223 billion in mortgage-backed securities
outstanding.

Under present law, FNMA and FHLMC both are limited to
acquiring "conforming" mortgages (i.e., those under $108,300).
They may acquire these mortgages for their own portfolios, but
increasingly they are purchasing mortgages to be packaged and
resold as mortgage-backed securities guaranteed by their credit.
Because of their agency status and standing in the markets,
almost all mortgage-backed securities using conventional,
conforming mortgages are sold by FNMA and FHLMC. 1In addition,
almost all FHA or VA mortgages sold in the secondary market are
sold with GNMA guarantees.



Within the past 12 months there have been some new wholly
private concerns that have entered the secondary market as
issuers of mortgage-backed securities. These private i§suers are
allowed to purchase any kind of mortgage to use for their
mortgage-backed securities, but in fact they are often priced out
of the Government-insured and conventional, conforming @arkets
because of the presence of the Government-related agenciles. The
extent of their disadvantage may be estimated by comparing the
interest rate spreads between mortgage-backed securities issued
by private parties and those issued by FNMA and FHLMC. Compared
to securities of private issuers, FNMA and FHLMC securities have
a 50 to 100 basis point interest rate advantage that directly
reflects their agency status. These private sector issuers are
able to operate in the conventional, non-conforming (over
$108,300) market without competition from the Government-related
agencies. However, the nonconforming market is relatively small,
accounting for less than 8 percent of mortgages sold in the
secondary market.

Over the past two and a half years, the Administration has
made a strong commitment to controlling the growth of Federal
credit, including credit of Government-related agencies, for
several reasons., First, the growing Federal consumption of
capital that could be more efficiently employed if left in
private hands has caused a misdirection of investment resources
and has substantially inhibited capital formation and economic
growth. Second, Federally subsidized borrowers are nearly
always less productive than unsubsidized borrowers, in large part
because this growing Federal intervention has distorted the
market's assessment of true risk and return and weakened the
normal bottom-line discipline of profitability and credit
worthiness. Finally, the avalanche of new Federal and Federally
sponsored debt issues continuously offered to the market will
keep interest rates higher than would otherwise be the case,
forcing all private firms to shoulder more expensive financing
costs and in many cases crowding out unsubsidized private
borrowers who cannot absorb the higher interest expense.

As part of this policy of limiting the growth of Federal
credit, the Administration remains committed to seeking the total
privatization of Fannie Mae and Freddie Mac. The Administration
is convinced that the special advantages enjoyed by these
agencies result in a less efficient allocation of this nation's
scarce credit resources and higher overall borrowing costs for
all users of credit, including many homebuyers. Although the
Administration does not propose to privatize Fannie Mae and
Freddie Mac at this time, the Administration believes that as a
matter of Federal credit policy, it is crucial to encourage
private sector mortgage securities issuers to enter the market as
viable competitors of these agencies. As more fully discussed



below, the Administration views the TIMs tax proposal as a key
tool for increasing the role of private sector issuers of
mortgage-backed securities. The Administration will not support
any TIMs tax legislation that permits the Government-related
agencies to participate directly or indirectly in this new
market. Thus, the Administration fully concurs with the sponsors
of S. 1822 that the intent of the TIMs initiative is to foster a
strong, totally private, secondary mortgage market.

The TIMs proposal, limited in this manner, should be viewed
as a first step toward privatization of the secondary mortgage
market. After the TIMs vehicle is in place, we will study the
expansion of the private market and will propose further steps
towards privatization of the secondary market as may be
appropriate,

With that background, I will now turn to the current tax
treatment of mortgages and mortgage-backed securities.

Tax Treatment of Mortgages and Mortgage-Backed Securities

Whole mortgages. Under current law, holders of debts of
individuals (including residential mortgages) are subject to
different rules from those applicable to holders of debt
instruments of corporate debtors. Stated interest provided for
in a loan obligation is ordinary income to the holder, regardless
of whether the debtor is an individual or a corporation.

However, the tax treatment of unstated interest, such as
discounted "points”, and the treatment of collections of
principal on the loans differs depending on the identity of the
debtor. Original issue discount on debt obligations of persons
other than individuals is subject to the periodic inclusion rules
of Code section 1232A, which require a portion of the original
issue discount to be taken into the holder's income on a daily
basis as interest income, whether or not received. 1In contrast,
original issue discount is not taxable to the holder of an
individual's mortgage loan until actually received or accrued
(depending on the holder's method of accounting). Another
important difference is .that receipt of principal payments from
the debtor in excess of the holder's basis in a corporate debt
obligation results in capital gain to the holder (other than a
financial institution) if the debt is a capital asset in the
holder's hands. This capital gain may arise when an existing
obligation that was issued for its face amount is purchased at a
discount ("market discount"), and the debtor thereafter repays
the obligation. See Code section 1232(a)(l). In contrast, the
holder of an individual's mortgage obligation that was acquired
at a market discount has ordinary income when the mortgage is
repaid. Since there are many billions of dollars of existing
mortgages with below-market interest rates, there is a tremendous
amount of potential market discount on mortgages in our economy.




In the case of a mortgage purchased at a market discount,
each payment of principal results in ordinary income to the
extent that the amount of principal received (or due) exceeds a
proportionate part of the holder's basis in the obligation. For
example, if an investor buys a $100 mortgage for $80, each dollar
of principal received from the borrower will result in 20 cents
of ordinary income; 80 cents of the investor's basis will be
offset against each dollar of principal received. Since
residential mortgages generally call for low principal payments
in early years and increasing principal payments in later years,
the ordinary income attributable to a mortgage purchased with
market discount tends to be deferred until later years.

Market discount is in all respects the eqguivalent of interest
income to the holder of a debt because it exists in lieu of
coupon interest, and is reflected in the fixed and predictable
growth in value of the bond according to a compound interest
formula. To treat market discount correctly, the holder of a
debt acquired at a market discount should be required to include
the discount in income annually on a constant interest method,
similar to that applicable to corporate original issue discount
obligations. We believe, however, that another approach which
would be more easily administered and complied with by taxpayer's
might be adopted as an alternative. This alternative approach
would require computation of the periodic accrual of market
discount, and recognition of this amount as ordinary income when
the bond is sold or paid at maturity. The computation of the
accrual of market discount would be made on a straight-line basis
or the constant interest method, at the taxpayer's election.
Equivalent tax treatment should apply to market discount on both
corporate and individual debts.

Mortgage-backed securities. Until recently, most residential
mortgages marketed as mortgage-backed securities were not sold as
whole mortgages, but were pooled in "fixed investment trusts" and
sold in the form of certificates of beneficial interest in the
trusts. The fixed investment trust form is used because no
corporate or other income tax is imposed on the trust, which is
viewed as a "grantor trust." In a grantor trust, all income
taxes with respect to the mortgages are paid by the certificate
holders under the rules applicable to direct ownership of whole
mortgages, and the certificate holders are treated as the
beneficial owners of the mortgages. Since the investors are
considered to "own" mortgages rather than some other security,
thrift institutions that own fixed investment trust mortgage
securities may treat them as "mortgages" for purposes of the
special bad debt reserve deduction available to thrifts with
substantial mortgage investments. See, e.g., Rev. Rul. 70-544,
1970-2 C.B. 6; Rev, Rul., 70-545, 1970-2 C.B. 7.




The beneficial tax treatment of fixed investment trusts is
lost if the trustee of the trust possesses any significant power
to vary the investments of the trust (such as by reinvesting the
proceeds of mortgages that are prepaid). If such a power exists,
the trust is treated as an association taxable as a corporation,
and a corporate tax will be imposed on the trust. Distributions
by the trust to certificate holders then would be subject to a
second tax as "dividends."

Despite its widespread use, the fixed investment trust device
for mortgage investments has several drawbacks. The threat of
association status makes it difficult to provide "call
protection” to investors (i.e., a guaranteed yield for a
guaranteed period), because unforeseen mortgage prepayments or
other receipts of the trust cannot be reinvested in new
mortgages. Since mortgage prepayments cannot be reinvested, they
must be distributed to the investors. 1Investors are unable to
predict with certainty the duration of their investments or their
expected yields to maturity. Many investors have declined to
purchase fixed investment trust mortgage-backed securities
because of their lack of call protection,

In addition, it is difficult or impossible to structure a
fixed investment trust when the certificate holders have
interests in the mortgages that differ in their respective
maturities or in their rights to receive distributions of cash
flow. For example, it may be impossible in a fixed investment
trust to provide for a priority in distribution of cash flows to
certain investors. Such priority arrangements, known as
"fast-pay, slow-pay" pools, are desirable as a means of providing
investors call protection and a mortgage security with a more
certain maturity. 1In a fast-pay, slow-pay pool, all mortgage
principal payments (including prepayments) up to a specified
amount are first distributed to a class of "fast-pay" investors
who do not require call protection and wish to make short-term
investments. After the fast~-pay class has been retired, the
remaining "slow-pay" classes begin to receive principal payments
collected by the pool., The slow-pay investors have an investment
with a longer maturity than fast-pay, and they enjoy some
significant degree of call protection because their investment
will not be retired until all fast pay investors have been fully
repaid. Fast-pay, slow-pay pools partitioned into two or more
investment classes may be sold at a significant premium over
whole mortgage pools because of these features,

Other arrangements besides grantor trusts may be used to
market mortgage-backed securities without a corporate tax being
imposed on the pool. Issuers are beginning to turn to these
alternative structures to avoid the limitations presented by the
grantor trust rules. Although these arrangements allow active
management of the mortgages in the pool and multiple classes of
ownership, they pose a variety of problems of their own.



Real estate investment trusts (REITs) are permitted to pass
through their income to shareholders without corporate tax.
REITs may own residential mortgages, and they are permitted to
exercise certain active management powers. REIT also may have
more than one class of ownership interest. However, a REIT must
have 100 or more shareholders, making it unavailable for use in
private placements, and it must distribute at least 95 percent of
its income and cannot reinvest those amounts. Although multiple
class REITs are permitted, there is uncertainty regarding the
taxation of the stockholders in a fast-pay, slow pay REIT because
of the potential adverse application of Code section 305 and
other Subchapter C rules as shares are periodically redeemed.
Furthermore, the REIT rules change the character and timing of
the income flow from the mortgage investments from that which
would be available to direct investors in mortgages.

Partnerships also might be used as a means of marketing
multiple classes of mortgage-backed securities without any
corporate tax being imposed on the mortgage pool. However,
partnerships are subject to a variety of complex rules under
Subchapter K of the Code. Furthermore, partners are allowed to
deduct on their individual returns tax losses sustained by the
partnership, and are allowed to make special allocations of
income and loss among themselves. We have some concern that
partnerships that invest in mortgages might be used as a means of
creating substantial tax shelters or tax-deferred interests for
the benefit of certain partners. These tax avoidance possibil-
ities are not available under the fixed investment trust vehicle.
In addition, serious distortions of taxable income could result
for a partner who acquires his interest in the partnership in the
secondary market from an existing partner at a discount or
premium, unless a series of adjustments is made by the
partnership to the cost basis of each of its mortgages each time
a partnership interest changes hands. These adjustments would
be a burdensome endeavor in a publicly traded vehicle,
Partnership investments also may not be legal investments for
some classes of potential mortgage investors under State
regulatory statutes.

Finally, mortgage-backed securities can be issued as
corporate indebtedness that is secured by mortgages (or
mortgage-backed securities) owned by the issuing corporation
("mortgage-backed bonds"). The bonds might pay to the holders
all or most of the amounts received on the underlying mortgages.
Since mortgage-backed bonds are corporate bonds, the tax
treatment of the holders of the bonds and the issuer is governed
by the rules applicable to corporate bonds, rather than to those
applicable to mortgages of individuals. The disparity between
these rules may in some cases make it disadvantageous for
investors to acquire the bonds. On the other hand,



mortgage-backed bonds in some situations might be used to create
tax shelters for issuers of the bonds. Furthermore, in-some
cases, recovery of market discount on the mortgages might be
converted into capital gain in the hands of the bondholders.

One category of mortgage-backed bonds, known as "builders'
bonds", also presents tax policy concerns, Builders' bonds are
issued by home builders who sell houses under the installment
sales method. The builders take back mortgages on the houses,
and report their profits on the sales as principal payments are
made on the mortgages. 1In a typical builders' bond transaction,
the builder pools the mortgages and converts them into
mortgage~-backed securities carrying a GNMA or other agency
guarantee. The guaranteed securities are then pledged as
collateral for the mortgage-backed bond issue. The bonds enable
the builder to borrow all or a substantial part of the amount of
the mortgages, since they are backed by the Federal Government
and produce sufficient revenues to service most or all of the
payments due on the bonds. Thus, issuing a builders' bond
enables the builder to receive almost the full value of the
mortgages in cash without exposing itself to any significant
borrowing risk, while at the same time continuing to defer tax on
the profits from the sale of the houses for as long as 30 years.

Installment sales reporting is intended to benefit taxpayers
who sell their property but do not promptly receive the full
sales proceeds. With a builder's bond, however, the builder
receives the sales proceeds when the bonds are sold to the
investors. Because a purchaser of a builder's bond is unaffected
by the limitations or restrictions on securities issued by fixed
investment trusts, builders' bonds may be more attractive to
investors than fixed investment trust mortgage securities,

S. 1822

Trusts for Investment in Mortgages

S. 1822 would create a new investment vehicle for mortgage-
backed securities known as TIMs (Trusts for Investment in
Mortgages). The Administration agrees with the sponsors of
S. 1822 that a new mortgage-backed securities vehicle is needed
to respond to the difficulties with existing structures for
packaging mortgages for sale in the secondary market. However,
the Administration has one significant policy objection with
respect to S. 1822, and there are several important technical
problems with the bill.

Under the provisions of S. 1822, a TIM could acquire a pool
of mortgages and be exempt from corporate tax (as is the case
with fixed investment trust mortgage pools) on the earnings of
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the pool. The tax incidents of owning mortgages generally would
be unchanged from present law, and all tax liabilities associated
with direct ownership of mortgages would be borne by the
investors. Unlike a fixed investment trust, however, a TIM could
actively manage its portfolio of assets so as to provide for call
protection against unexpected prepayments. In addition,
fast-pay, slow-pay interests in the mortgages would be permitted.
Because of these features, a TIM security could be superior to
traditional fixed investment trust mortgage-backed securities
using equivalent mortgages. The Administration supports these
general aspects of S. 1822, which are consistent with the TIMs
concept as originally developed by the President's Commission on
Housing. :

Under S. 1822, FNMA and FHLMC would be prohibited from being
trustees, directors or shareholders of TIMs. This prohibition
reflects the view by the sponsors of S. 1822 that TIMs should be
used to promote activity in the secondary mortgage market by
private sector entities, not by the Government-related agencies.
If the Government-related agencies were allowed to issue TIMs,
they could further entrench themselves in the secondary mortgage
market and forestall the development of viable private sector
issuers of mortgage-backed securities.

The Administration agrees that TIMs should be limited to
private sector issuers, Nevertheless, we believe that the
prohibition in S. 1822 may be too restricted. S. 1822 does not
affect or limit the involvement of GNMA in any aspect of TIMs,
nor does it prohibit the Government-related agencies from being
issuers of TIMs or from having agency securities used as assets
of TIMs established by private persons (such as investment
bankers). TIMs funded by agency securities would have a distinct
competitive advantage over TIMs established without the benefit
of Federal agency backing, and might even be viewed as superior
to corporate debt obligations.

S. 1822 also does not preclude the Government-related
agencies or others from using any of the alternative types of
mortgage-backed securities that may have some or all of the
advantages of TIMs. These include multiple class mortgage REITs,
partnerships substantially all of whose assets consist of
mortgages or mortgage-backed securities, or mortgage-backed
bonds. FHLMC has issued at least $1.5 billion of these
mortgage-~-backed bonds in a fast-pay, slow-pay format (known as
"Collateralized Mortgage Obligations") within the past six
months. Without rules to preclude these "TIMs-like" securities,
the Government-related agencies would retain much of their
present advantage over potential private sector issuers of TIMs,
especially if these TIMs-like securities are structured to
maximize their tax avoidance potential.
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To ensure the maximum amount of competition between the
private sector and GNMA, FNMA, and FHLMC, the Administration
would support TIMs legislation only if it prohibits the agencies
from issuing TIMs and TIMs-like securities, and prohibits
securities of the agencies from being used as collateral for
privately issued TIMs-like securities. 1In our view, the
Government-related agencies should retain their ability to
operate in the portion of the secondary market that they now
dominate -- the market for single-class fixed investment trust
securities. New types of mortgage-backed securities should be
reserved for the private sector,

At a technical level, S. 1822 has several defects. The bill
would treat TIMs shareholders as if they were partners in a
partnership. The Administration objects to this treatment for
the reasons previously discussed regarding the problems with
mortgage-backed securities issued in partnership form, namely,
excessive complexity, and the possibility of creating tax
shelters or tax deferred interests, We believe that paper tax
losses of a TIM should not be allowed to TIM investors, and that
there should be a single set of statutory rules for allocating
the income of the TIM. Furthermore, S. 1822 has no effective
mechanism to adjust the tax liability of TIMs investors who
purchase their interests from prior owners at a premium or
discount. This may make TIMs investments relatively less
desirable than direct investments in mortgages.

Another significant problem in S§. 1822 is that the bill would
allow a person (such as a thrift institution) who contributes
depreciated mortgages in exchange for an interest in the TIM to
recognize losses that would not have been recognized if the
mortgages were not contributed to the TIM (in which case the
losses would not be recognized until the mortgages were sold).
Since ownership of a TIM represents an ownership interest in the
TIM's mortgage assets, it is inappropriate to allow or require a
taxpayer to recognize losses on a contribution of the mortgages
unless and until he sells his TIM shares. There are a number of
other technical problems in S. 1822 that must be resolved in
order to create a properly functioning pass-through vehicle that
does not lend itself to abuse.

In the near future the Administration will propose an
alternative TIMs statute that is responsive to the concerns
outlined here. The Administration's TIMs proposal will authorize
a mortgage investment vehicle that combines the characteristics
of a Subchapter S corporation, a partnership, and a REIT. 1In
general, a TIM will not be subject to tax. Any current interest
or discount income generated on mortgages held by the TIM will be
allocated to the TIM stockholders on a current basis, regardless
of whether the income is distributed. There will be no dividends
paid deduction, no mandatory distribution requirements, and no
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earnings and profits accounts. The Administration proposal will
limit TIMs to mortgage-related and cash equivalent investments of
a specified class. TIMs will not be allowed to have any active
business income (such as fees for mortgage origination or
servicing).

Under the Administration proposal, a TIM would be required to
meet definitional tests similar to those applicable to a REIT.
However, the 100 shareholder requirement and personal holding
company restrictions applicable to REITs will be waived. FNMA,
FHLMC, and GNMA would be prohibited from being issuers, managers
or shareholders of a TIM, and would not be permitted to guarantee
TIM assets or TIM shares.

The goal of the rules for TIMs under the Administration's
proposal will be to allocate to the TIM stockholders the same
amount and character of taxable income, in the aggregate, as
would have arisen had the mortgages been held outside of the
entity. When all TIM shares are not identical, the Adminis-
tration proposal will allocate the TIM's income by looking first
to the investors who are receiving priority cash distributions
from the TIM. Since the goal is to allocate the tax liability
associated with mortgages in the pool without altering the ba51c
rules governing taxation of mortgages, retirements or .
dispositions of mortgages held by the TIM will be treated as if
the TIM shareholders retired or disposed of the mortgages held by
the TIM. A concept of "par value" of TIM stock will be used to
correlate transactions in mortgages by the TIM with the tax
treatment of TIM shareholders. Thus, "fast-pay, slow-pay"
classes of stock will be facilitated.

To the greatest extent possible, the TIM will be required to
provide investors with information setting forth the amount of
each investor's taxable income, capital gain, and adjusted basis
for tax purposes. If an investor purchases his interest from
another investor at a premium or discount compared to the former
investor's basis, the premium or discount will be separately
amortized by the new investor in a manner similar to the
treatment of discounts and premiums on direct mortgage
investments. However, if the new investor informs the TIM of his
purchase price, the TIM will be able to provide him with the
appropriate amortization calculation.

A TIM will be disqualified from flow-through treatment (and
will become taxable as a regular corporation) only in rare
circumstances. Penalty taxes will be used in lieu of

disqualifying the TIM as a means of enforcing the qualification
requirements in most instances.

A thrift institution or other taxpayer who contributes
mortgages to a TIM in exchange for TIM shares generally will
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recognize no gain or loss until the TIM shares are sold.  The
TIM will account for a contribution of property on a "mark to
market” system; the TIM's cost basis in the mortgages will be
considered to be equal to their fair market value when
contributed. A contributing shareholder will be entitled to
certain adjustments to compensate for the difference in the fair
market value of the assets and their adjusted basis to the
contributing shareholder so as to approximate the tax results
that would have obtained if the mortgages had not been
contributed to the TIM.

The Administration proposal will contain other provisions
designed to prohibit TIMS-like transactions using Government-
related agency securities, including multiple class partnerships,
REITs, or mortgage-backed bonds. 1In addition, our proposal will
deny the installment sale reporting method in connection with
long-term "builders' bond" arrangements.

It is our hope that the Congress will give the Administration
proposal serious consideration so that we may accomplish our
objective of strengthening the private secondary mortgage market,
We believe that our proposal will provide significant benefits to
homebuyers, home builders, financial institutions and other
investors, while prohibiting abusive transactions and reducing
the Federal Government's direct and indirect involvement in the
secondary mortgage market.

Taxation of FHLMC

Consistent with the Administration's objective of fostering
privatization of the secondary mortgage market, the Adminis-
tration also proposes that FHLMC be made subject to Federal
income taxes.

Freddie Mac is owned by the Federal Home Loan Banks, which in
turn are owed by private savings and loan institutions. Freddie
Mac also has authority to sell preferred stock to private
shareholders. Moreover, Freddie Mac is a direct competitor of
Fannie Mae in that they both purchase the same classes of
mortgages for use as mortgage-backed securities. However, Fannie
Mae (as well as the new wholly private issuers of mortgage-backed
securities) are fully subject to Federal income tax.

The stated purpose of the Freddie Mac tax exemption, which
was provided by a Senate floor amendment to the Emergency Home
Finance Act of 1970, was to enable it to accumulate capital and
to compete with Fannie Mae, an established entity. In addition,
it was stated that Freddie Mac was not expected to make a high
profit. Lastly, it was asserted that it would be unfair to tax
Freddie Mac since the earnings of its stockholders, the Federal
Home Loan Banks, are tax exempt,
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These arguments no longer are persuasive. Freddie Mac is
highly profitable and has a l4-year record of success in the
secondary market. The failure to tax Freddie Mac directly
benefits private thrift institutions and future preferred
stockholders of Freddie Mac, who may expect to receive
substantially larger dividends than if Freddie Mac were taxed.
Finally, the tax exemption of Freddie Mac gives it a substantial
economic advantage over its taxable competitors. When Freddie
Mac was organized, the then Chairman of the Senate Banking
Committee stated that the tax-exempt status of Freddie Mac should
be reexamined if Freddie Mac obtained a "net advantage" over
Fannie Mae. We submit that Freddie Mac now does enjoy such a
net advantage.

Finally, if Freddie Mac is made taxable, appropriate pro-
visions should be included in the legislation to insure that
losses on Freddie Mac's mortgage portfolio that were accrued but
not realized during its tax-exempt period will be unavailable to
shelter its future income from taxation.

This concludes my prepared remarks. I would be happy to
answer any questions you may have.
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epartment of the Treasury e Washington, D.C. ¢ Telephone 566-2041

November 7,

FOR IMMEDIATE RELEASE

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

1983

Tenders for $ g,202 million of 13-week bills and for $6,209 million
of 26-week bills, both to be issued on November 10, 1983, were accepted today.

RANGE OF ACCEPTED
COMPETITIVE BIDS:

Low
High
Average

13-week bills
maturing February 9, 1984

H 26-week bills

: maturing

May

10, 1984

Discount Investment : Discount Investment

Rate Rate 1/ Price : Rate Rate 1/ Price
8.80%a/ 9.15% 97.776 9.007 9.59% 95.450
8.847 9.19Z 97.765 ° 9.037 9.627 95.435
8.83Z 9.187% 97.768 9.027% 9.617% 95.440

a/ Excepting 1 tender of $600,000.
Tenders at the high discount rate for the 13-week bills

Tenders at the high discount rate for the 26-week bills were allotted

Location

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco

Treasury
TOTALS

Type
Competitive

Noncompetitive

TENDERS RECEIVED AND ACCEPTED

(In Thousands)

were

807.
91%.

allotted

Subtotal, Public $14,073,485

Federal Reserve
Foreign Official
Institutions

TOTALS

Received Accepted : Received Accepted

$ 236,680 $ 44,130 *$ 173,720 $ 42,320
11,988,190 4,716,190 % 12,391,560 5,294,860
33,895 33,895 : 16,405 16,405
70,410 48,410 ¢ 65,275 45,375
42,345 41,345 : 84,685 49,695
47,765 47,765 : 35,030 34,940
1,789,450 640,250 * 1,306,470 251,655
55,930 31,930 : 26,255 17,255
16,360 16,360 : 17,060 12,060
52,565 52,565 : 43,165 43,165
30,330 25,330 : 29,110 23,660
793,655 238,655 745,685 67,985
265,635 265,635 309,170 309,170
$15,423,210  $6,202,460 *$15,243,590  $6,208,545
$13,099,725 $3,878,975 1$12,661,220 $3,626,175
973,760 973,760 : 823,070 823,070
$4,852,735 *$13,484,290 $4,449,245

1,302,125 1,302,125 ‘ 1,100,000 1,100,000
47,600 47,600 : 659,300 659,300
$15,423,210 $6,202,460 *$15,243,590 $6,208,545

1/ Equivalent coupon-issue yield.
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'epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE November 7, 1983
RESULTS OF AUCTION OF 3-YEAR NOTES

The Department of the Treasury has accepted $6,503 million of
$14,982 million of tenders received from the public for the 3-year
notes, Series P-1986, auctioned today. The notes will be issued
November 15, 1983, and mature November 15, 1986.

The interest rate on the notes will be 11%. The range of
accepted competitive bids, and the corresponding prices at the 11%
interest rate are as follows:

Yield Price
Low 11.00% 1/ 100.000
High 11.12% 99.701
Average 11.11% 99.726

Tenders at the high yield were allotted 50%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Received Accepted

Boston $ 330,280 $§ 171,280
New York 12,257,690 5,067,820
Philadelphia 48,545 48,545
Cleveland 203,250 152,250
Richmond 152,650 125,150
Atlanta 123,015 112,015
Chicago 859,685 333,685
St. Louis 161,060 141,310
Minneapolis 51,010 50,510
Kansas City 107,095 104,345
Dallas 42,880 35,380
San Francisco 640,275 156,225
Treasury 4,100 4,100
Totals $14,981,535 $6,502,615

The $6,503 million of accepted tenders includes $1,179
million of noncompetitive tenders and $5,324 million of competitive
tenders from the public.

In addition to the $6,503 million of tenders accepted in the
auction process, $ 30 million of tenders was awarded at the average
price to Federal Reserve Banks as agents for foreign and international
monetary authorities. An additional $1,100 million of tenders was
also accepted at the average price from Government accounts and Federal
Reserve Banks for their own account in exchange for maturing securities.

1/ Excepting 3 tenders totaling $115,000.
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partment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE CONTACT: CHARLES POWERS
November 3, 1983 (202) 566-2041

U.S. INCOME TAX TREATIES WITH AUSTRALIA
AND NEW ZEALAND RATIFIED

The Treasury Department today announced that instruments of
ratification have been exchanged between the United States and
Australia and between the United States and New Zealand, bringing
into force, respectively, treaties with those countries to avoid
double taxation and prevent fiscal evasion with respect to taxes
on income. In each case the new treaty replaces an earlier
income tax treaty.

Instruments of ratification of the United States-Australia
income tax treaty were exchanged in Washington on October 31,
1983, by Deputy Assistant Secretary of State for East Asian and
Pacific Affairs, Robert A. Brand and Charge d'Affaires ad interim
of Australia, Geoffrey J. Price. The treaty entered into force
on that date. 1Its provisions have effect for dividends, interest
and royalties derived on or after December 1, 1983 and, for other
income, for taxable years beginning on or after December 1, 1983,
The prior treaty, signed in 1953, ceases to have effect for any
tax for which the new treaty applies.

Instruments of ratification of the United States-New Zealand
income tax treaty and accompanying protocol were exchanged in
Washington on November 2, 1983 by Deputy Assistant Secretary of
State for East Asian and Pacific Affairs, Robert A. Brand, and
Ambassador of New Zealand, L. R. Adams Schneider. The treaty and
protocol entered into force on that date. Its provisions with
respect to U.S. withholding taxes will have effect for amounts
paid or credited on or after January 1, 1984, and with respect to
New Zealand withholding taxes for income years beginning on or
after April 1, 1984, However, the provisions of Article 10 con-
cerning the New Zealand tax on dividends beneficially owned by a
resident of the United States will apply with respect to divi-
dends derived on or after April 1, 1982. With respect to other
taxes, the provisions of the treaty have effect for U.S. taxable
years beginning on or after November 2, 1983 and for New Zealand
income years beginning on or after April 1, 1984. The prior
treaty signed in 1948, ceases to have effect for any tax to which
the new treaty applies, and ceases to have effect with respect to
the Cook Islands on January 1, 1984.
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Department of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 4:00 P.M. November 8, 1983

TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice, invites
tenders for two series of Treasury bills totaling approximately
$12,400 million, to be issued November 17, 1983. This offering
will not provide new cash for the Treasury, as the maturing bills
are outstanding in the amount of $12,431 million (including the
164-day cash management bills issued June 6, 1983, in the amount
of $2,507 million).

The $9,924 million of regular maturities includes $1,260
million currently held by Federal Reserve Banks as agents for
foreign and international monetary authorities and $2,214 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 $6,200
million, representing an additional amount of bills dated August 18,
1983, and to mature February 16, 1984 (CUSIP No. 912794 EP 5), cur-
rently outstanding in the amount of $6,265 million, the additional
and original bills to be freely interchangeable.

182-day bills (to maturity date) for approximately $6,200
million, representing an additional amount of bills dated May 19,
1983, and to mature May 17, 1984 (CUSIP No. 912794 EG 5), currently
outstanding in the amount of $7,795 million, the additional and
original bills to be freely interchangeable.

The Treasury may alter the size or timing of these auctions
unless it has assurance of Congressional action on legislation to
raise the statutory debt limit before the scheduled auction date
of November 14, 1983,

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing November 17, 1983. Tenders from Fed-
eral Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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 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.

R-28§9
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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, prior to 1:30 p.m., Eastern Standard time, Monday,
November 14, 1983. 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 state the par amount of bills bid for, which
must be a minimum of $10,000. Tenders over $10,000 must be in
multiples of $5,000. Competitive tenders must also show the yield
desired, expressed on a bank discount rate basis with two decimals,
e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase or
sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 November 17, 1983, in cash or other immediately-available funds
or in Treasury bills maturing November 17, 1983. 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.



TREASURY NEWS €&

Department of the Treasury © wWashington, D.C. ¢ Telephone 566-2041

POR_IMMEDIATE RELEASE
Wednesday, November 9, 1983

TREASURY SECRETARY REGAN SWEARS-IN
FIRST PRESIDENTIAL ADVISORY COMMITTEE
ON WOMEN'S BUSINESS OWNERSRHIP

Treasury Secretary Donald T. Regan today swore in ten
members of the first President's Advisory Committee on Women's
Business Ownership, established to strengthen private sector
assistance for women business owners.

"Women business owners are the fastest-growing segment of
the small business community," Secretary Regan told the committee
and guests at a brief White House ceremony in the Roosevelt Room.
There are more than three million women-owned businesses, Regan
said, generating more than $40 billion in annual gross receipts.

The number of women self-employed grew 69 percent between
1972 and 1982, according to the Bureau of Labor Statistics.
Nearly half of all women-owned firms, responsible for
three-fifths of all new job growth, are in the service sector.

The advisory committee, announced by President Reagan last
summer, will provide advice to the President and the Small
Business Administration on how women business owners can increase
their access to financial, educational, and procurement
opportunities. The committee members will also review the status
of women-owned businesses.

"We are delighted to serve the President in launching this
major new initiative,"™ said Angela M. Buchanan-Jackson, former
U.S. Treasurer, whom the President selected as chairperson of the
committee. "It will be our goal to effectively promote for women
business owners equitable access to financial, educational, and
procurement opportunities both in the private and public sectors
of our economy,"” she said.

The advisory committee will also provide advice to the
President and the Small Busipess Administration on the status of

women-owned businesses. The committee is composed of business
leaders, representing various industries.

e

R-2410



PRESIDENT'S ADVISORY COMMITTEE
OGN WOMEN'S BUSINESS OWNERSHIP

Angela M. (Bay) Buchanan-Jackson Ruth Trotter

Tustin, Calfironia

Robert R. McMillan

Vice President/Public Affairs
Avon Products Inc.

New York, New York

Evelyn Echols

President

International Travel Training
Courses Inc.

Chicago, Illinois

Beth Davis Rogers
President

Davis Pacific Corporation
Santa Monica, California

Helen Sanchez-Usitalo
Financial Consultant
Sanchez-Usitalo Associates
Dallas, Texas

President
The Stork Shop, Inc.
Memphis, Tennessee

Maeley Tom

Chief Administrative Officer
Claifornia Assembly
Sacramento, California

Susan Sarvis

President

LTS, Inc.

Manchester, New Hampshire

Patricia Nettleship

President

North Pacific Construction Co.
Santa Monica, California

Jean Hails

President

Hails Construction of Georgia
Roswell, Georgia
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Department of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

November....1983

For further information
contact Bob Levine
(202) 566-2041

THE INTERNATIONAL ARRANGEMENT ON EXPORT CREDITS

The main features of the new Arrangement, which took effect
on October 15, 1983, are (1) that minimum matrix interest rates
are linked to market rates, with semiannual adjustments; (2)
that the minimum matrix rates to developing countries have been
temporarily lowered but will be brought back up closer to commer-
cial levels over a period no longer than 2-1/2 years; and (3)
that for currencies with domestic commercial rates lower than
the matrix, commercial benchmark rates have been defined which
will serve as minimum official lending rates for those currencies.

Details are as follows:

1. Base Rate

-- Matrix rates are linked to the SDR-weighted average of
the yields on long-term (approximately 10-year) government bonds
on the secondary market. This base rate is weighted as follows:
U.S. dollar, 42%; German mark, 19%; French franc, 13%; Japanese
yen, 13%, and pound sterling, 13%.

-- These interest rates are published monthly in The OECD
Financial Statistics' Table R2, line II, 2.b.l1. 1In addition, the
U.S. dollar rate is also published monthly in the Federal Reserve
Bulletin on page A28, Table 1.35, line 30.

2. New Interest Rates

-- Under the new guidelines the minimum rates for indus-
trialized countries (Category I) remain the same, but the rates
charged to the advanced developing countries (Category II) and
poorer developing countries (Category III) will be temporarily
decreased.
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-~ Effective October 15, 1983, the new Arrangement matrix
interest rates are:

Borrowing Repayment Term (in percent)
Country Category ~2=5 yrs., >5-8.5 yrs >8.5-10 yrs
Category I " 12.15 12.40 n.a.
Category IT 10.35(10.85)1 10.70(11.35) n.a.2
Category III 9.50(10.00) 9.50(10.00) 9.50

(1) Numbers in parentheses were rates in effect 7/6/82-10/15/83.
(2) Ten-year terms are permitted for countries moved into

Category II in 1982, at the same interest rate as for
credits in the 5 to 8.5 year range.

3. Automatic Interest Rate Adjustments

-- Arrangement rates will be adjusted semiannually on
January 15 and July 15 to reflect changes of half a percent or
more in the average base rate of the preceeding month, as compared
to the previous period's average monthly base rate. (The recalcu-
lated Arrangement rates are rounded to the nearest five basis
points.)

-- The first adjustment, therefore, might occur in January
1984. Subsequent adjustments will be based on changes between
the June-December-June, etc., monthly averages.

4, Transition to Higher Interest Rates

-- Participants have agreed to specific interest rate
increases for developing countries, which will be phased in over
a period no longer than 2-1/2 years. This will bring Category II
rates approximately to commercial levels and the Category III
rates will be just under the base rate.



-— The schedule for phasing in these rate increases is as

follows:
for Cat. II (2-5 yrs) for Cat. II
and all Cat. III (over 5 years)
July 1985 + 25 basis points + 30 basis points
. Jan. 1986 + 25 basis points + 25 basis points
July 1986 + 10 basis points

-- The agreed-upon formula also provides for acceleration
to these higher interest rates, if the base rate declines. The
matrix will be decreased by only half of the decline in the base
rate, with the other half netted against the scheduled increases.

Sample Transition to Higher Interest Rates:

-- Here is an example of how this phase-in and the automatic
ad justment operates. The phase-in schedule differs slightly for
(1) the Category II (over 5 year) rate and (2) the Category II (2-5
year) and Category III rates. (Refer to the table at the top of
this page for the phase-in schedules.) There is no phase-in of
higher rates for Category I.

-- Please refer to the attached table, "Sample Transition to
Higher Rates," which uses the Category II (over 5 year) rate to
illustrate the procedure described hereafter,

ON JANUARY 15, 1984

° Assume the December 1983 average base rate increases
by 60 basis points compared to the May 1983 (starting
point) average.

° All matrix rates are adjusted upwards by the full
amount of the increase in the base rate, i.e., by 60
basis points.

ON JULY 15, 1984:

° Assume the June 1984 average base rate decreases by
100 basis points compared to the December 1983 average.

Category I

° The Category I matrix rates are reduced by 100 basis
points on July 15, 1984,



Category II (2-5 year) and Category III

° The Category II (2-5 year) and III matrix rates are
decreased by only half the amount of the decline in
the base rate, i.e., by 50 basis points.

e The other half of the decline in the base rate is applied
against the July 1985 and the January 1986 scheduled
increases of 25 basis points each.

° Thus, for the Category II (2-5 year).and Category
III rates, the transition to higher interest rates
is completed.

°© These matrix rates will be adjusted fully to reflect
future increases or decreases of 50 basis points or
more in the base rate.

Category II (over 5 year)

° The Category II (over 5 year) rate is decreased by
only half the amount of the decline in the base rate,
i.e., by 50 basis points.

° The other half of the decline in the base rate (50
basis poings) is applied against the next scheduled
increase, with the remainder applied against the
last scheduled increase.

For the Category II (over 5 year) rate, the transition
to higher rates is accelerated by drawing the 30 basis
points from the next adjustment period, scheduled for
July 1985 (Column B, row 5), and then working back
from the last adjustment period (the 10 basis points
from the July 1986 period, Column B, row 7 and 10
basis points of the scheduled 25 basis point adjustment
scheduled for January 1986, Column B, row 6). There
are still 15 basis points remaining to be phased in.

ON JANUARY 15 1985:

° Assume that there is no change in the December 1984

base average rate compared to the June 1984 average.
Since there is neither a change in the base rate nor
a scheduled increase due at this period, there is no
ad justment to the matrix.

ON JULY 15 1985:

° Assume the June 1985 average base rate increases by



50 basis points compared to the December 1984 average.
Category 1

® The Category I matrix rates are increased by 50 basis

points.,

Category II (2-5 year) and Category III

o

The 25 basis point adjustment scheduled for this period
already took effect in July 1984. (In fact, the transition
to higher rates was completed for these matrix rates

in July 1984.)

Thus, matrix rates are increased by only 50 basis points
to reflect the increase in the base rate.

Category II (over 5 year)

° The 30 basis point increase scheduled for this period

already took effect in July 1984.

Thus, the Category II (over 5 year) rate is increased
only by 50 basis points to reflect the 50 basis
point increase in the base rate.

Since the scheduled increases for this period have
already taken place, and since acceleration occurs
only when the base rate decrease, there is no further
increase at this period.

ON JANUARY 15 1986:

° Assume the December 1985 average base rate increases
by 50 basis points compared to the June 1985 average.

Category I, II (2-5 year) and III

° These matrix rates are increased by 50 basis points.

Category II (over 5 year)

° 10 basis points of the scheduled 25 basis point
increase already took effect in July 1984,

° Thus, the Category II (over 5 year) rate is increased
by 65 basis points to reflect (a) the 50 basis point
increase in the base rate and (b) the remaining 15
basis points of the scheduled 25 basis point increase,



° This completes -the transition to a higher Category II
(over 5-year) rate.

°© all matrix rates will be adjusted fully to reflect
future increases or decreases of 50 basis points or
more in the base rate.

ON JULY 15 1986:

° Assume the June 1986 average base rate decreases by
50 basis points compared to the December 1985 average.

° All matrix rates are decreased by 50 basis points.

5. Low Interest Rate Currencies

-- Commercial interest reference rates (CIRRs) have been
adopted to serve as minimum official lending rates for currencies
with domestic commercial rates below, or nearly below, the Arrange-
ment matrix rates.

-- These CIRRs (1) are differentiated by currency; (2)
reflect commercial interest rate levels, and (3) are adjusted
monthly to reflect market interest rate movements.

-- In most cases, the CIRRs are defined as a margin over
monthly average government borrowing costs of 5-year fixed interest
rate funds. . ’

-~ The CIRRs are updated by the OECD Secretariat before the
10th of each month to reflect the previous month's average interest
rate data. These updated CIRRs take effect on the 15th of each
month,

-- The CIRRs now serve as the minimum rate for several
currencies; e.g., current CIRRs (valid till November 14, 1983)
are 8.30% for the Japanese yen, 9.65% for the German mark, and
7.05% for the Swiss franc. Current CIRRsS are available from the
U.S. Treasury Department on request.

-- An additional 0.20 percent margin will be charged on
official export credits in these low interest rate currencies.

-- CIRRs have also been defined for the U.S. dollar, pound
sterling, and other currencies with interest rates now slightly
higher than the matrix rates.

-- Technigal work will continue (1) to determine the CIRRS
for.the currencies of other participating countries, and (2) to
refine the existing CIRRs as we gain experience with them.



samplie ‘lrafisition to Higner Kater
in the Arrangement on Export Credits

Two Examples of How Transition to Higher Rates Would Work, Using the Category II (over 5-year term) Matrix Rate
(Aamounts in Percent)

Example A: A Decline in Base Rates Allows Acceleration of the Scheduled Interest Rate Increases
L4

ACCELERATION EFFECTI

Column A Column B Accelerated Adjustment
Sample Fixed Schedule of Scheduled Increases Category II
Scheduled Changes in -of in Column B (Rows 5-7) . Sample
Adjustment the Base Interest Rate Fram Net Minimum
Dates Rate Increases Row5 Row7 Row 6 Change Rate
1. Oct 15, 1983 Start 0 0 0 0 = 0 10.70
2. Jan 15, 1984 +0.60 0 0 0 0 = +0.60 11.30
3. July 15, 1984 -1.00 0 +0.30 +0.10 +0.10 = -0.50 10.80
4, Jan 15, 1985 0 0 0 0 0 = 0 10.80
5. July 15, 1985 +0.50 +0.30 -0.30 0 0 = +0.50 11.30
6. Jan 15, 1986 +0.50 +0.25 0 0 -0.10 = +0.65 11.95
7. July 15, 1986 -0.50 +0.10 0 -0.10 O = -0.50 11.45
8. Net Changes +0.10 +0.65 0 0 0 = +0.75 + 0.75

IThe point is to accelerate the adjustment period if interest rates decline. Half of the decrease in the base rate
is applied against the next scheduled interest rate increase, with any remainder applied against the last scheduled
interest rate increase.

Example B: NO Decline in Base Rates, Preventing Acceleration of the Scheduled Interest Rate Increases

Sample Fixed Schedule Category II

Scheduled Changes in of Sample

Adjustment the Base Interest Rate Net Minimum
Dates Rate Increases Change Rate
1. Oct 15, 1983 Start 0 = 0 10,70
2, Jan 15, 1984 +0.60 0 = +0.60 11.30
3. July 15, 1984 0 0 = 0 11.30
4, Jan 15, 1985 +0.50 0 = +0.50 11.80
5., July 15, 1985 +0 +0.30 = +0.30 12.10
6. Jan 15, 1986 +0.50 +0.25 = +0.75 12.85
7. July 15, 1986 +0.00 +0.10 = +0.10 12.75
8. Net Charges +1.60 +0.65 = +2.25 +2.25

Source: United States Treasury Department
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OPENING STATEMENT
RICHARD H. SHRIVER
ASSISTANT SECRETARY OF THE TREASURY
(ELECTRONIC SYSTEMS AND INFORMATION TECHNOLOGY)
BEFORE THE
COMMITTEE ON CRIME
HOUSE COMMITTEE ON THE JUDICIARY
NOVEMBER 10, 1983

Mr. Chairman and Members of the Subcommittee:

I am pleased to be with you today to discuss threats to this
country's financial systems stemming from credit card and
computer fraud. Industry witnesses called by this Subcommittee
will no doubt describe the large and growing losses resulting
from counterfeited cards and improper use of lost or stolen
cards. The thrust of my testimony will be on the rapid
development of computer and communications technologies in the
financial marketplace and how these could lead to even more
sophisticated and costly threats to financial systems. At the
completion of this prepared testimony, I will be pleased to
answer any questions that you or the Members may have.

Current Problems

Some recent figures I have seen indicate that over $70
billion in sales is now generated each year through use of bank
cards. While the number of new card issuances seems to be
leveling out, banking industry losses from illegal use of cards
and credit card account information continues to show a
staggering increase. For example, new accounts at one of the
largest bank card associations grew by only 3% in 1982, while
losses due to counterfeiting grew by 1,460%. The American
Bankers Association puts the total annual loss for counterfeiting
at $40M, plus another $200M for,illegal use of stolen cards. 1In
addition, losses from cards intercepted in the mail or from lost
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cards represented almost 50% of the total annual loss incurred by
one of the major card systems in 1982. However, as serious as
these current loss figures are, I am concerned that a greater
long-term threat may be improper and illegal financial
transactions effected by electronic means.

Underlying Trends

Most people are unaware of the significant volume of
electronic funds transfers that are now taking place. A large
commercial bank may transfer $30-60 billion each day, while the
Federal Reserve transfers electronically an amount equivalent to
the entire national debt every four days. At Treasury,
approximately a quarter of our 800 million financial transactions
per year are now completed electronically. Treasury's goal is to
develop, as quickly as possible, electronic mechanisms to
ultimately handle 80% of our payment volume. Our experience
parallels that of the private sector -- payment by check is
becoming a very expensive way to move money, especially when
compared to much less costly electronic means. At Treasury, we
estimate that it costs upwards of $0.50 to process a check, while
we can complete an electronic funds transfer for about $0.20.

Societal movement toward acceptance of completing financial
transactions by electronic means can be anticipated from looking
at some interesting projections. By 1985, it is estimated that
10% of the 88 million American households will have home ‘
computers. By 1990, this percentage is expected to rise to 33%
(32 million out of 96 million households). The number of
electronic financial transactions completed through home
terminals is expected to grow from 900 million in 1985 to over 3
billion in 1990, while financial institutions offering in-home
banking services will grow from 1,000 to 6,000. 1In addition to
banking, home computers combined with cable TV hook-ups will be
used to support an entirely new approach to shopping at home, the
video equivalent of mail order catalog shopping.

Automated teller machines, which are now used primarily to
dispense cash, can also accept deposits, effect transfers between
accounts and complete queries about account balances. At the end
of 1981, it was estimated that there were 25,000 ATM's in
operation, a figure that could easily reach 120,000 by 1990.

Some postulate that point-of-sale transactions may be
tomorrow's replacement for checks in completing retail sales.
With movement toward electronic cash registers and store-wide
computer controlled register systems, the retail community is
laying the groundwork for direct telecommunications links between
retail outlets and customer accounts in banks. The present lack
of a consolidated network is all that is slowing development of
the point-of-sale concept. At present, it is just too costly for
merchants to interface with a host of different banks and credit
card companies. This problem may vanish in the next two to three
years.
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) With regard to businesses, 100% of all firms with over $50M
in annual revenues are expected to use computers in making their
f1n§ncia1 transactions by 1990, up from an estimated 90% in 1983.
Medium-sized firms having between $1M and $50M in annual revenues
are expected to show an increase from 10% to 95% during the same
period. Even 60% of smaller businesses, those with annual
revenues of less than $1M, are expected to use computers for
financial transactions by 1990.

Much debate has dealt with the question of whether or not we
are moving toward a cashless society. This debate tends to
obscure the following points:

0 While the total number of cash transactions is high,
the combined dollar value of cash transactions is
actually quite low.

0 Check use is expensive, and becoming more so.

© A computer and telecommunications system
infrastructure that will support less expensive and
much broader electronic financial transactions processing
will soon be.- widely available; and,

0 As a result, crime patterns could show a pronounced
shift from bad checks and credit transactions
completed through use of lost, stolen or counter-
feited pieces of plastic toward fraudulent
transactions committed through electronic means.

Potential Financial System Threats

Public awareness of computer and telecommunications system
vulnerability has been raised recently by well-publicized dial=-up
computer system break-ins. A few weeks ago I testified at two
Congressional hearings on computer and telecommunications systems
security. Even this recent public and Congressional interest,
however, could still be understating the possible extent of
financial system vulnerability in the future.

Work done by one research organization points toward
increasing threats to financial computer systems if valid
financial system security concerns are not addressed.

Mr. Donn B. Parker, of SRI International, has evaluated a wide
range of potential threats and developed the following matrix
comparing nine threat sources:



Threat Past Future
Amateur White-Collar Criminals High Low
Deranged Individuals Low Medium
Unethical Business Enterprises Bigh High
Career Criminals Low Low
Organized Criminal Groups Low Medium
Extreme Economic Advocates Low Medium
Extreme Religious Advocates Low Medium
Extreme Political Advocates Medium High
Foreign Powers Low High

Past Threat = All Computer Crime
Future Threat = Massive Electronic Funds Transfer Losses

While I might personally question Mr. Parker's evaluation of the
future threat to electronic funds transfer systems from organized
crime as only being medium, I believe we could safely summarize
his analysis by saying that in the future, greater reliance on
electronic means for making financial transactions will bring
more vulnerability if we do not begin paying much more attention
to security precautions covering our financial system computers,
the telecommunications networks that link them together, and the
employees who work with these systems.

wWhat Can Be Done

I do not intend to comment on specific legislation now
pending before the Congress. The law enforcement officials who
will be testifying before this Subcommittee are far better
qualified to deal with the specifics of proposed legislation.
Generally, I favor any enforcement tool, whether statutory or
otherwise, that makes it easier to investigate and prosecute
criminals who commit offenses through illegal use of computerized
financial systems or illegal use of the means, such as credit
cards, of getting financial transaction data into computerized
financial systems.

A rather disturbing observation, however, involves the
sentencing of those convicted of computer fraud. An average bank
robbery nets around $20,000. If caught, bank robbers are
prosecuted around 90% of the time and, if convicted, will on the
average be sentenced to 4-6 years in prison. The average crime
involving electronic funds transfer is somewhere around $500,000.
If caught, such perpetrators are prosecuted only 15-20% of the
time and, if convicted, can expect to spend only 4-6 months in
prison. This problem is only partially due to limitations in our

judicial system, as financial institutions are often reluctant to
press charges,
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Of course, the credit card and banking industry cannot sit
back in the face of such current and potential future threats and
expect the Federal Government to solve the entire problem through
legislation. Tighter security measures are needed and are
apparently now being stressed by the industry.

Experts have stated that over 80% of current computer and
electronic funds transfer crimes could be prevented if

comprehensive security measures in the following categories are
implemented:

o Organizational security;
o Access control;

o0 Personnel security;

o Hardware security;

o Software security;

o Data controls; and,

o Terminal security

Having worked around computer and telecommunications systems
virtually my entire working life, I feel that development of
improved systems to verify and authorize computer and credit card
transactions would go a long way toward reducing threats
involving individual financial transactions. At the systems
level, much greater use of sophisticated system entry security
measures and data encryption may be needed to keep intruders with
criminal intent out of financial computer and telecommunications
systems. In short, to help ensure that future threats are
contained, we will need an investment by industry in hardened
systems, a stronger investigative and prosecutorial presence by
law enforcement, and a willingness by consumers to tolerate the
minor inconvenience that more emphasis on financial system
security measures might bring.

This concludes my prepared Statement. Mr. Chairman, I would

be pleased to answer any questions you or the Members might
have,

o0o
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RESULTS OF AUCTION OF 10-YEAR NOTES

The Department of the Treasury has accepted $5,252 million of
$12,292 million of tenders received from the public for the 10-year
notes, Series D-1993, auctioned today. The notes will be issued
November 15, 1983, and mature November 15, 1993.

The interest rate on the notes will be 11-3/4%. The range of
accepted competitive bids, and the corresponding prices at the 11-3/4%
interest rate are as follows:

Yield Price
Low 11.80% 99.711
High 11.86% 99.366
Average 11.84% 99.480

Tenders at the high yield were allotted 31%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Received Accepted

Boston ) 152,236 S 17,236
New York 10,214,624 4,395,215
Philadelphia 7,600 7,600
Cleveland 44,786 38,336
Richmond 44,801 29,341
Atlanta 31,076 25,352
Chicago 692,821 208,256
St. Louis 83,447 75,687
Minneapolis 18,318 17,318
Kansas City 26,926 24,926
Dallas 17,060 12,060
San Francisco 955,791 398,421
Treasury 2,174 2,174
Totals $12,291,660 $5,251,922

The $5,252 million of accepted tenders includes $ 584
million of noncompetitive tenders and $4,668 million of competitive
tenders from the public.

In addition to the $5,252 million of tenders accepted in the
auction process, $50 million of tenders was awarded at the average
price to Federal Reserve Banks as agents for foreign and international
monetary authorities. An additional $700 million of tenders was
also accepted at the average price from Government accoun?s and Fe@eral
Reserve Banks for their own account in exchange for maturing securities.
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STATEMENT OF THE HONORABLE JOHN M. WALKER, JR
ASSISTANT SECRETARY (ENFORCEMENT AND OPERATIONS)
BEFORE A JOINT HEARING OF THE
COMMISSION ON SECURITY AND COOPERATION IN EUROPE
AND THE
HOUSE SUBCOMMITTEE ON HUMAN RIGHTS
AND INTERNATIONAL ORGANIZATIONS
COMMITTEE ON FOREIGN AFFAIRS
NOVEMBER 9, 1983

Enforcement of Prohibitions Against the Importation
of Goods Produced Through Forced Labor

Mr. Chairman, Members of the Commission and Subcommittee:

I appreciate the opportunity to appear before you today
to participate in the discussion of the enforcement of the
United States statute prohibiting the importation of goods
produced with the use of forced labor. The issue of the
importation of goods produced by Soviet forced labor first
came to the Treasury Department's attention when Commissioner
von Raab of the Customs Service submitted for Treasury review
his preliminary finding that certain articles from the Soviet
Union that are produced with the use of forced, convict or
indentured labor are actually being, or are likely to be,
imported into the United States.,

Shortly after the Commissioner's finding was forwarded
to Treasury, we began an examination of the legislative history
of the statute, section 307 of the Tariff Act of 1930, and the
past practice in enforcing the statute. From this review,
we concluded that past enforcement actions -- and instances
when enforcement was considered but not executed -- have been
infrequent and inconsistent.

Consequently, Treasury began a number of actions that
are intended to ensure that the law is enforced from this
point forward in an even-handed manner, on the basis of well-
reasoned standards and adequate factual support. Thus, the
Customs Service, in concert with Treasury's General Counsel,
is currently developing a clear set of standards that Treasury
can apply consistently in this case of Soviet forced-labor
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products and in future cases that may arise under the statute.
Concurrently, with this development of standards, we requested
the Central Intelligence Agency to conduct a more intensive
examination of the factual basis which would support enforce-
ment of the statute. Together, the products of these two
endeavors will serve as the basis for a decision by the
Treasury Department on the review of the Commissioner's pre-
liminary finding and in any final determination on the issue
of Soviet forced-labor imports.

The Treasury Department is fully aware that enforcement
of section 307 may carry with it international trade and
foreign policy consequences both directly with the Soviet
Union and collaterally with our allies and other nations
throughout the world. Furthermore, we are not turning a
blind eye toward the potential economic problems that
enforcement could produce for United States businesses.
Concerns such as these prompted Secretary Regan to inform the
members of the Senior Inter-Agency Group on International
Economic Policy -- a Cabinet-level committee -- of Customs'
actions and the course Treasury intends to follow. Through
that mechanism, Treasury will continue to consult the other
interested elements of the Executive Branch and to advise
them of its decisions in this matter.

Let me emphasize that Treasury is committed to enforcing
this law where facts and circumstances warrant, as is true
for all laws under its jurisdiction.

I would now like to introduce Commissioner von Raab, who
will make a brief statement, after which we would be pleased
to answer any questions you may have.
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RESULTS OF AUCTION OF 29-3/4-YEAR TREASURY BONDS
AND SUMMARY RESULTS OF NOVEMBER FINANCING

The Department of the Treasury has accepted $ 4,254 million of $ 9,380 million
of tenders received from the public for the 12% 29-3/4-year Bonds of 2008-2013, auc-
tioned today. The bonds will be issued November 15, 1983, and mature August 15, 2013.

The range of accepted competitive bids was as follows:

Yield Price
Low 11.75% 101.971
High 11.82% 101.387
Average 11.80% 101.553

Tenders at the high yield were allotted 37%.
TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston $ 122,530 $ 9,270
New York 7,602,012 3,587,762
Philadelphia 2,594 2,594
Cleveland 24,544 15,134
Richmond 16,415 9,470
Atlanta 25,873 25,143
Chicago 578,018 117,418
St. Louis 63,003 62,503
Minneapolis 15,201 11,941
Kansas City 22,632 22,632
Dallas 1,294 1,294
San Francisco 905,880 388,100
Treasury 390 ) 390

Totals $9,380,386 $4,253,651

The $4,254 million of accepted tenders includes $ 528 million of non-
competitive tenders and $3,726 million of competitive tenders from the public.

In addition to the $4,254 million of tenders accepted in the auction process,
$434 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 NOVEMBER FINANCING
Through the sale of the three issues offered in the November financing, the
Treasury raised approximately $10.2 billion of new money and refunded $8.1 billion
of securities maturing November 15, 1983. The following table summarizes the results:
New Issues

11% 11-3/4% 12% Net
Notes Notes Bonds Maturing New
11/15/86 11/15/93 8/15/08- Securities Money
, 2013 Total Held Raised
PubliCiceesseeseeeess $6.5 $5.3 $4.3 $16.0 $5.9 $10.1
Government
Accounts and Fed-
eral Reserve Banks... 1.1 0.7 .4 2.2 2.2 -
Foreign Accounts..... (*) (*) - .1 - .1
TOTAL.seccssoncsocseee $7.6 $6.0 $4.7 $18.3 $8.1 $10.2

* $50 million or less.
Details may not add to total due to rounding.
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JOINT PRESS ANNOUNCEMENT

Secretary Regan and Finance Ministeer Takeshita have had a
number of candid and cordial exchanges of views in recent weeks
on a variety of issues of mutual interest. They have agreed that
both countries:

1. Will pursue appropriate monetary and fiscal policies
that will promote sustained real economic growth with
low inflation, reduced interest rates, and higher
productive investment.

2. Will cooperate closely in dealing with LDC debt problems
in order to promote effective adjustment on the part of
debtor countries and the flow of financing necessary to
support those adjustment efforts.

3. Consistent with the understandings reached at
Williamsburg with the other Summit countries regarding
exchange rate policy, will consult more closely on
exchange market developments and undertake coordinated
intervention to counter disorderly market conditions.

In addition, both Ministers agreed that open, liberal
capital markets and the free movement of capital are important to
the operation of an effectively functioning international
monetary system.

Minister Takeshita stated that the Japanese Ministry of
Finance will assure the prompt and thorough implementation,
following due procedures, of the measures listed in the
"Comprehensive Economic Measures" of October 21, 1983, which
would further liberalize Japan's capital markets,
internationalize the yen, and allow the yen to more fully reflect
its underlying strength. In particular, the Ministry of Finance
announced its decisions to:

-- Eliminate the real demand rule in forward exchange
transactions, effective April 1, 1984,

-- Submit a bill in the next ordinary Diet session starting

from December 1983, to reform the designated company
system, after consultation with agencies concerned.
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-- Submit a bill in the next ordinary Diet session to
enable issuance of foreign currency denominated national
bonds abroad.

-- Expedite the study concerning establishment of a yen-
denominated bankers' acceptance market.

In addition, the Japanese Ministry of Finance announced that
it will

-- Seek to lower the minimum denomination of CDs to yen 300
million from its current level of yen 500 million,
effective January 1, 1984.

-—- Seek to enlarge further the ceiling on each bank's CD
issues, effective April 1, 1984.

-- Ease guidelines on the issue of Euro-yen bonds by
residents, effective April 1, 1984,

== In this connection, the withholding tax on interest
earnings on Euro-yen bonds held by non-residents will be
reviewed, having due regard to maintaining proper
taxation including the withholding tax system.

Minister Takeshita also confirmed his policy stance on the
occasion of announcing the "Comprehensive Economic¢ Measures™
that "we, as one of the major industrial nations, will continue
to take positive steps towards the internationalization of the
yen and the liberalization of our financial and capital markets."

In reply to questions by Secretary Regan, Minister Takeshita
stated that there are no discriminatory restrictions under
Japanese laws on the acquisition of Japanese banks by foreign
banks. He stated that the banking laws governing acquisitions by
foreign banks are identical with those governing acquisitions by
domestic banks.

Secretary Regan welcomed the announcement of these measures
indicating that they represent significant progress by the
Government of Japan in its efforts to liberalize its capital
markets and internationalize the yen, and would make an important
contribution to the functioning of foreign exchange markets and
the world trade and financial system.

In addition, Secretary Regan announced that the U.S.
Treasury will:

-- Fully take into account the concerns of the Japanese
authorities in its review of the issues related to
unitary taxation.



-— Welcome the issuance of Japanese Government guaranteed
bonds in the U.S. market, with or without a currency
swap.

-~ Pursue as quickly as possible a reduction of the U.S.
budget deficit through additional measures to reduce
government spending.

-- Strive for early passage of the legislation enabling the
U.S. to consent to the increase in its IMF quota.

-~ Attempt to agree with other IDA donors on the next
replenishment as soon as possible.

Minister Takeshita and Secretary Regan agreed that further
progress on these matters is desirable. To that end, they agreed
that the Japanese Ministry of Finance and the U.S. Treasury
Department would establish a joint ad hoc group of financial
authorities on yen/dollar exchange rate issues. The purpose of
the group would be to:

-- Monitor U.S. and Japanese progress in implementing the
agreed upon measures, and to develop and implement
additional steps, such as increasing the use of yen in
denominating Japanese exports.

-=- Strengthen mutual understanding and to establish a
common recognition of the current state of the
yen/dollar rate and its determinants.

This ad hoc group would be co-chaired by Finance Minister
Takeshita and Treasury Secretary Regan, with a working group at
the Under Secretary level. The working group will meet by
February 1984, and submit a report to the Chairmen by Spring
1984, Minister Takeshita and Secretary Regan agreed to continue

to be in close contact on these and other economic and financial
issues,



TEE vHITL POUSE
Office of the Press Secretary
(Tokyo, Japan)

- — m—

"For Immediate Reicase November 10, 1983

PEMARKES OF THE PRESIDENT
AND PPIMC MINISTFR VASUHIFO NARASONE
IN JOINT STATEMENT

Prime Minister s Official Pesidence
ruditoriur
Tokyo, Javan

2 35 P.M, JST

PPIME MINISTER NZKASONL. For the peorle and covern-
ment cf Japan as well as for myself. it is indeed a agreat nleasure
to welcome the President of the United “tates of APmerica and
Mre DPcamsan as State guests.

. Yesterday and today. the Fresident ané I had very
nroductive meetinos covering a wide rance of subjects Through
thgse meetinces, we reconfirmed the importance for Japan and the
Unitad States. two countries sharing the cormon ideas and values of
freedom and democracy of promoting further cooperation toward peace
and prosperity of the world.

The President has a clear recognition of the importance
of the ?sian and the Pacific region. I'is present visit to Japan
and Pepublic of Korea and his planned visit to China next vear
gmply testify to this fact, together with his visit to the countries
in foutheast Asia, vhich I’'m sure will ke reschecduled in the future.
The economic dynamism in the Asian and Pacific recion is one of the
central elerents in the expansion of the worldé economy. Thus, the
Presicent and I are in full agreement that we should continue to
make efforts for the further development of the Asian and the Pacific
recion.

Mr. President. T issued on Movember lst the Tokvo
Statement jointly with Chancellor Fohl of the Federal Pepublic of
“ermany in line with the spirit of the pelitical statement adopted
at the "illiamsbure Summit in liay this year declaring that we should
maintain the unity and solidarity among the western countries in
our joint endeavor in pursuit of freedom, peace, and stability of
the prosperity of the world economy and of the development in the
Third Vorld.

As I know the recent events of increasing tension in
the East Vest relations, as well as freguent occurrences of regicnal
disputes and violence in various parts of the world, I am worried
that the peace in the world could ke eravely threatened if such
trends continue and amplify thermselves I'nder such circumstances.

I firmly believe that the countries of the world should renew their
resolve for the maintenance of freedom, peace, and stability for

the revitalization of the world economy and for the world prosperity
of the peonles of the world.
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1, further, belicve that the rational dialggues and
negotiations should be conducted to solve such international
conflicts and disputes, and that the parties concerned should spare
'no effort in taking step-by-step measures or gradual approach in
pursuits of ultimate goals, and should carry on steady and- '
realistic endeavors. This I consider is particuvlarly pertinent to
the arms control negotiations.

The Western countries should@ stand firmly in unity and
solidarity for freedom and peace, and should not hesitate to bear
any hardships in upholding this causc. All these points are
included in the Tokyo statement. It is, indeed. truly significant,
Mr. President, that you have fully cndorscd this statement 1in our
meeting.

The President and I had exchanges of views on
East-West relations with emphasis on the question of arms control
and on the situation in such areas as Asia, the Middle East. gnd
Central America. With regard to the INF negotiations in particular,
it was reconfirmed that the negotiations should not be conducted
at the sacrifice of the Asian region. but should be conducteq
on a global basis, taking the Asian security into consideration.

With respect to the rzcent bembing in Burma. the very
act of terrorism, we agree that it should be strongly condemnad
as -an inexcusable conduct in challenge of world peace and order
and that continued efforts must be made to bring about lasting
peace and stability on the Korean peninsula. On the Middlc East,
I expressed my deep apprcciation for the role playecd by the
multinational forces for stabilizing the situation in Lebanon.

The Japan—~U.S. security arrangements are the
foundation of the peace and security of Japan and the Far East
I wish to express that Japan will continue hcr efforts towards
further strengthening the credibility of the Japan-U.S. security
arrangements. With respect to the improvement of our defense
capability, I wish to make further efforts along the lines of
the Joint Communique of May, 1981.

As to the international economy, the President and
I reconfirmed -- in line with thc Declaration of the Williamsburg
summit -~ the importance of obtaining sustained, non-inflationary
growth of the world economy, of rolling back protectionism. and
of lowering the prevailing high intcrest rates. We considcr them
important, together with extending financial cooperation. in
order to alleviatc the plight of the developing countries, which
are suffering from accumulated debts.
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] With regard to bilateral economic issues, we acknowledge
the achxeyements made thus far and agree to continue our efforts for
the solution of the remainino issues. In this context, T hiahly’
appreciated the pledge by the President to combat protectionism in
the United States. The President and I are in full anrecment on the
importance of the yen-dollar issue. We have agreed on establishirqg
consultative fora on exchange rate issues and investments. In this

connection, I asked for continued U.S. efforts to lower U.S. interest
rates.

The President and I have also underscored the importance
of greater two-way investment flows between our two countries and I
expressed my concern that the unitary method of taxation is becoming
a serious impediment to the Japanese investment in the United States.
I stressed the importance of promoting the preparations of a new round
of multilateral trade negotiaticrs.in eorder to consolicCate tlie free
trading system and to inject renewed confidence in tihe world economy.
I am very glad that the President has strongly supported my view. We
intend to call on other countries to join in our efforts.

Mr. President, in the present international situation,
you are shouldering enormous global responsibility. I will, on my
part, make as much contribution as possible to the peace and prosper-
ity of the world. fThank you very much. (Applause.)

THE PRESIDENT: @n behalf of the American people and
our government, I would like go thank llis Imperial Majesty the Emporor,
Prime !Minister Nakasone and the governmapt anc¢ people of Japan for
the generous and warm reception that you have exten¥led to my wife
Nancy, myself and my staff during our trip to your country.

Prime Minister lakasone, as you've been told, have just
completed two days of very productive discussions on a wide range.of
bilateral issues and global affairs. As leaders of two great Pacific
nations, we're gquardians of a strong, rich ané diverse relationship.
Japan and America are bound by shared values of freedom, democracy
and peace. We're committed tg creat future cooperation across the
broad spectrum of pplitical economic security, edycational culture
and scientific affairs. I have come as a friend of Japan seeking to
strengtiien our partnership for peace,prosperity and progress. I will
leave Japan confident that our partnership is stronger.

MORE
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I will leave Japan confident that our partnership
is stronger than before and confident that we're giving birth to
@ new era in Japanese~American relations. We have agreed to move
forward with an agenda for prograss by drawing upon the great well
of talent, drive, determination and creativity of our free peoples.
" Wle welcome Japan's more assertive role as a fellow trustee of
peace and progrzss in internationaly economic and political arffairs.

e have discussed global issues and we hold_many sim-
ilar . views on opportunitiss for cooperation. The principles
that Prime Minister Nakasonzs has enunciated as the Tokyo Statement
are principles that I fully endorsa. Together we have no greater
responsibility than to make our world a safer place.

There are serious threats to peace on the Xorean
peninsula, in the !Middle EBast, in the Caribbean and over the north-
western Pacific. Also, the attitude on the part of our advegsary
at the negotiating table on arms talks is at odds with the will of
the world to reduce the weapons of war and build a more stable peace.

I conveyed to the Prime Minister my satisfaction that
our nutual security rzlationship is procezeding smoothly. Japan
is hcst to 45,000 American troops and our bases in Japan, made
possible by the Treaty of Matual Cooperation and Sscurity, are
@ssential not only to the defense of Japan, but also contribute
to peace and prosparity in the Far East.

As for Japan's defense efforts, the United States
remains convinced that the nost important contribution Japan can
make toward the peace and security ia Asia is for Japan to provide
for its own defense and share more of the burden of our mutual
defense effort.

During our discucsions on arms control, I assured
Prime Minister Nakasons that we seek global reductions in the
Soviet's intermediate-range SS-20's to the lowest lavel possible.

The United States will take no action in the inter-
mediatte nuclear forces negotiations that adversely aff=zcts the
security of Asia. We agreed on the urgency of achieving consensus
on comprchensive international safeguards to pravant the spread
of nuclear weaponry.

Prime Minister Nakasone and I discussed Japan and
America's compelling international economic responsibilities as
spelled out at the Williamsburg Summit. Together we must press
for continuiag )

HORE



1§beralization of the international trade and financial system,

fight protectionism, promote economic development without inflation
by encouraging the growth of free enterprise throughout the world

and share the obligation of assisting developing countries, including
those facing severe debt problems.

We also agreed to enhance coordination in foreign
assistance. Trade issues figure prominently in the Japan-U.S.
relationship. There is no simple, overnight solution to our
trade problems, but we have agreed to exert our best and continued
efforts to solve these issues,

We welcome recent actions by your government to reduce
trade barriers, and I have emphasized the importance of further
measures to open the Japanese market to trade and investment. I
didn't come to negotiate specific trade issues, but I did indicate
certain issues of immediate importance to us.

Because of both their trade and consumer significance,
for example, we are seeking reductions in Japan's tariffs on certain
products in which the U.S, is highly competitive, Japanese quotas
on agricultural products are a cause for concern. In return, the
United States must combat protectionism in our country, and I have
given the Prime Minister my pledge to do so.

Progress in Japan~U.S. trade issues can foster greater
trade liberalization efforts worldwide, such as the Prime Minister's
call for a new round of multilateral grade negotiations which I
heartily endorse. I.expressedconfidence that the United States can
be a reliable long-term supplier of energy, particularly coal, to
Japan. And X was pleased that the Prime Minister Nakasoné shared
this view.

Expanded energy trade will mean more jobs for Americans
and greater security for both our countries.

With the approval of Prime Minister Nakasone and myself
a joint press statement is being released today by Finance HMinister
Takeshita and Treasury Secretary Reagan -- Regan (laughter) -- I
tried to get him to pronounce it the other way -- on the yen-dollar
issue and other financial and economic issues of mutual interest.
We agree that the commitments and steps outlined in that statement
will further strengthen economic relations between the United States
and Japan.

We have noted the importance of the yen~dollar exchange
rate, of free and open capital markets in each country. We stress
the need for closer economic consultations between the two governments.
A ministerial~level working group is being set up to monitor each
side's progress in carrying out the agreed-upon actions to improve
the yen-dollar exchange rate.

IMORE
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Our mutual cormitment toward specific steps to achieve
open capital markets will allow the yen to recflact more fully Japan's
underlying political stability and ecoinomic strength as the second
largest economy in the free world. In addition. we've aqgree< to
instruct our economic sub-Cabinet rnembers to form a committee to
promote mutual investments, Fut Japan and America began taking those
steps together. I've been heartened that beginning with our first
meeting, last January, continuing witih the Williamsburg fummit and
now again cduring our visit this week, Prime Minister iiakasone and I
have agreed that our two great democracies share special responsibil-
ties to each other and to the world. Let us continue to qo forward,
building on our progress step by stcp. Ve must set milestones to
monitor the success of our agencda for progress and to assure the
follow-thrcugh that is essential. And I will be discussing this
matter in more detail with the Prine iinister tomorrow.

'This visit has strengthened the bonds of friendship
between our two great nations. WUe are now better preparec toO work
together as partners to:build a more peaceful and prosperous future
at home and throughout the world. Ve know what needs to be done,
we know how it must be done. Let us have the faith to believe in
each other, the courage to get on with the job, and the determina-
tion to see it through.

Thank you very much,

END 3:06 P.:1. JST
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epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 555 2041
FOR IMMEDIATE RELEASE November 14, 1983

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,205 million of 13-week bills and for $ 6,203 million
of 26-week bills, both to be issued on November 17, 1983, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing February 16, 1984 : maturing May 17, 1984
Discount Investment : Discount Investment
Rate Rate 1/ Price : Rate Rate 1/ Price
Low 8.73%3/ 9.087% 97.793 ¢ 8.887% 9.45% 95.511
High 8.79% 9.147% 97.778 ¢ 8.92% 9.50% 95.490
Average 8.78% 9.13% 97.781 : 8.91% 9.48% 95.496

a/ Excepting 1 tender of $2,000,000.

Tenders at the high discount rate for the 13-week bills were allotted 157%.
Tenders at the high discount rate for the 26-week bills were allotted 88%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 239,295 § 93,045 * $§ 175,545 $ 90,545
New York 13,141,630 4,871,130 ‘ 10,902,495 4,823,855
Philadelphia 25,905 25,905 : 18,605 18,605
Cleveland 98,070 79,570 : 34,305 34,305
Richmond 67,470 67,470 : 63,515 55,075
Atlanta 51,325 51,325 : 36,830 36,470
Chicago 1,505,035 490,550 : 1,159,120 412,990
St. Louis 54,735 30,735 : 60,640 33,640
Minneapolis 11,990 11,990 : 27,605 25,605
Kansas City 45,305 45,305 : 44,530 44,530
Dallas 22,805 22,805 : 26,435 25,835
San Francisco 948,315 146,315 : 1,001,135 311,935
Treasury 268,990 268,990 : 290,075 290,075
TOTALS $16,480,870 $6,205,135 ¢ $13,840,835 $6,203,465
Type
Competitive $14,083,255 $3,807,520 ¢ 811,252,155 $3,614,785
Noncompetitive 1,013,100 1,013,100 : 848,580 848,580
Subtotal, Public $15,096,355 $4,820,620 ¢ $12,100,735 $4,463,365
Federal Reserve 1,196,015 1,196,015 : 1,100,000 1,100,000
Foreign Official
Institutions 188,500 188, 500 : 640,100 640,100
TOTALS $16,480,870 $6,205,135 : $13,840,835 $6,203,465

1/ Equivalent coupon-issue yield.
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epartment of the Treasury o Washington, D.C. ¢ Telephone 555 2041
FOR RELEASE AT 4:00 P.M. November 15, 1983
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 $12,400 million, to be issued November 25, 1983, This offer-
ing will not provide new cash for the Treasury, as the maturing bills
are outstanding in the amount of $12,451 million, including $871
million currently held by Federal Reserve Banks as agents for foreign
and international monetary authorities and $ 2,668 million currently
held by Federal Reserve Banks for their own account. The two series
offered are as follows:

90-day bills (to maturity date) for approximately
$6,200 million, representing an additional amount of bills dated
February 24, 1983, and to mature February 23, 1984 (CUSIP No. 912794
ED 2), currently outstanding in the amount of $14,010 million, the
additional and original bills to be freely interchangeable.

181-day bills for approximately $6,200 million, to be dated
November 25, 1983, and to mature May 24, 1984 (CUSIP No. 912794 EZ 3).

The Treasury may alter the size or timing of these auctions
unless it has assurance of Congressional action on legislation to
raise the statutory debt limit before the scheduled auction date
of November 21, 1983.

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing November 25, 1983. Tenders from Fed-
eral Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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 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, prior to 1:30 p.m., Eastern Standard time, Monday,
November 21, 1983. 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 state the par amount of bills bid for, which
must be a minimum of $10,000. Tenders over $10,000 must be in
multiples of $5,000. Competitive tenders must also show the yield
desired, expressed on a bank discount rate basis with two decimals,
e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase or
sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 November 25, 1983, in cash or other immediately-available funds
or in Treasury bills maturing November 25, 1983. 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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Department of the Treasury ¢ washington, D.C. ¢ Telephone 566-2041

EOR RELEASE UPON DELIVERY
Expected at 1:20 p.m.
Tuesday, November 15, 1983

REMARKS BY
DONALD T. REGAN
SECRETARY OF THE TREASURY
BEFORE THE
AMERICAN COUNCIL OF LIFE INSURANCE
WASHINGTON, D.C.
NOVEMBER 15, 1983

Good afternoon and thank you for the introduction. You, and
the companies you represent, are a major component of the
country's financial system. It is, therefore, a particular
pleasure to be here and to address this assembly of insurance
executives.

I don't think I've seen this many members of your industry
together at once since the last time I decided to increase my
coverage!

I remember buying my first policy. The agent talked for a
good while, explaining the facts and figures, the mortality
tables and life expectancy. But no pressure. At the end of his
presentation he said,, "Don't let me frighten you into a decision.
Sleep on it. If you wake up in the morning, let me know what you
think."

The insurance business in this country has a long history,
with its roots among the accomplishments of one of our most
illustrious forefathers -- Benjamin Franklin. He organized the
first insurance company in the United States in 1752.

In this century, life insurance companies have enjoyed
strong and steady growth. Certainly there have been failures --
whether from bad management, poor investing or the attrition
suffered in any industry. But, today, the insurance industry
stands as a leader. ©Some of your companies are today among the
most powerful financial institutions on the earth. And your
economic impact is great.

How did this come about? The word "risk" is a big part of

the answer. You understand the word. Your industry is built
upon risk. Insurance is a device to handle risk.

R-2418
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But the risk I'm speaking of is that of the entrepreneur:
The person who enters the marketplace with his energies and his
capital, putting these tools to work with the expectation of
gain. Empires of economic strength and- social significance have
been forged in your industry -- and in other industries =--
because of the willingness to accept this kind of risk.

, However, to take the risk you must have the opportunity.

Part of this Administration's program seeks to provide that
opportunity =-- an equal opportunity for all players in the free
market.

With this as an objective, deregulation is a cornerstone of
the President's program. It is bringing change in order to keep
up with.change. And we believe it can only benefit business,
industry, the consumer and the economy.

Much of the regulation this Administration would like to see
scrapped or altered was born out of economic times or social
circumstances which no longer apply. Other regulation has come
simply from the government's inevitable propensity to expand and
control.

Dismantling the outmoded and useless regulation in a careful
and organized manner will allow the market to operate as it
should. And when the market is allowed to follow its course, the
results are efficiency and responsiveness.

Financial deregulation is but one aspect of our overall
deregulatory program, but it is a very important aspect. The
world of finance -- pérsonal and corporate -- is changing as
rapidly and dramatically as any sector of our society. 1In the
last few years we have seen a veritable explosion of new
products, new services and new methods of conducting financial
transactions. Financial institutions and consumers need the
ability to deal effectively with these changes.

We came part of the way last year with the Garn-St Germain
Depository Institutions Act of 1982, Although heading in the
right direction, the 1982 Act wasn't enough.

The Administration's further response, as you know, is the
proposed Financial Institutions Deregulation Act of 1983. 1It is
a proposal, we know, that many of you oppose.
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In a recent letter to my deputy, Tim McNamar, from an
official of a life insurance trade organization, it was stated
that a backlash is developing among the membership -- a
membership which comprises, and I quote; "erstwhile, enthusiastic
supporters of Reaganomics."

I might remind the industry that part of the President's
_campaign and a strong element in his philosophy was and is the
"need for derequlation. If the industry supported the President,

I would assume it embraced his philosophies then and the policies
he anticipated having opportunity to implement.

You are capitalists and entrepreneurs working and investing
in the world's greatest economy. Surely you don't intend to
abandon 'your philosophies. To go contrary to the -forces which
made this economy so great.

As entrepreneurs and businessmen you know the value --
indeed, the necessity -- of a market-oriented economy, and the
essence of such an economy is competition. This is exactly what
we seek through FIDA. This is all that we seek through FIDA.

Our proposal deals with many complex, technical and
difficult issues concerning the structure of our Nation's
financial system. The debate over the shape of that structure is
one that has been underway for many years. Our proposal consists
of a balanced approach to arriving at a resolution of this
debate.

The traditional distinctions between banking and nonbanking
services are rapidly breaking down. And in many cases crossovers
by financial institutions to related financial services are
occurring through the piecemeal relaxing of regulations by
federal regulatory agencies and state legislatures.

Diversified nonbanking firms such as Sears, Merrill Lynch,
Shearson/American Express and Prudential-Bache are rapidly
approaching the point where they can offer "one-stop" financial
shopping. So, already substantial movement is being seen in the
directon of restructuring the financial industry.

In my judgment, this is not a trend that can be arrested or
turned aside. The guestion is not whether bank-affiliated
organizations will be able to offer insurance and other financial
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services, but how. It is not sensible to stand by and yell
"Never!" With or without Federal legislation, market forces will
impel banks and their affiliates to take the steps necessary to
enable them to compete. It is a matter of survival and no series
of laws can be drawn tightly enough to prevent a determined
industry from finding ways to meet the demands of the market.

A current example of these irresistable pressures is the
situation in South Dakota, where legislation permits
state-chartered banks to engage in any facet of the insurance
business -- a situation which is drawing the attention of major
banks throughout the country.

LY

A moratorium, as sought by some groups, is clearly not the
answer to the South Dakota problem. Even if it lasted
indefinitely, as many of its sponsors hope, a moratorium will
only close off one avenue. Banks are seeking out states where
they can enter new business-because they find this necessary for
competitive purposes. If the insurance industry does nothing but
oppose change, it risks being left out of the debate on the
direction of change -- but it won't stop change.

The Administration's proposal is designed to channel this
change -- which can provide so much benefit to consumers -- into
a framework for fair competition, while maintaining the safety
and soundness of banks. By permitting new activities for bank
holding companies rather than banks, it will prevent the
competitive unfairness which could arise through banks' use of
these insured funds for non-banking purposes, resolve many of the
inconsistencies and anomalies in the current structure and widen
the choices available to consumers and the financial services
industry.

The Administration has met with numerous trade organizations
and groups representing the insurance industry. 1In each case, we
have sought to elicit suggestions that would assure that when
bank affiliates enter the insurance business, they do so in the
fairest possible way, for consumers, and for those who will have
to meet new competition.

One issue in which we know you are interested is the
possibility of tie-in sales. Current law explicitly prohibits
this activity and permits injured parties to sue to prevent this
practice. But after listening to the views of some trade groups
that enforcement by injured parties alone is not adequate, we
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have gone further. The bill provides for a private right of
action by a trade association on behalf of a member in order to
obtain an injunction against an institution allegedly violating
the "anti-tying"™ provision.

I should add that we would be receptive to even further
tightening of the anti-tying laws and have asked all insurance
trade associations to make suggestions. I am sorry to report,
however, that only one group has come forward with a specific
‘suggestion, and it is not ACLI. 1In our view, it makes little
sense to curse the darkness when it would be so easy to light a
candle.

Up to this point, I've discussed primarily what financial
deregulation entails for the industry, mentioning briefly the
consumer. But, the consumer needs more than brief mention. The
very heart of our deregulation efforts is the benefit that will
accrue to the consumer from~a free and open market.

What is occurring in your industry and in related industries
is coming about precisely because of the consumer. The
marketplace responds to the consumer. In this particular
situation, the market is responding to the radically enhanced
financial sophistication. of the consumer.

The high inflation of the 1970s prompted the first wave of
financial sophistication on a large scale. We saw dollars fly
from commercial banks and thrifts into money market mutual funds
as depositors abandoned low-yielding, fixed-rate accounts. And
you certainly experienced disintermediation in the form of policy
loans in that staple of your industry -- the whole life policy.
Since then, we've seen’ a proliferation of new financial
instruments targeted at the consumer.

As more and more firms enter the financial services
marketplace and diversify their activities, consumers will be
offered even wider varieties of financial products at competitive
prices, and with greater convenience of selection and service.

Life insurance companies should recognize the stake they
have in this developing environment and the important role they
can play. You manage billions of dollars and have the expertise
to be a major player in the new financial services industry.
View yourself as such. Don't fight inevitable change. Embrace
change as the means for strengthening the industry overall and
providing you with opportunity.
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FIDA is the vehicle to assure this necessary transformation
comes about in the safest manner that will best serve the market
and the industries involved. The Administration's bill is sound.
It is overdue. And it provides the necessary framework that an
industry courting chaos so desperately needs.

I'd like to speak briefly now on another timely topic which
also is of particular interest to this group: The Life Insurance
Tax Act of 1983,

This bill proposes a major overhaul in the way life
insurance companies and their products are taxed. Generally, the
approach taken by the Act is simpler and fairer than the present
system. In particular, there will no longer be three "phases" of
tax for life companies and the often artificial distinction
between investment and undegyriting income will be eliminated.

On the other hand, some complexity is inevitable. This
stems primarily from the fact the industry consists of two
competing segments: stock and mutual companies. Since a
distribution from a mutual company to its policyholders consists
in part of corporate profits, the profits must be measured and
made subject to tax at the corporate level if stocks and mutuals
are to be able to compete on a equal basis.

The Act also makes several changes in the taxation of life
insurance products. The principal innovation here is that for
the first time a general definition of life insurance is
provided. The role of the definition is to exclude those
policies which have tog much investment when compared to the
amount of insurance protection provided. We are generally
satisfied with the way the definition turned out -- the tax
system continues to encourage long-term savings through life
insurance but the limitations imposed should eliminate the use of
life insurance primarily as a tax shelter or investment vehicle.

The Act also contains a provision limiting the deductibility
of interest on policyholder loans. While we are sympathetic to
the potential liquidity problems of policyholders and the
marketing concerns of the agents, what is really going on here in
many of these cases is systematic tax arbitrage. We can see no
reason why this type of activity should be allowed to continue
virtually unchecked in light of the effort elsewhere in the Act
to eliminate excessive investment orientation.
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While bank deregulation and insurance matters certainly
occupy your minds right now, the sometimes agonizing budget
events of the past couple of weeks couldn't have escaped your
attention. ’

Along with this, we have members of Congress holding off on
increasing the debt ceiling, throwing uncertainty into the
financial markets, with the end result of costing the government
more because of the effect on interest rates.

We have, in effect, the Congress holding the debt ceiling
increase hostage to force action on deficits. We have the more
incredibly audacious members of Congress suggesting this
Administration caused the deficits and isn't doing anything about
them. But the real motive is simple: They want a tax increase.
They want the most damaging action possible right now to the
economy. *

The answer is not raising taxes. We don't have deficits
because the American people aren't taxed enough. We have
deficits because the Congress spends too much. The answer is to
cut this spending. But this is unpalatable to many in Congress.

A major theme of the President's economic program is to cut
federal spending. And he has tried. Three times this
Administration has submitted restrained budgets and three times
Congress has not agreed on restraint.

There is a simple solution -- economically simple,
politically difficult -- for controlling federal spending. It is
called the line-item veto. Chief executive officers have it.
State governors have it. Even mayors have it. But the President
of the United States doesn't have this authority. Presidents
since George Washington in 1793 have been decrying this
situation.

With a line-item veto authority, the President would
exercise some control over the parochial interests in Congress.
Some control over unneeded pet projects. And control over what
is simply excess spending in probably every area of government.
No budget the President has submitted has been insufficient to
run the dountry, to keep this nation adequately armed nor too
lean to take care of the truly needy. There is much room for
reduction in government spending.
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This Administration is in the midst of a most important
undertaking: to return economic stability to the greatest nation
on earth and provide for all who seek it the opportunity for
happiness and prosperity. We believe we are making much progress
through our policies, but our work is not done. We ask your help
in reaching these goals, knowing that our aims are the same: a
strong and better America.

Thank you.
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FOR IMMEDIATE RELEASE November 16, 1983

Press Release

The Treasury Department stated today that, because of
the delay in Congressional action on the debt limit legisla-
tion, there will be no announcement today regarding the auction

of the November 2-year note.

Interested investors are advised to look for this announce-

ment at a later time.
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For Release Upon Delivery
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November 17, 1983

STATEMENT OF
THE HONORABLE DONALD T. REGAN
SECRETARY
DEPARTMENT OF THE TREASURY
BEFORE THE
HOUSE WAYS AND MEANS COMMITTEE

Mr. Chairman and Members of the Committee:

I am appearing before you today along with my
distinguished Cabinet colleagues to discuss the Federal tax
features of the Administration's enterprise zone program as
contained in H.R. 1955, The Enterprise Zone Employment and
Development Act of 1983.

The Administration's enterprise zone program is an
experimental initiative designed to relieve economic distress
in inner cities 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 expansion of economic activity and the creation
of jobs within these areas. While the Federal tax incentives
are an important part of the program, the success of the
enterprise zone program will depend largely on contributions
made by the State and local governments through improved
services and through relief of local taxes, regulations, and
other burdens that may inhibit economic activity in these
designated areas, In addition, the success of the program
depends upon the involvement of private organizations.
Efforts will be made to experiment with private firms
providing traditional city services, and more involvement by
private-sector neighborhood organizations will be encouraged.

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
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tax features of the Administration's program therefore
contain strong, balanced incentives for the creation of new
jobs and capital formation in the zones through employment
and investment credits and other tax incentives. On the
whole, the effect of the Federal tax package offered by the
Administration's program will be to reduce significantly the
taxes payable by employers on income generated by activities
in designated zones, eliminate entirely the capital gains tax
on certain types of property used primarily within the zones,
allow the continued use of tax-exempt small issue industrial
development bonds issued with respect to zone activities, and
provide income tax relief for qualified employees of firms
doing business within a designated zone.

I first will outline the major Federal income tax
incentives of the Administration's enterprise zone program.
Next, I will discuss several important issues of tax policy
and administration raised by a program designed to target
Federal income tax incentives to specially designated areas
of economic distress.

I. Outline of Federal Tax Incentives in Administration's
Program

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," 1i.e.,
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.
The credits will phase out during the last 4 years of a zone,
declining by 25 percent per year,

1. Credit for increased enterprise zone 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 base period, which is generally the
12-month periocd prior to zone designation., Qualified wages
are limited to 2-1/2 times the FUTA wage base (currently
$7,000) per qualified employee. Thus, the current maximum



credit for qualified increased employment expenditures will

be 10 percent of each qualified employee's wages up to
$17,500, or $1,750 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 $17,500 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 also will 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, However, the credit
generally does not apply 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 zone designation an employer
employs 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 $17,500 per employee limit, that amount represents
the base period wages. 1If 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 $7,000 raise (to $20,000), 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 $41,500
($17,500 of the $20,000 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 $17,500, and the employer qualifies for a
credit of $1,750.



2. Credit for employment of disadvantaged individuals

In addition to the general payroll credit, enterprise
zone employers will also be eligible for a special 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 for) 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
include:

~

(1) 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;

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

(3) 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 zones,
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 therefore will 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 9 months 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 $7,000). Thus, the current maximum credit
will be 5 percent of $10,500, or $525. 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 that may initially be somewhat undesirable places to
work. The credit will phase out during the last 4 years of a
zone, declining by 25 percent per year.

C. Investment Tax Credit for Enterprise Zone Property

As I mentioned earlier, the Federal tax incentives
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 5-percent credit will be available for all other
depreciable tangible personal property. The 3- and S-pecent
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 1in zone
areas, 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 1in
the zones will not receive any tax benefit for their past
investment. 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 that is sold or removed from an enterprise zone will
be subject to a partial recapture of the credit equal to the
percentage derived by dividing the number of years the
property was used by the taxpayer by the life of the asset
for earnings and profits purposes.

D. Capital Gains Exclusions

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 should 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 which is properly allocable only
to periods during which the property is qualified property.
Qualified property means tangible personal property and real
property used by the taxpayer predominantly in the active
conduct of a trade or business in an enterprise zone.
Qualified property also includes 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 that 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 qualified business within
the previous 12 months, (2) any interest owned by a qualified
business in any other business that is not a qualified
business, and (3) any other intangible property owned by the
qualified business that was not created as part of an active
trade or business within an enterprise zone after designation
of the area as an enterprise zone,

These special capital gains provisions will continue to
apply after zone designation lapses until the first time each
item of 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 special investment tax credits and
the exclusion of qualified enterprise zone capital gains,
the Administration's program will extend the tax exemption
provision for interest from small issue industrial
development bonds used to finance enterprise zone property.
The general tax exemption provision for small issue
industrial development bonds is now scheduled to expire with
respect to all bonds issued after the end of 1986. H.R, 1955
will remove this sunset date for the entire period during
which an area is designated as an enterprise zone., H.R. 1955
also provides that the provision of present law that
restricts the cost recovery deductions for property financed
with tax-~exempt bonds will not apply to enterprise zone
property eligible for the additional investment tax credits
described above,

F. Revenue Estimates

Because we are not certain of when the 75 zones will be
designated or of their size and characteristics, the revenue
estimates were based on representative zones. The revenue
estimates therefore can be expected 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 phasing in of the 75 zones over the next
several years are:

Fiscal Years
(S billions)

1984 13985 1986 1987 1988

-.1 -.4 -.7 -.9 -1.0



II. Issues of Tax Policy and Administration

I would now like to discuss several issues of tax policy
and administration that are raised by any program that
targets Federal tax incentives at specially designated areas
of economic distress.

A. Identifying Enterprise Zones

The Administration's enterprise zone program identifies
and selects enterprise zones through a process requiring
nomination of areas by State and local governments,
satisfaction of various objective criteria in establishing
that areas suffer from pervasive poverty, unemployment, and
general distress and consideration of the strength of State
and local government commitments to create an environment
conducive to the growth of private enterprise, job creation,
and area-wide economic revitalization. We believe that both
the process and the substantive criteria contained in
H.R. 1955 should ensure effective targeting of Federal tax
incentives to areas of economic distress likely to be
revitalized by joint efforts of State and local governments
and private businesses and organizations.

B. Effectiveness of Federal Tax Incentives Targeted for
Enterprise Zones

The Federal tax incentives of the Administration's
enterprise zone program are designed to encourage the
formation of new businesses and expansion of existing
enterprises in areas of economic distress. To this end, the
program contains strong, balanced incentives for job creation
and labor intensive businesses, as well as incentives for new
capital investments within the zones. The various employment
and investment tax credits and capital gains exclusions are
targeted at expansion in qualified employment or investment
beyond levels existing at the time a zone is designated.
Moreover, the tax incentives will apply only with respect to
a business that meets certain requirements for activity and
location in a zone.

We believe the Administration's program contains the
appropriate type and mix of tax incentives targeted for job
creation and new capital investment. Other tax preferences,
such as capital gains rollover provisions for excluding gain
on the sale of property located outside the zone and current
expensing for purchasing of stock in new area businesses are
less effective means of encouraging the desired economic
activity in the zones. These provisions would also be more
difficult to police, resulting in adverse revenue effects,



C. Assessing the Revenue Implications of Enterprise Zone
Tax Incentives

As mentioned above, our revenue estimates are based upon
assumptions as to economic and demographic characteristics of
representative zones. Obviously, once zones are designated,
revenue estimates can be made with greater precision.

With respect to the general issue of assessing revenue
implications for designated enterprise zones, implications
should be assessed by consideration of the type and extent of
new economic activity expected to be induced by the Federal
tax incentives and State and local commitments to the growth
of area businesses., Our revenue estimates are based on
estimates of likely economic growth in the zones over the
five-year budget period. Secondary feedback effects on
economic variables, such as nominal GNP, direct outlay
programs, and hence on Federal budget balances, are not
included in revenue estimates. Obviously, our revenue
estimates do not take into account any effects on local tax
revenues. '

D. Advantages of Tax Incentives

The Administration's enterprise zone tax incentives are
structured so as not to predetermine private business
decisions. Making available tax incentives to all businesses
in an enterprise zone ensures the most economically efficient
expansion of business activity and job creation in
economically distressed areas.

E. Use of Industrial Development Bonds

The Administration's enterprise zone program includes a
provision removing the December 31, 1986 expiration date for
tax-exempt small issue industrial development bonds used to
finance enterprise zone property. Removal of the expiration
date for this discrete use of small issue industrial
development bonds is necessary since enterprise zones are to
be designated for 20 years followed by a four-year phase-out
period.

F. Limited Number of Enterprise Zones

The Administration's enterprise zone program is an
experimental program and for that reason is limited to 75
zones. We believe it is fair to limit the application of
Federal tax incentives to a limited number of enterprise
zones so that experience can be developed under the program.



III. Conclusion

The Administration's enterprise zone program represents
a fresh approach for dealing with the problems of
economically distressed areas by spurring private economic
activity. We are confident that the total program contains
the necessary ingredients to make it a complete success and I
urge you to lend your support to our efforts.
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I appreciate the opportunity to present the Treasury
Department's views on barter and the sale of silver from the
stockpile. Our interest focuses primarily on the current
review of government barter policy. I will describe briefly
the role of the Senior Interdepartmental Group on International
Economic Policy (SIG-IEP) in the Administration's examination of
policy regarding the barter of CCC and/or other government-owned
property for strategic materials. The SIG has had the issue
under review and the matter is now at the White House for
decision, but Administration policy has not yet been finally
determined. We expect such a determination soon. As regards
silver, we have considered proposals for using stockpiled silver
in commemorative and bullion coins, and I will comment briefly on
that review,.

Policy implications of barter for stockpile materials

The discussion of stockpile barter in the SIG-IEP
complements the recent policy reviews of the broader issue
of countertrade carried out in the Trade Policy Committee
framework. .

It is clear from this USTR-led review of countertrade that
the Administration will likely discourage a revival in identical
form of the extensive barter programs that the Government under-
took during the 1950's and 1960's. Implementation of those
programs required substantial administrative effort, and
frequently resulted in displacements of commercial sales and
limited U.S. flexibility in obtaining the least cost supplies.

Nevertheless, several existing laws do authorize barter when
it is in the best interests of the United States. 1In fact, this
Administration negotiated a barter arrangement with Jamaica last
vear which was mutually beneficial to both countries. Since
other proposals are likely, we are moving to develop more specific
policy guidance on handling them.

n-2421



The barter issue has been discussed thoroughly within the
SIG-IEP, but we have not yet arrived at an Administration
position. As a result of the SIG-IEP review, Secretary Regan, as
Chairman of the Group, has forwarded a summary of agency positions
to the NSC and requested a Presidential decision on barter policy.
All agencies agree that interagency consideration of barter pro-
posals is necessary, but the precise procedures and criteria for
reviewing them are still not decided.

The SIG-IEP

The SIG-IEP was established by the National:Security Council
to provide an interagency framework for discussing the inter-
national economic implications of various issues which also have
significant foreign policy or national security implications.
The Secretary of the Treasury chairs the group and the Secretary
of State is vice chairman. Other members of the group include
the Vice President, the Secretaries of Defense and Commerce, OMB,
CIA, USTR, and NSC. Other agencies participate when issues in
their areas of responsibility or interest are discussed. The
SIG-IEP meets regularly, usually about once a week, and has
effectively addressed a heavy agenda of policy issues.

In Treasury's view, the SIG-IEP is well suited to the task
of examining barter proposals because these have implications
for several policy areas:

-~ National defense stockpiles

—-- Agricultural policy

-- International trade policy

-— Developing country trade balances
-- Foreign policy

--— Budget policy

The Department can appreciate the intense interest of
several groups in the barter issue. On their face, barter pro-
posals seem straightforward: send agricultural commodities (or
any other government property) to developing countries in exchange
for materials which we need for our stockpile. Very often
countries producing raw materials need additional imported food
and have excess supplies of strategic commodities they could send
us. But to complete these exchanges, the U.S. would probably
have to value the agricultural commodity below acquisition value
and below U.S. market prices. This would amount to an export
subsidy and could be a violation of General Agreement on Tariffs
and Trade (GATT) rules.

The procedure for acquiring materials for the stockpile
requires careful attention to priorities so that the most
critical materials are acquired first. Since proposed barter



arrangements often involve commodities which are not compatible
with the established priority schedule, we could misallocate
stockpile resources unless these priorities are maintained.

That is not easy when foreign policy and domestic interest group
pressures come into play.

In negotiating barter arrangements, effective budget manage-
ment could be jeopardized, if the statuatory requirement to
reimburse CCC is removed. The annual budget process is the best
vehicle to establish our nation's priorities for stockpile
acquisitions relative to other national security or social
programs. Bartering programs establish an off-budget funding
mechanism which distorts those priorities. The present statua-
tory requirement that CCC be reimbursed for bartered commodities
ensures that GSA will consider the commodities' costs and
materials priorities when contemplating any barter transaction.
We would be concerned about new legislation being proposed to
remove the CCC reimbursement provision.

Finally, in considering barter proposals, foreign policy
impacts need careful attention. Barters with concessionary terms
provoke requests from other nations for similar arrangements and
protests from competing exporting countries. For these and other
reasons —extraneous to stockpile policy itself -- the United
States may or may not want to undertake a proposed barter arrange-
ment with a particular country.

These comments illustrate the complex and often conflicting
policy considerations that must be taken into account when consi-
dering barter proposals. This is why the SIG has been reviewing
the issue to determine the operational guidelines the
Administration may need to adopt in implementing existing law and
the broad policy established by the Trade Policy Committee.

Several studies of barter have been carried out, both inside
and outside the Government. They have examined the efficiency of
harter as a trading tool as well as the advantages and disadvan-
tages of barter in achieving other policy objectives, particularly
stockpile goals. A staff report by the Department of Agriculture
has examined past barter programs and described the advantages
and disadvantages of barter in general. Also, a 1962 study by an
interagency working group pointed out the many policy and practical
implications of specific barter programs. Those studies indicate
that though barter may be advantageous to some countries in
particular circumstances, these advantages are usually overwhelmed
by much greater efficiency and convenience of standard arms-length
commercial transactions.



Silver Disposals

In December 1981, when silver prices were very low, the
Congress withdrew its approval for GSA to dispose of excess
silver stocks and asked the Aministration to prepare a study on
the effect of silver sales on markets for silver. Since the
study is within the purview of the Cabinet Council on Natural
Resources and the Environment chaired by the Department of the
Interior, I defer to that agency on the report's status.

Early this year, the Treasury Department testified on S. 269
sponsored by Senator McClure of Idaho. That bill proposes to use
105 million troy ounces of silver from the stocks of the national
defense stockpile to mint coins which would be sold to the general
public. At the time, we recommended that market research be done
to determine the feasibility of marketing silver coins before
further consideration be given to the bill. Such research has
been done by an independent organization and offered to the
Treasurer. The Treasurer and the Bureau of the Mint intend to
examine the study findings and methodology in the near future at
which time the Department would be better prepared to comment on
its finding.
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TREASURY TO AUCTION $8,000 MILLION OF 2-YEAR NOTES

The Department of the Treasury will auction $8,000 million
of 2-year notes to refund $4,797 million of 2-year notes maturing
November 30, 1983, and to raise $3,200 million new cash. The
$4,797 million of maturing 2-year notes are those held by the
public, including $700 million currently held by Federal Reserve
Banks as agents for foreign and international monetary authorities.

The Treasury may alter the size or timing of this auction
unless it has assurance of Congressional action on legislation to
raise the statutory debt limit before the scheduled auction date
cf November 22, 1883.

The $8,000 million is being offered to the public, and any
amounts tendered by Federal Reserve Banks as agents for foreign
and international monetary authorities will be added to that
amount. Tenders for such accounts will be accepted at the average
price of accepted competitive tenders.

In addition to the public holdings, Government accounts and
Federal Reserve Banks, for their own accounts, hold $696 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.

Details about the new security are given in the attached
highlights of the offering and in the official offering circular.

o0o
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BIGHLIGHTS OF TREASURY
OFFERING TO THE PUBLIC
OF 2-YEAR NOTES
TO BE ISSUED NOVEMBER 30, 1983

Amount Offered:

To the public......‘.'...........

Description of Security:

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

Maturity date. ® ® & 80 ¢ 0 0 00 OO OO 0O 00 0
Call date..............l.‘.......'
Interest rat@.icececsccecscccsssccces

Investment yield..ciceveccannscsnse
Premium or discOuntesceessscssssce
Interest payment dates..cee.occss
Minimum denomination available...

Terms of Sale:

Method Of sale.cveececsescnscccns
Competitive tenders...eceeececose

Noncompetitive tenders..ceessceee

Accrued interest payable

by investor‘.'...........0.......

Payment by non-institutional

investors.......................'

Deposit guarantee by

designated institutionsS...ee.ce...

Key Dates:

Receipt of tenders..cccecesccccss

Settlement (final payment
due from institutions)

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

November 18, 1983

$8,000 million

2-year notes

Series AB-1985

(CUSIP No. 912827 QE 5)
November 30, 1985

No provision

To be determined based on
the average of accepted bids
To be determined at auction
To be determined after auction
May 31 and November 30
$5,000

Yield Auction

Must be expressed as an
annual yield, with two
decimals, e.g., 7.10%
Accepted in full at the aver-
age price up to $1,000,000

None

Full payment to be

.submitted with tender

Acceptable

Tuesday, November 22, 1983,
prior to 1:30 p.m., EST

Wednesday, November 30, 1983
Monday, November 28, 1983
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FOR IMMEDIATE RELEASE CONTACT: CHARLES POWERS
November 18, 1983 (202) 566-2041

WORLDWIDE UNITARY TAX WORKING GROUP TASK FORCE
ANNOUNCES A PUBLIC HEARING

The Task Force of the Worldwide Unitary Tax Working Group has
announced a public hearing for the purpose of receiving testimony
from interested parties on the subject of the worldwide unitary
method of taxation and related issues, The Working Group,
chaired by Secretary Regan, was established at the request of
President Reagan in order to find a solution to the problems that
may be caused by the worldwide unitary method of taxation. The
hearing will be held Wednesday, November 30, 1983 from 9:00 a.m.
to 5:00 p.m., in Room 4125 of the Main Treasury Building, 15th
and Pennsylvania Avenue, N.W.

Participants wishing to reserve a ten minute time slot for
their presentation may do so by sending a written request, along
with 30 copies of their prepared statement, to Dr. Charles E.
McLure, Deputy Assistant Secretary (Tax Analysis), Room 3108,
Main Treasury Building, 15th and Pennsylvania Avenue, N.W.,
Washington, D.C. 20220; requests must be received before noon,
Monday, November 28, 1983. Participants are requested to keep
their presentations brief and concise, and should expect to
answer follow-up questions of a technical nature.

This announcement will appear in the Federal Register of
November 23, 1983,
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Department of the Treasury ¢ washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 12:00 NOON . November 18, 1983
TREASURY 'S 52-WEEK BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for approximately $8,000 million of 364~day Treas-
ury bills to be dated December 1, 1983, and to mature November 29,
1984 (CUSIP No. 912794 FK 5). This issue will provide about $1,000
million new cash for the Treasury, as the maturing 52-week bill was
originally issued in the amount of $7,008 million.

The Treasury may alter the size or timing of this auction
unless it has assurance of Congressional action on legislation to
raise the statutory debt limit before the scheduled auction date
of November 23, 1983.

The bills will be issued for cash and in exchange for
Treasury bills maturing December 1, 1983, 1In addition to the
maturing 52-week bills, there are $12,446 million of maturing
bills which were originally issued as 13-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 $2,293 million, and Federal
Reserve Banks for their own account hold $4,253 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 bank discount rate 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. For
purposes of determining such additional amounts, foreign and inter-
national monetary authorities are considered to hold $300 million
of the original 52-week issue,

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. This 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.

Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C.
20226, prior to 1:30 p.m., Eastern Standard time, Wednesday,
November 23, 1983. Form PD 4632-1 should be used to submit
tenders for bills to be maintained on the book-entry records
of the Department of the Treasury.

R-2424



-2 -

Each tender must state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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 p051t10n in the bill being offered
exceeds $200 million.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase -~
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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 yield 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
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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 $1,000,000 or less without
stated yield from any one bidder will be accepted in full at the
weighted average bank discount rate (in two decimals) of accepted
competitive bids. The calculation of purchase prices for accepted
bids will be carried to three decimal places on the basis of price

per hundred, e.g., 99.923, and the determinations of the Secretary
of the Treasury shall be final.

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 December 1, 1983, in cash or other immediately-available funds
or in Treasury bills maturing December 1, 1983. 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.



TREASURY NEWS

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

FOR IMMEDIATE RELEASE CONTACT; Charles Powers
November 21, 1983 (202) 566-2041

BAN ON IMPORTS OF CUBAN NICKEL-BEARING
MATERIALS FROM THE U.S.S.R.

The Department of the Treasury announced today that,
effective thirty days from today, all unfabricated nickel and
nickel-bearing materials imported directly or indirectly from
the U.S.S.R. will be detained by the U.S. Customs Service until
such time as their release is authorized by the Office of
Foreign Assets Control. The ban will not apply to Soviet
nickel-bearing materials re-exported to the United States from
third countries that have been combined with other elements in
a third country to form different metals, such as nickel alloys
or stainless steel. Nor will the ban apply to imports of
fabricated items, such as flatware, pots or pans.

This measure is being taken to enforce the ban-on
importation of nickel from Cuba into the United States. The
Cuban Assets Control Regulations have banned importation of
Cuban raw materials into the United States, either directly or
as components of products manufactured in other countries, since
1963. The Department of the Treasury has imposed this new
measure pursuant to that embargo, based on information
indicating that almost half of the total fickel production of
Cuba is exported to the U.S.S.R. There is reason to believe
that some of this Cuban nickel is incorporated into
nickel-bearing products exported from the U.S.S.R. to the United
States. Soviet exports of unwrought nickel to the United States
were worth S12 million in 1982 and $37 million in 1981,

The restriction being imposed on imports from the U.S.S.R.
in this instence is similar to those imposed in previous years
on imports of nickel-bearing products from Italy and France.
Following imposition of this ban, as in the cases of Italy and
France, the U.S.S.R. will be given an opportunity to establish a
valid and reliable certification arrangement with the United
States to assure that Soviet exports to the United States of
nickel-bearing materials do not contain Cuban nickel. 1f the
U.S.5.R. satisfies this condition, its exports of such materials
may once again be permitted entry into the United States,
subject to ‘presentation of appropriate certificates of origin.

R-2425



NOTICE

<

DEPARTMENT OF THE TREASURY
Office of Foreign Assets Control

Ban on Imports of Cuban Nickel-Bearing
Materials from the U.S.S.R.

.

The Office of Foreign Assets Control has reason to believe
that certain nickel-bearing materials imported into the United
States from the U.S.S.R. contain Cuban nickel. Except as
licensed by the Secretary of the Treasury, importation into the
United States of materials derived from nickel of Cuban origin is
prohibited under Section 5(b) of the Trading With the Enemy Act,
S0 U.S.C. App. 5, and by Sections 515.201 and 515.204 of the
Cuban Assets Control Regulations, 31 C.F.R. Part 515.’

Notice is hereby given that, effective 30 days from the date
of this notice, unfabricated nickel-bearing materials imported
directly or indirectly from the U.S.S.R. will be detained by the
United States Customs Service until such ti;e as their release
from Customs custody or other disposition is authorized by the
Office of Foreign Assets Control. As used herein, "unfabricated
nickel-bearing materials™ includes: (1) nickel ore in any stage
of refinement,; including nickel matte and nickel oxide; (2)
primary nickel in any form, including nickel cathode, powder and
flakes; (3) wrought nickel in its basic shapes and forms,
including ingots, slabs, bars, plates and rods; (4) nickel waste
and scrap; (?) nickel alloys ip their basic shapes and forms,
iﬁcluding ferronickel; and (6) stainless steel in its basic

shapes and forms containing more than 2.53% nickel. Pabricated
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items such as flatware, pots and pans are not covered by the ban.

This detention order shall not apply to nickel alloys and
stainless steel that are manufactured from Soviet nickel in any
country other than the U.S.S.R. Nickel alloys and stainless
steel that are manufactured in the U.S.S.R., however, may not be
imported into the United States merely because they have been
transshiéped through a third country or cut, pressed, milled,
drawn or otherwise wrought in another country. For example,
stainless steel bars from the Soviet Union that are cut, rolled
or otherwise processed short of fabrigation in a third country
may not be imported into the United States.

Beginning 30 days from the date of this notice, unfabricated
nickel-bearing materials (mot including nickel alloys.and
stainless steel) made from Soviet nickel may not be imported into
the United States. For example, nickel rods, plates, bars or
sheets wrought in a third country from nickel cathode or another
form of primary nickel from the U.S.S.R.ﬁmay not be imported.
Importers of such materials that have questions regarding their
;dmissibility through U.S. Customs should contact the Office of
Foreign Assets Control. 1Inguiries may be addressed to either
Raymond W. Konan, Chief Counsel, 202/376-0236, or Marilyn L.
Muench, Ch{ef of Licensing, 202/376-0408.

The Office of Foreign Assets Control is considering whether
to require that imports into the United States of certain
unfabricated nickel-bearing materials from countries that import

nickel from the U.S.S.R. be accompanied by documentation showing

that they were not manufactured in the U.S.S.R. or from Soviet
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nickel. 1If imposed, the requirement will beccme effective within
30 days following the date of itg pgyljéption in the Pederal
Register. ’

The Office of Foreign Assets Control will generally issue
specific licenses authorizing the release from Customs custody of
unfabricated nickel-bearing materials,‘exéeéé’hickel granules and
nickel sulphate, where, prior to the date of &his notice, the
materials were paid for by a person in the United States or
covered by an irrevocable letter of credit established in a
domestic bank. Specific licenses may be issued authorizing the
release from Customs of materials that depart the U.S.S.R. in
transit to the United States before the date of this notice, and
are presented to U.S. Customs within 60 days following that date.

This notice supersedes the earlier notices of February 4,

1969, dealing with importation of nickel granules from the

U.S5.S.R., and of October 3, 1969, dealing with importation of

- // /4

Dennis M. 0'Connell
Director, Poreign Assets Control

nickel sulphate from the U.S.S.R.

Dated: November 21, -1983

Approved:

M. Walker 7 Jr-
sistant Secretary

[AUTHORITY: Sec. 5, 40 Stat. 415, as amended, 50 U.S8.C. App. 5;
Sec. 620(a),. 75 Stat. 445, 22 U.S.C. 2370(a); Proc. 3447, 27 F.R.
1085, 3 C.F.R. 1959-1963 Comp.; B.O. 5193, 7 ¥.R. 5205, 3 C.F.R.
Comp. Supp.. P. 1174; =.0. 9989, 13 F.R. 4891, 3 C.F.R., 1943-
1948 Comp., p. 748.] ‘ B ,
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TREASURY NEWS

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

FOR IMMEDIATE RELEASE November 21, 1983

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $ 6,209 million of 13-week bills and for $6,250 million
of 26-week bills, both to be issued on November 25, 1983, were accepted today.
RANGE OF ACCEPTED

13-week bills 26-week bills

COMPETITIVE BIDS: maturing February 23, 1984 maturing May 24, 1984
Discount Investment Discount Investment
Rate Rate 1/ Price Rate Rate 1/ Price
Low 8.79% 9.147 97.803 : 8.95%3/ 9.53% 95.500
High 8.82% 9.17% 97.795 : 8.96% 9.54% 95.495
Average 8.81% 9.16% 97.798 : 8.96% 9.54% 95.495

a/ Excepting 1 tender of $10,000,000.

Tenders at the high discount rate for the 13-week bills were allotted 67%Z.
Tenders at the high discount rate for the 26-week bills were allotted 637.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted Received Accepted
Boston $ 237,515 $ 65,965 * § 187,710 $ 36,960
New York 13,831,875 4,980,180 18,585,930 5,540,230
Philadelphia 24,000 24,000 16,110 16,110
Cleveland 85,545 35,545 64,910 32,355
Richmond 40,140 40,140 101,435 35,435
Atlanta 45,815 43,675 71,080 31,140
Chicago 1,729,430 481,950 1,381,700 107,945
St. Louis 73,260 64,520 76,895 68,895
Minneapolis 16,510 9,860 24,825 10,825
Kansas City 35,350 34,305 43,230 43,230
Dallas 26,430 26,430 15,870 15,870
San Francisco 827,495 151,180 1,029,300 60,600
Treasury 250,950 250,950 250,185 250,185
TOTALS $17,224,315  $6,208,700 : $21,849,180  $6,249,780
nge
Competitive $14,684,325  $3,668,710 : $18,993,795  $3,394,395
Noncompetitive 1,042,980 1,042,980 : 844,085 844,085
Subtotal, Public $15,727,305 $4,711,690 : $19,837,880  $4,238,480
Federal Reserve 1,371,010 1,371,010 1,300,000 1,200,000
Foreign Official
Institutions 126,000 126,000 711,300 711,200
TOTALS $17,224,315  $6,208,700 : $21,849,180  $6,249,780

1/ Equivalent coupon—-issue yield.
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TREASURY NEWS

Department of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2031

FOR IMMEDIATE RELEASE
Friday, November 18, 1983

STATEMENT BY TREASURY SECRETARY
DONALD T. REGAN
ON THE RESUMPTION OF THE SALE OF SAVINGS BONDS
AND NONMARKETABLE TREASURY SECURITIES
NOVEMBER 18, 1983

Secretary of the Treasury Donald T. Regan has announced
today, since Congress has passed debt limit legislation, the
Treasury has authorized the Federal Reserve Banks and Branches
and other issuing agents to resume the issuance of U. S.
Savings Bonds effective Monday, November 21, 1983, Also being
resumed November 21 is the issuance of special State and local
government securities.
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TREASURY NEWS

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

FOR IMMEDIATE RELEASE
November 18, 1983

U.S. TREASURY TO SPONSOR PAPERWORK REDUCTION FORUM

The Treasury Department will hold a Paperwork Burden
Reduction Forum on December 1 at 300 North Los Angeles Street to
inform the public of the agency's efforts to streamline
information requests by the Customs Service and the Bureau of
Alcohol, Tobacco and Firearms. Importers, brokers, alcohol
producers and distributors, firearm licensees and other members
of the public will have the opportunity to make concrete
suggestions as to what Treasury can do further to reduce the
paperwork burden that is imposed.

Deputy Assistant Secretary of the Treasury, George Astengo,
will keynote the "Paperwork Burden Reduction Forum," at 9 a.m.,
on December 1lst.

"As part of its Reform 88 efforts, the Reagan Administration
is anxious to continue reducing the reporting burden on the
private sector. We can streamline forms at the same time we
ensure the continued enforcement of our laws," said Deputy
Assistant Secretary Astengo. He added: "Through the elimination
of duplication where certain information requests may overlap, we
hope to increase efficiency for both the government and the
public.”

Astengo is a Glendale California native. He served in the
Office of Presidential Personnel at the White Bouse before
joining the Office of the Secretary in the Treasury Department in
late 1981. BHis private sector experience includes Vice
President, Employee Relations and Administrative Services, at the
Beneficial Life Insurance Company and Manager of Persc: -
Administration at the International Telephone and Teleg: -.
Corporation. Before coming to Washington, D.C., Astengo s-.
as Vice Chairman of the Human Resources Committee of the Los
Angeles Chamber of Commerce. Astengo is married to the former
Minerva Maria Garcia. They have two children, David and Monigue.
Monique is attending the University of California at Santa
Barbara.

For more information contact DBavid Nolan at (202)566-2717
prior to November 28 and at (213)688-5900 thereafter.



TREASURY NEWS

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

FOR RELEASE AT 4:00 P.M. November 21, 1983
TREASURY TO AUCTION $6,000 MILLION
OF 5-YEAR 2-MONTH NOTES
The Department of the Treasury will auction $6,000 million
of 5-year 2-month notes to raise new cash. Additional amounts
of the notes may be issued to Federal Reserve Banks as agents
for foreign and international monetary authorities at the average

price of accepted competitive tenders.

Details about the new security are given in the attached
highlights of the offering and in the official offering circular.

Attachment

o0o
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HIGHLIGHTS OF TREASURY
OFFERING TO THE PUBLIC
OF 5-YEAR 2-MONTH NOTES

TO BE ISSUED DECEMBER 1, 1983

November 21, 1983

Amount Offered:
To the public..ceceeeeescssecessss $6,000 million

Description of Security:
Term and type of security......... 5-year 2-month notes
Series and CUSIP designation...... Series G-1989
(CUSIP No. 912827 OF 2)
Maturity dat€...ccessecesscsesssss February 15, 1989
Call date..veeeceseossscassasseass NO provision
Interest rat€...ceececccecscscessss TO be determined based on
the average of accepted bids
Investment yield....cceeeeeeeeess. TO be determined at auction
Premium or discount..ececeeeesess. TO be determined after auction
Interest payment dateS............ August 15 and February 15 (first
payment on August 15, 1984)
Minimum denomination available.... $1,000

Terms of Sale:

Method of sal€..veeveeecensscessss Yield Auction

Competitive tenders............... Must be expressed as an
annual yield, with two
decimals, e.g., 7.10%

Noncompetitive tenders............ Accepted in full at the aver-
age price up to $1,000,000

Accrued interest payable

by investor.iieeeesseeeesassseasess NONe

Payment by non-institutional

investorsS..viseeeceseecsssessseesess Full payment to be
submitted with tender

Deposit guarantee by

designated institutions........... Acceptable

Key Dates:
Receipt of tenders..........c.o... Tuesday, November 29, 1983, prior

to 1:30 p.m., EST
Settlement date (final payment
due from institutions)
a) cash or Federal funds........ Thursday, December 1, 1983
b) readily collectible check.... Tuesday, November 29, 1983



TREASURY NEWS

Department of the Treasury ¢ Washington, D.€. o Telephone 566 2231
FOR RELEASE AT 4:00 P.M.

November 22, 19823

TREASURY'S WEERLY BILL OFFERING

The Department of the Treasury, by this public notice, invites
tenders for two series of Treasury bills totaling approximately
$12,400 million, to be issued December 1, 1983. This offering
will not provide new cash for the Treasury, as the maturing bills
were originally issued in the amount of $ 12,446 million. The two
series offered are as follows:

91-day bills (to maturlty date) for approximately $6,200
million, representing an additional amount of bills dated
September 1, 1983, and to mature March 1, 1984 (CUSIP
No. 912794 EQ 3), currently outstanding in the amount of $ 6,267
million, the additional and original bills to be freely
‘interchangeable,

182-day bills for approximately $6,200 million, to be dated
December 1, 1983, and to mature May 31, 1984 (CusIip
No. 912794 FA 7).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing December 1, 1983, In addition to the
maturing l3-week and 26-week bills, there are $7,008 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 $1,722
million, and Federal Reserve Banks for their own account hold § 4,291
million of the maturing bills. These amounts represent the ccmbined
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 bank discount rates of accepted
competitive tenders. Additional amounts of the bills may be issted

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 determininc such additional
amounts, foreign and international monetary authorities are considered
to hold $ 1,422 million of the original l13-week and 26~week issues.

The bills will be issued on a discount basis under ccmpetitive
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 amcunt 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.

R-2429
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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, prior to 1:30 p.m., Eastern Standard time, Monday,
November 28, 1983. 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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



-3 -

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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 December 1, 1983, in cash or other immediately-available funds
or in Treasury bills maturing December 1, 1983. 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.



TREASURY NEWS

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

FOR IMMEDIATE RELEASE November 22, 1983
RESULTS OF AUCTION OF 2-YEAR NOTES

The Department of the Treasury has accepted $ 8,008 million of
$16,863 million of tenders received from the public for the 2-year
notes, Series AB-1985, auctioned today. The notes will be issued
November 30, 1983, and mature November 30, 1985.

The interest rate on the notes will be 10-1/2%. The range of
accepted competitive bids, and the corresponding prices at the 10-i/2%
interest rate are as follows:

vield Price
qu 10.55% 99,912
High 10.64% 99.754
Average 10.62% 99.789

Tenders at the high vield were allotted 82%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston S 247,865 S 123,505
New York 13,647,270 6,000,870
Philadelphia 29,455 29,455
Cleveland 123,695 118,895
Richmond 169,900 130,650
Atlanta 114,185 106,645
Chicago 840,805 407,705
St. Louis 153,810 136,950
Minneapolis 96,225 83,525
Kansas City 116,320 115,230
Dallas 71,800 55,895
San Francisco 1,246,265 693,565
Treasury 4,935 4,935

Totals $16,862,530 $8,007,825

The S8,008 million of accepted tenders includes S1,060
million of noncompetitive tenders and $6,948 million of competitive
tenders from the public.

In addition to the $8,008 million of tenders accepted in the
auction process, $285 million of tenders was awarded at the average
price to Federal Reserve Banks as agents for foreign and international
monetary authorities. An additional $696 million of tenders was also
accepted at the average price from Government accounts and Federal
Reserve Banks for their own account in exchange for maturing securities.

R.2413N



TREASURY NEWS

penartment of the Treasury o Washington, D.C. ¢ Teiephone 566-2941

Fcr Immediate Release Contact: Charles Powers
November 23, 1983 (202) 566-2041

WORLDWIDE UNITARY TAXATION WORKING
GROUP SCHEDULES DECEMBER MEETING

The Worldwide Unitary Taxation Working Croup, chaired by
Secretary of the Treasury Donald T. Regan, will hold its second
meeting on Tuesday, December 6, 1983, at 10:30 a.m., in the Cash
Room of the Treasury Department. :

The Working Group is studying the complex issues raised by
states’' use of the worldwide unitary method of taxation. The
Group, composed of representatives of the federal government,
state governments, and the business community will advise the
Treasury and assist in the development 6f a policy dealing with
unitary taxation.

At this meeting, the Working Group will receive and discuss
a status report from the staff level Task Force. The Task Force
was established at the November 2nd meeting of the Working Group.
Directions for further study by the Task Force will also be
discussed. The meeting will conclude with a preliminary

discussion of the possible options available for resoluticn of
the issues.



TREASURY NEWS

Department of the Treasury ¢ Washington, D.\C. e Telephone 566-2041

FOR IMMEDIATE RELEASE November 23, 1983

RESULTS OF TREASURY'S 52-WEEK BILL AUCTION
Tenders for $8,012 million of 52-week bills to be issued
December 1, 1983, and to mature November 29, 1984, were accepted
today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS:

Discount Investment Rate
Rate (Equivalent Coupon-Issue Yield) Price
Low - 9.07% 9.91% 90.829
High - 9.10% 9.94% 90.799
Average - 9.09% 9.93% 90.809

Tenders at the high discount rate were allotted 8%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted
Boston $ 120,045 $ 10,045
New York 16,707,880 7,223,240
Philadelphia 10,770 7,850
Cleveland 100,420 38,020
Richmond 120,605 68,245
Atlanta 48,780 18,100
Chicago 1,210,370 205,130
St. Louis 55,810 29,810
Minneapolis 7,845 7,845
Kansas City 22,415 22,415
Dallas 10,515 7,755
San Francisco 1,042,185 306,625
Treasury 66,885 66,885
TOTALS $19,524,525 $8,011,965
Type
Competitive $17,282,500 $5,769,940
Noncompetitive 332,025 332,025
Subtotal, Public $17,614,525 $6,101,965
Federal Reserve 1,700,000 1,700,000
Foreign Official
Institutions 210,000 210,000
TOTALS $§19,524,525 $8,011,965
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epurtment of the Treasury o washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE November 28, 1983

TREASURY OFFERS $5,000 MILLION OF CASH MANAGEMENT BILLS

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling approxi-
mately $5,000 million, to be issued December 2, 1983, as follows:

62-day bills (to maturity date) for approximately $2,500
million, representing an additional amount of bills dated August 4,
1983, and to mature February 2, 1984 (CUSIP No. 912794 EM 2), and

153-day bills (to maturity date) for approximately $2,500
million, representing an additional amount of bills dated November 3,
1983, and to mature May 3, 1984 (CUSIP No. 912794 EX 8).

Competitive tenders will be received at all Federal Reserve Banks
and Branches prior to 1:30 p.m., Eastern Standard time, Wednesday,
November 30, 1983. Wire and telephone tenders may be received at the
discretion of each Federal Reserve Bank or Branch. Each tender for the
respective issues must be for a minimum amount of $1,000,000., Tenders
over $1,000,000 must be in multiples of $1,000,000. Tenders must show
the yield desired, expressed on a bank discount rate basis with two
decimals, e.g., 7.15%. Fractions must not be used.

Noncompetitive tenders from the public will not be accepted.
Tenders will not be received at the Department of the Treasury,
Washington.

The bills will be issued on a discount basis under competitive
bidding, and at maturity their par amount will be payable without
interest. The bills will be issued entirely in book-entry form in
a minimum denomination of $10,000 and in any higher $5,000 multiple,
on the records of the Federal Reserve Banks and Branches. Additional
amounts of the bills may be issued to Federal Reserve Banks as agents
for foreign and international monetary authorities at the average
price of accepted competitive tenders.

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 securi-
ties 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, futures,
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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 securi-
ties and report daily to the Federal Reserve Bank of New York
their positions in and borrowings on such securities, when sub-
mitting tenders for customers, must submit a separate tender for
each customer whose net long position in the bill being offered
exceeds $200 million.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities. 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 yield range of accepted bids. Thoset
submitting tenders 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. The calculation of
purchase prices for accepted bids will be carried to threé decimal
places on the basis of 'price per hundred, e.g., 99.923., Settlément
for accepted tenders in accordance with the bids must be made or
completed at the Federal Reserve Bank or Branch in cash or other
immediately-available funds on Friday, December 2, 1983. 2

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 may be obtained from any Federal Reserve
Bank or Branch.
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epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE November 28, 1983

TREASURY OFFERS $5,000 MILLION OF 17-DAY
CASH MANAGEMENT BILLS

The Department of the Treasury, by this public notice, invites
tenders for approximately $5,000 million of 17-day Treasury bills
to be issued December 5, 1983, representing an additional amount
of bills dated June 23, 1983, maturing December 22, 1983 (CUSIP No.
912794 EB 6).

Competitive tenders will be received at all Federal Reserve
Banks and Branches prior to 1:30 p.m., Eastern Standard time,
Thursday, December 1, 1983. Wire and telephone tenders may be
received at the discretion of each Federal Reserve Bank or Branch.
Each tender for the issue must be for a minimum amount of $1,000,000.
Tenders over $1,000,000 must be in multiples of $1,000,000. Tenders
must show the yield desired, expressed on a bank discount rate
basis with two decimals, e.g., 7.15%. Fractions must not be used.

Noncompetitive tenders from the public will not be accepted.
Tenders will not be received at the Department of the Treasury,
Washington.

The bills will be issued on a discount basis under competi-
tive bidding, and at maturity their par amount will be payable
without interest. The bills will be issued entirely in book-entry
form in a minimum denomination of $10,000 and in any higher $5,000
multiple, on the records of the Federal Reserve Banks and Branches.
Additional amounts of the bills may be issued to Federal Reserve
Banks as agents for foreign and international monetary authorities
at the average price of accepted competitive tenders.

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 secu-
rities 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, futures,
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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 securi-
ties and report daily to the Federal Reserve Bank of New York
their positions in and borrowings on such securities, when sub-
mitting tenders for customers, must submit a separate tender for
each customer whose net long position in the bill being offered
exceeds $200 million.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities. 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 yield range of accepted bids. Those
submitting tenders 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. The calculation of
purchase prices for accepted bids will be carried to three decimal
places on the basis of price per hundred, e.g., 99.923, Settlement
for accepted tenders in accordance with the bids must be made or
completed at the Federal Reserve Bank or Branch in cash or other .
immediately-available funds on Monday, December 5, 1983.

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 may be obtained from any Federal Reserve
Bank or Branch.



TREASURY NEWS

)Jepartment of the Treasury e Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE November 28, 1983

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,207 million of 13-week bills and for $%,203

million

of 26—week bills, both to be issued on December 1, 1983,

were accepted today.

RANGE OF ACCEPTED 13-week bills 26-week bills

COMPETITIVE BIDS: maturing March 1, 1984 maturing May 31, 1984
Discount Investment Discount Investment
Rate Rate 1/ Price Rate Rate 1/ Price
Low 8.86% 9,227 97.760 9.02%a/ 9.61% 95.440
High 8.927 9.287 97.745 9.077 9.66% 95.415
Average 8.907 9.267% 97.750 ¢ 9.05% 9.64% 95.425

a/ Excepting 2 tenders totaling $2,680,000.
Tenders at the high discount rate for the 13-week bills were allotted 247.
Tenders at the high discount rate for the 26-week bills were allotted 737%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted Received Accepted
Boston $ 399,240 $ 131,240 $ 171,490 $ 50,140
New York 11,277,600 4,616,650 12,277,170 5,255,410
Philadelphia 21,660 21,660 15,050 15,050
Cleveland 73,725 51,125 62,450 43,450
Richmond 69,295 69,295 49,150 49,150
Atlanta 47,715 47,715 68,630 67,280
Chicago 1,515,455 767,295 1,108,910 277,290
St. Louis 51,425 42,905 61,715 54,715
Minneapolis 11,115 11,115 12,235 12,235
Kansas City 37,555 37,555 38,850 38,850
Dallas 26,835 26,835 16,205 16,205
San Francisco 815,275 161,475 721,605 120,795
Treasury 221,645 221,645 202,055 202,055
TOTALS $14,568,540 $6,206,510 $14,805,515 $6,202,625
Type
Competitive $12,296,815 $3,934,785 $12,217,175 $3,614,285
Noncompetitive 883,040 883,040 729,740 729,740
Subtotal, Public $13,179,855 $4,817,825 $12,946,915  $4,344,025
Federal Reserve 1,325,985 1,325,985 1,300,000 1,300,000
Foreign Official
Institutions 62,700 62,700 558, 600 558,600
TOTALS $14,568,540 $6,206,510 $14,805,515  $6,202,625

1/ Equivalent coupon-issue yield.
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)yepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 556 2041

FOR RELEASE AT 4:00 P.M. Ncovember 29, 1983

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 $12,400 million, to be issued December 8, 1983. This
offering will not provide new cash for the Treasury, as the
maturing bills are outstanding in the amount of $ 12,461 million,
including $1,093 million currently held by Federal Reserve Banks
as agents for foreign and international monetary authorities and
$2,975 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 $ 6,200
million, representing an additional amount cf bills dated
September 8, 1983, and to mature March 8, 1984 (Cus1ip
No. 912794 ER 1), currently outstanding in the amount of §6,221
million, the additional and original bills to be freely
interchangeable.

182-day bills for approximately $ 6,200 million, to be dated
December 8, 1983, and to mature June 7, 1984 (CUSIP
No. 8912794 FB 5).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing December 8, 1983. Tenders from red-
eral Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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 accoun<s
exceeds the aggregate amount of maturing bills held by then.

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 te issued
entirely in book-entry form in a minimum amount of $10,000 and in
any higher $5,000 multiple, on the reccrds 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, prior to 1:30 p.m., Eastern Standard time, Monday,
December 5, 1983. 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 state the par amount of bills bid for,
which must be a minimum of £10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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 ocutstanding 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final,

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 December 8, 1983, in cash or other immediately-available funds
or in Treasury bills maturing December 8, 1983. 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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Department of the Treasury ® Washington, D.C. ¢ Telephone 566-2041

FOR RELEASE UPON DELIVERY
Expected at 1:15 p.m.
Tuesday, November 29, 1983

REMARKS OF
DONALD T. REGAN
BEFORE THE
GREATER WASHINGTON METROPOLITAN
BOARD OF TRADE
WASHINGTON, D.C.
NOVEMBER 29, 1983

It is a real pleasure to be here and to address the Greater
Washington Metropolitan Board of Trade.

I notice that we have Bobby Mitchell, assistant general
manager of the Redskins on the dais. 1If the team wouldn't mind
I'd like to borrow the Hogs for a while next year. We coulé use
some muscle to push a few things through Congress.

That was some game Sunday against the Eagles. The Skins had
as hard a time getting out of RFK Stadium with a win as we had in
getting Congress out of Washington without a tax increase.

Organizations such as your Board of Trade are verv
important. It's very easy in this town, especiallv for one in
government service, to forget that there is much more here than
politics and bureaucracy. This is the seat of our naticnal
government. BRut, the Greater Washington area is also a major
center of commerce. A region with a thriving business community.
An area attracting more and more corporate headquarters. And a
city with a growing entrepreneurial spirit.

This geographic co-location of government and business
should serve as a reminder that this nation stands proud and
strong today not only because of our democratic ideals, but also
because of our £free enterprise system and the men and women who
create, work and invest to make it great.

The business of America is business. This holds trues from
the first farmers and shopkeepers of the original colonies, to
the great industrial concerns which first came about in the
Northeast and Midwest to the new and innovative industries of
today. Whether manufacturing or service, large or small,
commerce is this country's tackbone.
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Business and industry provide us the jobs, the products, the
services and the innovation; making possible our economic
strength and adding immeasurably to our overall quality of life,.

Now, for the first time in some years, you have an
Administration in office that recognizes this principle: the
health and welfare of the country are directly related to the
vitality of the business community and the people it employs and
the people it serves.

What I'd like to do in the next few minutes is show you what
this Administration's policies have done for the economic
vitality of this country. Afterwhich, I will discuss the
single-most major threat to our economic objectives. And
finally, I'll summarize what we can achieve and how we can
achieve 1it.

Ronald Reagan promised a stronger economy and an economic
climate conducive to business and industrial growth. And he is
delivering. The incentives for work, investment, creativity and
risk are moving back in place. The entrepreneur is once again
challenged to enter the marketplace. And by succeeding, bringing
gain to himself and benefit to societv.

When we came into office the economy had suffered from years
of low productivity growth and high inflation. Economic activity
was stagnating.

The President presented a four-part program of lowered tax
rates, reduced growth of Federal spending, regulatory reform, and
support of the Federal Reserve Board's pursuit of price stability
through sound monetary policy.

As the President's program began to be put into effect, we
began to witness a fundamental change in the business climate in
this country.

Real GNP growth has been restored to a strong, positive
track. The 9.7 percent annual rate increase in the second
guarter was the largest since 1978 and was followed by a 7.7
percent gain in the third quarter. Real growth this year is
expected to be in the 6-1/2 percent range, measured
fourth-quarter to fourth-quarter.



-3-

Particularly noteworthy is the fact that this high real
growth is taking place in an environment of exceptionally low
inflation. Increases in the CPI have been running in the 2-1/2
to 3 percent range for recent 12 month periods and increases for
producer finished goods prices at only about 1-1/2 percent --
both the lowest since 1967. 1In 1979 and 1980 both indexes were
advancing at a double-digit pace.

Interest rates have dropped with the prime falling from
21-1/2 percent in late 1980 to 11 percent currently.

Labor costs have moderated and productivity growth is
clearly on the upswing.

The effect of our program's impact on the general economic
outlook has shown up in surveys of consumer sentiment. The
Survey Research Center at the University of Michigan, for
example, reports that consumer confidence in the third quarter
was at a ten-year high.

And, the Conference Board's survey of business confidence
among 1500 corporate chief executives in the second guarter of
this year reached a high for the rseven-year history of the survey
and results for the third quarter remained close to that peak.

This growing optimism reflects widespread recognition that
investment fundamentals are better than they've been in over a
decade.

The outlook for the rest of this year and beyond continues
to be very favorable. All in all, currently available indicators
suggest that the Administration's July forecast of 5-1/2 percent
real growth fourth-to-fourth guarter in 1983 will probably be
exceeded by a percentage point or so. So far there's no reason
to change the estimate of 4-1/2 percent real growth in 1984,
although there's potential for upside revision, should the
momentum from this year spill over into next.

I think all of this is very good news. And it should be.
With everything else business and industry has to face, it
doesn't need a meddling government to Create economic problems.
Let me give you an example of what you'll be contending with in
just one area -- that of demographics.
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It goes without saying that we are living and working in the
midst of constant change. Those of you here who are businessmen
and women know all too well the importance of keeping up with
social trends, changing technology and shifting economic
patterns. To ensure that today's business success will also be
tommorrow's success, you must keep abreast of all of these
changes.

Let me cite some rather interesting demographic statistics
to make the point.

Demographic trends of the last two decades have greatly
influenced the major institutions in America, and I think we are
only seeing the beginning. People over 65, for example, now
constitute 12 percent of the population. 1In five decades they
will make up 20 percent. Today, the majority of wives and a near
majority of mothers are holding paying jobs. The typical
husband/wife family is now one in which both spouses are
breadwinners,

America's population is growing at about 1 percent. But
this rate conceals large variations among various age groups.
For example, during the 70s the student population (aged 5-17)
declined by 14 percent, while the college and military age
population increased by 17 percent. Home buyers grew by 49
percent and the heaviest consumers of health care (aged 65 and
older) increased by 28 percent.

Certain sections of the country such as the south and west
are exploding with 20-25 percent population increases while some
other sections are actually losing population.

We think of ourselves as a manufacturing society. Yet,
today 73 percent of our workforce is in the service sector, and
only 27% in manufacturing.

The point of all of this is that this is a whale of a lot of
change to keep up with. Such demographic shifts are going to
have a heavy impact on the formulation of public policy through
the rest of this century, and it is going to make the job of the
entrepreneurs much more challenging. But these are trends that
you as businessmen should follow because they will change the
demand for certain products and services, increasing some while
decreasing others.



-5-

But in spite of these changes -- and in some cases because
of them -- I believe we can look forward to a future of a growing
economy.

I don't think anyone can dispute the strides we've made in
turning this country around. And the framework is certainly in
place for continued improvement. But let me discuss now a threat
to everything we are trying to accomplish.

The long term is very contingent on certain actions by
Congress. All our work and progress will be in jeopardy at some
point down the line if huge deficits caused by ever-increasing
government spending remain unchecked.

Did you notice? 1I'm saying that deficits matter. They are
a threat to economic well-being. I'm a little tired of being
misrepresented by some who say I'm not concerned. Recently, the
President and I were characterized in a newspaper as considering
the deficits to be a "nuisance" rather than a serious threat.
The real nuisance is that kind of misrepresentation. It's more
than a nuisance, it's a disservice to the people, who have a
right to the truth.

Deficits clearly point to a dangerous imbalance between
spending and revenues. I know this, and the President knows
this. I am very concerned. This Administration is very
concerned. And we are committed to reducing the deficits through
spending restraint, thereby reducing and eventually removing this
threat to sustained growth.

But many legislators on Capitol Hill are urging, instead,
that we raise taxes. This Administration will not consider new
taxes simply to meet a bloated budget. We want spending
reductions. We need spending reductions.

It was very popular in Congress in the couple of months
before adjournment to float tax and spending cut packages. But
the President made it very c¢lear that any bill calling for tax
increases was unacceptable. Let me tell you why. First of all,
you only have to look back to 1982 to see what comes of these
deals. That year, we signed on to one of those "packages." We
accepted $98 billion in tax increases in return for $280 billion
of spending cuts over three years. The $98 billion went through.
We have yet to see the spending cuts.
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Second, tax increases, which are usually sold as deficit
reducers, have a funny way of being rerouted. Generally, about
30 cents on the dollar goes to deficit reduction, while the rest
goes for more spending.

Third, raising taxes to bring down the deficit simply does
not deal with the fundamental problem. Raising taxes would be,
in effect, merely treating the symptom, and in the process, it
makes the disease even worse.

Let's look at that disease. Let's look at what has really
been happening in the area of spending. In 1970, revenues were
about 20 percent of GNP, and spending was just slightly over 20
percent. Almost in balance. Little Problem. But, since 1970,
federal outlays as a percentage of GNP have been rising at an
annual rate of 1.8 percent. Since 1979, the rate has been a
startling 4.6 percent. And because of this unchecked growth, we
now have budget outlays equalling 25 percent of GNP while
receipts are at 18.6 percent. The result: massive deficits.

True, revenues are down a little right now, partially due to
the most recent recession. But revenues will rise as the economy
gets into the expansionary phase of recovery. And, all other
things being equal, spending will drop some because of less need
for recession-induced benefits.

But it won't drop enough. Even looking at the best scenario
for recovery, there will remain structural deficits large enough
to cause us problems in the future.

Let me give you another perspective as to just how
uncontrollable federal spending has become. This Administration,
by the way, has slowed its annual growth from an inherited rate
of 17 percent in 1980 to less than 10% currently and the
projected rate next year is several percentage points lower.
But, let's consider a 10 percent rate. At that rate of 10
percent, federal spending would double in just over 7 years! If
that rate of 17 percent -- under the previous Administration --
had been allowed to continue, spending would have doubled in less
than 4 1/2 years!

The unrestrained, irresponsible spending policies cannot be
allowed to continue. And clearly there is room for cutting back.
I don't agree with those who say domestic spending has been cut
severely and therefore there's no more room for cuts. The
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President's Private Sector Survey on Cost Control, also known as
the Grace Commission, has come up with thousands of suggestions
for cutting the budget and has identified roughly $300 billion in
savings achievable over the next three years.

And anyone with even an inkling of what goes on in
Washington knows there is an excessive preoccupaton with "I" or
"my group" or "my interest." This special interest spending --
so often unneeded for anything but political reasons -- is of
vast proportions, where the ax could be swung freely without
harming legitimate programs.

In the coming months you are bound to hear more of the
argument that the President's tax cuts and a defense buildup are
the reasons for our revenue/spending imbalance. Recognize this
for what it is: a ploy by the big spenders to shift the blame
from themselves and an attempt to justify their push for tax
increases. After all, if your occupation is spending tax
dollars, you have to protect your franchise. Or if you're an
observer of the scene, content to just look at the players, its
easy to say raise taxes. But if you're a businessman who has to
pay taxes, your ox is the one that's going to be gored.

Let's look at the tax argument to see how insincere it is.
Tax rates were first cut in the Fall of 1981 and yet total
revenues in fiscal year '82 increased by $18.5 billion dollars
over the previous year, in the face of that tax cut, and a
serious recession. In the next fiscal year income taxes were cut
again, but total receipts will probably remain the same as the
'82 level. Taxes for individuals were cut a third time five
months ago, yet we're projecting a $68 billion dollar increase in
revenues this year over last year. So, even with the tax cuts
and the damaging effects of the recession, the government will
take in considerably more money this year than in 1981, and still
more in 1984,

It seems like a paradox ~-- to cut taxes but take in more
revenue. But there's a little something at work here called
incentive -- a key factor in the President's economic policies.

In the area of defense spending, while it's true this
Administration has reversed a dangerous decline in military
funding, we are still spending less as a percentage of GNP than
during the two previous decades. For fiscal years 1966-1969,
defense spending as a percent of GNP was at 8.7 percent. By the
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years 1978-1981, it was down to 5.2 percent. Using actual and
projected figures, the rate for the years 1982-1985 is 6.8
percent.

We can look at this in another, quite interesting fashion.
In 1983, under Ronald Reagan, actual defense spending totaled
$210.5 billion. Jimmy Carter, in submitting his projections for
fiscal 1983, estimated that defense spending for that year would
be $210.4 billion. Looking at defense spending in that
perspective shows this so-called "large buildup" to be on the
order of $100 million.

So, when you hear the various arguments for tax increases,
keep this in mind: the so-called "conventional wisdom" often is
no more than popular myth. And it will be used in some cases to
exploit the system.

This Administration will continue to fight for prudent
spending policies and more spending reductions. Congress has got
to understand that what government wants to do must be tempered
by what government can afford to do.

To summarize. This nation is clearly enjoying an economic
resurgence and the future is bright for more growth and real,
enduring prosperity for all Americans. But we must stick with
sound policies to achieve our goals.

This Administration represents those sound policies. It has
brought a radical departure from the failed policies of the past
and offers hope, fairness and opportunity.

But we need your support. Organizations like the Board of
Trade are our ambassadors. By your very existence you
demonstrate the worthwhile ideals of enterprise, risk and hard
work. Your efforts, individually and collectively, are clearly
visible in this area. And I'm certain you will continue to play
important roles in the bright future of Greater Washington's
private sector.

Join us in a most noble task -- to spread the word of those
ideals; to demonstrate that this country can be prosperous once
again; and to bring about the America which we know is possible.

Thank you.
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November 30, 1983

KATHERINE DAVALOS ORTEGA
TREASURER OF THE UNITED STATES,
NATIONAL DIRECTOR,

U.S. SAVINGS BOND DIVISION

Katherine Davalos Ortega, 49, was confirmed as the 38th
reasurer of the United States on September 22, 1983 and sworn-in
by Treasury Secretary Donald Regan during a Rose Garden ceremony
on October 3.

As Treasurer of the United States, Miss Ortega is
responsible for an annual budget of more than $280 million and
manages 5,000 employees located throughout the Bureau of
Engraving and Printing, the Mint, and the U.S. Savings Bond
Program. Miss Ortega is National Director of the U.S. Savings
Bond Division and serves as a member of Secretary Regan's senior
staff,

During Miss Ortega's first year as Treasurer, her signature
will appear on 5.8 billion U.S. currency notes, with a value of
more than $59.6 billion.,

Miss Ortega has an extensive background in banking and
accounting. She is a CPA and practiced with one of the "Big 8"
accounting firms in Los Angeles. She later became a vice
president with Pam American National Bank. She left Pam American
to become president and director at Santa Ana State Bank in
Southern California. As such, she had the distinction of being
the first women president of a California Bank.

Immediately prior to accepting the appointment as Treasurer
Miss Ortega was serving as Commissioner of the Copyright Royalty
Tribunal and has also served as a member 0f the President's
Advisory Ccmmittee on Small and Minority Business.

Miss Ortega is a native of New Mexico, where her £family has
been in business since 1928. She graduated with honors from
Eastern New Mexico University and holds a bachelor's degree in
business and economics. Other awards and honors include:
Outstanding Alumni Award, castern New Mexico University; Business
and Professional Woman of the Year Award, Fullerton chapter;
California Businesswomen's Achievement Award and the Damas de
Commercio Outstanding Woman of the Year Award.
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RESULTS OF AUCTION OF 5-YEAR 2-MONTH NOTES

The Department of the Treasury has accepted $6,013 million
of $17,866 million of tenders received from the public for the
5-year 2-month notes, Series G-1989, auctioned today. The notes
will be issued December 1, 1983, and mature February 15, 1989.

The interest rate on the notes will be 11-3/8%. The range
of accepted competitive bids, and the corresponding prices at the

11-3/8% interest rate are as follows:
Yield Price
Low 11.36% 99.934
High 11.37% 99.896
Average 11.37% 99.896

Tenders at the high yield were allotted 80%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston S 177,541 S 25,441
New York 15,652,765 5,576,435
Philadelphia 12,298 12,298
Cleveland 112,395 37,395
Richmond 68,941 27,241
Atlanta 49,428 25,428
Chicago 625,475 110,035
St. Louis 93,419 72,619
Minneapolis 22,876 9,876
Kansas City 34,813 32,813
Dallas 11,840 6,240
San Francisco 1,002,451 75,451
Treasury 2,041 2,041
Totals $17,866,283 $6,013,313
The $6,013 million of accepted tenders includes $ 536

million of noncompetitive tenders and $5,477 million of competi-
tive tenders from the public.

In addition to the $6,013 million of tenders accepted in

$211 million of tenders was awarded at the
average price to Federal Reserve Banks as agents for foreign and
international monetary authorities.

the auction process,

R-2439



TREASURY NEWS

)yepartment of the Treasury e Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE November 30, 1983

RESULTS OF TREASURY'S AUCTION OF 62-DAY AND 153-DAY
CASH MANAGEMENT BILLS

Tenders for $§ 2,502 million of 62-day Treasury bills and for $2,503
million of 153-day Treasury bills, both to be issued on December 2, 1983,
were accepted at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 62-day bills 153-day bills
COMPETITIVE BIDS maturing February 2, 1984 : maturing May 3, 1984
Discount Investment : Discount Investment
Rate Rate 1/ Price : Rate Rate 1/ Price
Low 8.73% 9.01% 98.497 9.00% 9.517 96.175
High 8.74% 9.02% 98.495 9.047% 9.56% 96.158
Average 8.73% 9.01% 98.497 9.027% 9.537% 96.167

Tenders at the high discount rate for the 62-day bills were allotted 3%.
Tenders at the high discount rate for the 153-day bills were allotted 40%.

TOTAL TENDERS RECEIVED AND ACCEPTED
BY FEDERAL RESERVE DISTRICTS
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 170,000 $ 1,050 - 170,000 $ 4,000
New York 9,629,000 2,329,090 : 7,888,000 2,075,800
Philadelphia - - : - -
Cleveland - - : 30,000 19,000
Richmond - - : - -
Atlanta - - : - -
Chicago 1,330,000 71,500 : 1,114,000 175,600
St. Louis 2,000 - : 3,000 2,000
Minneapolis == - : - -
Kansas City - == : - -
Dallas - - : - -
San Francisco 935,000 100,000 : 1,000,000 227,000
TOTALS $12,066,000 $2,501,640 : $10,205,000 $2,503,400

1/ Equivalent coupon-issue yield.
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EMBARGOED FOR RELEASE UPON DELIVERY
Expected at 7:30 p.m. PDT
Thursday, December 1, 1983

REMARKS BY
DONALD T. REGAN
SECRETARY OF THE TREASURY
BEFORE THE
STATESMAN OF THE YEAR AWARD BANQUET
SEATTLE, WASHINGTON
DECEMBER 1, 1983

Governor Spellman, ladies and gentlemen, good evening. 1It's
a pleasure to be out here in the great Pacific Northwest. I know
the people here take much pride in the natural beauty of this
part of our country. And they can also take pride in themselves
for fashioning a truly great community through the American
ideals of courage, enterprise and hard work.

I want you to know that I deeply appreciate the selection as
Statesman of the Year. Looking over a list of recent recipients,
I find myself to be among very distinguished company. I am truly
honored to join them for 1 take the -designation of "statesman"
very seriously. And I think it is evident that others down
through history have felt the same way.

For instance, in a letter in 1701, the Earl of Shrewsbury
wrote: "Had I a son I would sooner breed him a cobbler than
courtier, and a hangman than statesman.”

Or Harry Truman once quipped: "A statesman is a politician
who's been dead ten or fifteen years."”

Then there's the familiar comment that takes Truman's line a
step further: "Now I know what a statesman is: a dead
politician. (PAUSE) And the author added, "We need more
statesmen."” '

Well, you can take any topic you like and someone will make
a joke about it. But there is such a thing as a "statesman" -- a
person who goes far beyond mastering the mechanics of politics,
and one who possesses an abundance of wisdom, ability and
integrity.

R-2441
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Ironically, part of that familiar derogatory comment is
true. We do need more statesmen. They are in short supply.

You here in the State of Washington have been fortunate
enough to have had one in your midst for half.a éentury. And you
recently have mourned his passing. While the Reagan
Administration d4id not always agree with Scoop Jackson, we
admired him greatly. I knew him personally long before I joined
this Administration. He was a good and dedicated Senator. 1If I
might quote George Will: “Henry Jackson mastered the delicate
balance of democracy, the art of being a servant to a vast public
without being servile to any part of it."

In Senator Jackson's place we now have Dan Evans, who joins
Slade Gordon to represent Washington in the Senate. I know that
Dan will represent your state and our great nation well. 1In them
you have two extremely able and competent voices.

This award tonight and your deeply appreciated recognition
notwithstanding, I will leave to history's judgment my status as
statesman. But I would like to spend:a few moments discussing
the ideal of statesmanship and key characteristics which I
believe all statesmen have. '

There is first, I think, in a statesman or would be
statesman, the need for an undeniable and‘indispensible courage
and foresight to go against the conventional wisdom. So much of
what we have, what we are blessed with, stems' from men and women
throughout history who had vision, and then -- in'the face of
argument and often ridicule -- clung ‘tenaciously-to their
beliefs and pushed forward.

True, it is much easier to sit°*back and ‘conform. It is much
safer to keep contrary opinions to oneself: “It is'much simpler
to not rock the boat. But thank God that we have -
non-conformists, and the people I like to call contrarians, plus
those who dare to make waves. Without them, society in all its
aspects would be much the poorer -- with them we are so much
richer.

Consider the great strides that have occurred because of
such greats as Alexander Graham Bell, Thomas :Edison, Albert
Einstein, architect Frank Lloyd Wright and Jonas Salk. And the
list goes on and on.
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Your own city, your state, and indeed all society benefits
tremendously because of the courage and foresight of people who
defied some of the most reasonable wisdom of the day. Would
Boeing be here tonight without the spectacular events of 1903 in
Kitty Bawk? Where would we be if no one had had the courage to
say and believe: “Yes, man can fly."

We still see this courage today. Maybe not enough, but it
is there,.

In 1980 there was a call to return to courage and to
foresight. Ronald Reagan entered office with a plan to do no
less than revitalize the economy of this nation. He resolved to
go against the conventional wisdom accumulated over the past
decades. Well, this Administration tested some of that old
wisdom. We found it wanting.

Let me give you a few examples of what the traditional
thinking predicted the President's policies would do, coupled
with what has actually occurred.

Part of this Administration's four-pronged approach to
restoring economic vitality involved cutting taxes. You are all
familiar with the three-year, phased-in cuts which began in 1981,
You may also recall the various cries of the critics that the
Adnministration was playing with fire and the public was going to
get burned -- with higher rates of inflation. Walter Beller,
former Council of Economic Advsiers chairman in the Kennedy and
Johnson Administrations, was one of the gloom and doom prophets.
In 1981, months before the first phase of cuts, he asked: "How
can the economy absorb that big an expansionary punch without
aggravating our already intolerable inflation?"

That was the "conventional wisdom."™ Here's what actually
happened. The rate of inflation dropped precipitously. After
running at a double-digit pace in 1979 and 1980, we're now seeing
a rate of about 3 percent for the 12 months which ended in
October. When this Administration entered office, inflation was
the number one concern of the American people. Two and one-half
years ago if someone had predicted a 3 or 4 percent inflation in
1983, he would have been laughed at. But look where we are

today. What has been accomplished in this area is nothing short
of dramatic.
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Another example. The conventional wisdom holds that
deficits cause high interest rates. 1It's true that real rates of
interest currently are higher than they should be. But that
makes a flimsy argument for this situation being caused by
deficits when you consider the following: In 1980 the prime
rate was at the incredible and record-breaking level of 21 1/2
percent and 90-day commercial paper was almost at 20 percent.
Those rates were reached during a period of deficits that were
less than those of the past two years.

This Administration isn't saying that deficits don't matter.
But we are saying that the evidence strongly suggests there is no
singular, direct correlation between deficits and high rates of
interest. We have studies that unambiguously support this
conclusion. BHigh rates of interest are caused by at least 3
things. Monetary policy, or the amount of money in circulation,
inflationary fears for the future, and deficits.

If you keep up with the newspapers and the news programs,
you may have been seeing lately that a number of the
Administration's opponents on this issue have softened their
stands and in some cases completely rejected the old conventional
wisdom.

One more example. After Administration critics begrudgingly
acknowledged that the nation would move into recovery, they still
held that it would be sluggish. Walter Heller, again, said late
last year, and I gquote: "The strength of the recovery, in a
word, will be lousy." Tell me what's lousy about real GNP growth
of 9.7 percent and 7.7 percent in the second and third quarters
of this year. Or tell me what's sluggish about unemployment
dropping faster coming out of this recession than anyone thought
possible. 1Indeed, this recovery is proving as strong or stronger
than any recovery in 30 years.

And there are other examples where this Administration has
been bold enough to challenge traditional thinking -- thinking
which so often has held us back.

But, all the courage and foresight in the world does no good
if it is not put to proper use. In 1710, Richard Steele, the
English essayist, dramatist and political leader wrote: "The
first and essential quality towards being a statesman is to have
a public spirit.” I think this Administration in general, and
President Reagan in particular, has demonstrated a deep and
sincere desire in this respect.
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In the international arena for example, we have a clear
understanding of the close link between our own American economy
and the stability of the world economy. Beginning last year and
continuing throughout this year, we have been faced with an
extremely serious international debt situation. It would have
been easy for us simply to say the problems of Brazil and Mexico
and others are no concern of ours -- or that someone else should
solve their problems,

But our view was, and continued to be, one of commitment to
the strength of the entire global economy. So, we provided
short-term assistance to several of the large debt nations while
they worked on a renegotiation of their debt and IMF programs.
We also fought hard -- and successfully, I might add -- for
passage of an increase in funding for the International Monetary
Fund. As you know the IMF bill was not a particularly popular
piece of legislation. But we were committed to take the steps
necessary for the long-term benefit of the international economic
community and the preservation of the economic and political
structure of many of our allies and friends in the developing
world even if it meant possible sacrifice of some short-term
political gain. That, in my view, is statesmanship.

On the domestic front, the President's policies are fair and
sound. Through them we seek a strong America, where opportunity
and prosperity are within the reach of all. Unfortunately, 1
can't say that all of our elected officials are helping us in
this endeavor.

Whether for sincere but misguided reasons, or for reasons of
self-interest, Congress is spending this country into trouble.
There is nothing fair about fiscal policies that weaken the
economy for everyone. There is nothing compassionate about
policies that promote the status quo for the less-well-off. And
there is nothing statesmanlike about policies that disregard the
general welfare in favor of the welfare of the special interest
group.

You have heard much discussion about our high budget
deficits and you will be hearing much more next year. But
remember, the deficits are only the symptom of the disease. And
the disease is unrestrained spending.
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This Administration has tried repeatedly to combat this
runaway spending. We have submitted three budgets thus far, each
calling for restrained spending levels, but not to the extent of
harming defense, or needed domestic programs. In each of the
first two, Congress authorized and appropriated total spending
which far exceeded the President's request. In our most recent
budget submission, the Administration proposed a level of
spending that would reduce outlays by $89 billion over three
years. Congress enacted virtually none of our proposed spending
cuts.

What we are seeing is politics standing in the way of
statesmanship. Those deficits, caused by excessive federal
spending, pose a serious threat to our economic future. They
simply must be reduced. The Constitution gives Congress the
responsibility where matters of spending are concerned. Congress
must exercise that responsibility, and exercise it now.

But, if the Congress is unable or unwilling to cut spending,
expanded authority to do the job should be given to the President
in the form of a line-item veto, or some type of impounding
authority.

With such authority, federal spending could be directed
without regard to the political forces which come to bear so much
more on the Congress than on the Executive Branch.

Thomas Jefferson said: "I place economy among the first and
most important virtues, and public debt as the greatest danger to
feared. To preserve our independence, we must not let out
leaders load us with perpetual debt. We must make our choice
between economy and liberty, or profusion and servitude. If we
can prevent the government from wasting the labors of the people
under the pretense of caring for them, we will be wise."

If this nation learns to spend within its means, there is no
reason that it cannot enter a period of enduring prosperity. The
fundamentals are in place for this country to grow, strengthen
and to offer all its people a brighter future. Let's not let
this opportunity fade away. Let us work together to assure that
we build the strongest possible America.
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We all have it within ourselves to be statesmen, if we want
to be. As Americans, we all have an obligation to strive to make
things a little better. And it doesn't matter much whether your
contributions are made at the town or county level, at the state

level, or in Washington. What matters is that the contributions
be made.

What matters is that we focus on the common good and have
the courage to go beyond what "everyone thinks" -- to go beyond
the conventional wisdom. And finally, what really matters is
that we concern ourselves with the welfare of the entire nation.
A statesman is someone who cares about the state -- someone who

cares about the community -- as a whole. That is the perspective
we need.

I want to thank you once again for the honor you have
presented me tonight. I can promise you that I will continue to
work very hard to live up to the ideals it represents.

Thank you.
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RESULTS OF TREASURY'S AUCTION OF 17-DAY CASH MANAGEMENT BILLS

Tenders for $5,006 million of 17-day Treasury bills to be
issued on December 5, 1983, and to mature December 22, 1983, were
accepted at the Federal Reserve Banks today. The details are as

follows:
RANGE OF ACCEPTED COMPETITIVE BIDS:
Discount Investment Rate
Rate (Equivalent Coupon-Issue Yield) Price
Low - 8.85% 9.04% 99.582
High - 8.92% 9.10% 99.579
Average - 8.88% 9.06% 99.581

Tenders at the high discount rate were allotted 62%.

TOTAL TENDERS RECEIVED AND ACCEPTED BY
FEDERAL RESERVE DISTRICTS:
(In Thousands)

Location Received Accepted
Boston S 150,000 S 65,500
New York 17,333,000 4,744,100
Philadelphia - -
Cleveland -- --
Richmond - -
Atlanta - -

Chicago 1,151,000 152,500
St. Louis - -
Minneapolis -
Kansas City 2,000

2,000

Dallas - -
San Francisco 571,000 42,240
TOTALS $19,207,000 $5,006,340
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FOR IMMEDIATE RELEASFE December 1, 1983

FEDFRAL FINANCING BANK ACTIVITY

Francis X. Cavanaugh, Secretarv, Federal Financing
pank (FFB), announced the following activity for the
month of September, 1983

FFR holdings of obligations issued, sold, or
quaranteed by other Federal agencies totaled $1364.1
billion on September 30, 1983, an increase of Sl.6
hillion over the level on August 31, 1983. The
increase inclufed agency quaranteed debt of S0.8
hillion, agency debt issues of $0.3 hillion and
agency assets of $0.5 billion. A total of 255
dishursements were nmade during the month,

For Fiscal Year 1983, FFB increased its holdings
by $11.7 billion, compared to.an increase of S17.1
billion in FY 1982. This includes increascs of $S1.3
hillion for agency debt, $3.3 hillion for agency assets
and $7.1 billion for agency quarantecd debt.

Attached to this release are tahles presenting

FFR September loan activity; new FFB commitments to lend
durina September and FFB holdinas as of September 39, 1983,
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FEDERAL FINANCING BANK Page 2 of 9
SEPTEMBER 1983 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
Note #309 9/30 $ 325,000,000,00 1/5/84 9,395%
EXPORT-IMPORT BANK
Note #51 9/1 383,000,000.00 9/1/93 12.105% 11.927% qtr.
Note #52 9/1 183,000,000.00 9/1/93 11.915% 11.743% qgtr.
NATIONAL CREDIT UNION ADMINISTRATION
Central Liquidity Facility
+Note #192 9/6 10,000,000.00 10/17/83 9.755%
OFF-BUDGET AGENCY DEBT
UNITED STATES RATILWAY ASSOCIATION
Note #31 9/30 85,535,672.72 10/31/83  9.295%
AGENCY ASSETS
DEPARTMENT OF HEALTH & HUMAN SERVICES
Health Maintenance Organization Notes
Block # 31 9/26 967,268.51 7/1/05 11.830%
FARMERS HOME ADMINISTRATION
Certificates of Beneficial Ownership
9/23 255,000,000.00 9/23/98 11.825% 12.175% ann.
9/23 50,000,000.00 9/23/03 11.945% 12.302% ann,
RURAL ELECTRIFICATION ADMINISTRATION
Certificate of Beneficial Ownership
9/30 156,800,000.00 9/30/13  11.605%
GOVERNMENT - GUARANTEED LOANS
DEPARTMENT OF DEFENSE - FOREIGN MILITARY SALES
El Salvador 6 9/1 737,500.00 5/15/95 12.075%
Israel 8 9/1 62,285,439.53 9/1/09 12.195%
Israel 14 9/1 28,870,205.84 4/25/13  12.267%
Egypt 4 9/2 1,853,770.70 5/15/13  12.245%
Thailand 6 9/2 125,901.00 9/20/85  11.305%
Thailand 7 9/2 1,027,451.00 8/25/86  11,555%
Honduras 7 9/2 29,926.04 9/25/91 12.055%
Israel 14 9/6 9,089,360.00 4/25/13  13.245%
Liberia 9 9/6 54,528,00 7/21/94  12.145%
Thailand 9 9/6 564,700.00 9/15/93 12,125%
El Salvador 6 9/7 1,298,854.00 5/15/95 11.932%
Greece 14 9/8 923,125.00 4/30/11 11.915%
El Salvador 6 9/9 500,000.00 5/15/95 11.865%
Israel 8 9/9 1,704,660.00 . 9/1/09 11.965%
Israel 14 9/9 7,851,000.27 4/25/13  12,010%
Philippines 8 9/9 1,230,257.54 3/10/88  10.075%
Spain 5 9/12 303,153.00 6/15/91  11.745%
Egypt 4 9/14 527,336.00 5/15/13  11.915%
Greece 14 9/14 319.556.00 4/30/11 11.845%
Indonesia 7 9/14 110,739.86 3/20/90 11.665%

+rollover
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FEDERAL FINANCING BANK

SEPTEMEER 1983 ACTIVITY

AMOUNT FINAL INTEREST INTEREST
BORRCOWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual )

DEPARTMENT OF DEFENSE - FOREIGN MILITARY SALES (Cont'd)

Turkey 12 9/14 $ 796,652.70 5/5/11 11.903%
Turkey 13 9/14 33,468,418.72 3/24/13 11.746%
Turkey 14 9/14 1,328,641.00 11/30/13 11.765%
Panama 4 9/14 230,638.99 5/25/89 11.585%
Panama 5 9/14 1,389,973.03 7/20/93  11.353%
Thailand 9 9/14 191,116.00 9/15/93 11.735%
Thailand 3 9/15 43,212.44 9/20/84  10.415%
Eqgypt 4 9/16 6,676,299.50 5/15/13  12.095%
Honduras 10 9/16 19,193.82 11/30/94 11.915%
Thailand 7 9/16 18,842.34 8/25/86 11.375%
Thailand 10 9/16 7,126,352.00 7/10/94  11.821%
Turkey 12 9/16 1,830,619.05 5/5/11 12.082%
Ecuador 5 9/19 59,380.50 5/25/88 11.285%
Ecuador 6 9/19 33,544.05 6/20/89  11.401%
Kenya 10 9/19 125,212.00 5/5/94 11.565%
El Salvador 6 9/20 502,657.00 5/15/95 11.725%
Greece 14 9/20 1,699,069.00 4/30/11 11.875%
Korea 16 9/20 6,951,977.42 12/31/94 11.764%
Greece 14 9/21 602,500.00 4/30/11 11.815%
Egypt 4 9/22 1,263,883.20 5/15/13 11.916%
Israel 8 9/22 1,440,090.00 9/1/09 11.835%
Israel 14 9/22 5,813,377.55 4/25/13 11.875%
Lebanon 5 9/22 10,000,000.00 7/25/90  11.448%
Lebanon 6 9/22 643,888.00 1/25/91 11.485%
Spain 7 9/22 84,000,000.00 7/15/95  11.096%
Thailand 10 9/22 1,564,621.92 7/10/94  11.675%
Peru 8 9/22 60,843.03 12/15/88 11.315%
Greece 14 9/23 2,134,845.43 4/30/11 11.838%
Turkey 12 9/23 2,888,005.79 5/5/11 11.904%
Turkey 14 9/23 321,512.00 11/30/12 11.745%
Egypt 4 9/26 1,550,307.07 5/15/13  11.805%
Honduras 10 9/26 3,803,835.60 11/30/94 11.615%
Lebanon 3 9/26 1,773,298.69 7/25/87  11.215%
Ecuador 5 9/27 184,836.00 5/25/88 11.013%
Ecuador 6 9/27 140,272.26 6/20/89  11.075%
Israel 14 9/27 8,303,256.15 4/25/13 11.687%
Lebanon 6 9/27 1,598,197.59 1/25/91  11.360%
Egypt 4 9/29 1,707,336.80 5/15/13  10.795%
Jordan 9 9/29 1,052,028.51 11/25/91 10.294%

DEPARTMENT OF ENERGY

Synthetic Fuels Guarantees - Non-Nuclear Act

Great Plains

Gasification Assoc. #78 9/6 8,500,000.00 1/3/84 10.605%
#79 9/12 7,000,000.00 1/3/84 10.515%
#80 9/19 9,000,000.00 1/3/84 10.435%
#81 9/26 6,500,000.00 1/3/84 10.245%

DEPARTMENT OF HOUSING & URBAN DEVELOPMENT
Community Development Block Grant Guarantees

Owensboro, KY 9/1 466,973.43 9/1/87 11.378% 11.702% ann.
Columbia, SC 9/1 500,000.00 9/1/89 11.778% 12.,125% ann.
Lansing, MI 9/1 300,000.00 9/1/88 11.675% 12.016% ann.
Gary, IN 9/1 487,000.00 9/1/87 11.661% 12.001% ann.
Newburgh, NY 9/1 90,000.00 8/1/84 10.665% 10.924% ann.
Syracuse Ind. Dev. Agency 9/1 80,000.00 7/1/04 12,179% 12.,550% ann.
Hialeah, FL 9/14 26,681.00 - 12/1/83 9.565%

St. Petersburg, FL 9/14 75,000.00 12/1/84 10.435% 10.707% ann.
Atlanta, GA 9/19 1,455,000.00 11/1/83 9.555%

Philadelphia Auth. Ind. Dev. 9/19 1,500,000.00 10/1/03 11.878% 12.231% ann.
Baldwin Park, CA 9/23 172,500.00 8/15/84 10.085% 10.310% ann.
Kansas City, MO 9/30 100,000.00 6/15/84 9.895% 10.039% ann.
St. Petersburg, FL 9/30 85,000.00 12/1/84  10.255% 10.518% ann.

Tacoma, WA 9/30 105,250.00 10/15/03 11.700% 12.042% ann.
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Public Housing Notes
Sale #40 9/7 $ 89,381,088.60 11/1/92-- 12,122% 12,489% ann.
11/1/18
Sale #1 9/9 33,859,119.33 11/1/97-- 11.848% 12,199% ann.
11/1/18
NATIONAL AERONAUTICS AND SPACE ADMINISTRATION
Space Camunications Campany 9/1 12,580,000.00 10/1/92 11.973% 12.331% ann.
9/20 8,587,000.00 10/1/92 11.602% 11.939% ann.

DEPARTMENT OF THE NAVY - DEFENSE PRODUCTION ACT

Gila River Indian Cammunity 9/6 261,535.94 10/1/92  12.049% 11.873% qtr.
9/26 125,821.58 10/1/92 11.527% 11.366% qtr.

RURAL. ELECTRIFICATION ADMINISTRATION

Kansas Electric #216 9/1 585,000.00 9/30/85 11.325% 11.169% gtr.
Saluda River Electric #186 9/1 5,637,000.00 9/1/85 11.305% 11.150% qtr.
South Mississippi Electric #171 9/1 1,800,000.00 9/2/85 11.305% 11.150% gtr
Arkansas Electric #143 9/1 2,852,000.00 12/31/17 12.133% 11.954% qtr.
Arkansas Electric #221 9/1 94,000.00 12/31/17 12.133% 11.954% qgtr.
*Saluda River Electric #186 9/1 3,610,000.00 9/1/85 11.305% 11.150% qgtr.
*S, Mississippi Electric #171 9/2 1,639,000.00 9/2/85 11.285% 11.130% gtr.
Oglethorpe Power #66 9/6 3,880,000.00 9/15/85 11.315% 11.159% qtr.,
*United Power #67 9/6 4,100,000.00 9/6/86 11.615% 11.451% gtr.
*United Power #129 9/6 3,700,000.00 9/6/86 11.615% 11.451% qtr.
Cajun Electric #180 9/7 24,266,000.00 9/7/85 11.155% 11.004% gtr.
*Brazos Electric #108 9/8 1,100,000.00 9/8/85 11.005% 10.858% gtr.,
Tex-La Electric #208 9/9 1,600,000.00 9/9/85 11.075% 10.926% gtr.
Big Rivers Electric #65 9/9 4,112,000.00 9/9/85 11.075% 10.926% .gtr.
*Wabash Valley Power #104 9/10 3,161,000.00 9/10/85 11.055% 10.906% qgtr.
*Wolverine Power #182 9/10 2,170,000.00 9/10/85 11.055% 10.906% gtr.
*Wolverine Power #101 9/10 520,000.00 9/10/85 11.055% 10.906% gtr.
*Wolverine Power #183 9/10 2,686,000.00 9/10/85 11.055% 10.906% qtr.,
*Wolverine Power #100 9/10 2,222,000.00 9/10/86  11.335% 11.179% gtr.
*Dairyland Power #54 9/10 4,775,000.00 9/10/86  11.335% 11.179% qtr.
Wolverine Power #234 9/12 9,664,000.00 9/12/85 11.065% 10.916% gtr.
Wabash Valley Power #206 9/13 6,605,000.00 9/13/85 10.835% 10.692% gtr.
Oglethorpe Power #66 9/13 3,044,217.00 9/15/85 10.835% 10.692% gtr.
*Western Illinois Power #99 9/14 2,184,000.00 9/14/86 11.,205% 11.052% qtr.
Dairyland Power #161 9/14 3,768,000.00 9/14/85 10.895% 10.751% gtr.
Dairyland Power #173 9/14 462,000.00 9/14/85 10.895% 10.751% gtr.
*United Power #139 9/14 6,750,000.00 12/31/15 11.796% 11.627% gtr.
*East Kentucky Power #73 9/15 4,700,000.00 9/15/85  11.005% 10.858% qtr.
N.E. Missouri Electric #217 9/15 438,000.00 9/15/85 11.005% 10.858% gtr.
New Hampshire Electric #192 9/15 1,253,000.00 9/16/85 11.005% 10.858% qtr.
*Central Electric Power #131 9/15 265,000,00 9/15/85 11.005% 10.858% qgtr.
*Oglethorpe Power #74 9/15 25,429,000.00 9/15/85 11.005% 10.858% gtr.
*Oglethorpe Power #150 9/15 26,772,000.00 9/15/85 11.005% 10.858% qtr.
*Colorado Ute Electric #168 9/15 11,617,000.00 9/15/85 11.005% 10.858% gtr.
*East Kentucky Power #188 9/16 7,023,000.00 9/16/85 11.075% 10.926% gtr.
Seminole Electric #141 9/16 12,843,000.00 9/16/85 11.075% 10.926% qtr.
Deseret G&T #211 9/16 28,700,000.00 9/30/85 11.095% 10.945% gtr.
*Western Illinois Power #162 9/17 2,681,000.00 9/1/85 10.955% 10.809% qtr.
*Associated Electric #132 9/18 15,000,000.00 9/18/85  10.955% 10.809% gtr.
*Medina Electric #113 9/19 750,000.00 9/19/86 11.235% 11.082% qtr.
Sugarland Telephone #69 9/19 887,000.00 12/31/17 11.825% 11.655% qgtr.
Chugach Electric #224 9/19 539,000.00 12/31/17 11.825% 11.655% agtr.
Pacific Northwest Gen. #118 9/20 220,000.00 12/31/17° 11.820% 11.650% gtr.
*United Power #86 9/20 1,350,000.00 9/20/86  11.195% 11.093% qtr.
South Mississippi Electric #3 9/21 6,000,000.00 12/31/10 11.865% 11.694% qtr.
Big Rivers Electric #143 9/21 336,000.00 9/21/85 10.825% 10.682% qtr.
Big Rivers Electric #179 9/21 6,435,000.00 9/21/85 10.825% 10.682% gtr.
Kansas Electric #216 9/22 665,000.00 9/30/85 10.875% 10.731% qgtr.
Basin Electric #137 9/23 25,000,000.00 9/23/85 10.875% 10.731% qtr.

*maturity extension
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RURAL ELECTRIFICATION ADMINISTRATION (Cont'd)
*Plains Electric #158 9/24 $ 47,000,000.00 12/30/83 9.365% 9.352% qtr.
*Upper Missouri GsT #172 9/25 233,000.00 9/25/85 10.735% 10.595% qtr.
*Buckeye Power #154 9/25 18,625,000.00 12/31/15 11.665% 11.500% qtr.
*East Ascension Telephone #39 9/26 1,100,000.00 12/31/13 11.682% 11.516% qtr.
East Kentucky Power #140 9/27 800,000.00 9/27/85 10.615% 10.478% qgtr.
East Kentucky Power #188 9/27 2,000,000.00 9/27/85 10.615% 10.478% qgtr.
North Carolina Electric #185 9/27 34,471,000.00 9/30/85 10.625% 10.488% qtr.
*North Carolina Electric #185 9/28 19,610,000.00 9/30/85 10.705% 10.565% qgtr.
*Basin Electric #137 9/28 40,000,000.00 9/28/85 10.695% 10.556% qtr.
*Basin Electric #88 9/28 869,000.00 9/28/86  10.955%: 10.809% qgtr.
*South Mississippi Electric #3 9/28 155,000.00 9/26/86 10.955% 10.809% gtr.
*South Mississippi Electric #90 9/28 205,000.00 9/26/86 10.955% 10.809% gtr.
French Broad Electric #245 9/28 300,000.00 9/28/85 10.695% 10.556% gtr.
South Texas Electric #200 9/28 23,000.00 12/31/17 11.620% 11.456% qgtr.
*Associated Electric #132 9/29 8,000,000.00 9/29/85 10.715% 10.575% qtr.
Colorado Ute Electric #168 9/29 10,976,000.00 9/29/85 10.715% 10.575% qtr.
Cooperative Power #70 9/29 12,300,000.00 9/29/85 10.715% 10.575% qtr.
Basin Electric #137 9/29 25,000,000.00 9/29/85 10.715% 10.575% qtr.
Oglethorpe Power #246 9/29 36,701,000.00 9/30/85 10.725% 10.585% qgtr.
*Cajun Electric #147 9/29 10,000,000.00 9/29/85 10.715% 10.575% gtr.
*Cajun Electric #180 9/29 30,000,000.00 9/29/85 10.715% 10.575% gtr.
New Hampshire Electric #192 9/30 1,765,000.00 9/30/85 10.765% 10.624% qtr.
Basin Electric #232 9/30 2,058,000.00 9/30/85 10.765% 10.624% gtr.
Wabash Valley Power #206 9/30 11,392,000.00 9/30/85 10.765% 10.624% gtr.
Kansas Electric #216 9/30 5,300,000.00 9/30/85 10.765% 10.624% qtr.
Tex-La Electric #208 9/30 3,100,000.00 9/30/85 10.765% 10.624% qgtr.
Sunflower Electric #174 9/30 2,200,000.00 9/30/85 10.765% 10.624% gtr.
Wolverine Power #234 9/30 16,704,000.00 9/30/85 10.765% 10.624% gtr.
Big Rivers Electric #179 9/30 12,436,000.00 9/30/85 10.765% 10.624% qgtr.
South Mississippi Electric #171 9/30 7,881,000.00 9/30/85 10.765% 10.624% gtr.
Saluda River Electric #186 9/30 11,150,000.00 9/30/85 10.765% 10.624% gtr.
Arkansas Electric #142 9/30 1,83%,000.00 12/31/17 11.657% 11.492% gtr.
*Corn Belt Power #166 9/30 660,000.00 9/30/85 10.765% 10.624% gtr.
*Wolverine Power #182 9/30 4,003,000.00 9/30/85 10.765% 10.624% gtr.
*Wolverine Power #183 9/30 4,905,000.00 9/30/85 10.765% 10.624% qtr.
*Brazos Electric #108 9/30 1,210,000.00 9/30/85 10.765% 10.624% gtr.
*Brazos Electric #144 9/30 3,613,000.00 9/30/85 10.765% 10.624% gtr.
*Seminole Electric #141 9/30 2,037,000.00 9/30/85 10.765% 10.624% qtr,
*Saluda River Electric #186 9/30 7,000,000,00 9/30/85 10.765% 10.624% gtr.
*Wabash Valley Power #104 9/30 5,634,000.00 9/30/85 10.765% 10.624% qtr,
*Central Electric #128 9/30 2,440,000.00 9/30/85 10.765% 10.624% qgtr.
SMALL BUSINESS ADMINISTRATION
State & Local Development Company Debentures
Nine County Dev. Corp. 9/7 14,000.00 9/1/98 12.118%
Gr. Lockport Development Copr. 9/7 53,000.00 9/1/98 12.118%
Gr. No.-Pulaski Deveopment Corp. 9/7 60,000.00 9/1/98 12.118%
Texas Panhandle Reg. Dev. Co. 9/7 66,000.00 9/1/98 12.118%
Worchester Bus. Dev, Corp. 9/7 93,000.00 9/1/98 12.118%
Community Dev. Corp. of Ft. Wayne 9/7 121,000.00 9/1/98 12.118%
Business Dev, Corp. of Nebraska 9/7 144,000.00 9/1/98 12.118%
Brattleboro Dev. Credit Corp. 9/7 158,000.00 9/1/98 12,118%
Atlanta Local Dev. Campany 9/7 166,000.00 9/1/98 12.118%
ARK-TEX Regional Dev. Co., Inc. 9/7 273,000.00 9/1/98 12.118%
Milwaukee Econ. Dev, Corp. 9/7 441,000.00 9/1/98 12.118%
Gr. Bakersfield Local Dev. Corp. 9/7 462,000.00 9/1/98 12.118%
Empire State Certified Dev. Corp. 9/7 500,000.00 9/1/98 12.118%
ARK-TEX Regional Dev., Co., Inc. 9/7 12,000.00° 9/1/03 12.189%
Gr. Kenosha Development Corp. 9/7 34,000.00 9/1/03 12.189%
Long Island Development Corp. 9/7 35,000.00 9/1/03 12.189%
Saint Paul 503 Development Co. 9/7 40,000.00 9/1/03 12.189%
Los Medanos Furd 9/7 40,000.00 9/1/03 12.189%
Fayetteville Progress, Inc. 9/7 45,000.00 9/1/03 12.189%
Evergreen Com. Development Assoc. 9/7 63,000.00 9/1/03 12.189%

*maturity extension
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Cleveland Citywide Corp. 9/7 $ 67,000.00 9/1/03 12.189%
St. Louis local Development Co. 9/7 69,000.00 9/1/03 12.189%
1st Alabama Development Corp. 9/7 73,000.00 9/1/03 12.189%
Greater West Side Dev. Corp. 9/7 81,000.00 9/1/03 12.189%
1st Alabama Development Corp. 9/7 82,000.00 9/1/03 12.189%
St. Paul 503 Development Campany 9/7 82,000.00 9/1/03 12.189¢
Texas Certified Dev. Co., Inc. 9/7 82,000.00 9/1/03 12,189%
Kalamazoo Sm. Bus. Dev. Corp. 9/7 88,000.00 9/1/03 12,189%
Verd-Ark-CA Development Corp. 9/7 88,000.00 9/1/03 12.189%
Bay Area Employment Dev. Co. 9/7 107,000.00 9/1/03 12,189%
Akron Small Business Dev, Corp. 9/7 126,000.00 9/1/03 12.189%
Columbus Countywide Dev. Corp. 9/7 126,000.00 9/1/03 12.189%
Hamilton County Dev. Co., Inc. 9/7 134,000.00 9/1/03 12.189%
Elizabeth Dev, Co. of New Jersey 9/7 137,000.00 9/1/03 12.189%
Ashville-Buncambe Dev. Corp. 9/7 151,000.00 9/1/03 12.189%
Community Dev, Corp. of Ft. Wayne 9/7 167,000.00 9/1/03 12.189% '
Long Island Dev. Corp. 9/7 175,000.00 9/1/03 12.189%
Texas Certified Dev. Co., Inc. 9,7 198,000.00 9/1/03 12.189%
Columbus Countywide Dev., Corp. 9/7 210,000.00 9/1/03 12.189%
Gr. Bakersfield lLocal Dev. Corp. 9/7 231,000.00 9/1/03 12.189%
Barren River Area Dev. Dis., Inc. 9/7 237,000.00 9/1/03 12.189%
Econ. Dev. Corp. of Shasta County 9/7 240,000.00 9/1/03 12.189%
Ocean State Bus. Dev. Auth., Inc. 9/7 244,000.00 9/1/03 12.189%
Bay Colony Development Corp. 9/7 254,000.00 9/1/03 12.189%
Texas Cert. Long Island Dev. Corp.9/7 336,000.00 9/1/03 12.189%
Bay Colony Development Corp. 9/7 357,000.00 9/1/03 12.189%
CDC Business Development Corp. 9/7 386,000.00 9/1/03 12.189%
Evergreen Canmmunity Dev, Corp. 9/7 450,000.00 9/1/03 12.189%
Illinois Sm. Bus. Growth Corp. 9/7 500,000.00 9/1/03 12.189%
Evergreen Cammunity Dev. Corp. 9/7 500,000.00 9/1/03 12.189%
St. Louis Local Development Co. 9/7 . | 38,000.00 9/1/08 12.202%
Nine County Development Inc. 9/7 39,000.00 9/1/08 12.202%
Columbus Countywide Dev. Corp. 9/7 53,000.00 9/1/08 12.202%
Springfiéld Cert. Dev. Campany 9/7 60,000.00 9/1/08 12.202%
Texas Cert. Dev. Co., Inc. 9/7 69,000.00 9/1/08 12.202%
BEDQD Development Corp. /1 79,000.00 9/1/08 12.202%
Oshkosh Cam. Dev. Corp., Inc. 9/7 87,000.00 9/1/08 12.202%
San Diego County L.D.C. 9/7 107,000.00 9/1/08 12.202%
Worchester Bus. Dev. Corp. 9/7 119,000.00 /1/08 12.202%
Western Massachusetts S.B.A., Inc.9/7 122,000.00 9/1/08 12.202%
Mid-America Dev. Corp. 9/7 | 125,000.00 9/1/08 2.202%
Tucson L.D.C. of Tucson 9/7 137,000.00 9/1/08 12.202%
Duluth Bus. Assistance Corp. 9/7 161,000.00 9/1/08 12.202%
ARK~TEX Regional Dev. Co., Inc. 9/7 168,000.00 9/1/08 12.202%
San Diego County L.D.C. 9/7 189,000.0¢C 9/1/08 12.202%
Bay Area Employ. Dev. Co. 977 212,000.00 9/1/08 12.202%
San Diego County L.D.C. 9/7 255,000.00 9/1/08 12.202%
Columbus Countywide Dev. Corp. 9/7 267,000.00 9/1/08 12.2022
City-Wide Sm. Bus. Dev. Corp. 9/7 270,000.00 9/1/08 12.202%
Wilmington Ind. Dev., Inc. 9/7 313,000.00 9/1/08 12.202s%
Bay Colony Dev. Corp. 9/7 409,000.00 9/1,/08 12.202%
St. Louis lLocal Dev. Co. 9,7 500,000.00 9/1/08 12,202+
Bay Area Bus. Dev. Co. 9/7 500,000.00 9/1/08 12,202%
Small Business Investment Companv Debentures
CMNY Capital Co., Inc. 9/30 500,000.00 9/1/86 10.955%
Edwards Capital Co. 9/30 600,000,00 9/1/86 10.955%
Realty Growth Capital Co. 9/30 150,000.00 9/1/86 10.955%
SBIC of Connecticut 9/30 250,000.00 9/1/88 11.345%
Southeast Venture Capital, Inc. 9/30 1,000,000.00 9/1/88 11.345%
Crosspoint Investment Corp. 9/30 300,000.00 9/1/90 11.585%
Doan Resources Corp. 9/30 1,700,000.00 9/1/90 11.585%
Bohlen Capital Corp. 9/30 1,000,000.00 9/1/93 11.615%
Clinton Capital Corp. 9/30 500,000.00 2/1/93 11.615%
1st Capital Corp. of Chicago 9/30 2,600,000.00 9/1/93 11.615%
1st Connecticut SBIC 9/30 4,000,000.00 9/1/93  11.615%
The Franklin Corporation 9/30 3,500,000.00 9/1/93  11.615%
Gold Coast Capital Corp. 9/30 300,00€.00 9/1/93  11.615%
Lowcountry Investment Corp. 9/30 600,000.00 9/1/93
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Small Business Investment Campany Debentures (Cont'd)
Mercantile Dallas Corp. 9/30 $ 2,000,000.00 9/1/93 11.615%
Moramerica Capital Corp. 9/30 1,150,000.00 9/1/93 11.615%
Nelson Capital Corp. 9/30 390,000.00 9/1/93 11.615%
North Star Ventures, Inc. 9/30 3,000,000.00 9/1/93 11.615%
San Joaquin Capital Corp. 9/30 400,000.00 9/1/93 11.615%
SBAC of Panama City, Florida 9/30 1,500,000.00 9/1/93 11.615%
Southeast Venture Capital, Inc. 9/30 1,000,000.00 9/1/93 11.615%
Tamco Investors (SBIC), Inc. 9/30 100,000.00 9/1/93 11.615%
Vermont Investment Capital, Inc. 9/30 100,000.00 9/1/93 11.615%
TENNESSEE VALLEY AUTHORITY
Seven States Energy Corporation
Note A-82-12 9/30 512,075,501.74 12/30/83  9.245%
DEPARTMENT OF TRANSPORTATION
National Railroad Passenger Corporation (Amtrak)
Note #31 9/26 4,600,000.00 10/3/83 9.345%
Note #31 9/29 8,710,573.55 10/3/83  9.245%
Note #31 9/30 10,062,750.43 10/3/83 9.295%
Note #32 9/30 10,599,994.00 10/3/83  9.295%
Section 511-—4R Act
Milwaukee Road #511-2 9/21 245,348.00 6/30/06 11.819%
FEDERAL FINANCING BANK
September 1983 Cammitments
CQOMMITMENT
BORROWER GUARANTOR AMOUNT EXPIRES MATURITY
Farmers Home Administration CBO's n/a $70.0 billion 9/30/84 n/a
Dade County, FL HUD 5,300,000.00 7/15/89 7/15/89
Red. Auth. of HUD 400,000.00 7/1/84 7/31/91
Altoona, PA
Econ. Dev. & Ind. HUD 5,000,000.00 9/1/85 9/1/05
Corp. of Boston
Sommerville, MA HUD 1,000,000.00 6/1/85 6/1/02
Kansas City, MO HUD 7,000,000.00 6/15/84 6/15/89
Newburgh Ind. HUD 660,000.00 8/1/84 8/1/84
Dev. Agency HUD
Rochester, NY HUD 5,000,000.00 8/15/84 8/15/84
Botswana DOD 2,000,000.00 9/10/85 3/10/91
Cameroon DOD 3,500,000.00 9/12/85 3/14/89
Cameroon DOD 2,500,000.00 9/12/85 3/14/89
Dominican Republic DoD 5,000,000.00 9/10/85 9/10/95
Ecuador DOD 4,000,000.00 9/10/85 9/15/95
Gabon DOD 1,000,000.00 9/20/85 3/20/89
Haiti DOD 300,000.00 7/25/85 7/25/95
Indonesia DOD 5,000,000.00 5/9/85 5/10/92
Jordon DOD 11,500,000.00 9/10/85 3/10/92
Korea DOD 130,000,000.00 8/31/85 6/30/95
Lebanon DOD 90,000,000.00 7/25/85 7/25/91
Morocco DOD 33,000,000.00 8/30/85 9/8/95
Morocco DOD 22,000,000.00 9/12/85 9/21/95
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FEDERAL FINANCING BANK
September 1983 Cammitments

COMMITMENT
BORROWER GUARANTOR AMOUNT EXPIRES MATURITY
Niger DoD $12,000,000.00 5/15/85 5/15/95
Pakistan DOD 60,000,000.00 9/10/85 9/10/95
Peru DOD 4,000,000.00 9/10/85 9/15/95
Philippines DOD 50,000,000.00 7/12/85 7/15/92
Portugal DOD 52,500,000.00 9/10/85 9/10/95
Thailand DOD 76,000,000.00 9/8/85 9/10/95
Tunisia DOD 25,000,000.00 9/12/85 9/15/95
Yemen pop 4,000,000.00 7/25/85 7/25/95
Zaire DOD 2,000,000.00 9/14/85 9/15/95



Program September 30, 1983

On-Budget Agency Debt

Tennessee Valley Authority
Export-Import Bank
NCUA-Central Liquidity Facility

Off-Budget Agency Debt

U.S. Postal Service
U.S. Railway Association

Agency Assets

Farmers Home Administration
DHHS-Health Maintenance Org.
DHHS-Medical Facilities

Overseas Private Investment Corp.
Rural Electrification Admin.-CBO
Small Business Administration

Government-Guaranteed Lending

DOD-Foreign Military Sales
DEd.-Student Loan Marketing Assn.
DOE-Geothermal Loans Guarantees
DOE-Non—-Nuclear Act (Great Plains)
DHUD-Community Dev. Block Grant
DHUD-New Cammunities

DHUD-Public Housing Notes

General Services Administration
DOI-Guam Power Authority
DOI-Virgin Islands

NASA-Space Cammunications Co.
DON-Defense Production Act

Rural Electrification Admin.
SBRA-Small Business Investment Cos.
SBA-State/Local Development Cos.
TVA-Seven States Energy Corp.
DOT-Amtrak

DOT-Section 511

DOT-WMATA

TOTALS*

$ 13,115.0
14,675.9
44.2

1,154.0
124.7

56,691.0
118.8
143.7

16.3
3,467.5
48.5

14,293.4
5,000.0
45.0
885.5
177.3
33.5
2,066.8
417.3
36.0
29.1
947.2
1.1
18,938.9
804.3
147.8
1,418.5
880.0
183.5

177.0

$ 136,081.8

FEDERAL FINANCING BANK HOLDINGS

(in millions)

August 31, 1983

$ 12,950.0
14,492.6
44.2

1,154.0
124.7

56,386.0
119.6
143.7

16.3
3,310.7
49.2

14,069.0
5,000.0
45.0
854.5
181.1
33.5
1,943.6
417.3
36.0
29.1
926.1
0.7
18,637.7
801.9
134.8
1,386.6
856.9
183.3
177.0

$ 134,505.0

*Figures may not total due to rounding

Net Change
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Net Change

9/1/83-9/30/83

10/1/82-9/30/83

$ 165.0
183.3
-0-
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$ 1,576.7

$ 830.0
721.9
-85.9

-67.0
-70.1

2,955.0
-12.3
-2.0
-5.2
343.8
-9.6

2,857.5
-0-

8.4
545.5
60.3
-0-
442.5
-3.3
_0..
-0.4
189.5
1.1
2,657.4
92.3
99.4
160.5
24.6
-9.4
-0~

$ 11,724.5



TREASURY NEWS

partment of the Treasury ¢ washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE December 5, 1983

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,223 million of 13-week bills and for $6,230 million
of 26—week bills, both to be issued on December 8, 1983, were accepted today.

26-week bills
maturing June 7, 1984

13-week bills :
maturing March 8, 1984

RANGE OF ACCEPTED
COMPETITIVE BIDS:

Discount Investment : Discount Investment
Rate Rate 1/ Price : Rate Rate 1/ Price
L?W 8.9823/ 9. 347 97.730 9.147 9.747 95.379
High 9.007 9.367 97.725 9.167 9.77% 95,369
Average 9.007% 9.36% 97.725 * 9.16% 9.77% 95.369

a/ Excepting 2 tenders totaling $3,600,000.

Tenders at the high discount rate for the 13-week bills
Tenders at the high discount rate for the 26-week bills were allotted 587%.

TENDERS RECEIVED AND ACCEPTED

(In Thousands)

were allotted 647.

Location Received Accepted Received Accepted
Boston $ 238,705 $ 103,955 - $ 176,990 $ 57,290
New York 12,774,885 5,062,590 . 15,895,710 5,220,260
Philadelphia 28,020 28,020 20,140 20,140
Cleveland 123,370 82,970 106,460 48,060
Richmond 45,145 40,145 128,155 54,055
Atlanta 42,340 42,190 64,575 50,175
Chicago 1,722,830 214,290 1,125,390 165,065
St. Louis 86,475 75,960 86,840 71,765
Minneapolis 13,400 13,400 17,340 12,340
Kansas City 49,815 47,365 60,865 49,445
Dallas 27,355 25,555 : 27,725 25,625
San Francisco 805,565 233,880 H 921,275 191,075
Treasury 252,885 252,885 264,500 264,500
TOTALS $16,210,790 $6,223,205 $18,895,965  $6,229,795
Type
Competitive $13,343,470  $3,355,885 “$15,703,310  $3,037,140
Noncompetitive 1,058,645 1,058,645 : 933,245 933,245
Subtotal, Public 74,402,115 $4,414,530 "$16,636,555  $3,970,385
Federal Reserve 1,620,100 1,620,100 1,550,000 1,550,000
Foreign Official
Institutions 188,575 188,575 709,410 709,410
TOTALS $16,210,790 $6,223,205 ‘$18,895,965  $6,229,795

An additional $16,625 thousand of 13-week bills and an additional $84,090
thousand of 26-week bills will be issued to foreign official institutions for

new cash.

1/ Equivalent coupon-issue yield.

R-2444



TREASURY NEWS

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

FOR IMMEDIATE RELEASE CONTACT: Sydney Wilson
December 5, 1983 (202) 566-2615

DEPUTY TREASURY SECRETARY MCNAMAR SEES RESOLUTION
OF INTERNATIONAL DEBT SITUATION

' Deputy Treagury Secretary R.T. (Tim) McNamar told a
Philadelphia audience today that the international financial
system is "poised on the threshold of a new beginning."

Speaking before the Fifth International Monetary and Trade
Conference, Mr. McNamar outlined the reasons for the coming
transition to the third phase of the debt problem which "should
lead to an eventual resvlution of the situation."

According to Mr. McNamar, the transition will occur because
"the largest uncertainties have been resolved; the necessary
additional resources have been secured for the International
Monetary Fund (IMF); irraticnal restrictions that might have
effectively terminated international lending have been avoided;
and countries are enacting sound adjustment policies to improve
their balance of payments prospects."

- In the speech, the third phase was described as an orderly
work-out of individual debt problems; the second phase, the
period during which the worldwide financial community came to
grips with the scope 0of the international debt problem; and the
first phase was characterized by a crisis mentality and a concern
over the debtor nations' liquidity.

Mr. McNamar compared the international debt problem to the
second round of venture capital refinancing, a common business
practice in the United States. "The countries involved have run
into temporary financial difficulties., But we can all look
forward to a bright future if the current situation is properly
managed. I believe that it will be."

Mr. McNamar has served as Deputy Treasury Secretary since
1981. Before joining the Reagan Administration, he was Executive
Vice President and Chief Financial Officer of the Beneficial
Standard Corporation, a diversified financial services holding
company in Los Angeles. Recently, Mr. McNamar became the first
American to receive the Brazilian award, "Visconde de Cairu," in
recognition of his active involvement in managing, on behalf of
the U.S. Government, the Brazilian financial problems in 1982 and

1983,

44
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TREASURY NEWS

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

REMARKS BY THE HONORABLE R. T. MCNAMAR
DEPUTY SECRETARY OF THE TREASURY
BEFORE THE
FIFTH INTERNATIONAL MONETARY AND TRADE CONFERENCE
PHILADELPHIA, PENNSYLVANIA
December 5, 1983

THE INTERNATIONAL DEBT PROBLEM:
WORKING OUT A SOLUTION

Good afternoon. Fifteen months ago, the international
financial community was virtually paralyzed with fear. Mexico,
Brazil, Argentina and Yugoslavia appeared on the brink of
economic collapse. In Toronto, last September, thé mood at the
Annual Meeting of the International Monetary Fund and World Bank
was almost universally morose. Fear was widespread that the
world's banking system would collapse -- bringing an implosion of
trade and inevitable worldwide depression.

But today we find ourselves in a different world. This
year's IMF Annual Meeting was upbeat, positive, and forward
looking. Financial flows have been at least temporarily
restored. And developing countries from Mexico to Asia are
adopting and implementing policies that will make them, once
again, strong members of the free world's trading and financial
systems.

Today I would like to explore with you the events that have
brought us to the threshold of a new phase in the international
debt problem; the third and final phase -- which should lead to
an eventual resolution of the situation. But to comprehend fully
the implications of this new phase, we must understand Phases I
and II. And so this afternoon I wish to discuss:

* The origins of the LDC debt problem;

* Phase I: characterized by a crisis mentality and a
concern over liquidity;

* Phase II: the period during which industrialized
and developing countries alike came to grips with what
had to be done to stabilize and strengthen the world
economy; and

* Phase III: the time for an orderly work-out of

the debt problems in the coming years.

ORIGINS OF
THE PROBLEM

The LDC debt problem was created by the global economic
environment of the 1970's.

R-2445



First, rapid oil price increases dralned financial resources
from the LDCs into the hands of a few OPEC members. A study by
the Institute for International Economics traces $260 billion of
LDC debt -~ 53 percent of the total increase in non-oil LDC debt
between 1973 and 1982 -- directly to the OPEC oil price
increases. 1In addition, in the creditor countries, high
inflation, even higher commodlty prices, and negative real
interest rates -- that is, interest rates below the level of
inflation -- distorted the world's economy. And inflationary
expectations for the future became the norm for the world's
policymakers and private citizens,

Debt Build-up Explainable

Under these conditions, the build-up of developing country
debt is explalnable. -

From the LDQ's point of view, borrowing appeared to make
sense because creditor countries' inflation rates often exceeded
the interest rates on the loans. In such an environnment,
virtually any increase in debt is rational -- because by the next
year, while interest costs will have added to the level of debt,
inflation will have increased the nominal value of exports even
more. Debt burdens -- even if onercous at first =-- could be
counted on through inflation to ease over time. Indeed, Brazil,
Korea, and the Philippines borrowed externally to build
indigenous energy capacity to decrease their sharply higher oil
bills. Accordingly, many LDCs tended to seek as much addltlonal
debt as the lenders would provide.

: From the bankers’' perspective, the build-up of debt was also
understandable. Between 1974 and 1981, OPEC's cumulative current
account surplus totalled some $386 billion., Lacking adequate
internal investment opportunities, these countries placed excess
funds in the world's major banks. The banks found that the
borrowers most willing to pay for loans were the newly
industrializing developing countries. In addition, banks could
point to healthy»future prospects for many LDCs, such as Mexico
with its vast oil reserves, and Brazil, whose exports grew
tenfold between 1969 and 1981,

And, of course, conventional wisdom was that high inflation
and negative real interest rates and ever higher oil prices would
continue. For example, the Blue Chip Economic Forecast in
November 1980 foresaw U.S. inflation rising from its average of
7.3 percent in the second half of the 1970's to 8.9 percent for
the period between 1981 to 1985. And real interest rates were
predicted to rise by only 3/4 of one percent over the negative
levels experienced in the late 1970's. 1In short, too many people
assumed the environment wouldn't change.



LDCs and Bankers Made Mistakes

But, while the developing countries and bankers acted
rationally on the whole, they also made mistakes.

Many developing countries chose to avoid adjusting economic
policies to accept temporary reductions in living standards
caused by the drain of real wealth to OPEC. Rather, they chose
to borrow to finance current consumption. They often spent the
money unwisely, such as in subsidizing utility, food, and housing
costs. Finally, they erroneously assumed that debt could always
be refinanced or rolled over, and therefore did not adequately
manage the maturity structures of their debt and the debt service
requirements.

Bankers, too, made mistakes. Eager to lend, they fell into
short-sighted competition and accepted clearly inadequate
spreads. By too often focusing on front—-end fees to increase
current earnings and ignoring the total rate of return over the
life of their loans, they bid the rates down to a level that did
not adequately reflect the risk involved.

Finally, creditor governments share some blame, for they
turned a blind eye toward -- or even encouraged, in the case of
petrodollar recycling -- the above practices.

1980's Change

The environment of the 1970's could not continue forever,
and the 1980's brought rapid and dramatic changes.

Inflation rates declined dramatically. The consumer price
indices in the U.S. and other OECD nations fell from 13 percent
in 1980 to 3.7 percent in the U.S. and 5 percent for the OECD
thus far in 1983. 0il prices declined significantly. Interest
rates fell, but the real rate of interest rose from negative
levels in the 1970's to near plus 5 percent today. Countries
which had borrowed on the thesis of negative real interest rates
rapidly came to bear the full burden of their debts.

Furthermore, the world suffered the longest and deepest
recession since World War II, causing LDC commodity exports to
fall dramatically. Non-fuel commodity prices dropped 20 percent
during the 1980 to 1982 period, while volume also decreased or
stagnated. Thus, at the very time when debt service burdens were
escalating, the developing countries' sources of hard currency
earning were evaporating.

The situation was untenable; the debt problem inevitable.



PHASE I:
LIQUIDITY SQUEEZE
CRISIS MENTALITY

For some time, the U.S. Treasury and Federal Reserve had
been concerned about the LDC debt situation. Throughout the
spring and summer of 1982, we increased our monitoring
activities. '

For example, we held a number of meetings with Mexican
financial officials throughout 1981 and 1982, and requested --
but never received -- in-depth analysis and consultations with
Mexico's Lopez-Portillo Administration in the spring of 1982. 1In
addition to Mexico, we were also keeping a close eye on the
Argentine debt situation as a result of the Malvinas conflict.

Phase I of the debt problem is usually dated as beginning on
Thursday, August 12, 1982. On that day, Mexico's recently
appointed Finance Minister, Jesus Silva-Herzog, called the
Treasury to say that Mexico would completely exhaust its foreign
exchange reserves by the following Monday. The next day, the
Mexican Finance Minister was in Washington. Over an intensive
weekend, the U.S. Government arranged to prepay $1 billion for
0il shipments to the Strategic Petroleum Reserve and provide §1
billion to Mexico in CCC guarantees. The Treasury, Federal
Reserve and the BIS agreed to bridge loans totalling $1.85
billion. Mexico squeezed by, but a crisis mentality developed
almost immediately. '

International confidence in the ability of the largest
developing countries to service their debts had been dealt a
staggering blow. With its vast oil reserves, Mexico had been
considered among the most creditworthy of the LDCs. And within
three weeks, the financial world was shaken again by similar
problems in Brazil and ‘Yugoslavia. In Argéntina, the economic
situakion continued to deteriorate., By February, some Fifteen
countries had encountered severc debt servicing problems,
involving moratoria, extraordinary financing and forced
reschedulings.

Three Characteristics

In retrospect, Phase T can bhe distinguished by:

-- Extreme liquidity problems for the debtors.
Although their long-term economic prospects
continued to be positive, the sudden constriction of
international lending caused a major shortage of
hard currency for many developing countries. The
rollover assumption was shattered.

-- An atmosphere of impending crisis. Genuine fear of
a collapse of the banking system and subsequent
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collapse of trade and a worldwide depression
permeated the financial community. Although these
fears were overblown and exaggerated by a press that
didn't understand at first, I cannot overstate the
morose atmosphere at the Toronto IMF/World Bank
Annual Meeting in September 1982,

-- A global lack of experience in dealing with such
problems. Financial institutions and government
leaders had not dealt with problems of this
magnitude and number. No one fully understood the
nature or dimensions of the problem. Yet, through
the leadership of the U.S. monetary authorities, the
IMF, the BIS, and the cooperation of commercial
banks and other creditor governments, disaster was
avoided. Perhaps most importantly, the experience
showed us that while the system was stretched thin
at times, it could and did respond in rational,
predictable ways.

PHASE I1I:
COMING TO TERMS
WITH THE CHALLENGE

By February 1983, the monetary system had reached the brink
and was coming back; Phase II had begun. Subhstantial progress
had been made in settling some of the financial problems of key
LbCs, and our knowledge and understanding of the debt problem had
increased dramatically. And, confidence had been restored that
the world’'s financial system would not immediately collapse.

Progress: Financial arrangements for the largest debtors
were coming together by this time. Mexico's IMF program had been
negotiated and their bank package was assured by late December
1982, Argentina signed an agreement with the IMF in January, and
Brazil signed in late February. Although these latter two
programs would need to be reworked later, they established at
least a temporary stability. Yugoslavia completed an important
package in February.

Equally important to the individual country progress, an
early IMF Interim Committee Meeting (previously called for by the
United States) was held in February. The Interim Committee
agreed to an accelerated schedule for an increase in each
member's IMF quota.

At the same time, the G-10 agreed to the U.S. proposal to
modify and expand the IMF General Agreement to Borrow (GAB).
This was designed to serve as a standby bhorrowing arrangement for
the IMF in emergency situations which might threaten the
stability of the system. For the first time, there would be some
safety net for the international financial system.
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Knowledge: Also, by February our knowledge and
understanding of the LDC debt problem had improved. A process
for handling the debt problems involving the IMF, the BIS,
creditor governments, bank regulators, bank advisory groups and
debtor governments had emerged.

Confidence: Finally, confidence had been restored. Most of
the world's financial experts agreed that there would be no
collapse of the world's financial and banking system. Only the
press were left to predict such dire consequences.

Characteristics

The most significant characteristic of the second phase of
the LDC debt problem was the establishment of IMF programs and
financial arrangements with the debtor nations. A few, smaller
countries completed IMF standby arrangements in the last quarter
of 1982, but most of the standby and extended fund arrangements
were established in Phase II. Since January of 1983, IMF
programs have begun for 33 countries, and 14 countries have
completed rescheduling agreements.

Phase II can be further characterized by a succession of
country specific or mini-crises. Every deadline on every loan in
every country has seemed to bring a new mini-crisis. More
country specific problems have erupted around the quarterly
performance reviews with the IMF (such as in the cases of Brazil,
Argentina, Peru, etc.). But these are mini-crises -- not systemic
threats. Each can be solved. And, in the years ahead, it's safe
to predict that more mini-crises will inevitably occur.
Conditions change, bringing new challenges and new mini-crises --
but they, too, will be managed.

The third characteristic of Phase II is the the rise and
fall of the notions of a debtor's cartel or calls for "global
solutions." Debtor countries have come to realize that each
country's situation is unique and requires a unique solution. In
addition, developing countries, especially newly industrializing
ones, realize that their prospects for future growth are enhanced
by continued cooperation with the industrialized countries and
the banking community, rather than by confrontation and acrimony.

Similarly, "global bailout schemes" also emerged and
declined during this phase. These schemes, like the so-called
debtor's cartel, failed to recognize the unigueness of each
debtor's situation and the importance of continued involvement
and cooperation by creditor banks and governments on an
individual basis.

Concepts Developed and Lessons Learned

Key concepts were being developed in Phase II. These
concepts evolved into a publicly announced five-point U.S.
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strategy for resolving the international debt problem. It
consists of:

1. Adoption of policies by industrialized governments
to promote sustained non-inflationary growth.

2. The encouragement of sound economic policies within
LDCs to allow them to live within their resources.

3. Strengthening of international financial
institutions such as the IMF.

4. The encouragement of continued commercial bank
lending.

5. Continued willingness to provide bridge financing
where necessary.

Phase TII has taught us a number of important lessons. It
has reaffirmed that the LDC debt problem is indeed a major
liquidity problem, not a situation of economic collapse and
political chaos.

It has reassured us that there is some stability in the
international financial system -- that evolution, not revolution,
in the monetary system is required. It has shown that interbank
funding is perhaps more resilient than at first thought and that
free governments of the debtor nations do behave responsibly and
in their own self-interest. We have seen that most bankers can
and will behave responsibly. And we have learned something about
the dangers of hastily conceived financial plans such as that
attempted in the first Brazil financing program.

Perhaps Phase II can best be described as a learning
experience. We learned the international financial system can
work, but that each workout program must be tailored to the
individual country's requirements and capabilities.

PHASE III:
MEETING THE CHALLENGE;
WORKING OUT THE PROBLEMS

Today, at the end of 1983, Phase II is coming to a close,
and we find ourselves in a transition to Phase III -- a new
beginning for the world financial system. For the remainder of
my time, I'd like to examine this phase in some detail, by
discussing:

-- The transition to Phase III

-— Key components of a successful Phase III
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-- External threats to the resolution
-- The need for progress

Transition to Phase III

Why do I see year-end 1983 as the transition to Phase III?
Because the largest uncertainties have been resolved: the
necessary additional resources have been secured for the IMF and
irrational restrictions that might have effectively terminated
international lending have been avoided.

First the IMF. The IMF announced last Thursday that 129
countries, accounting for 96 percent of the total quota increase,
have approved their additional funds, and the quota increase will
therefore be implemented. This will provide some $33 billion in
new resources.

And, through the U.S. initiative, for the first time the
General Agreement to Borrow has been modified to provide a safety
net to the international financial system. If required for
systemic threats, this arrangement could provide up to SDR 17
billion to the IMF in emergency situations beyond normal IMF
resources.

The second largest uncertainty in this scenario has also
been removed. We have in the past month seen the reform of
international lending laws in the U.S. and a similar
parliamentary debate in Germany. Revised Administration guidance
on international lending has been developed in Japan. These
actions remove the possibility of overly restrictive legislation
that would cut off future international lending. These new laws
should curb excesses, while providing incentives for continued
bank participation in restructuring existing debts and providing
additional financing. 1In fact, additional disclosure and
enhanced capital requirements will strengthen the banking system.

Components
of Phase III

The components, or characteristics of Phase III constitute
the implementation of the 5-point strategy plan I mentioned
cearlier, Let's examine the elements of each in context of where
we are today.

Point 1. TIndustrialized governments should adopt policies
to sustain non-inflationary growth.

Today, we see that economic growth is strong. 1In the U.S.,
the recovery is well-established, with the U.S. economy growing
at a real rate of about 6.5 percent in 1983, and a forecast rate
that should be above 4.5 percent in 1984.
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Japan achieved a 4 percent annual growth rate in the
second quarter and is continuing stronger than originally
expected. Germany has seen three quarters of improving growth
this year. And the news from other countries is good. OECD
Secretary General Van Lennep recently said that overall OECD
growth is likely to be well above 3 percent in 1983, and 1984's
growth should be over 4 percent.

For the LDCs, their own economic recoveries depend on their
ability to increase exports to the OECD countries and to each
other. Clearly, there must be sufficient worldwide demand for
debtor country exports to enable them to reduce their debt
service ratios to manageable, sustainable levels. Recent studies
by Morgan Guaranty, the Institute for International Economics,
and others, suggest that demand for LDC exports is in large part
a function of OECD real economic growth rates. A key threshold
for LDC exports is for the OECD growth rate to reach 3 to 3 1/2
percent. Given current OECD growth rates, this should occur.
These data are consistent with internal U.S. Government
projections.

And, most industrialized countries are revising their growth
estimates upward. And we are now seeing an upturn in key
commodity indicators. For example, "The Economist'’s" commodity
price index has increased some 23 percent since the beginning of
the year. Thus both the volume of LDC non-oil commodity exports
and their prices have been increasing.

Point 2., LDCs must be encouraged to follow sound economic
policies to allow them to live within their resources.

At this time, the evidence thus far on this point is mixed.
On the one hand, Mexico's performance has been exemplary. The
IMF recently approved a revised Brazilian program adopted by the
deomcratically elected Congress. The new government in Argentina
assumes office on December 10, and it has indicated its intention
to adopt sounder economic policies to revive that economy. Korea
has announced new policies to ensure that it maintains a suitable
debt service ratio.

On the other hand, of the 42 programs initiated over the
past fifteen months, 13 (or 31 percent) have faced temporary
funding interruptions due to non-compliance. Thus, while
two-thirds have proceeded without interruption, a number have had
problems.

In general, I am hopeful that future progress will be
smoother, The most difficult periods for any country occur at
the beginning of economic adjustment programs. Expectations,
past practices, and domestic politics must all be altered in
relatively few months, but the benefits require time. We have
seen that in the United States. However, it is reasonable to
predict that fewer problems should arise in the coming years.
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Point 3. The IMF and other international financial
institutions must be strengthened to meet the growing needs of

the system.

The IMF, as an example, has proven to the financial
community that it has the capacity to meet the demands, both from
a financial and managerial perspective.

On the financial side, the IMF now has an improved balance
of inflows and outflows. We have discussed the inflows, or new
resources. Just as important, policies have been adopted which
should match outflows to the level of resources. The debate at
this year's Annual Meeting over the access formula resulted in
the adoption of policies that will allow the IMF to keep a
"balanced book" over the next few years.

The IMF should also be managerially capable of meeting the
demands. Forty-two countries have initiated IMF programs over:
the last fifteen months -- at the same time as the IMF
concentrated on quota increases and borrowing. Given that
monitoring requires less managerial effort than initiating new
programs, the Executive Board and Fund staff are likely to be
less stretched in the future.

Point 4. Continued commercial bank lending must be

encouraged.

New lending and the refinancing of existing debt through
rollovers and extension of maturities must occur. We have seen
that so-called "involuntary lending" is a viable source of at
least interim or temporary financing. This was recently
demonstrated by the level of bank commitments to the $6.5 billion
package for Prazil, and the willingness of banks to roll over
debts maturing in 1984.

The banking community realizes that the future prospects of
most major debtor countries are bright, and that it would be a
serinus mistake to jeopardize the soundness of the large volume
of existing loans by refusing to make relatively small additional
loans. Having said this, I do expect that in Phase III banking
syndication mini-crises will continue as some banks attempt to
remove themselves from international lending. And, long and
extremely difficult negotiations over lengths of grace periods,
tenor, fees, spreads, and other terms will continue to produce
country specific mini-crises for the foreseeable future.

Point 5. There must be continued willingness and capability
to provide bridge financing where necessary.

The BIS has met, and continues to meet .its challenge, by
assembly multilateral bridging packages -- such as in the cases
of Mexico and Brazil.
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Since August 1982, the BIS has assembled or participated in
over $4 billion of bridging operations for key LDCs. The
successful repayment of all these bridges again places the BIS in
position to respond to future crises, should they develop. And,
I have confidence that monetary authorities around the world in
the creditor countries can and will meet any as yet unanticipated
challenge.

Threats to
the Resolution

Under the conditions I've described, the debt problem should
materially ease over the next several years. For example,
analytical studies by the Institute for International Economics
show the debt service ratios of over 20 key debtors declining by
an average of some 21 percent over the 1983-86 time period. But
this resolution of the problem depends on avoiding the major
external threats to the resolution of the LDC debt problem being
avoided.

As I see it, the three major threats to resolving the
problem are: protectionism; a possible resurgence of high
interest rates; and potential oil price increases.

-- It is within the industrialized nations' power to
avoid protectionism. However, the record is mixed.
In the U.S., we have been partially successful in
resisting protectionism. But we have recently seen
the House of Representatives pass disastrous
domestic content legislation. There are increasing
calls for an "industrial policy," and even a
politically potent call for a a fixed quota on
imports of carbon steel. The U.S.-Japanese
voluntary auto limitation has been extended another
year. In Japan, the trend is in the right
direction, but progress has been agonizingly slow
considering their highly protectionist starting
point. In Europe, the recent record has not been
good, and recent calls for additional agricultural
restrictions bode ill. Finally, the LDCs often
contribute to the problem of protectionism by
unfairly subsidizing their exports. This builds
political pressure to limit their exports to the
developed countries.

-- I am less concerned about increases in interest
rates. Over time, pressure should be for decreases
in 1nterest rates. U.S. interest rates are high in
real terms, considering that inflation is expected
to remain low and U.S. monetary policy appears to be
appropriate. However, despite my optimism, I
recognize that interest rates pose a serious threat.
Each one percent rise in LIBOR adds $3 billion to
the annual debt service of the LDCs and makes




-12-

resolution of the problem that more difficult. The
U.S. in particular must pursue policies to lessen
the pressure on U.S. interest rates.

-- Concerning oil prices, the outlook is reasonably
favorable. Economist Michael Evans predicts that
there is as much as a 50/50 chance that OPEC will be
forced to again lower its oil prices, perhaps by as
much as $4 per barrel, this winter. Salomon
Brothers and a number of others have concurred in
the view that oil prices may fall. Since September,
despite Iraq’'s new jets and Iranian threats against
Gulf shipping, spot prices for foreign crudes have
been $0.50 per barrel or more below long-term
contract levels. The USSR just last week cut prices
on its Ural crude by $0.25 per barrel. However,
steady to lower oil prices are critical if we are to
see an easing of the debt problem. Every S$1
increase in o0il prices costs the oil importing LDCs
some $1.3 billion per year in foreign exchange.
Equally important, major oil price increases lower
the industrialized countries' growth rates, causing
reductions in LDC export prices and volume. And,
they can ultimately result in higher inflation and
lowered living standards. When they meet later this
month, I hope OPEC energy ministers will be mindful
of these effects. They can participate in the
solution to the problem or can exacerbate it.

The Need for
Further Progress

On the whole, I am reasonably optimistic about Phase III.
Some might suggest I am Pollyannish, but taking a longer view, I
do see substantial progress. I believe Phase III will bring a
resolution of the debt problem. This resolution will not occur
at the same time for all countries, and "graduation" from the
debt problem is likely to be at least a couple of years away for
even those countries in the most favorable situations. When will
a country graduate? I would suggest that a country's debt
problem can be considered resolved when:

-- The country's debt service ratio is in a manageable,
sustainable range for two to three years in a row.

-- There has been a resumption of voluntary lending, as
evidenced by over-subscription or competition among
banks for new financings.

-- An active convertible-currency bond market exists
for that country's debentures.
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-- The central bank of the debtor country has adequate
foreign exchange reserves to weather temporary (for
example, one-year) interruptions in loans from
overseas sources.

-- The economy of the country has increased real per
capita incomes for at least two years in a row.

As I said, Phase III will bring resolution of the debt
problem. But progress in Phase III is not automatic. Developing
countries must adopt policies which strengthen their own
position, for example, encouraging more direct foreign
investment. Such investment improves their balance of payments,
increases employment and transfers technology to the developing
country. Fortunately, some progress is being made in this area.
This month's Institutional Investor contains numerous examples of
pro-equity investment actions by such countries as Mexico,
Jamaica, Indonesia, South Korea, India, and Taiwan. However, as
the article indicates, more needs to be done.

A second major constructive action that developing countries
should take is to eliminate unnecessary export subsidies. These
subsidies increase the country's external borrowing requirements
by contributing to government deficits and lead to protectionist
actions in the developed countries, which ultimately reduce
access to their markets. By contrast, over time a properly
valued currency and natural comparative advantages will provide
the necessary stimulus to increase most countries' exports. 1In
an interdependent world, exporting developing countries can't
expect to unilaterally pursue beggar-thy-neighbor policies while
being financed by the importing creditor countries that have the
highest unemployment in a generation.

In addition, it's reasonable to anticipate that debtor
countries will begin to develop special financial arrangements to
overcome individual difficulties. “For example, some may wish to
utilize discounted prepayments for marketable commodities in
order to balance seasonal or irregular cash flows. Others may
wish to consider issuing bonds that are indexed against future
currency devaluations or backed by future exports; e.g. Argentina
could use wheat. Still others may shift to bonds the face value
of which is tied to an export price. So-called petro-bonds have
been discussed for some time. Perhaps in time a Nigeria,
Venezuela or Mexico may consider issuing these to retire
currently outstanding medium-term commercial bank debt. My point
is that during the coming years it is reasonable to anticipate a
wide variety of new and innovative financing ideas from the
debtor countries.

Just as the debtors adapt, so must the creditors. There
must be better understanding of the problem itself. Although I
have made the distinction today between liquidity and solvency,
it is in fact too simplistic an analogy to describe the
developing country debt situation. In addition, the ratios used
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to describe the country's health -- for example, debt service to
exports or debt to GNP -- are also in themselves inadequate.
Better dynamic analysis of the country's macroeconomic progress
and the interrelationship of its prospects with the rest of the
world is crucial. Fortunately, I believe demonstrable progress
is being made in this regard.

In addition, creditor banks must set aside adequate reserves
against losses in order to insulate themselves from the
predictable problems of individual borrowers as we move from
mini-crisis to mini-crisis in the next several years. And, I
would anticipate that banks and other financial intermediaries
will increasingly swap existing loans with each other to avoid
over-concentration. This rebalancing of bank portfolios to
lessen concentration, recognize actual values, and manage the
timing of recognition of paper and tax gains and losses will
ultimately strengthen the financial system. Just as the world's
reinsurers spread the risk of a hurricane or natural disaster
beyond the primary writer of the insurance, so too resyndication
and dispersion of the international debt where it will be less
concentrated also will promote both stability and a willingness
to restructure and lend the fresh money that will be required
during Phase III,

The international debt problem is analogous to the so-called
"second round" of financing venture capital companies in the
United States. As you may know, venture capital refers to
investments by established institutions in new start-up companies
which have a bright future but which are currently short of the
necessary capital to realize their potential. 1Initial
investments in these companies provide for development and
growth, but often substantial additional funds are needed before
the company can realize its full potential and become
self-supporting.

In the sense of their external capital needs and financing
requirrements, today's newly industrializing nations are going
through a second round of venture capital refinancing, but on an
international scale. The countries involved have run into
temporary financial difficulties. But all agree that the future
potential is quite bright if the current liquidity situation can
be managed. I think it can be.

Phase TII will bring the resolution to the international
debt problem. Phases I and II well illustrated our global
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interdependence. That interdependence of the international
trading and monetary systems, mutual economic aspirations, shared
democratic ideals, and resiliency of the human spirit augur well
for the future. I look forward to that future.

Thank you.
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TREASURY NEWS

epartment of the Treasury o Washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 4:00 P.M. December 6, 1983

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 $12,400 million, to be issued December 15, 1983. This
offering will not provide new cash for the Treasury, as the
maturing bills are outstanding in the amount of $12,463 million,
including $658 million currently held by Federal Reserve Banks
as agents for foreign and international monetary authorities and
$3,206 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 $6,200
million, representing an additional amount of bills dated
September 15, 1983, and to mature March 15, 1984 (CUSIP
No. 912794 ES 9), currently outstanding in the amount of $6,227
million, the additional and original bills to be freely
interchangeable. -

182-day bills (to maturity date) for approximately $6,200
million, representing an additional amount of bills dated
June 16, 1983, and to mature June 14, 1984 (CusIP
No. 912794 EH 3), currently outstanding in the amount of $7,776
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 December 15, 1983. Tenders from Fed-
eral Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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 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, prior to 1:30 p.m., Eastern Standard time, Monday,
December 12, 1983. 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of §5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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,

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 December 15, 1983, 1in cash or other immediately-available funds
or in Treasury bills maturing December 15, 1983. 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 so0ld 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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The economic recovery has now passed its first birthday and
as time passes, the signs of progress in our recovery are
becoming both clearer and stronger. The strong economic growth
and low inflation we are now enjoying are in stark contrast to

a few years ago -- when the problems of high inflation, stagnant
economic activity and declining productivity seemed insurmount-
able.

We remember all too well that in 1980 inflation had soared
to 12.4%, up from 5% at the end of 1976, and that interest rates
had risen to record highs. So far this year, the inflation rate
(GNP-deflator) has averaged 4.2%, which is the smallest increase
since 1972 when price and wage controls were in effect. 1Interest
rates have also fallen rapidly, although they remain higher than
any of us would like; the prime rate has fallen from 21.5% to
11.0%, or 1050 basis points from when we came into office.

Industrial production has regained what it lost during the
recession and in October surpassed its previous peak of July
1981. The increase of 1.2% for personal income in October is the
largest rise in more than two years. Second quarter real GNP for
this year was 9.7% and was the largest quarterly growth rate in
over 5 years. Third quarter real GNP growth was also a very

impressive 7.7%. The unemployment rate -- which peaked at 10.8%
in December 1982 -- had nosedived to 8.4% by this November, its
lowest level since November 1981. It is important to remember,

however, that unemployment is still too high by anyone's standard
and further declines remain a high priority of this Administration.

A few quarters of good economic news do not guarantee a
sustainable economic expansion. Further, the recovery 1is --
as a recovery always is -- uneven, with some industries and
regions enjoying a much healthier rebound than others.
Continued, sustainable and noninflationary economic growth
will require continued adherence to sound and disciplined
monetary and fiscal policies; that means perseverance in our
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efforts to reduce the budget deficit and moderate, stable
money growth that facilitates the expansion without refueling
inflationary pressures.

Lately, one cannot pick up a newspaper or magazine without
reading numerous stories about what our fiscal and monetary
policies are and, more importantly, where they are headed. On
the fiscal side, numerous articles have been written ahout the
Federal government's spending, taxing, and debt-financing
policies. On the monetary side, we are bombarded with articles
on weekly money supply numbers and nominal interest rates,
forecasts of current and future inflation, speculation about
future money growth rates and complaints about the level of
real rates of interest.

It is unfortunate, but probably correct, to say that we
often view fiscal and monetary policies as substitutes for one
another. This is unfortunates because they each do very different
things; there is no trade-off, particularly in the long run. It
is therefore essential that we recognize the appropriate roles
for fiscal and monetary policies when we are faced with as
important an issue as the budget deficit. This Administration
does not like large Federal deficits; however, it matters very
much how we reduce the budget deficit.

Fiscal Policy

Reductions in both tax rates and the rate of government
spending are two vital components of our Economic Recovery _
Program which must be implemented together if we are to ensure
lasting economic growth. In fact, I would argue that it is
when we view these two components of our fiscal program as
separate issues that we run into serious problems.

The Economic Recovery Tax Act passed in 1981 had a very
simple purpose -- to allow people to keep more of their hard-
earned income. The purpose of the tax cuts was to provide
increased incentives for individuals to work harder and save
more and for businesses to expand and engage in capital invest-
ment. As tax cuts promote expansion in total employment, the
economy grows faster. The tax cuts, in principle, were designed
to promote the private sector over the government sector, by
reducing the share of resources directly transferred from the
private sector to the government.

Since 1970, the Federal government has operated under
continual deficits. This is clearly an undesirable situation.
However, we must be careful not to implement temporary "cures"
which could serve to lower deficits in the short-term, but leave
intact the underlying cause of deficit growth into the future.
That is, we must attack the causes rather than the symptoms of
the deficit problem.



The inescapable reason for deficit growth over time is an
imbalance between expenditures and receipts. One simple way of
determining which of these two components -- expenditures,
receipts, or both -- is responsible for the deficit is to compare
their growth, over time, to that of the whole economy. Federal
spending, or taxation, expressed as a share of total GNP measures
the size of the absorption of private resources by the government
sector.

Since 1970, tax receipts as a percentage of GNP have remained
in the relatively narrow range of 18.1% to 20.8%. Moreover,
contrary to the usual story, the 1981 and 1982 tax cuts left the
average tax rate in 1984 essentially the same as it was ih 1980.
The income and other tax cuts essentially were offset by higher
Social Security and indirect taxes and income tax bracket
creep. In other words, we cannot blame the 1981 and 1982 tax
"cuts" for our large deficits.

Since 1970, expenditures as a percentage of GNP have grown
from 20.2% to 24.6%, or an annual growth rate of 1.5%. Since
1979, the annual rate has been an explosive 3.5%. While this
Administration has succeeded in recent years in slowing the rate
of rise, we have not reversed the trend of rising spending as a
share of GNP. This is evidenced by the fact that current spending
as a share of GNP is higher, on average, under Reagan than it was
under Carter -- and I do not state this with pride -24.2% and
22%, respectively.

Clearly, it is in the interests of big spenders to blame the
deficit on undertaxation, rather than on their own spending
habits. It is equally clear that a tax increase will not solve
the deficit problem. In the past, tax increases have resulted
in more, not less, government spending. A recent Treasury study
shows that for every new dollar of taxes collected, spending
rises by 70 cents. Thus, increasing taxes does not allow us to
reduce the deficit dollar-for-dollar; mostly, additional taxes
fuel more government spending.

Let's consider a more recent example of how Congress has
attacked the problem of deficits. Just a few weeks ago, the
Treasury had to request Congressional approval to issue more
Treasury debt, to pay for spending already approved by Congress.
On the same day and after approving additional funding for various
programs, the emergency financing bill did not pass because of
alleged concerns about the deficit. Having already authorized
the spending, Congress "took a stand" on the deficit by delaying
approval for Treasury to sell debt to pay the government's bills.
You are all well aware of the uncertainty and confusion created
in the financial markets as a result. As long as such examples
of unrealistic political posturing and rhetoric persist, we have
little hope of containing the habits of big spenders who are
responsible for our deficits.
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A fiscal policy that lacks discipline poses serious threats
to our long-term ab111ty to achieve a healthy and growing economy.
Government spending is an absorption of resources from the private
sector to the government sector. That absorption imposes a burden
on the private sector and that burden exists regardless of whether
the resources are acquired directly by taxation, by borrowing,
or by the financing method of the 1970's -- the indirect tax of
inflation. The nature and the incidence of that burden will vary
depending on the method of financing the spending, but the burden
remains regardless.

Therefore, to argue that tax increases must be the proper
method of reducing deficits is not to face the real issue of the
growing absorption of private resources by the government sector.
To accept that we are undertaxed in our environment of unchanged
tax rates is to accept the implication that continued spending
growth is desirable. Any tax increase -- of whatever size --
is not likely permanently to solve the deficit problem; as long
as spending as a share of GNP continues to grow, only ever-rising
taxes will finance the government sector. gt

Monetary Policy

It is essential to distinguish between the short- and
long-run effects of a chosen monetary policy. While accel-
erated money growth may boost economic activity in the short
run, highly expansionary monetary policy does not provide real
economic growth over the long run. 1Its immediate, pdsitive
effects on the economy make stimulative monetary policy a
tempting and politically-appealing policy; but that stimulus
is temporary and short-lived. Once the increased money
growth generates inflation and inflationary expectations,
continued rapid money growth retards real economic expansion
as interest rates rise.

The other side of the coin -- rapid deceleration of money
growth -- also poses serious threats to economic growth. While
monetary discipline will decrease inflation and nominal interest
rates in the long run, a sustained rapid deceleration of money
growth that results in a prolonged period of monetary restriction
will likely produce a similar swing in economic conditions in
the short run.

The obvious question is: which policy do we choose -- rapid
or sluggish money growth? The answer is: "Neither!"™ The key to
economnic stability must be one of stable and moderate money
growth. I use the word "stable" to imply growth that follows a
predictable pattern and reduces uncertainty about long-run
monetary policy. Policy that is "moderate" means one that
supports a growing economy, but is noninflationary, and there-
fore does not tax the holder of money by lowering its purchasing
power.
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There has long been a discussion about whether or not policy
should be guided by the discretion of the policymaker or by
preannounced rules of conduct. Those who argue for discretion
assume that rigid conformance to rules is the recipe for disaster
because of the many non-monetary shocks that can hit our economy.
Successful discretionary policy, however, requires that the
policymaker have enough information, not only to recognize shocks
in a speedy fashion, but also to implement a successful offsetting
policy in order to promote economic stability.

Those who argue for rules believe that discretionary actions
can create more instability in the economy than would be present
by a stable and preannounced rule of policy conduct. The premise
of this view is the belief that no mortal man or immortal institu-
tion has the timely and accurate information needed successfully
to formulate and implement discretionary policy. This belief
is based, among other things, on the notorious inability of
economists to forecast the timing and intensity of changes in
economic activity; our complete inability to foresee many of the
economic and political shocks that may beset the real economy;
as well as the length and variability of the lags between the
time when policy actions are taken and when their effects on the
economy are felt. While in theory it may seem possible to use
discretion to stabilize or "fine-tune" the economy, the practical
problems associated with our incomplete knowledge and foresight
imply that discretionary policies may induce greater instability
in the economy than the shocks they are designed to offset.

In the past, policymakers have often attempted to tailor
current policy actions to perceived current economic conditions,
While this would appear to be a reasonable policy to follow,
it neglects one very important fact: today's monetary actions
exert effects not on today's economic conditions but, more
importantly, on tomorrow's economic conditions. For example,
the long-run relation between money growth and inflation works
with a lag of 1-1/2 to 2 years. Therefore, if we wait until
the signs of an accelerating inflation are upon us, it is
already too late to counteract or prevent accelerating inflation.
If we slam on the monetary brakes once we are confronted with
accelerating inflation, an immediate turn-around of inflation
will not be possible; inflation can only be cured by a long-run
policy of monetary discipline. Moreover, we know all too well
the painful short-run costs associated with a persistent decel-
eration of money growth: falling employment and sluggish or
negative economic growth.

No one would deny the need for policymaking to be flexible,
to be able to respond to fundamental institutional or economic
changes. But flexibility does not preclude a long-run prescription
for policy. Specification of the long-run goals of policy and
articulation of the long-run implications of current policies are
often lacking in both our monetary and fiscal policymaking
processes.
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In the current situation, the enormous uncertainty anq
speculation about monetary policy can be attributed primarily
to the fact that the public has no assurance that the Fed is
committed to a long-run policy of monetary discipline. That
uncertainty is heightened by unpredictable, volatile money
growth; that uncertainty adds a risk premium to the level of
interest rates and helps to keep interest rates high, relative
to current inflation rates. A policy of moderate and pre-
announced stable money growth, in the context of a long-run
commitment to noninflationary monetary policy, would reduce
the speculation about future Fed policy and would reduce the
perceived importance of short-run deviations from the long-term
path of money growth.

Just as uncertainty about long-run monetary control can be
heightened by erratic and unpredictable money growth, stable and
within-target money growth can go a long way to assure the
financial markets of our commitment to a policy of containing
inflation over the long run. That assurance can hasten the
downward adjustment of inflationary expectations and put downward
pressure on interest rates, even as the economic recovery proceeds.
That is the most important contribution that monetary policy can
make to achieving a long-run sustainable recovery.

From August 1982 to last July, money growth accelerated to
a 14% rate. At the time, the effects on the monetary aggregates
of financial innovation created considerable uncertainty as to
the meaning of that acceleration. ‘While the acceleration of
money growth contributed, quite predictably, to the rapid rate
of economic expansion we are now enjoying, the decision to
accelerate money growth, like all such discretionary policy
decisions, had economic risks associated with it. One risk
associated with that policy -- and one of which the financial
markets are acutely aware -- is the. inflationary implications of
such a rapid rate of monetary expansion. The explosive money
growth of 14%, had it been allowed to continue, would have led
to significantly higher future inflation.

To maintain an anti-inflationary stance over the long run,
a deceleration of money growth was imperative. That deceleration
of money growth also has economic risks associated with it.
Since July, there has been a substantial slowing in money growth,
which is desirable to contain inflation over the long run. Such
a deceleration must be achieved with great caution, however,
because a protracted period of monetary restraint is likely to
induce a similar slowdown in the economic expansion. We would
not now face the risk associated with a monetary slowdown, if the
enornous acceleration of money growth in late 1982-early 1983 had
been more moderate. A policy of stable and moderate money growth
minimizes Lhe economic risks associated with monetary policy.
Since we do not live in a certain world, those risks can never
be eliminated; it is, however, the job of policymakers to pursue
policies that minimize the associated dangers to economic
per formance.



Conclusion

In the past, conventional wisdom was that we could fine-tune
expansionary government spending and monetary policies to stimulate
the economy. However, because fiscal and monetary policies are
designed to solve very different problems, we should not view
them as substitutes. In the long run, the sole function of
monetary policy is to provide price stability. The purpose of
fiscal policy 1is primarily to reallocate resources between the
private and government sectors. Wise fiscal policy requires that
spending be contained to the essentials: provision of law and
order, national defense, public goods, and essential income
maintenance programs. Wise fiscal policy also requires that
spending be financed by a tax system that minimizes the dis-
incentives to work and save.

No trade-off exists between fiscal and monetary policies.
To argue that a trade-off exists is to argue that we can trade
off improved discipline in one policy for less discipline in the
other. This is nonsense and is a sure road to disaster.

Fiscal discipline is required to stop the growing absorption
of private resources by the government sector which jeopardizes
our ability to achieve long-term and stable economic growth. The
simple fact is that the government is spending too much money.

As I have argued, tax increases do not promote fiscal discipline.
In another sense, a return to discipline on spending will also
serve to reduce the temptation to monetize deficits.

It is for these reasons that the Administration stands firm
against the pressure by Congress to repeal the indexation of the
income tax system that takes effect in 1985. . Also, as recently
proposed by Secretary Regan, we should consider granting the
President line-item control so he could eliminate parts of
appropriation bills that are inconsistent with his overall
economic goals.

Monetary discipline is a prerequisite for low interest rates
and a noninflationary environment of stable and lasting economic
growth. By consistently achieving monetary targets, policymakers
can signal to the markets that they are committed to providing
a long-term environment of price and interest rate stability in
which long-term commitments can confidently be made at relatively
low interest rates.

The achievement of targets may be simply viewed as a policy
that operates under a consistent rule, or code of conduct, that
does not require financial markets to continually revise their
expectations for the future course of monetary policy, inflation,
interest rates and economic growth. That achievement can hasten
the downward adjustment of inflationary expectations and faciliate
lower interest rates. This is the single most important contri-
bution that monetary policy can make to achieving a long-run



sustainable expansion. With the financial market uncertainty
that is now being generated by concerns about projected budget
deficits and potential monetization, the importance of agh1ev1ng
a predictable, preannounced noninflationary monetary policy
cannot be overstated.
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Latin America's Debt -- The Reagan Administration's Approach

I am delighted to be here today. In my remarks this morning,
I would like to focus on the Administration's response to debt problems
in Latin America with specific reference to Brazil, Argentina, and
Mexico. I would also like to discuss briefly possible patterns of
international financial flows to the region once the current period
is over.

Overview

The debt problems of LDCs are largely concentrated in Latin
America. Of the roughly $600 billion in external debt owed by
non-OPEC LDCs at year—-end 1982, Latin American borrowers accoynted
for $300 billion, or about half of the total. The external debt of
Argentina, Brazil, and Mexico together totals more than $200 billion
representing two-thirds of Latin America's external debt. 1In 1983,
in each of these countries, interest payments alone on external
debt will egqual roughly 50 percent of export earnings.

Latin America's debt is large both in absolute terms and in
relation to its exports. Given the accumulated stock of debt, it
is probable that a reduction of debt service ratios to more normal
levels will be a multi-year process. There is no reason for com-
placency. At the same time we should recognize that there are few
quick fixes. 1In particular, the adoption of policies by debtors
which would lead to economic autarchy appears contrary to their
long~-term self-interests and is therefore unlikely.

A successful approach to current problems must deal with under-
lying causes, promote adjustment, and focus on the efficient use of
resources. It must also take into account the very substantial
differences between each country's economic and financial
circumstances; a case-by-case approach is the only realistic one
in light of the number of variables involved in each situation.
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For the region as a whole, real GDP dropped in 1983 for the
third year in a row. The decline in economic activity is obviously
engendering social strains, and the political economy of adjustment --

as witnessed by the recent wage law vote in Brazil -- is complex.
But we need to ask the question whether these strains could be
avoided for an extended -- or even a brief -- period by refusing to

implement a comprehensive adjustment program. Simply put, what are
the alternatives to adjustment? 1In my view, there are, ultimately,
none and the payments difficulties we are witnessing now culminate
a decade of delayed adjustment.

We should not underestimate the capacity for external adjust-
ment of Latin American borrowers. Thus for the continent as a
whole, its trade balance is projected to rise from a $2 billion
deficit in 1981 to $23 billion surplus in 1983. Mexico's trade
balance in the same period is projected to swing from a $3 billion
deficit to a $13 billion surplus; Argentina's merchandise trade
balance will rise to $3.5 billion in 1983 from a $200 million
deficit in 1981; and Brazil's trade surplus is expected to surpass
$9 billion in 1984. There is clear evidence that the potential
exists to reduce current account deficits dramatically (through the
generation of trade surpluses).

Adjustment on the internal front, including reduction of
budget deficits, control of parastatals, and price stabilization is
proving to be more difficult. Price liberalization and other
measures in the short term undoubtedly exacerbate inflationary
pressures. It is imperative, however, that distortions be removed.
Further, with natural preoccupation with the current severe economic
conditions in Latin America it is easy to forget how dynamic the
region's economies are. The average annual real rate of growth in
Latin America in the 1970s was 6 percent.

The focus of the adjustment efforts should be to restore the
conditions for sustainable growth and to reestablish external credit-
worthiness. 1In this context, it may be useful to touch very briefly
on the origins of the current problems.

Causes of the Crisis

There are a number of underlying causes of the debt problems
which emerged in 1982 in Latin America including both exogenous
factors in the previous decade, as well as domestic economic policies.
More recently, the sharp reduction in the rate of new commercial bank
lending has significantly complicated matters. There have been many
good analyses of the several contributing factors. I would like to
highlight just three.

The first area is exchange rate policy. It is calculated that
between 1970 and 1980 for Latin America on the whole, the real ex-
change rate relative to the dollar appreciated by 24 percent. This
phenomenon contributed greatly to lack of export competitiveness,
the stifling of non-traditional industries and exports, and high
levels of imports.



A somewhat related issue is the problem of capital flight. 1In
the period 1980-1982 the amount of flight capital leaving Mexico,
Brazil, and Argentina is estimated at roughly $30 billion. This is
a large number by any standard. It may be some time before the
bulk of this capital returns, but the magnitude of this outflow
does stress the need for more realistic interest rates and other
measures to induce greater domestic investment.

A third factor is excessive reliance on foreign savings and a
clearly unsustainable build-up in foreign debt. In 1975 - 1981, for
example, Latin external debt increased at an annual compound rate of
23 percent in nominal terms. During this period, international
inflation was roughly 7.5 percent per annum.

External debt grew substantially towards the end of the decade.
For example, Mexico's external debt grew by a staggering 50 percent
in 1981, and Argentina's grew on average 45 percent per annum
between 1977 and 1980. Brazil's net use of foreign savings rose
from 2.2 percent of GDP in 1977 to 5.2 percent in 1980. As maturities
shortened, the weighted average life of the debt was reduced; infla-
tion pushed up interest rates and further accelerated effective
amortization patterns on variable rate debt.

In the remainder of the decade there clearly will have to be
a major strengthening of domestic public finance systems. There
are positive signs in this area. Authorities in Brazil, Mexico,
and Argentina have all indicated their desire to strengthen revenue
collection and to control expenditures.

In Brazil, for example, in the first 7 months of 1983, income
tax revenues have expanded at a real rate of 29 percent over fevenues
earned in a comparable period in 1982. 1In Mexico, the public sector
deficit has dropped from 18 to 8.5 percent of GDP. In Argentina,
the new government has indicated its intention to reduce spending,
including military spending.

USG Interests

Our interest in an orderly resolution of these problems stems
not only from our economic interests, including the efficient
functioning of the world monetary system, but also our political
and strategic interests. The situation requires the active and
constructive collaboration of all major participants in the inter-
national monetary system. Crises must and are being managed.

The major debtors, however, recognize that they play the
primary role and that the best prospects for renewed growth lie
in domestic adjustment which will set the stage for the restora-
tion of access to credit markets. In this context, our approach
stresses official finance as a catalyst rather than as a substitute
for private finance. As well there are always difficult trade-offs
between adjustment and financing.



The U.S. economic stakes are clearly important. To begin with,
our largest 24 commercial banks hold roughly $45 billion in
combined claims on Argentina, Brazil, and Mexico. In addition, U.S.
firms have a sizable direct investment in these three countries, with
Brazil being the leader by a wide margin. U.S. direct investment
totals $9 billion in Brazil, $6 billion in Mexico, and $3 billion
in Argentina.

While U.S. exports to Latin America in 1981 accounted for only
17 percent of total U.S. exports, between 1978 and 1981 these exports
grew over 50 percent faster than exports to the rest of the world.
Mexico is our third largest trading partner and accounted for half
of all U.S. exports to Latin America in 1981. U.S. exports to
Mexico fell by a third in 1982, or roughly $5.5 billion, and have
declined further this year.

In all, U.S. exports to Latin American countries are projected
to fall in 1983 40 percent below the level reached in 1981. At
least 250,000 jobs have been lost because of this sharp decline.

A few points should, however, be emphasized. First, while this
decline has been rapid, it is important to recognize that Latin
American import levels should be compared against a base that is
sustainable, i.e., consistent with the debt service capacity of the
economy and representative of a willing long-term transfer of
resources from overseas creditors. Second there is evidence sug-
gesting that in some countries, at least, the decline has bottomed
out. Thus, U.S. exports to Mexico are expected to rise modestly
in 1984, And Brazil's non-o0il imports are expected to grow by 18
percent in 1984, including a 24 percent increase in private sector
imports.

-

Response to the Debt Crises

The Administration continues to pursue a 5-point strategy with
regard to international debt problems. This approach was endorsed
by the heads of state at the Williamsburg Summit and provides the
framework for international cooperation among creditor countries.

l. The first element of the program involves credible adjust-
ment by the debtor countries themselves. This adjustment is a sine
qua non both in terms of the reestablishment of a viable external
payments position and in terms of regaining access to external
credit markets. Broadly speaking, through IMF programs, the adjust-
ment takes the form of a reduction in aggregate demand, the promotion
of supply, and the realignment of relative prices.

Specific policy prescriptions include: the reduction of fiscal
and current account deficits, monetary restraint, price liberalization,
the restoration of incentives, the elimination of subsidies and other
distortions, more flexible exchange rate policies, the elimination
of arrears, and a net increase in reserves. The objective is also to
place adjustment on a more continuous basis so that sharp disruptions
can be avoided.



An important concomitant of macroadjustment should be
microadjustment, including the rationalization of public invest-
ment plans and the placing of firm finances on a sound footing.

In many countries, investment plans are -- appropriately =-- being
cut back. But there still exists substantial scope for improvement
in policies which will enhance the position of individual firms.
For example, I note from a recent Council of the Americas report
that price controls are among the chief complaints of U.S. MNCs
doing business in Latin America. According to a World Bank study,
price distortions alone in the 1970s reduced LDC growth by as much
as 2 percent per annum.

2, The second element is readiness to provide multilateral
official financing on a transitional basis, principally through the
IMF, to promote orderly adjustment. With the recent approval of
the Fund quota increase, the Fund has the resources to meet antici-
pated demands. And international confidence has been strengthened.

There has been much criticism recently of Fund stand-by arrange-
ments on the grounds that performance criteria are excessively rigid
or too ambitious in terms of the adjustment required. There have
been cases of missed targets and no doubt there will be periodic
noncompliance in individual cases, particularly in light of unforeseen
events. Brazil, for example, where inflation is now running at 160
percent on an annual basis, provides a good example of feedback
effects in an indexed economy.

But I would like to emphasize that Fund arrangements, in addition
to encouraging bank lending, promote economic growth and an increase
in imports -- generally in a fairly short time frame. Further, in
the months ahead, it is likely that the Fund will pay increasfng
attention to trade restrictions, and trade and investment barriers.
The Fund is a key catalyst in terms of promoting policy improvements
and creating the conditions for incremental credit flows.

3. The third element is the will and capacity of the creditor
countries to act in potential emergencies. This may involve, on a
selective basis where necessary, the provision of temporary official
bridge financing for borrowers who are determined to adjust. It is
recognized that the negotiation of an IMF arrangement and an orderly
financing plan takes time; in some cases, bridge financing may be
required. The cooperation between the B.I.S. and other monetary
authorities to date is encouraging.

Official and private rescheduling plus new money from the
banks, and, where appropriate on a selective basis, official export
credit and commodity financing provides one mechanism for cushioning
adjustment efforts. Eximbank has generally remained open for
business in Latin America, except for those countries in which the
Bank is experiencing significant arrearages.



4, The fourth element of our strategy involves continued
commercial bank lending for borrowers making determined adjustment
efforts. Commercial banks hold two-thirds of the external debt of
the major debtors in Latin America. Latin America's future growth
will depend on the quality and pace of its adjustment effort and
its ability to import. It is imperative that commercial banks and
other nonofficial creditors share in the burden, maintaining exposure
in countries that are making major adjustment efforts in connection
with IMF programs, and increasing exposure where this is justified.
Gross flows need not grow at anything like the pace of the latter
half of the 1970s.

Commercial banks by and large have shown a willingness to
reschedule and, where appropriate, to put in new money, generally
7 to 11 percent of existing exposure. The recent package put
together for Brazil is a good example. The $6.5 billion Euro-
credit was the largest for a sovereign borrower.

5. The final element in our strategy is the resumption of
sustainable growth in the industrial world. It is anticipated that
the U.S. economy will grow at about 6 1/2 percent this year and
4 1/2 percent in 1984 (fourth quarter over fourth quarter); OECD
growth is likely to be well above 2 percent in 1983 and close
4 percent in 1984 on a year-over-year basis. The U.S. will run a
$100 billion trade deficit in 1984 providing a powerful stimulus to
world growth.

Commodity prices recently have regained about half of the
nearly 30 percent decline from 1980 to late 1982. Continued world
recovery should lead to further increases in commodity prices as
well as volumes. U.S. economic growth has also spurred a $1.%
billion increase in U.S. imports from the six major Latin debtors.

To put matters in perspective, if growth in the industrial
countries increases by 1 percent, the impact on non-OPEC LDC current
accounts through higher export receipts is equal to a decline in
LIBOR of at least 2 percent. And of course LIBOR interest rates
have declined from an average 16.1 percent in 1981 to 10 percent
this year. U.S. real growth is taking place in an environment of
very low inflation. Lower inflation and the resumption of sustained
growth in the United States is a major contribution the United States
can make to Latin debt problems.

Trade/Finance Link

The United States has also been at the forefront of efforts to
improve international understanding of the close linkage between
trade and finance policies in overcoming the debt problems that may
exist. The linkages are simple and self-evident, but policymakers
should keep them in mind in making trade and financial policy
decisions. Briefly, these linkages are:



(1) LDCs must have access to industrial nations' markets
in order to earn the foreign exchange to service their
debts.

(2) There must be adequate finance to permit export sales
to occur and to avoid drastic cuts in essential imports
or in those needed for the export sector; in short, to
permit the trading system to continue to work.

In general, the industrial nations' markets are actually quite
open to exports from the high-debt countries. Tariffs are also
very low. Average U.S., tariffs, for example, on imports from Brazil
were 10.8 percent in 1982; 2.9 percent for imports from Mexico; and
2.4 percent on imports from Argentina.

The United States and other countries do, however, maintain
quantitative and other restrictions on textiles and several agri-
cultural imports from these countries. We calculate a doubling of
exports of restricted products to the major industrial markets
(U.S., EC, and Japan) would have a relatively modest impact on debt
service ratios in the short term, but trade liberalization should
be at the forefront of our minds in addressing these problems.

Further, in the longer term, liberalization of imports is
critical to the structure of LDC exports and to investor and creditor
confidence in the debtor countries. We have therefore emphasized
the need to resist any new import restrictions against LDCs and
have pressed for a new round of trade negotiations. We have also
urged LDCs to rationalize their own import regimes.

The Supply of Capital in the Future

These measures notwithstanding, a question arises as to where
the incremental financing for Latin America will come from for the
rest of this decade. To begin with, we should view ex ante financing
gaps with some circumspection; official finance can play only a
residual and catalytic role.

Direct investment flows to Latin America fell sharply as a
percentage of the total in the period 1974 - 1980 and are an obvious
candidate for incremental financing. For example, equity capital in
the oil and gas business, to cite one sector that absorbed substantial
debt in the 1970s, is highly responsive to contract terms.

The equity affiliates of the World Bank and I.D.B. can also
assist. IFC has shown an ability to leverage its resources 7:1 and
in the current period has been completing a number of financings in
Latin America. The Administration also hopes that the newly created
Inter-American Investment Corporation will follow IFC's tradition of
mobilizing private resources for development in Latin America.

The World Bank recently published a series of studies on a
Multilateral Investment Insurance Agency and discussion of various
proposals is expected in the near future at the Executive Board.



The discussions no doubt will be protracted, but should provide one
indication of whether the reality -- as opposed to the atmospherics --
of direct investment has changed.

The World Bank and the Inter-American Development Bank have
also been assisting in the current period through expanded program
lending and export promotion lending. They are -- and should
remain -- principally project lenders. The focus should be on
highly conditional lending and qualitative improvements. This
might include for example, assisting in rationalizing investment
plans, strengthening institutions and complimenting IMF efforts.

Through the cofinancing process, they can also assist in
improving the quality of international credit which obviously
declined in the 1970s. Not every cofinancing mechanism put
forward by the MDBs will be successful; but the marriage of the
analytical skills of the MDBs and the funding access of the com-
mercial banks should be pursued.

There is also a clear need for more innovative corporate
financing techniques, be it debt/equity swaps, variable maturity
loans, financings with equity kickers, or the use of futures to
reduce interest rate volatility.

Conclusion

Latin American debt problems are far from over and reduction
of debt service burdens will be a multi-year process. The major
debtors have the capacity to adjust and recognize the importance of
restoring international creditworthiness. The key to the proRlem
lies in continued rapid adjustment, renewed access to credit markets,
world growth, resistance of protectionist pressure, and the genera-
tion of trade surpluses by debtor countries.

Mexico has provided a striking example of reduction in current
account deficits. Major measures have been taken in Brazil. And
in Argentina, economic stabilization is a top priority.

Inevitably, there will be compromises in the months ahead and
periodic arrearages. In addition, creditor banks may decide to set
aside some reserves against potential losses in order to insulate
themselves from the particular problems of specific borrowers in
various countries.

But the debt problems have clearly entered a new phase. The
mechanisms are in place to deal with the issues, which will require
continued vigilance. With continued growth in the world economy,
the problem is manageable and being managed.
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I am pleased to join your program today to discuss where tax
policy might be headed in the next several years. This is a
challenging time; some have come to believe that major changes to
the tax system could lie ahead.

The long-term outlook is a function of how well the present tax
system works, or, more importantly, is perceived to work, and
whether we are raising sufficient revenue to fund the size of the
Federal Government we as a people desire. As we consider how
well the present system works, we should keep in mind that
concern over future deficits will subject the tax system to close
scrutiny for several years to come. And recent experience shows
that there is little reluctance on the part of policymakers to
make frequent changes in the tax system, whether in the name of
revenue raising, loophole closing, or "tightening" the system.

Tax changes proposed by this Administration and adopted by the
Congress have contributed to economic recovery, helping to
promote the goal of a solid rate of growth with low inflation.

Disincentives to work, savings, and investment have been reduced
significantly. The across-the-board reductions in marginal tax
rates enacted in the Economic Recovery Tax Act of 1981 were
designed to reverse the substantial increases in the tax burden
that high rates of inflation had brought about. And, beginning
in 1985, indexation of the rate brackets and the personal
exemption will insure that we can no longer finance higher levels
of government spending through automatic tax increases resulting
from inflation.
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The 1981 Act contained other significant measures to encourage
the growth of long-term saving and business investment. The
importance of expanded IRA and Keogh deductions will continue to
increase, and the accelerated cost recovery system will provide a
direct and important stimulus to business investment that will
contribute significantly to the long-term strength of the
recovery.

But Federal spending continues to outpace receipts. Total
receipts for 1984, as a percent of GNP, will be roughly
comparable to those during the early 1970's, just under 19
percent of GNP. Yet total outlays as a percent of GNP are up
markedly from this same period. 1In the early 1970's outlays were
around 20 percent of GNP. In 1984 they will exceed 24 percent.

Where spending substantially outpaces revenue, large budget
deficits result. 1In the short run, as the economy recovers, we
can tolerate large budget deficits. But in the long run they are
unacceptable. The deficit problem will diminish with the
increased vigor in the economy we are now enjoying, but it will
not disappear. It will have to be attacked by legislative action
in the form of spending reductions or a combination of reduced
spending and tax increases.

The Administration recognizes that increased revenues may be
necessary as insurance that future deficits remain within a
tolerable range. Thus the President proposed a contingency tax
plan as part of his Fiscal 1984 Budget.

This plan was designed to raise revenues -- consequently reducing
the deficit -- by about 1 percent of GNP, provided Congress
adopted certain spending reductions, and insufficient economic
growth occurred to keep the deficits forecast for fiscal 1986
below 2~1/2 percent of GNP.

The plan was designed to have a broad, temporary impact on all
taxpayers and all segments of the economy. More important, it
would not permanently affect the structural tax changes enacted
by ERTA in 1981.

This plan was initially received by Congress with an almost
universal lack of enthusiasm. Indeed, I was credited with
declaring it dead over the summer. However, to paraphase Mark
Twain, reports of its death were greatly exaggerated. 1In my view
the idea of tax increases contingent upon spending reductions
remains very much alive. We need only consider the sincere
effort in the Senate Finance Committee during the closing weeks
of the first session of this Congress.

Without Administration support, which undoubtedly would hinge on
significant reductions in spending, Congress is not likely to
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enact a major revenue initiative in 1984. And the Congressional
will to enact meaningful spending reductions is very much in
doubt. Thus the enactment of significant tax increases in 1984
is unlikely.

This means discussions of revenue increases will continue in
1985. They will be expanded, however, to cover the structure of,
as well as the amount of revenue raised by, the Federal tax
system,

One writer recently suggested that the tax system has reached its
political and economic limits. More people are questioning
whether our preseht tax code is raising needed revenue
efficiently, fairly, and without unduly burdening capital
formation, saving and investment. These are the kinds of
inquiries which raise the specter of fundamental tax reform.

The growing taxpayer dissatisfaction with the present system is
no secret. Even with the dramatic reductions in marginal tax
rates enacted in 1981, taxpayers remain convinced that their
neighbors who are just as well off pay less tax than they do, and
that taxpayers who are wealthier than they pay fewer taxes

still.

Many of the provisions in the current tax law were enacted to
promote worthwhile social and economic goals. As a result,
however, we have a system where individuals or families of equal"
means may pay quite different amounts of tax, depending on how
they earn or use their incomes., Also, taxpayers in unequal
economic circumstances may pay the same amount of tax despite the
apparent progressivity provided by a structure of marginal tax
rates presently ranging from 11 to 50 percent. In addition,
different types of investments still are taxed at widely
differing effective tax rates, even after the 1981 structural
improvements. Taking into account the corporate tax, marginal
rates on some investment income can range from 11 percent to 73
percent.

The current tax system also fosters excessive planning and
sophisticated rearranging of business affairs primarily for tax
purposes, This increases taxpayer uncertainty, and causes
disrespect for the tax laws, resulting in reduced voluntary
compliance by taxpayers.

One response has been the enactment of various provisions aimed
at improving taxpayer compliance. The 1982 Tax Equity and Fiscal
Responsibility Act included major improvements in penalties and
information reporting, including the new concept of a substantial

understatement penalty to increase the risk of playing the audit
lottery.
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But increased penalties and improved information reporting can
only go so far. An increasing number of taxpayers want far
simpler rules with more uniform taxation and lower rates.

As people talk increasingly of fundamental tax reform, we must
look carefully at what is really involved. As‘is usually the
case with a complex subject that people wish to be simple, a
great deal more is involved than most people generally suspect.

Approaches to Fundamental Tax Reform

Two elements, sharply progressive tax rates and the lack of
uniform treatment of income in the tax base, are distinct
characteristics of our present income tax. Let's talk first
about tax rates. We have all heard the suggestion that we
move to a flat tax--that is, to a single rate of tax.

A single tax rate could be applied to our current tax base,
leaving intact all of the current exclusions, deductions and
credits, along with the current exemption for the taxpayer
and his dependents. A single rate of about 19 percent
applied to the present individual income tax base would
raise the same amount of revenue as will be raised by the
1984 rate schedule now in the Code.

This obviously would mean a tax decrease for taxpayers now
paying an effective rate higher than 19 percent, but a tax
increase for those whose average rate is below 19 percent.

But if the top individual tax rate were substantially reduced,
retaining the present 46 percent rate on corporations would
create too great a disparity between individuals and
corporations. On further examination we would £ind that a single
corporate rate of about 20 percent, together with a single
individual rate of 20 percent, would produce the same total
revenue as our present individual and corporate tax system, with
no expansion of either the corporate or the individual tax base.

Collapsing the tax rates in this manner, without broadening
the base to make it more uniform, would simplify the tax
somewhat and would eliminate the disincentive of high
marginal rates. At the same time, however, any single-rate
tax would, as I have indicated, result in a major
redistribution of the tax burden from high-income to low-
and middle-income families.

Such a redistribution of the tax burden would, in my view,
be unwise and unacceptable. At the very least it is
counterproductive to raise the specter of a major shift in
the tax burden, which basically involves a value judgement
about where the tax burden should fall across income
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classes, when fundamental reform to improve the fairness and
efficiency of the system is being considered. Analysis instead
should be focused on the tax base, which can be the subject

of much more meaningful and productive evaluation. This

does not mean, however, that lower tax rates across the board
should not be sought, or could not be achieved.

Turning to the tax base, most so-called flat tax proposals,

or modified flat tax proposals, call for a uniform tax

system designed to treat taxpayers consistently according to

a well-defined tax base, with no narrow exceptions. These
broad-based tax proposals can be divided into two types.

The first is a comprehensive income tax, where the tax base would
include the taxpayer's consumption plus his or her increase in
wealth. This means all of the taxpayer's economic income

would be taxed. The second type of broad-based tax system is a
consumption tax, under which annual changes in wealth are
excluded from the tax base; this means that only amounts the
taxpayer spends on consumption would be taxed.

Under either approach the existing tax base would be
expanded by including in the tax base certain items not now
subject to tax and by eliminating or restricting certain
deductions or credits allowed under current law.

Effects of Restructuring

The objectives of most tax reform plans are similar --
reducing economic distortions caused by taxes and improwving
equity and compliance by broadening the tax base and
lowering tax rates. However, various schemes have quite
different effects on savings incentives, the uniformity of
treatment among different activities, and the distribution
of the tax burden.

Since a given amount of tax revenue can be raised in any number
of ways, the tax system should be designed to minimize its
adverse effects on the economy. Businesses and households
should be allowed to make the best use of the resources at their
disposal with minimum intrusion from tax considerations. This
would lead to an economy that operates more efficiently, thereby
raising productivity, economic growth, and the standard of
living for all Americans.

Taxes reduce the efficiency of the private sector because they
interfere with the price signals of the market. Resources that
ould have been traded in the absence of taxation either will
not be put to a productive use or will be shifted to a lower

taxed but less productive use.

Any realistic tax system unavoidably distorts some market signals
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and thereby distorts decisions on how much to work, when and
what to consume, when and how to save, and how much to invest
and in what types of capital. Even a completely uniform income
tax would affect individual choices between work and leisure,
and between consuming now or saving for future consumption.

An income tax discourages saving by reducing the rate of return
to the saver below the market return from investing in capital.
This diminishes the reward for deferring consumption; that is, it
reduces the reward for saving.

A tax on all consumed income, on the other hand, would not
discourage saving. Since saving would be exempted from the tax
base, all consumption would be taxed only when it occurs, whether
financed from current earnings or from accumulated savings. Thus
a tax on consumed income would not, as is often thought, be
biased against consumption; it would be neutral between savings
and current consumption.

Compared to an income tax, a tax on consumed income would
probably result in a higher saving rate, leading to increased
capital formation, a higher growth rate in the short run, and a
permanently higher level of output in the long run.

The Broad-Based Income Tax

A broad-based income tax would be designed, to the extent
administratively feasible, to subject all items of household
income to tax. This would require a correct measurement of the
annual income of all households. The following issues would need
to be confronted in determining the base of an income tax:

Correct Measurement of Business Income. Under a
truly uniform income tax, it would be necessary to
measure correctly annual changes in wealth. In the
case of business income (both for corporations and
unincorporated enterprises), this would require
depreciation rules under which the cost of assets
used in business is recovered as the value of the
asset declines. As a theoretical matter, this would
necessitate that ACRS be replaced by a more complex set
of rules under which the allowable capital recovery
periods (for tax purposes) match closely the useful
economic lives of assets. Note that since ACRS
approximates expensing for many assets, depreciation
rules based on the economic lives of assets would
represent a substantial increase in the taxation of
much income from capital.

Corporate Integration. Under an income tax concept,
all income accumulated within corporations would be
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properly attributable to owners of corporations.
Theoretically, this would require that the separate
corporate tax be eliminated and that all corporate
income be allocated among shareholders. As a practical
matter, allocation of corporate retained earnings may
not be administratively feasible,

Indexing Basis of Capital Assets. Under current law,
both real income from capital and real interest costs
are overstated because no account is taken of the
effect of price level changes on real purchasing power.
Ideally, under an income tax, the basis of assets would
be adjusted for price level changes in determining
taxable income from sales of assets, redemption of
bonds, and repayment of loans in determining allowable
depreciation deductions. 1In practice, basis adjustment
for inflation might be regarded as too complicated.

More Inclusive Taxation of Fringe Benefits. A
comprehensive income base would include non-cash forms
of compensation currently either exempt from tax by
statute or in practice not subject to tax. Examples
would include employer contributions to medical
insurance and income accumulated within pension funds,
as well as forms of compensation not specifically
exempt by law, but not currently taxed, such as the
value of employer-provided parking, and the value

of entertainment and some business meals. The
practical constraints are obvious.

Limits on Personal Deductions. Under a comprehensive
income tax, personal deductions not necessary for the
measurement of income might be disallowed. This
principle might eliminate deductions for medical
expenses, child care costs, state and local taxes,
charitable contributions, and interest incurred to
finance holdings of consumer goods, including personal
residences. Exceptions for specific expenditures--
charitable contributions come readily to mind--could of
course be readily provided, but to do so would depart
from the general income measurement principle. On the
other hand, employee business expenses and interest
incurred to finance holdings of income-earning assets
would continue to be deductible.

tax proposal designed as a fundamental reform of the
been introduced by Senator Bradley and Representative
Their proposal includes three tax rates (ranging from
to 30 percent) and is designed to preserve the
istribution of the tax burden among income groups.

While it would broaden the tax base compared to current law,
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the Bradley-Gephardt proposal allows:

o Continuation of a separate coporate tax at a 30 percent rate,
with no relief for double taxation of dividends.

o Taxation of capital gains at ordinary income rates, but with
no basis adjustment for inflation or for previously taxed
corporate retained earnings.

0 A set of depreciation rules that make tax depreciation more
closely reflect economic depreciation, but with no basis
adjustment for inflation.

o Continued exemption of income accumulated within pension
plans, including IRAs and Keogh Plans.

o Elimination of many exclusions from income allowed under
present law, but continued exclusion from tax for veterans
benefits, social security benefits for low and moderate income
persons, and interest on public purpose state and local bonds,

o Elimination of many personal deductions and credits, but
continued deductions at a 14 percent rate for home mortgage
interest on principal residences, charitable contributions,
state and local income and real property taxes, some medical
expenses, and a continued full .deduction for contributions to
IRA and Keogh plans. .

The reasons such "imperfections" have crept back into the

Bradley-Gephardt plan are obvious. Equally obvious would be the

demand for additional "imperfections" if this proposal were to

run the legislative gauntlet. More importantly, the

Bradley-Gephardt proposal does not adjust sufficiently for the

higher tax on capital income it would impose.

A Consumed Income Tax

Let's look briefly at a tax on consumed income--a system

that would tax economic income but would exclude net savings from
the tax base. Simply put, that means amounts saved during the
year, less amounts borrowed, would be allowed as a deduction.

A tax on consumed income would not represent as radical a
departure from current law as it might seem. 1In many ways, the
current rules applying to saving are much closer to those
required under a tax on consumed income than to rules necessary
under a uniform income tax. In particular, two important sources
of saving for many families--homeownership and retirement
saving--are taxed almost the same way under current law as they
would be taxed under a consumed income tax with a deduction for
saving.
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The tax on consumed income would be similar in many ways to the
uniform income tax and would involve many of the same
base-broadening steps, as compared with current law, and thus
would raise many of the same practical and political problems.

Under the consumed income tax, the taxpayer would include in his
or her tax base all forms of current monetary income, the current
consumption value of all fringe benefits supplied by employers,
and the proceeds of all borrowing in excess of loan repayments.
The taxpayer would be allowed to deduct from the tax base all
purchases, in excess of sales, of income-earning assets, and all
deposits, in excess of withdrawals, in interest-bearing accounts.
Accrued interest, earnings from ownership of corporate shares,
increases in the value of pension and life insurance reserves,
and other increases in the value of asset holdings would not be
subject to tax until paid out or withdrawn for consumption.

Because only individuals consume, there would be no need for a
separate corporate tax nor any need to integrate personal and
corporate earnings. Taxable income of an individual would
include distributions from corporations and individuals' sales of
corporate shares. In effect, corporate income would be taxed
when it found its way into individual consumption. If thought
desirable for political or other reasons, however, a corporate
level tax could be imposed under this type of system.

A tax on consumed income also would be much simpler than an
income tax. The main simplification advantage arises because a
tax on consumed income avoids many of the severe problems in
measuring the tax base that are encountered under a uniform tax
on all income. By taxing income only when consumed, rather than
when earned, there would be no need to account for changes in the
value of assets between two different tax years. Thus, there
would be no need for complex rules for depreciation accounting,
no need to adjust the measurement of capital income for
inflation, and no need for complex rules to allocate corporate
retained earnings among shareholders. In addition, the need for a
distinction between capital gains and ordinary income would
disappear. Investments would be fully deductible, with sales
proceeds fully taxable to the extent they were not reinvested.
The simplification such a change would permit is obvious; the
important point is that eradication of the distinction between
capital gains and ordinary income in this context would not be at
the expense of capital formation.

By and large, a uniform tax based on consumed income has
considerable appeal as a model for tax reform. It would allow
for important simplifications in the taxation of the return to
savings and would remove the disincentive to saving present
under both current law and a uniform income tax. A tax on
consumed income could be designed to preserve the present spread
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"of the tax burden across income groups. It must be recognized,
however, that such a system would necessarily raise serious
policy and political questions concerning the extent to which
wealth should be accumulated free of tax. It also would require
higher tax rates to raise the same revenue than would a uniform
income tax (because total consumption in the economy is less than
total income), even though the tax rates could be lower than
current law tax rates.

The process of moving to an annual tax on consumption would raise
a number of difficult questions about what the tax base should
look like during the transition period that would not be
presented in moving to a broad-based income tax. Two basic
guestions concern the treatment of old wealth and old debt.

Changing to a tax on consumption would raise the serious question
of how to deal with wealth accumulated prior to the effective
date of the tax. 1In the absence of some type of transition rule,
a consumed-income tax would fully tax the proceeds of such "old
wealth" as they are consumed. A taxpayer who c¢ould have consumed
capital tax free under an income tax would face a new tax as he
or she consumes savings, even where the capital previously had
been accumulated with after-tax dollars. This taxpayer would pay
more tax than would have been paid had he or she been subject to
either an income tax or a consumption tax for his or her entire
life.

The exact opposite question is presented by debt which existed
prior to the new tax system. Without a transition rule, a tax on
consumed income would provide a windfall in the form of a '
deduction for all payments of principal on debt existing prior to
adoption of the new system. Homeowners and consumer borrowers
primarily would be affected.

Outlook for Change

In conclusion, I think this discussion will cause you to agree
with the pundit who recently wrote "it is a political axiom that
reform looks best at a distance . . . up close, attractions fade
and obstacles appear." If we consider fundamental tax reform, we
must make certain that all the relevant questions have been
raised and are answered to our satisfaction. We may find that
the effort required to achieve a major tax overhaul is not worth
the candle. Nevertheless, given the dissatisfaction we all feel
from time to time with our present system, the inquiry is
essential.
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Moreover, it is very helpful for tax policymakers to have in mind
the type of system they think best. Even if it is not possible
to move to such a system in the near term, it is wise to

evaluate proposed changes in the present Code against such a
desired system.

I appreciate your kind attention. Thank you.
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)jepartment of the Treasury ® Washington, D.C. ¢ Telephone 566-204

FOR IMMEDIATE RELEASE CONTACT: Kathy Litwak
December 9, 1983 447-0917

BEP ANNOUNCES HOLIDAY SHUTDOWN

The Bureau of Engraving and Printing (BEP) will be closed
for the Christmas holiday season from December 24, 1983 until
regular business hours on January 3, 1984, announced Robert J.
Leuver, Bureau Director.

All Bureau public services including the tour and Visitors'
Center will be closed from 11:30 A.M. on December 23 until 8:00
A.M. on January 3. Security and essential maintenance services
will continue to be performed.

The year—end shutdown, initiated in 1981 as a cost savings
measure under the Reagan Administration, has saved the federal
government approximately $1 million over the past two years.

X33
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Ut REMARKS BY

KATREHINE D. QRTEGA

TRHASURER OF THE UNITED STATES
BEFORE THE
TRUNK AND TUSK DINNER
PIMA COUNTY REPUBLICAN CENTRAL COMMITTEE

TUCSON, ARIZONA
DECEMBER 9, 1983

Thank you for that kind introduction and I want to thank all
of you for inviting me to be here with you this evening. I am
especially glad to be here in Tucson, for as many of you know, I
grew up in the Southwest -- in New Mexico. And like many of you,
I am proud of this great country.

You have come here tonight to listen to me speak, and 1
appreciate that. You are, however, here for a greater, more
important purpose -- to fuel the campaigns that will elect
Republicans to office ... not only here in Pima county throughout
the state of Arizona.

The challenge facing Republicans today is to strengthen our
party at the local level, for it is here that we must win more
elections if we are to.have an active voice in the long-term
political agenda for America.

By being here tonight, you are making a significant
contribution toward this important goal. Your support and your
commitment to build our party at the local level, in towns and
cities and counties, and to elect Republican men and women to the
courthouses and city halls, school boards and planning
commissions, state legislatures and state houses, will make our
strength durable and longlasting.

This is our mission and I applaud you for your
participation. I know it seems like the party is always asking
for contributions. But you are contributing the ways and means
for those in this room, and the countless others like you in this
country to build a foundation for a stronger party and a stronger
America. From this foundation, we will build a base that will
enable us to maintain control of the U.S. Senate, increase our
numbers in the House of Representatives, and re-elect President
Reagan.

R-2451
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Our successes in 1984 will not only depend on our fund
raising and organizational ability at the local level, but on our
ability to communicate to the voters that the President's
programs have made all Americans better off today than they were
three years ago. This is the place where we need your help. To
spread the good news.

But before I tell you about the economic good news, I would
like to take a few minutes to tell you about my new job as
Treasurer.

There is some confusion about what the U.S. Treasurer does.
Most people believe that I spend the entire day signing dollar
bills! But I am here to tell you it is a lot more than that.

As the Treasurer, I am responsible for a budget of more than
$280 million and supervise 5,000 employees spread throughout the
Bureau of Engraving and Printing, the Bureau of the Mint, and the
U.S. Savings Bond Program.

The U.S. Savings Bond Program is important to all of us.
Sales reached $4 billion last year and more than 1.2 million
people either purchased bonds or increased their savings. Our
goal for 1984 is to urge another 1 million to sign up or increase
their savings in 1984!

The Bond Program teaches the savings habit. Without the
forced discipline of the Payroll savings plan, many Americans
would have no savings at all. Bonds provide an investment
alternative. They are presently paying 9.37 percent interest.
Bonds give every American the opportunity to participate in the
financial affairs of their country.

Another program I would like to talk about this evening is
the Olympic Coin Program. It was created by President Reagan,
the Congress, and the Department of Treasury, it is the first
time in history that the United States has supported its Olympic
team with a coin program. Of the 141 countries participating in
the Olympics, America's athletes are the only ones who do not
receive financial support from their government.

The Series features three limited issue coins and includes
the first gold coin struck by the Mint in more than 50 years.
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The Olympic Coin Program works like this. A $10 surcharge is
levied on the silver coins and a $50 charge on the gold. Half of
the money collected from the surcharges go to support the U.S.
Olympic effort by helping to train and equip American athletes
and by building new training facilities. The other half goes to
the Los Angeles Olympic Committee.

So far this year, over $27 million has been contributed to
the U.S. Olympic Committee from this program. With the program
in place, every American can play a real part in the success of
our team. And our athletes can receive the assistance they need
to meet international competition on equal footing.

I am also pleased to tell you that Olympic coins will soon
be available at local banks through a nationwide consignment
program.

The Olympic coins are not the only coins we produce. The
Bureau of the Mint manufactures all our pennies, nickles, dimes,
and quarters, some 18 billion coins a year.

But I do not want to mislead you because I do sign dollar
bills ... ones, fives, tens, twenties, fifties, and hundreds!
‘And during my first year, I am told, my signature will appear on
5.8 billion U.S. currency notes. The value of these notes is
more than $59.6 billion. -

Now that you know a little about what I do, I would like to
focus the rest of my remarks on what the President has been doing
in his first 1000 days. But first let us check back to the way
it was in 1981,

When President Reagan came to Washington, our economy was
suffering from two years of double-digit inflation and soaring
interest rates. Our paychecks could not keep up with inflation
and high taxes. Productivity was down. America was on the
decline.

The stifled economy also stifled the peoples' incentives and
in 1980, the personal savings rate dropped to very low levels.
We had become a nation seemingly unconcerned with providing the
seed money for future growth. Not because we as individuals had
changed. Not because we did not want to save. The incentive had
been removed by government policies that actively discouraged
savings.
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Through President Reagan's efforts, the economy has turned
the corner.

Inflation has been cut by almost two-thirds.

For the first time in almost three years, real wages have
increased. The average-income family now has about $1200 more
to spend or save every year.

Interest rates have dropped dramatically. In 1980, the
prime rate was 21.5 percent. Today -- it is at 11 percent. For
many of us, this makes the high-priced items like cars and houses
a financial reality again.

Auto sales and building permits are up. Housing -- the
heart of our economy -- and a symbol of the American Dream--is

up.

And there is good news on the employment. The jobless rate
fell again in November by almost half a percentage point. This
means that another half million men and women found jobs. And in
only a single month. The fact is that since the beginning of
1983, over a million people have gone back to work or found new
jobs. This is welcome news for many Americans.

The Democratic Party, has realized that this administsation
has built something better. What we have -- a strong economy --
will help us elect more Republicans in 1984,

The challenge to build a prosperous America does not just
confront those of us in public office. It is a task for
everyone. Men and women such as you in this audience have in
your hands -- through the ballot and through the power of aroused
public opinion -- the means to assure that those who would stop
our progress do not interfere with our country's prosperity.

We must all restore the principles that made America great.
And an essential element for growth is confidence in the future.

I am confident that together, as a united party and a united
people, we can conqueor every challenge we meet. When we apply
our collective will, there is no obstacle too great, no task too
demanding.
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Surely, we must look to the future and not the past. We
have ignited an economic recovery that can last for years. This
is certainly a time when Republicans can feel good about our
party and our country.

We will not retreat on the fundamental of the President's
economic policy. We cannot return to the days when inflation and
interest rates crippled our economy. We will not accept the
reckless spending habits of Congress or unconditional tax

increases. We can not compromise these economic principles
without compromising ourselves,

Thank you, again, for including me in your program and I
wish each of you a successful new year.

$hed
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epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE December 12, 1983
RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,206 million of 13-week bills and for $§6,219 million
of 26-week bills, both to be issued on December 15, 1983, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing March 15, 1984 ¢ maturing June 14, 1984
Discount Investment ¢ Discount Investnment
Rate Rate 1/ Price : Rate Rate .1/ Price
Low 8.917 9.27% 97.748 * 9.107 9.70% 95.399
High 8.947 9.307 97.740 * 9.137% 9.73% 95.384
Average 8.932 9.297 97.743 ¢ 9.127% 9.72% 95.389

Tenders at the high discount rate for the 13-week bills were allotted 687.
Tenders at the high discount rate for the 26-week bills were allotted 11%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 236,495 $ 135,995 3 180,200 §$ 74,700
New York 13,089,075 4,531,405 :+ 13,482,565 4,875,690
Philadelphia 26,080 26,080 H 17,130 17,130
Cleveland 90,905 75,605 : 71,015 42,115
Richmond 53,275 46,675 : 90,400 60,380
Atlanta 41,765 41,765 : 47,410 40,290
Chicago 1,890,770 677,670 : 1,231,930 387,330
St. Louis 80,035 71,555 : 74,680 63,010
Minneapolis 25,225 23,625 : 17,690 13,240
Kansas City 43,255 43,255 : 48,425 48,425
Dallas 28,545 26,945 27,220 22,770
San Fraacisco 924,035 271,035 1,063,610 344,110
Treasury 234,765 234,765 229,310 229,310
TOTALS $16,764,225  $6,206,375 : $16,581,585 $6,218,500
Iype
Competitive $14,033,995  $3,476,145 : $13,589,050 $3,225,965
Noncompetitive 1,012,050 1,012,050 872,385 872,385
Subtotal, Public $15,046,045 $4,488,195 $14,461,435 $4,098,350
Federal Reserve 1,679,030 1,679,030 : 1,600,000 1,600,000
Foreign Official
Institutions 39,150 39,150 520,150 520,150
TOTALS $16,7644,225 $6,206,375 $16,581,585 $6,218,500

An additional $11,050 thousand of 13-week bills and an additiomnal §$153,850
thousand of 26-week bills will be issued to foreign official institutions for

new cash.

1/ Equivalent coupon-issue yield.
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pepurtment of the Treasury ¢ Washington, D.C. ¢ Telephone 555 2041
FOR RELEASE AT 4:00 P.M. Decembeér 13, 1983

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 $12,800 million, to be issued December 22, 1983. This offer-
ing will provide $350 million of new cash for the Treasury, as the
regular 13-week and 26-week maturities were issued in the amount of
$12,456 million. The $5,006 million of additional issue 17-day cash
management bills issued December 5, 1983, and maturing December 22,
1983, will be redeemed at maturity.

The $12,456 million of regular maturities includes $1,382
million currently held by Federal Reserve Banks as agents for foreign
and international monetary authorities and $3,184 million currently
held by Federal Reserve Banks for their own account. The two series
offered are as follows:

9]-day bills (to maturity date) for approximately $6,400
million, representing an additional .amount of bills dated March 24,
1983, and to mature March 22, 1984 (CUSIP No. 912794 EE 0), currently
outstanding in the amount of $14,003 million, the additional and
original bills to be freely interchangeable.

182-day bills for approximately $6,400 million, to be dated
December 22, 1983, and to mature June 21, 1984 (CUSIP No. 912794 FC 3).

Both series of bills will be issued for cash and in exchange for
Treasury bills maturing December 22, 1983. Tenders from Federal
Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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 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.

R-2453
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Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, wWashington, D. C.
20226, prior to 1:30 p.m., Eastern Standard time, Monday,
December 19, 1983, 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 December 22, 1983, in cash or other immediately-available funds
or in Treasury bills maturing pecember 22, 1983. 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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vepartment Of the Treasury ¢ Wclshmgton D.C. o Telephone 555 2041
FOR RELEASE AT 4:00 P.M. December 14, 1983

TREASURY TO AUCTION $8,250 MILLION OF 2-YEAR NOTES

The Department of the Treasury will auction $8,250 million
of 2-year notes to be issued January 3, 1984. This issue will
provide about $3,500 million new cash, as the maturing 2-year notes
held by the public amount to $4,769 million, including $351 million
currently held by Federal Reserve Banks as agents for foreign and
international monetary authorities.

In addition to the maturing 2-year notes, there are $2,388
million of maturing 4-year notes held by the public. The dis-
position of this latter amount will be announced next week.
Federal Reserve Banks as agents for foreign and international
monetary authorities currently hold $472 million, and Govern-
ment accounts and Federal Reserve Banks for their own accounts
hold $970 million of maturing 2-year and 4-year notes.

The $8,250 million is being offered to the public, and any
amounts tendered by Federal Reserve Banks for their own accounts,
or as agents for foreign and international monetary authorities,
will be added to that amount. Tenders for such accounts will be
accepted at the average price of accepted competitive tenders.

Details about the new security are given in the attached
highlights of the offering and in the official offering circular.

000

Attachment
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HIGHLIGHTS OF TREASURY

OFFERING TO THE PUBLIC
OF 2-YEAR NOTES
TO BE ISSUED JANUARY 3, 1984

December 14, 1983

Amount Offered:
To the public ® € ©® 0 9 9 O 8 @ ° 5 0 & 8 0 & 8 S 0 8 e 88’250 million

Description of Security:
Term and type of security .......... 2-year notes
Series and CUSIP designation ....... Series AC-1985
\ (CUSIP No. 912827 0G 0)
Maturity date ....eeescascessessess. December 31, 1985
Call date ...cvieseeaesansssssssessss NO provision

Interest rateé ....eeeeesevsvessassss TO be determined based on
the average of accepted bids
Investment yield ....evtveeeeseess.. TO be determined at auction

Premium or discount .....c.s0e0e0e.... TO be determined after auction
Interest payment dateés ...e.s000..... June 30 and December 31
Minimum denomination available ..... $5,000

Terms of Sale:
Method O0f sale ...vveesseveasssoesss Yield Auction
Competitive tenders ....eessss00+0... Must be expressed as an
.annual yield, with two
.. . decimals, e.g., 7.10%
Noncompetitive tenders ............. Accepted in full at the aver-
age price up to $1,000,000

Accrued interest

payable by investor .........cc00... NORe

Payment by non-institutional

INVesStOrS i ivseerncenosonsoraasonns . Full payment to be
submitted with tender

Deposit guarantee by

designated institutions ..eeeeeons .. Acceptable

Key Dates:
Receipt of tenders ...... eecse-ess.. Wednesday, December 21, 1983, prior

to 1:30 p.m., EST
Settlement (final payment
due from institutions)
a) cash or Federal funds ......... Tuesday, January 3, 1984
b) readily collectible check ..... Thursday, December 29, 1983
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pepartment of the Treasury ¢ Washington, D.C. ¢ Teilephone 566-2041
FOR IMMEDIATE RELEASE December 14, 1983

New Tender Requirements for Treasury Auctions

The Department of the Treasury has announced new tax
certification requirements for tenders submitted to purchase
registered Treasury securities and Treasury bills to be maintained

at the Bureau of the Public Debt. The new requirements are

effective for auctions of securities to be issued after December
31, 1983, and are in conformance with the Interest and Dividend
Tax Compliance Act of 1983.

Beginning with the auction of 2-year notes to be issued
January 3, 1984, and the auction of Treasury bills to be issued
January 5, 1984, investors must certify their tax identification
number or exempt status when submitting tenders directly to the

Bureau of the Public Debt or to the Federal Reserve Banks or
Branches to purchase registered Treasury notes, bonds, or book-
entry Treasury bills that will be recorded in accounts maintained
at the Bureau of the Public Debt. Investors who are not exempt
and do not have a tax identification number (TIN) must certify
that they will obtain a TIN. IRS Form W-9 should be used for the

certification and must accompany tenders. Tenders not accompanied

by proper certification will not be accepted or included in the

auction process.

In addition to the TIN certification, those investors who are

not subject to backup withholding must indicate that fact on the
IRS Form W-9 in order to prevent automatic backup withholding of
twentv (20) percent from interest earned.

A financial institution or broker submitting tenders for its
customers must determine, in accordance with IRS Tzmporary
Employment Tax Regulations (Section 35a.9999-1), whether it is

required to obtain TIN certification from its customers

R-2455
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Department of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

D nb 15, 1983 Contact: Stephen Hayes
SeembEE So 566-5252

CHRISTOPHER HICKS TO BE
EXECUTIVE SECRETARY OF THE DEPARTMENT OF THE TREASURY
TN

Secretary of the Treasury Regan today named Christopher
Hicks Executive Secretary of the Treasury Department and Special
Assistant to the Secretary.

Mr. Hicks, 33, served as Associate Director for the Economic
Affairs and Transportation Group of the Office of Presidential
Personnel at the White House from May 1982 to present. He was
formerly Associate Counsel in the Office of the Counsel to the
President as one of eight attorneys providing legal counsel to
President Reagan and his staff. ’

Prior to joining the Reagan Administration, Mr. Hicks was an
attorney with the firm of Fulbright & Jaworski in Houston, Texas.

Mr. Hicks received his Bachelor of Arts degree from Colorado
College in Colorado Springs, Colorado and earned his J.D. from
Southern Methodist University in Dallas, Texas.

Mr. Hicks resides in Maryland, with his wife, Elizabeth
Bellamy Hicks, and son, Austin Bellamy Hicks.

R-2456
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pepartment of the Treasury ® Washington, D.C. ¢ Telephone 566-2048

Remarks By
Donald T. Regan
Secretary of the Treasury
Before the
Depository Institutions Deregulation
Committee
Thursday, December 15, 1983
Washington, D.C.

"Deposit Interest Rate Deregulation and the Small Saver"

Thank you and I appreciate each of your comments and
observations.

I would like to briefly review what I believe have been the
major accomplishments of this Committee. They are considerable
and they are impressive. But before I do, I think it is
important to talk for just a moment about the economic
environment in which we are operating and about what we are
really after here.

Much has been said and written recently about changes in
the financial industry in this country. But I think few truly
comprehend the nature of those changes. The financial services
sector of our economy -- indeed of the world economy -- is
undergoing nothing short of a revolution. The changes are many.
The impact is far reaching and the pace of transition is ever
guickening. There were those back in the early 1980's who said
that DIDC was moving too fast. But I think events have
subsequently proven us correct. We had no choice but to move
rapidly because the industry itself was -- and is -- changing so
rapidly.

Secondly, we should not forget that the ultimate beneficiary
of all this is the American consumer of financial services.
Consumers -- and by that I mean individuals, businesses, and
organizations -- want and deserve the best financial services at
the best price. They want a reasonable return for their
investment. And we want and need a modern, healthy financial
services industry which can provide just that. That is what we
are all about.

R-10B87
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The extensive system of deposit/interest rate controls
adopted in the mid-1960's, commonly known as Regqulation Q,
effectively precluded many consumers from realizing the true
value of their savings. 1In the recent past, many small savers
received below market rates of interest while holders of checking
accounts received even lower rates of return. As recently as
1980, the spread between Treasury bill rates and the yield on
savings deposits was as great as 8 percent.

Indeed, studies indicate that the loss to depositors because
of interest rate controls stretching from the late 60's to the
late 70's was in the range of $20-40 billion. When the DIDC was
created in 1980, it was given a charter to reverse that situation
by phasing out Regulation Q interest rate controls. This was our
statutory mandate and this is what we did.

For example:

-- In 1981 we converted the low, fixed-rate ceiling on the
2-1/2 year small saver account to a variable rate ceiling
indexed to market rates. During the ensuing next 12
months, almost 140 billion dollars flowed into these
accounts.

-- Also in 1981, the Economic Recovery Tax Act expanded
eligibility for IRA/Keogh trusts, increasing the
attractiveness of such investments to smaller savers.
The DIDC complemented this action by establishing an
18-month ceiling-free account exclusively for IRA/Keogh
depositors. This account received over 25 billion
dollars in deposits within six months, far outperforming
accounts with ceilings.

-- Last year, we established a short term money market
deposit account (MMDA). The MMDA alone has garnered
about $370 billion in deposits since its introduction
exactly one year and one day ago. The DIDC deferred
plans to create this account sooner in order to spur
support for Congressional action to rescue ailing thrift
institutions. Passage of the Garn-St Germain Act
satisfied both objectives. It authorized the Net Worth
Certificate program to aid troubled depository
institutions and directed the DIDC to proceed with the
MMDA account.
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-- And finally, over the course of this year, this Committee
deregulated all time deposits of over 31 days in
maturity. It eliminated minimum denomination
requirements on MMDAs, Super-NOWs, and ceiling-free 7- to
31-day accounts for IRA/Keogh investors. And it adopted
a schedule that will eliminate minimum denominations on
the latter accounts for all depositors no later than
December 31, 1985.

As a result of DIDC action, commercial banks and thrift
institutions are offering financial instruments with competitive
interest rates to a wide range of depositors. And deregqulation
of interest rates provides all savers with full compensation for
their contribution of capital.

The economic perspective of the Reagan Administration is
based on a faith in the marketplace -- and that includes the
financial marketplace. What we have done here is to take some
very important steps to reintroduce the positive power of the
market system back into the financial services industry.
Although the road was not always as simple and free of obstacles
as we might have desired, we have virtually completed our tasks
in half the time allotted. !

The achievements of this committee are something I think we
can all be justifiably proud. They represent a very important
step in strengthening the financial industry as well as the
economy. And most importantly they are providing important
benefits to the American public.
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epartment of the Treasury ¢ Washington, D.C. ¢ Telephone 5;&2041

FOR RELEASE AT 12:00 NOON December 16, 1983
TREASURY'S 52-WEEK BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for approximately $8,250 million of 364 -day
Treasury bills to be dated December 29, 1983, and to mature
December 27, 1984 (CUSIP No. 912794 FL 3). This issue will
provide about $1,150 million new cash for the Treasury, as the.
maturing 52-week bill was originally issued in the amount of
$7,109 million.

The bills will be issued for cash and in exchange for
Treasury bills maturing December 29, 1983. In addition to the
maturing 52-week bills, there are $12,247 million of maturing
bills which were originally issued as l13-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 $2,023 million, and Federal
Reserve Banks for their own account hold $3,759 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 bank discount rate 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. For
purposes of determining such additional amounts, foreign and inter-
national monetary authorities are considered to hold $454 million
of the original 52-week issue.

The bills will be issued on a discount basis under competi-
tive and noncompetitive bidding, and at maturity thgir par amount
will be payable without interest. This sgr%es 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 Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C.
20226, prior to 1:30 p.m., Eastern Standard time, Thursday,
December 22, 1983. Form PD 4632-1 should be used to submit i
tenders for bills to be maintained on the book-entry records of

the Department of the Treasury.

R-2458
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Each tender must state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
.or sale or other dlsp051t10n of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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 yield 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
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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 $1,000,000 or less without
stated yield from any one bidder will be accepted in full at the
weighted average bank discount rate (in two decimals) of accepted
competitive bids. The calculation of purchase prices for accepted
bids will be carried to three decimal places on the basis of price

per hundred, e.g., 99.923, and the determinations of the Secretary
of the Treasury shall be final.

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 December 29, 1983, 1in cash or other immediately-available funds
or in Treasury bills maturing December 29, 1983. 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, TIf 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, D.C. 20220 |

Press 566-2041
FFB 568-2468

FOR IMMEDIATE RELEASE December 19, 1983

FEDERAL FINANCING BANK ACTIVITY

Francis X. Cavanaugh, Secretary, Federal Financing
Bank (FFB), announced the following activity for the
nonth of Octoher, 1983.

FFB holdings of obligations issued, sold, or
guaranteed by other Federal agencies totaled $134.8
billion on October 31, 1983, a decrease of $1.3
billion over the level on Septemher 30, 1983. The
decrease included agency guaranteed debt of under
$0.6 billion and agency assets of $0.8 billion.
Agency debt increased by less than S$0.1 billion
during the month. The Federal Railroad Administration,
as guarantor, repaid $0.9 hillion of debt issued by
Amtrak, more than offsetting a net increase in loans
under other guarantee programs. A total of 199
dishursements were made during the month.

Attached to this release are tabhles presenting
FFBR September loan activity; new FFB commitments to
lend during October and FFB holdings as of
October 31, 1983.

R-2459
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FELERAL FINANCING BANK

OCTCBER 1983 ACTIVITY

AMOUNT FINAL - - INTEREST INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
T (semi- (other than

ON-BUDGET AGENCY DEBT

TENNESSEE VALLEY AUTHORITY

Note #310 10/7 $ 20,000,000.00 10/21/83 9.015%
Note #312 1031 60,000,000.00 11/21/83 9.085%

NATIONAL CREDIT UNION ADMINISTRATION

Central Liquidity Facility

+Note #193 lo/3 2,300,000.00 11/2/83 9.165%
Note #1994 l0/3 500,000.00 10/31/83 9.165%
+Note #195 10/6 10,300,000.00 12/6/83 8.995%
Note #196 1l0/11 400,000.00 11/7/83 9.065%
Note #197 10/17 100,000.00 11/15/83  9.245%
+Note #198 10/17 10,000,000.00 11/3/83 9.245%
Note #199 10/19 500,000.00 11/16/83 8.975%

OFF-BUDGET AGENCY DEBT

UNITED STATES RAILWAY ASSOCIATION

Note #31 10/31 85,494,537.28 12/31/83 9.085%
GOVERNMENT - GUARANTEED LOANS

DEPARTMENT OF DEFENSE - FOREIGN MILITARY SALES

Israel 14 10/3 13,440,000.00 4/25/13 11.696%
Zaire 3 10/3 344,325.00 9/15/94 11.145%
Greece 14 10/5 759,335.20 4/30/11 11.705%
Morocco 10 10/5 3,065,545.00 11/30/94 11.150%
Philippines 8 10/5 9,505,492.51 3/10/88 9.495%
Dominican Republic 6 10/6 68,442.36 6/15/92  11.415%
Egypt 4 10/6 746,917 .41 5/15/13  11.685%
Rorea 16 10/6 6,902,092.00 12/31/94 11.475%
El Salvador 6 10/7 1,359,734.00 5/15/95 11.405%
Panama 5 1077 36,507.85 7/20/93  11,185%
Jordan 9 10/7 28,535,221.85 11/25/91 11.084%
Turkey 13 10/7 1,870,978.57 3/24/12  11.465%
Renya 11 10/11 715,180.23 5/5/%4 11.286%
Israel 14 10/12 10,139,952.25 4/25/13  11.855%
Egypt 4 10/13 1,020,180.26 5/15/13  11.955%
El Salvador 6 10/17 1,532,846.00 5/15/95 11.670%
Greece 14 10/17 2,315,376.01 4/30/11 11.865%
Somalia 4 10/17 1,396,711.67 11/30/12 11.719%
Turkey 12 10/17 12,409,356.95 5/5/11 11.862%
Israel 8 10/18 2,330,080.00 9/1/09 11.745%
Israel 14 10/18 11,072,349.95 4/25/13  11.742%
Panama 5 10/18 377,906.25 7/20/93  11.314%
Ecuador 5 10/19 164 ,308.00 5/25/88  11.045%
Ecuador 6 10/20 9,872.19 6/20/89 11.065%
Egypt 4 10/20 1,711,092.01 5/15/13 11.845%
Horduras 10 10/21 403,330.75 11/30/94 11.632%
Philippines 8 10/21 8,362,978.48 3/10/88 9.349%
Jordan 9 10/24 279,594 .36 11/25/91 11.485%
Israel 14 10/25 9,005,317.77 4/25/13  11.902%
Indonesia 8 10/27 1,165,000.00 5/5/91 11.745%
Liberia 9 10/27 75,085.00 7/21/94 11.874%
Liberia 9 10/28 393,287.33 7/21/94 11.815%
Greece 14 10/31 2,493,994.00 4/30/11 11.970%
Lebanon 6 10/31 2,099,452.00 “1/25/91  11.644%

+rollover
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FEDERAL FINANCING BANK

OCTCBER 1983 ACTIVITY

AMOUNT FINAL INTEREST  INTEREST
BORRCWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than

annual semi-annual )

DEPARTMENT OF ENERGY

Geothermal loan Guarantees

*"Northern California
Mmicipal Power Corp. #2 10/3 $ 45,000,000.00 12/14/83 9.165%

Synthetic Fuels Guarantees - Non-Nuclear Act

Creat Plains
Gasification Assoc. #82A 10/3 54,500,000.00 1/3/84 10.135%
#82B 10/3 32,500,000.00 4/2/84 10.465%
#82C 10/3 33,500,000.00 7/2/84 10.665%
482D 10/3 32,000,000.00 10/1/84 10.865%
#83 10/11 10,500,000.00 1/3/84 9.765%
#84 10/17 8,500,000.00 4/2/84 10.365%
485 10/24 7,000,000.00 4/2/84 10.045%
486 10/31 6,000,000.00 4/2/84 10.205%

DEPARTMENT OF HOUSING & URBAN DEVELOPMENT

Cammnity Development Block Grant Guarantees

- Altoona, PA 10/5 200,000.00 7/31/90 11.303% 11.622% ann.
St. Petersburg, FL 10/5 72,000.00 12/1/84 10.065% 10.318% ann.
Gulfport, Ms 10/6 46,918.00 6/15/84 9.605% 9.733% ann.
Cincinnati, OH 10/17 149,000.00 12/1/03 11.823% 12.172% ann.
Newburgh, NY 10/17 160,000.00 8/1/84 9.855% 10.034% ann.
Havond, IN 10/17 200,000.00 5/1/84 9.665% 9.700% ann.
Prince Georges County, MD 10/17 70,019.00 10/1/84 9.985% 10.224% ann.
Hialeah, FL 10/20 19,443.90 12/1/83 8.965%

U.R.A. of Pittsburgh, PA 10/20 200,000.00 5/1/04 11.722% 12.066% ann.
Syracuse Tnd. Dev. Agency, NY 10/20 92,500.00 7/1/03 11.706% 12.049% ann.
Hialeah, FL 10/24 34,458.86 12/1/83 8.995%

Jefterson County, KY 10/24 99,516.45 11/30/83 8.995%

San Buenaventura, CA 10/24 411,469.99 8/15/84 9.645¢% 9.824% ann.
Atlanta, GA 10/26 1,045,000.00 11/1/83 9.125% ’

Peoria, IL 10/26 300,000.00 2/1/85 10.235% 10.497% ann.
Rochester, NY 10/26 120,000.00 8/31/03 11.944% 12.301% ann.
Kencsha, WI 10/27 49,917.18 6/1/04 9.665% 9.740% ann.
Rochester, NY 10/31 360,000.00 8/31/03 11.909% 12.264% ann.

Public Housing Notes

Sale #42 10/4 55,638,917.92 11/1/96- 11.550% 11.884% ann.
11/1/19
Sale #43 10/7 28,395,867.56 11/1/97- 11.451% 11.779% ann.
11/1/20
NATIONAL AERONAUTICS AND SPACE AIMINISTRATION
Srace Cavmmnications Campany 10/1 9,272,659.00 10/1/92 11.389% 11.713% ann.
10/20 6,700,000.00 10/1/92 11.417% 11.743% ann.

DEPARTMENT OF THE NAVY ~ DEFENSE PRODUCTION ACT

Gila River Indian Camunity 10/14 139,621.24 10/1/92 11.655% 11.490% gtr.

RURAL FLECTRIFICATION ADMINISTRATION

*Corn Belt Power #94 10/1 260,000.00 10/1/85 10.655% 10.517% qtr.
*S, Mississippi Electric #171 10/1 11,159,000.00 10/1/85  10.655% 10.517% qtr.
*Arkansas Electric #142 10/1 1,717,000.00 12/31/15 11.629% 11.465% qtr.
*Associated Electric #132 10/2 8,000,000.00 10/2/85 10.655% 10.517% qtr.
*United Power #67 10/4 1,200,000.00 12/31/13 10.676% 11.510% qtr.
*United Power #129 10/4 7,500,000.00 12/31/13 10.676% 11.510% qtr
*Corn Belt Power #55 10/5 105,000.00 10/5/85 10.685% 10.546% qtr.
*Wolverine Power #100 10/5 1,761,000.00 10/5/86  10.945% 10.799% qtr.
United Power #67 10/6 6,295,000.00 10/6/85 10.575% 10.439% qtr.

‘maturity extension
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AMOUNT FINAL INTEREST INTEREST
BORRCOWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual )
RURAL ELECTRIFICATION ADMINISTRATION (Cont'd.)
Vermont Electric $193 10/6 $ 1,800,000.00 12/30/85 10.635% 10.497% qtr.
Vermont Electric #259 10/6 1,700,000.00 12/30/85 10.635% 10.497% qtr.
Western Farmers Electric #4133 10/7 1,610,000.00 12/31/17 11.529% 11.367% gtr.
Western Farmers Electric $#196 10/7 404,000.00 12/31/17 11.529% 11.367% gtr.
Western Farmers Electric #220 10/7 2,031,000.00 12/31/17 11.529% 11.367% qtr.
*Vermont Electric #193 107 158,000.00 12/31/85 10.615% 10.478% qtr.
*Colorado Ute Electric #71 l0/8 548,928.15 10/8/85 10.575% 10.439% qtr.
*East River Electric $#117 10/8 1,600,000.00 10/8/85 10.575% 10.439% qtr.
*Wabash Valley Electric $104 10/9 5,775,000.00 10/9/85 10.575% 10.439% qtr.
*Sunflower Electric #174 10/9 10,000,000.00 10/9/85 10.575% 10.439% gtr.
*United Power #86 10/9 485,000.00 10/9/86 10.795% 10.653% gtr.
*Western Illinois Power #162 10/9 6,715,000.00 10/9/85 10.575% 10.439% qtr.
*Wolverine Power #100 10/10 616,000.00 10/10/86 10.795% 10.653% qgtr.
*Colorado Ute Electric #78 10/11 356,000.00 10/11/86 10.805% 10.663% gtr.
Wabash Valley Power #206 10/11 6,805,000.00 10/11/85 10.575% 10.439% qtr.
Wolverine Power #234 10/11 6,848,000.00 10/11/85 10.575% 10.439% qtr.
Chugach Electric #224 10/11 2,620,000,00 12/31/17 11.548% 11.386% qgtr.
Brazos Electric #108 10/12 242,000.00 10/12/85 10.805% 10.663% qtr.
Brazos Electric #230 10/12 2,117,000.00 10/12/85 10.805% 10.663% gtr.
Kansas Electric #216 10/13 907,000.00 12/31/85 10.875% 10.731% qgtr.
"Wolverine Power #182 10/13 2,595,000.00 10/13/85 10.775% 10.634% qtr.
*Wolverine Power #101 10/13 483,000.00 10/13/85 10.775% 10.634% qtr.
*Wolverine Power #183 10/13 3,316,000.00 10/13/85 10.775% 10.634% qtr.
*Colorado Ute Electric #168 10/13 17,525,000.00 10/13/85 10.775% 10.634% qgtr.
Cajun Electric #197 10/14 20,000,000.00 10/14/85 10.835% 10.692% qgtr.
Sho-Me Power #164 10/14 490,000.00 10/14/85 10.835% 10.692% qgtr.
Deseret G&T #211 10/14 18,095,000.00 12/31/85 10.935% 10.789% qtr.
*Oglethorpe Power #74 10/15 11,563,000.00 10/15/85 10.775% 10.634% qgtr.
*Oglethorpe Power #150 10/15 15,754,000.00 10/15/85 10.775% 10.634% qtr.
*East Kentucky Power #73 10/15 3,700,000.00 12/31/15 11.800% 11.631% gtr.
*Central louisiana Tele. #34 10/15 261,000.00 10/15/85 10.775% 10.634% gtr.
*Central Electric Power #131 10/15 115,000.00 10/15/85 10.775% 10.634% gtr,
*East Kentucky Power #188 10/16 3,020,000.00 12/31/15 11.800% 11.631% qgtr.
*Associated Electric #132 10/16 7,100,000.00 10/16/85 10.775% 10.634% gtr.
New Hampshire #192 10/17 1,250,000.00 10/17/85 10.775% 10.634% qgtr.
Allegheny Electric #255 10/17 20,000,000.00 12/31/85 10.845% 10.702% qtr.
*Associated Electric #132 10/18 9,600,000.00 10/18/85 10.615% 10.478% gtr.
*Western Illinois Power #99 10/19 3,201,000.00 10/19/86 10.895% 10.751% atr.
*East Kentucky Power #140 10/19 -1,000,000.00 12/31/15 11.739% 11.572% qtr.
Western Illinois Power #225 10/19 13,782,000.00 10/19/85 10.615% 10.478% qtr.
*Cajun Electric 4180 10/19 54,000,000.00 10/19/85 10.605% 10.468% qgtr.
Oglethorpe Power #246 10/20 16,993,000.00 10/20/85 10.675% 10.536% gtr.
Sugar Land Telephone #69 10/20 558,000.00 12/31/17 11.685% 11.519% qtr.
Sugar Land Telephone #210 10/20 1,274,000.00 12/31/17 11.685% 11.519% qtr.
*South Mississippi Electric #3 10/20 3,800,000.00 12/31/10 11.738% 11.571% qtr.
Sunflower Electric #174 10/21 2,800,000.00 10/21/85 10.665% 10.526% qtr.
Big Rivers Electric #143 10/21 45,000.00 12/31/85 10.715% 10.575% qtr.
Big Rivers Electric #179 10/21 5,770,000.00 12/31/85 10.715% 10.575% qgtr.
*Sunflower Electric #174 10/23 25,000,000.00 10/23/85 10.605% 10.468% qgtr.
Colorado Ute Electric #168 10/24 1,600,000.00 10/24/85 10.605% 10.468% qgtr.
East Kentucky Power $#140 10/24 1,000,000.00 12/31/17 11.641% 11.476% qgtr.
East Rentucky Power $188 10/24 1,000,000.00 12/31/17 11.641% 11.476% qtr.
*Basin Electric #137 10/26 40,000,000.00 10/26/85 10.765% 10.624% qgtr.
*Basin Electric #137 10/26 74,617,000.00 10/26/86 11.135% 10.984% qgtr.
"Wolverine Power #101 10/26 380,000.00 10/26/85 10.765% 10.624% qtr.
*S, Mississippi Electric #3 10/26 236,000.00 10/24/86 11.125% 10.974% qtr.
*S, Mississippi Electric #90 10/26 382,000.00 10/24/86 11.125% 10.974% qtr.
Quaker State Telephone #92 10/27 1,500,000.00 12/31/17 11.908% 11.736% qtr.
North Carolina Electric #185 10/27 8,258,000.00 12/31/85 10.845% 10.,702% qtr.
*Wabash Valley Electric #206 10/29 3,218,000.00 ' 10/29/85 10.610% 10.473% qtr.
*Plains Electric #158 10/29 15,000,000.00 12/30/83 9.085%
*North Carolina Electric #185 10/30 5,122,000.00 12/31/85 10.805% 10.663% qtr.
*Upper Missouri G&T #172 10/30 368,000.00 10/30/85 10.735% 10.595% qtr.
*Basin Electric #87 10/30 558,000.00 10/30/85 10.735% 10.595% qtr.,
Corn Belt Power #138 10/31 94,000.00 10/31/85 10.735% 10.595% qtr.

*maturity extension
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RURAL EILECTRIFICATION ADMINISTRATION (Cont'd.)

Central Electric Power #243 10/31 $ 3,235,000.00 10/31/85 10.735% 10.595¢% qgtr.

Prench Broad Electric #245 10/31 315,000.00 10/31/85 10.735% 10.595% qgtr.
Basin Electric $#232 10/31 1,529,000.00 10/31/85 10.735% 10.595% qtr.
Tex-la Electric #208 10/31 650,000.00 10/31/85 10.735% 10.595% gtr.
Plains Electric 4158 1031 9,826,000.00 10/31/85 10.735% 10.595% qtr.
Plains Electric #215 10/31 3,521,000.00 12/31/17 10.909% 10.737% qtr.
*Big Rivers Electric #91 10/31 8,355,000.00 10/31/85 10.735% 10.595% qtr.

SMALL BUSINESS ADMINISTRATION

State & Local Development Company Debentures

CCD Bus. Dev, Corp. 10/5 37,000.00 10/1/98 11.575%
Wilmington Ind. Dev. Corp. Inc 10/5 38,000.00 10/1/98 11.575%
N.E. Missouri Cert. Dev. Corp. 10/5 38,000.00 10/1/98  11.575%
Illinois Sm, Bus. Growth Corp. 10/5 57,000.00 10/1/98 11.575%
Texas Panhandle Reg. Dev. Corp 10/5 65,000.00 10/1/98 11.575%
Greater Salt lake Bus. Dis. 10/5 91,000.00 10/1/98 11.575%
Louisville Ec. Dev, Corp. 10/5 95,000.00 10/1/98 11.575%
Jackson Local Dev. Co. 10/5 101,000.00 10/1/98 11.575%
_Buffalo Trace Area Dev. Dis. 10/5 102,000.00 10/1/98 11.575%
"'N.E. Missouri Cert. Dev. Co. 10/5 112,000.00 10/1/98 11.575%
Evergreen Cam. Dev. Assoc. 10/5 116,000.00 10/1/98 11.575%
St. Louis Local Dev. Co. 10/5 118,000.00 10/1/98 11.575%
Onondaga Ind. Dev, Secornd Corp 10/5 125,000.00 10/1/98 11.575%
Bus. Dev, Corp., of Nebraska 10/5 128,000.00 10/1/98 11.575%
Boston Local Dev. Corp. 10/5 180,000.00 10/1/98 11.575%
Bay Area Employment Dev., Co. 10/5 212,000.00 10/1/98 11.575%
Massachusetts Cert. Dev, Corp. 10/5 315,000.00 10/1/98 11.575%
Greater Salt Lake Bus, Dis. 10/5 330,000.00 10/1/98 11.575%
Illinois Sm. Bus. Growth Corp. 10/5 336,000.00 10/1/98 11.575%
E.D.C. of Shasta County 10/5 420,000.00 10/1/98 11.575%
Milwaukee Econ. Dev. Corp. 10/5 420,000.00 10/1/98 11.575%
Evergreen Cam. Dev. Assoc, 10/5 500,000.00 10/1/98 11.575%
Greater Salt Lake Bus. Dis. 10/5 500,000.00 10/1/98 11,575%
CCD Bus. Dev, Corp. 10/5 20,000.00 10/1/03  11.675%
Crossroads EDC, St Charles Cntyl0/5 24,000.00 10/1/03 11.675%
Dev. Corp. of Middle Georyia 10/5 32,000.00 10/1/03 11.675%
Lake County Econ. Dev. Corp. 10/5 38,000.00 10/1/03 11.675%
Faribault Ind. Corp. 10/5 45,000.00 10/1/03 11.675%
Middle Flint Area Dev. Corp. 10/5 56,000.00 10/1/03 11.675%
Garland Local Dev. Corp. 10/5 61,000,00 10/1/03  11.675%
Nevada State Dev, Corp. 10/5 61,000.00 10/1/03 11.675%
Texas Cert. Dev. Co., Inc. 10/5 62,000,00 10/1/03 11.675%
Lawrence Ave. Dev. Corp. 10/5 64,000.00 10/1/03 11.675%
Gr. Eastern Oregon Dev, Corp. 10/5 89,000.00 10/1/03  11.675%
Massachusetts Cert. Dev. Corp. 10/5 89,000.00 10/1/03  11.675%
Los Medanos Fund 10/5 128,000.00 10/1/03 11.675%
San Diego County L.D.C. 10/5 130,000.00 10/1/03 11.675%
Allentown Econ. Dev. Corp. 10/5 133,000.00 10/1/03 11.675%
Hamilton County Dev. Co., Inc. 10/5 134,000.00 10/1/03 11.675%
Jacksorville Local Dev. Co. 10/5 . 139,000.00 10/1/03 11.675%
Gr. Bakersfield Local Dev. Co. 10/5 142,000.00 10/1/03 11.675%
Allentown Econ. Dev. Corp. 10/5 159,000.00 10/1/03  11.675%
Long Beach Local Dev. Corp. 10/5 162,000.00 10/1/03  11.675%
Texas Certified Dev. Co., Inc. 10/5 183,000.00 10/1/03  11.675%
Crown Dev. Corp. of Kings Cnty 10/5 185,000.00 10/1/03 11.675%
Gr. Metro. Chicago Dev. Corp. 10/5 208,000.00 10/1/03 11.675%
CSRA local Dev. Corp. 10/5 213,000.00 10/1/03 11.675%
San Diego County L.D.C. 10/5 268,000.00 10/1/03 11.675%
New Orleans Citywide Dev. Corp 10/5 283,000.00 10/1/03  11.675%
Bay Colony Dev. Corp. 10/5 361,000.00 10/1/03 11.675%
Warren Redev. & Planning Corp. 10/5 34,000.00 10/1/08 11,706%
Los Medanocs Fund 10/5 54,000.00 10/1,08 11.706%

*maturity extension



FEDERAL FINANCING BANK
OCTCBER 1983 ACTIVITY

Page 6 of 7

AMOUNT FINAL INTEREST INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual)
State & Local Development Campany Debentures (Cont'd)
Texas Cert. Dev. Co., Inc. 10/5 $ 54,000.00 10/1/08 11.706%
Clay County Dev. Corp. 10/5 61,000.00 10/1/08 11.706%
Evergreen Cam. Dev. Assoc. 10/5 66,000.00 10/1/08 11.706%
Caprock local Dev. Co. 10/5 75,000.00 10/1/08 11.706%
River East Progress, Inc. 10/5 88,000.00 10/1/08 11.706%
N. Kentucky Area Dev Dis, Inc 10/5 91,000.00 10/1/08  11.706%
San Diego County L.D.C. 10/5 117,000.00 10/1/08 11.706%
Evergreen Cam. Dev. Assoc. 10/5 126,000.00 10/1/08 11.706%
Bay Area Employment Dev. Co. 10/5 130,000.00 10/1/08 11.706%
Verd-Ark-Ca Development Corp. 10/5 135,000.00 10/1/08 11.706%
Montgomery County B.D.C 10/5 147,000.00 10/1/08  11.706%
Columbus Countywide Dev. Corp. 10/5 149,000.00 10/1/08 11.706%
Evergreen Cam. Dev, Assoc. 10/5 242,000,00 10/1/08  11.706%
Metro Sm. Bus. Assistance Corp 10/5 273,000.00 10/1/08 11.706%
La Habra Loc. Dev. Co., Inc. 10/5 431,000.00 10/1/08 11.706%
Columbus Countgwide Dev. Corp. 10/5 453,000.00 10/1/08 11.706%
Bay Colony Development Corp. 10/5 500,000.00 10/1/08 11.706%
Pittsburgh Countywide Corp Inc 10/5 500,000.00 10/1/08 11.706%
Ocean State Bus. Dev. Auth Inc 10/5 500,000.00 10/1/08  11.706%
Bay Area Hmwployment Dev. Co. 10/5 500,000.00 10/1/08 11.706%
Bay Area Employment Dev. Co. 10/5 500,000.00 10/1/08 11.706%
Small Business Investment Campany Debentures
Colorado Gr. Cap., Inc. 10/21 500,000.00 10/1/88 11.315%
Ivanhoe Venture Cap., Ltd. 10/21 500,000.00 10/1/88  11.315%
New West Partners 10/21 500,000.00 10/1/88 11.315%
American Cammercial Cap. Corp. 10/21 1,000,000.00 10/1/93 11.615%
Brentwood Cap. Corp. 10/21 3,000,000.00 10/1/93  11.615%
Bus, Cap. Corp. of Arlington 10/21 500,000.00 10/1/93 11.615%
Interstate Cap. Co., Inc. 10/21 1,000,000.00 10/1/93 11.615%
PCF Venture Cap. Corp. 10/21 1,500,000.00 10/1/93 11.615%
Questech Capital Corp. 10/21 2,000,000.00 10/1/93 11.615%
RIHT Capital Corp. 10721 2,000,000.00 10/1/93 11.615%
Reedy River Ventures, Inc. 10/21 500,000.00 10/1/93 11.615%
TENNESSEE VALLEY AUTHORITY
Seven States Energy Corporation
Note A-84-1 10/31 354,101,528.40 1/31/84 9.115%
DEPARTMENT OF TRANSPORTATION
Section 511——4R Act
Milwaukee Road 511-2 10/24 158,774.00 6/30/06 11.821%
FETERAL FINANCING BANK
October 1983 Cammitments
COMMITMENT
BORROWER GUARANTOR AMOUNT EXPIRES MATURITY
Kenosha, WI HUD '§ 190,156.40 6/1/84 6/1/84
Lansing, MI HUD 200,000.00 9/1/84 9/1/84
Maywood, CA HUD 600,000.00 8/1/84 8/1/84
Rochester, NY HUD 1,989,500.00 8/31/84 8/31/03
San Antonio L.D.C., Inc., TX HUD 1,000,000.00 9/1/84 9/1/04
Buffalo Urban Renewal Ag., NY HUD 1,480,500.00 8/1/84 8/1/03
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(in millions)

Net Change

Program October 31, 1983 September 30, 1983 10/1/83-10/31/83

On-Budget Agency Debt
Tennessee Valley Authority $ 13,175.0 $ 13,115.0 $ 60.0
Export-Import Bank 14,675.9 14,675.9 -0-
NCUA-Central Liquidity Facility 36.6 44.2 -7.6
Off-Budget Agency Debt
U.S. Postal Service 1,154.0 1,154.0 -0-
U.S. Railway Association 124.7 124.7 -0-
Agency Assets
Farmers Home Administration 55,916.0 56,691.0 -775.0
[HHS-Health Maintenance Org. 118.8 118.8 -0-
DHHS-Medical Facilities 143.7 143.7 -0-
Overseas Private Investment Corp. 16.3 16.3 -0-
Rural Electrification Admin.-CBO 3,467.5 3,467.5 -0-
Small Business Administration 47.9 48.5 -0.5
Government-Guaranteed Lending
DOD-Foreign Military Sales 14,395.9 14,293.4 102.5
DEd.-Student Loan Marketing Assn. 5,000.0 5,000.0 -0-
DOE~-Geothermal Loans Guarantees 45,0 45.0 -0-
DOE-Non-Nuclear Act (Great Plains) 927.0 885.5 41.5
DHUD-Community Dev. Block Grant 180.2 177.3 2.9
DHUD-New Cammunities 33.5 33.5 -0~
[HUD-Public Housing Notes 2,150.9 2,066.8 84.0
General Services Administration 417.3 417.3 -0~
DOI-Guam Power Authority 36.0 36.0 -0-
DOI-Virgin Islanus 29.1 29,1 -0~
NASA-Space Cammunications Co. 838.7 947.2 -108.5
DON-Defense Production Act 1.2 1.1 0.1
Rural Electrification Admin. . . 19,092.8 18,938.9 153.9
SBA-Small Business Investment Cos. 8l6.8 804.3 12,5
SBA-State/Local Development Cos. 160.6 147.8 12.9
TVA-Seven States Energy Corp. 1,437.3 1,418.5 18.8
DOT-Amtrak -0~ 880.0 -880.0
DOT-Section 511 183.0 183.5 -0.6
DOT-WMATA 177.0 177.0 ~0-

TOTALS* $ 134,798.8 $ 136,081.8 $ -1,283.0

*figures may not total due to rounding



TREASURY NEWS

DEFﬂrtmeﬂt Of the Treasury e Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE December 19, 1983

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,405 million of 13-week bills and for $%,403 million
of 26-week bills, both to be issued on December 22, 1983, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing March 22, 1984 ¢ maturing June 21, 1984
Discount Investment : Discount Investment
Rate Rate 1/ Price : Rate Rate 1/ Price
Low 8.987 9.347 97.730 * 9.22% 9.837 95.339
High 9.067 9.437 97.710 * 9.247 9.857 95.329
Average 9.047 9.417 97.715 ¢ 9.24% 9.857 95.329

Tenders at the high discount rate for the 13-week bills were allotted 327,
Tenders at the high discount rate for the 26-week bills were allotted 897.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted’ : Received Accepted
Boston $ 230,685 $ 30,685 : ¢ 170,120 $ 29,845
New York 12,751,700 5,268,900 : 13,802,485 5,664,855
Philadelphia 28,380 28,380 : 17,615 17,615
Cleveland 83,635 46,835 : 129,995 109,875
Richmond 136,625 135,265 : 69,920 46,140
Atlanta 37.805 37,805 : 61,030 39,930
Chicago 1,261,690 420,410 . 1,017,235 97,585
St. Louis 29,825 22,465 : 69,890 57,890
Minneapolis 70,960 69,600 : 32,160 27,475
Kansas City 43,615 43,615 : 42,010 41,940
Dallas 20,975 20,975 : 23,985 18,985
San Francisco 850,370 68,690 . 897,300 52,430
Treasury 210,950 210,950 . 198,610 198,610
TOTALS $15,757,215  $6,404,575 ‘ $16,532,355 $6,403,175
TzEe
Competitive $13,155,495  $3,802,855 P $13,457,835  $3,328,655
Noncompetitive 925,565 925,565 : 728,520 728,520
Subtotal, Public $14,081,060 $4,728,420 : $14,186,355 $4,057,175
Federal Reserve 1,655,955 1,655,955 : 1,575,000 1,575,000
Foreign Official
Institutions 20,200 20,200 : 771,000 771,000
TOTALS $15,757,215  $6,404,575 : $16,532,355  $6,403,175

1/ Equivalent coupon-issue yield.

R-2460



TREASURY NEWS

epartment of the Treasury o Washingt=~.).€C. e Telephone 566-204'

FOR IMMEDIATE RELEASE
MONDAY, DECEMBER 19, 1983

Statement by Donald T. Regan
Secretary of the Treasury
December 19, 1983

I am pleased to anncunce today that ene of this natien's
most sensitive computer systems is now back in our hands and neot
on its way to the Seviet Union. Through the exemplary work of
the U.S. Custoems Service, the tremendous assistance of the West
German autherities, and the excellent cooperation of our Defense
Department, we have prevented what would have been an espienage
coup by the Soviets. I should peint out that what you see here

represents only half of the equipment that was brought back from
West Germany.

This VAX 11/782 high-powered computer system, valued at S1
1/2 million dollars, is primarily designed for sophisticated
military applications. Fer example, it can be used for the
simulation of both missile target enceunters and fuse processeors,
the logic design of military systems, and the simulatien of
military operations. And those are just a few of the computer's
pessible uses.

The Soviet Union will ge te great lengths te obtain high
technology equipment. Whether they have te use legal or illegal
means, the USSR will deo what is necessary because it dees not
have the wherewithal te develop cemparable technology.

Operation Exedus is the Custems Service program aimed at
stemming the illegal flew of American high technelegy to the
Soviet Unien and its Eastern blec satellites. Since Exedus was
conceived in 1981, more than 125 cases of technelogy expeort
contrel vielations have been referred to the Justice Department
for criminal presecution.

I think you can anticipate mere action by eur Custems agents
and I want to commend them and others invoelved for the
outstanding work they have accemplished up to now,

Secretary Weinberger, would you like to comment?



REASURY NEWS

yepartment of the Treasury o Washington, D.C. e Telephone 565 2041

FOR IMMEDIATE RELEASE Contact: Charles Powors
December 20, 1983 566-2041

Treasury Announces Guidance
on Tax Treatment of Employee Fringe Benefits

Secretary of the Treasury Donald T. Regan today announced
the Treasury Department will not issue any regulations or rulings
altering the tax treatment of nonstatutory fringe henefits prior
to January 1, 1985. As a result, present administrative practice
will not be changed during this period.

This decision will alleviate the uncertainty created hy
expiring legislation and will provide members of Congress with
sufficient time to develop a legislative alternative to
regulations. It is expected that Congress will take legislative
action in this area in early 1984, while regulations would have
taken some time to develop.

On December 31, 1983, the legislative moratorium on the
issuance of regulations and rulings with respect to fringe
benefits expires.

R-2461



TREASURY NEWS

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

For Imiiediate Release Contact: Charles Powers
December 20, 1983 (202) 566-2041

TEMPORARY MCRATORIUM ON
CETERMINATIONS REGARDING TAX
CEFINITICN CF LIFE INSURANCE

ANNCUNCED

The Treasury Department and the IRE announced today
that, during 1984 and prior to congressional resolution of
new life insurance legislation now under consideration, there
is no intention to issue any ruling, technical advice, or
rule of yeneral application reyarding the definition of life
insurance for any policy issued during 1984 and prior to
Conyressional action.

Section 101(f) of the Internal Revenue Code, which
treats certain flexible premiuw contracts as life insurance
if certain specified conditions are satisfied, will expire at
the end of 1983. The proposed life insurance legislation
will provide a new, rermanent definition of life insurance,
effective January 1, 1984. Treasury fully supports retention
of the proposed January 1, 1984 effective date of this
definition,

This announcement is made because of the present

uncertain state of the law regyarding such policies in light
of onyoing conyressional consideration of that legislation.

R-2462
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pepartment of the Treasury o Washingten, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE ; Contact: Brien Benson
December 20, 1983 566~2041

REGAN ACCEPTS $56 MILLION RETURN TO TREASURY

Treasury Secretary Donald Regan today accepted from the
Overseas Private Investment Corporation a check for $56 million,
representing completed repayment of the $106 million Congress
appropriated in 1971 for the agency's startup. The Corporation
(OPIC) returned $50 million to the U.S. Treasury last year.

In accepting the check, Regan said, "This repayment to the
American taxpayer reflects the Reagan Administration's deep
commitment to making government operations more businesslike and
self-sufficient wherever possible. Through imaginative business
practices, OPIC has dramatically increased its volume. For the
past 28 months insurance volume exceeded the total $7.5 billion
recorded from 1973 thru 1980. I congratulate OPIC president
Craig A. Nalen."

OPIC encourages American business investment in some 100
developing nations by providing political risk insurance, loan
guarantees, and direct loans. By spurring growth abroad, such
investment increases opportunities for U.S. exports.

OPIC, now self-sustaining, reported net income of $82.7
million for fiscal 1983, '

R-2463
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pepartment of the Treasury o Washington, D.C. ¢ Telephone 566-2041

For Immediate Release Contact: Charlie Powers
December 20, 1983 566-2041

TREASURY DEPARTMENT TO RECOMMEND LEGISLATION
ON ARBITRAGE BONDS ISSUED BY
U.S. POSSESSIONS AND PUERTO RICO

The Treasury Department announced today that it will seek
legislation to den; tax-exempt status to obligations of U.S.
possessions and Puerto Rico that do not comply with the arbitrage
restrictions of the Internal Revenue Code. This announcement is
in response to an alarming volume of tax-exempt bonds that have
been marketed or announced in recent weeks primarily for
arbitrage purposes,

The proposed legislation will be effective for bonds issued
after the date of this announcement. 1In addition, the Department
announced that it is studying other means to deny the benefit of
arbitrage profits to these issuers with respect to recently
issued obligations that would not be subject to the proposed
legislation,

The Internal Revenue Code generally provides an exemption
from Federal income tax for interest on obligations of a State, a
Territory, or a possession of the United States, or any political
subdivision thereof, or of the District of Columbia, Tax
exemption is denied, however, for any obligation that is
classified as an "arbitrage bond" under the Code. An obligation
is an arbitrage bond under the Code if it is issued to obtain
funds for investment in taxable securities at a yield that is
materially higher than the yield on the arbitrage bond.

The arbitrage bond restrictions of the Code were enacted in
1969 to prevent issuers of tax-exempt obligations from earning
unlimited profits by investing tax-exempt bond proceeds in higher
yielding taxable securities. The Code restrictions technically
do not apply to obligations issued by a number of u.S.
possessions and Puerto Rico. This is because the obligations of
these jurisdictions are granted tax-exempt status under statutory
provisions that are not subject to the restrictions contained in
the Internal Revenue Code,

The Tax Reform Act of 1983 (H.R. 4170), as reported by the
House Ways and Means Committee on October 21, 1983, contains a
provision that would extend the arbitrage restrictions of the

R-2464



Internal Revenue Code to all tax-exempt obligations, including
obligations of U.S. possessions and Puerto Rico, effective for
obligations issued after December 31, 1983, It has come to the
Treasury Department's attention that Puerto Rico recently has
issued $450 million of bonds primarily to earn arbitrage profits
by investing the proceeds in taxable securities. In addition,
Treasury understands that Guam intends to issue $850 million of
bonds for arbitrage purposes before year end, and that other U.S.
possessions may be planning similar bond issues. The Treasury
announcement is intended to prevent the issuance of these
additional obligations and to advise issuers that it intends to
deny them the benefits of arbitrage profits on obligations issued
recently for arbitrage purposes.



TREASURY NEWS

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

FOR RELEASE AT 4:00 P.M. ‘ December 20, 1983

TREASURY ANNOUNCES NOTE AND BOND OFFERINGS
TOTALING $15,000 MILLION

The Treasury will raise about $12,600 million of new cash by
issuing $6,000 million of 4-year notes, $5,250 million of 7-year
notes, and $3,750 million of 19-year 10-month bonds. This offering
will also refund $2,388 million of 4-year notes maturing December 31,
1983. The $2,388 million of maturing 4-year notes are those held by
the public, including $121 million currently held by Federal Reserve
Banks as agents for foreign and international monetary authorities.

In addition to the maturing 4-year notes, there are $4,769
million of maturing 2-year notes held by the public. The disposi~-
tion of this latter amount was announced last week. Federal Reserve
Banks, as agents for foreign and international monetary authorities,
currently hold $472 million, and Government accounts and Federal
Reserve Banks for their own account hold $970 million of maturing
2-year and 4-year notes. The maturing securities held by Federal
Reserve Banks for their own account may be refumnded by issuing addi-
tional amounts of the new 2-year and 4-year notes at the average
prices of accepted competitive tenders.

The $15,000 million is being offered to the public, and any
amounts tendered by Federal Reserve Banks as agents for foreign and
international monetary authorities will be added to that amount.
Tenders for such accounts will be accepted at the average prices
of accepted competitive tenders.

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

o0o

Attachment
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Amount Offered:

To the publiCiceseecasoscenveons

Description of Security:

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

Issue date c.seeseccscosscccsoss
Maturity dateseccesesecsscacsees
Call dat@.seeesseescscsscsssoess
IntereSt YatCeesessaosovancsnasns

Investment yield.eeeeecesnssonces
Premium or discount.cececscceceee

Interest payment dat€S.ececseccess

Minimum denomination available..

Terms of Sale:

Method of sale.sscecccccscnssans
Competitive tendersS.csceccsscess

Noncompetitive tendersecececcsces

Accrued interest payable

by InvestOreececcecccscccsscsssss

Payment by non-institutional

investorS.......................

Deposit guarantee by

designated institutionSeesscecse

Key Dates:

Receipt of tenders.cesecsecceccs

Settlement (final payment
due from institutions)

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

HIGHLIGHTS OF TREASURY OFFERINGS TO THE PUBLIC
OF 4-YEAR NOTES, 7-YEAR NOTES, AND 19-YEAR 10-MONTH BONDS

$6,000 million

4-year notes

Series L-1987

(CUSIP No. 912827 QH 8)
January 3, 1984

December 31, 1987

No provision

To be determined based on
the average of accepted bids
To be determined at auction
To be determined after auction
June 30 and December 31

$1,000

Yield Auction

Must be expressed as an

annual yield, with two
decimals, e.g., 7.10%

Accepted in full at the
average price up to $1,000,000

None

Full payment to be submitted
with tender

Acceptable

Tuesday, December 27, 1983,
prior to 1:30 p.m., EST

Tuesday, January 3, 1984
Thursday, December 29, 1983

$5,250 million

7-year notes

Series D-1991

(CUSIP No. 912827 QJ 4)
January 4, 1984

January 15, 1991

No provision

To be determined based on

the average of accepted bids
To be determined at auction
To be determined after auction
July 15 and January 15 (first
payment on July 15, 1984)
$1,000

Yield Auction

Must be expressed as an

annual yield, with two
decimals, e.g., 7.10%

Accepted in full at the
average price up to $1,000,000

None

Full payment to be submitted
with tender

Acceptable

Wednesday, December 28, 1983,
prior to 1:30 p.m., EST

Wednesday, January 4, 1984
Friday, December 30, 1983

December 20, 1983

$3,750 million

19-year 10-month bonds
Bonds of 2003

(CUSIP No. 912810 DG 0)
January 4, 1984
November 15, 2003

No provision

11-7/8%

To be determined at auction
To be determined after auction
May 15 and November 15

$1,000

Yield Auction

Must be expressed as an

annual yield, with two
decimals, e.g., 7.10%

Accepted in full at the
average price up to $1,000,000

$29.54211 per $1,000
(from October 5, 1983,
to January 4, 1984)

Full payment to be submitted
with tender

Acceptable

Thursday, December 29, 1983,
prior to 1:30 p.m., EST

Wednesday, January 4, 1984
Friday, December 30, 1983



TREASURY NEWS

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

FOR RELEASE AT 4:00 P.M. December 20, 1983
TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling
approximately $12,800 million, to be issued December 29, 1983.
This offering will provide $ 550 million of new cash for the
Treasury, as the maturing bills were originally issued in the
amount of $12,247 million. The two series offered are as
follows:

9l1-day bills (to maturity date) for approximately $6,400
million, representing an additional amount of bills dated
September 29, 1983, and to mature March 29, 1984 (CUSIP
No. 912794 ET 7), currently outstanding in the amount of $6,019
million, the additional and original bills to be freely
interchangeable.

182~-day bills for approximately $6,400 million, to be
dated December 29, 1983, and to mature June 28, 1984
(CUSIP No. 9127%4 FD 1).

Both series of bills will be issued for cash and in
exchange for Treasury bills maturing December 29, 1983. In
addition to the maturing 1l3-week and 26-week bills, there are
$7,109 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 authori-
ties, currently hold $1,992 million, and Federal Reserve Banks
for their own account hold $3,817 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 bank discount rates of accepted
competitive tenders. Additional amounts of the bills may be
issued to Federal Reserve Banks, as agents for foreign and inter=-
national 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 $1,538 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, prior to 12:30 p.m., Eastern Standard time, Tuesday,
December 27, 1983. 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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,

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 December 29, 1983, in cash or other immediately-available funds
or in Treasury bills maturing December 29, 1983. 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.



TREASURY NEWS

epartment of the Treasury o Washingten, D.C. ¢ Telephone 566 2041

December 21. 1983
Statement by Secretary Regan

Today's estimate of 4th quarter GNP growth is lower than I
had anticipated. It both surprised and pleased me. It
represents solid growth and is good news.

The pieces for continued steady growth are falling into
place. Inflation is low and we got even more good news on the
CPI this morning. Interest rates should move down further.
And consumer spending is way up.

We still have more work to do on unemployment, but we have
made -- and will continue to make -- significant gains.

The only factor that could throw us off course is too little
growth in the money supply. There is no fear of either inflation
or overheating. And this is an excellent opportunity for those
in the money field to be more accommodative.

There is now less need to lean against an inflationary wind

that is probably not, in fact, blowing.

# & #

R-2467



TREASURY NEWS

pepartment of the Treasury ¢ Washington, D.C. ¢ Teilephone 566-2041
FOR IMMEDIATE RELEASE December 21, 1983

RESULTS OF AUCTION OF 2-YEAR NOTES

The Department of the Treasury has accepted $8,261 million of
$17,464 million of tenders received from the public for the 2-year
notes, Series AC-1985, auctioned today. The notes will be issued
January 3, 1984, and mature December 31, 1985,

The interest rate on the notes will be 10-7/8%. The range of
accepted competitive bids, and the corresponding prices at the 10-7/8%
interest rate are as follows:

Yield Price
Low 10.83% 100.079
High 10.90% 99.956
Average 10.89% 99.974

Tenders at the high yield were allotted 86%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston S 253,905 $ 142,790
New York 14,336,130 6,494,390
Philadelphia 57,595 47,595
Cleveland 161,965 138,285
Richmond 162,630 137,520
Atlanta 113,695 110,455
Chicago 961,005 523,945
St. Louis 178,250 166,340
Minneapolis 65,815 64,395
Kansas City 128,065 125,065
Dallas 37,275 36,565
San Francisco 1,002,780 268,540
Treasury 4,930 4,930

Totals $17,464,040 $8,260,815

The $8,261 million of accepted tenders includes $1,218 million
of noncompetitive tenders and $7,043 million of competitive tenders
from the public.

In addition to the $8,261 million of tenders accepted in the
auction process, $110 million of tenders was awarded at the average
price to Federal Reserve Banks as agents for foreign and international
monetary authorities. An additional $600 million of tenders was
also accepted at the average price from Government accounts and Federal
Reserve Banks for their own account in exchange for maturing securities.

R-2468



TREASURY NEWS

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

FOR IMMEDIATE RELEASE CONTACT: Charlie Powers
December 22, 1983 (202) 566-2041

Treasury Announces Bank of America Settlement

The Bank of America has received $472 million in payment
on its non-syndicated loan claims against Iran. This payment
was made from the escrow account (known as "Dollar Account No.
2") established at the Bank of England with the deposit of
$1.418 billion in January 1981, following the release of the
U.S. nationals held hostage in Iran. The Bank of America in
turn paid $289.1 million to Bank Markazi in settlement of
Iran's claims against Bank of America primarily for interest
on blocked Iranian accounts. Thus, the net amount realized on
this settlement by the Bank of America was approximately $182.9
million.

This was the twenty-fifth settlement reached by a U.S.
bank having outstanding loan claims against Dollar Account
No. 2. It is the largest bank claim against Iran, Other
large settlements with Iran include Citibank, which received
$125 million in April; Chase Manhattan, which received $92
million in July; Manufacturers Hanover, which received $136
million in July and the Export-Import Bank of the U.S. which
received $419.5 million in August.

As of thiq date, approximately $1.39 billion has been paid
out of Dollar Atcount No. 2, which has been earning interest since
the initial deposit, to U.S. banks. Of this amount, approximately
$616 million has been paid to Iran by the U.S. banks mostly for
the unpaid interest on deposits formerly held at domestic branches
of U.S. banking institutions,

Additional U.S. banks are presently meeting with Bank Markazi
in London and are in the process of negotiating their respective
claims with Bank Markazi. Further bank settlements are expected
to follow over the next several months,.

R-2469



federal financing bank |\| H
WASHINGTON, D.C. 20220 __.I g §

FOR IMMEDIATE RELEASE December 22, 1983

FEDERAL FINANCING BANK ACTIVITY

Francis X. Cavanaugh, Secretary, Federal Financing
Bank (FFB), announced the following activity for the
month of November 1983,

FFB holdings of obligations issued, sold, or
guaranteed by other Federal agencies totaled $135.4
billion on November 30, 1983, an increase of less than
$0.6 billion over the level on October 31, 1983. The
increase included agency guaranteed debt of over $0.5
billion. Holdings of agency debt issues and agency
assets posted a net increase of less than $0.1 billion.
A total of 247 disbursements were made during the month.

Attached to this release are tables presenting FFB
November loan activity; new FFB commitments to lend
during November and FFB holdings as of November 30, 1983.

$ 0 ¢
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FEDERAL FINANCING BANK Page 2 of 7

NOVEMBER 1983 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

Note #314 11/3 s 95,000,000.00 1/5/84 8.945%
Note #315 11/9 25,000,000.00 11/15/83 9.215%
Note #316 11/15 15,000,000.00 3/1/84 9.2958%
Note #317 11721 5,000,000.00 3/1/84 9.385%
Note #318 11/30 25,000,000.00 12/16/83  9.345%
Note $#319 11730 55,000,000.00 12/21/83 9.345%
Power Bond Series 1983 E 1173 150,000,000.00 1/31/14 11.905%

NATIONAL CREDIT UNION ADMINISTRATION

Central Liquidity Facility

+Note #200 1172 2,300,000.00 12/2/83 8.925%
+Hiote #201 11/3 5,000,000.00 11/18/83 8.945%
+Note #202 11/3 5,000,000.00 2/1/84 8.945%
+Note #203 1177 6,000,000.00 12/16/83 9.265%
+Note #204 1177 6,000,000.00 2/6/84 9.265%
+Note #205 11/18 5,000,000.00 12/19/83 9.325%

GOVERNMENT - GUARANTEED LOANS

DEPARTMENT OF DEFENSE - FOREIGN MILITARY SALES

Rorea 16 11/1 15,756.61 12/31/94 11.875%
Egypt 4 111 1,242,043.65 5/15/13  12.055%
Philippines 8 11/1 1,801,529.90 3/10/88 9.805%
Samalia 4 11211 846,969.66 11/30/12 11.908%
Israel 14 11/3 9,765,337.68 4/25/13  11.944%
Turkey 13 1173 874,419.25 3/24/12 11.855%
Ecuador S 11/7 138,554.40 5/25/88 11.411%
Egypt 4 1177 5,867,482.00 5/15/13  12.195%
Renya 10 ' 11/7 480,493.91 5/5/94 11.715%
Thailand 10 117 10,551.00 7/10/94 11.795%
Honduras 10 11/9 78,352.14 11/30/94 11.995%
Israel 14 11/9 22,656,089.93 4/25/13  12.076%
Morocco 11 11/9 1,818,289.42 9/8/95 11.665%
Philippines 8 11/9 2,983,729.72 3/10/88 10.337%
Turkey 13 11/9 2,736,133.15 3/24/12 11.985%
Ecuador 7 11/10 4,000,000.00 9/15/95 11.900%
Egypt 4 11/10 113,632,303.93 5/15/13  12.133%
Greece 13 11/10 5,250,800.58 9/22/90 11.798%
Panama S 11/10 2,402,174.83 7/20/93  11.843%
Spain 5 11/10 308,124.00 6/15/91  11.725%
Turkey 14 11/10 876,997.00 11/30/12 11.995%
Morocco 11 11/10 8,658,186.30 9/8/95 11.773%
Israel 14 11/15 6,503,402.16 4/25/13  11.868%
Tunisia 14 11/15 25,000,000.00 9/15/95 11.743%
Morocco 11 11/15 369,779.00 9/8/95 11.695%
Turkey 13 11/17 498,650.76 3/24/12 11.845%
Philippines 8 11/17 9,437,104.74 3/10/88 10.729%
Egypt 4 11/17 2,950,343.72 5/15/13  11.995%
Greece 14 11117 2,518,809.45 4/30/11 11.975%
Greece 13 11/17 1,191,149.78 9/22/90 11.685%
Rorea 16 11721 183,077.00 12/31/94 11.875%
Lebanon 7 11721 16,086,617.00 7/25/91 11.084%
Pakistan 3 11721 60,000,000.00° 9/10/95 11.732%
Portugal 1 11721 9,999,000.00 9/10/94 10.474%
Israel 8 11722 2,278,345.60 9/1/09 11.935%
Israel 14 11/22 5,470,464.21 4/25/13  11.842%
Liberia 10 11/22 3,730,052.00 5/15/95 11.652%
Turkey 13 11/22 4,603,000.00 3/24/12 11.802%
Jordan 9 11728 161,845.56 11/25/91 11.625%
Spain 6 11/25 15,547.50 9/15/92 11.675%

+rollover
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FETERAL FINANCING BANK

NOVEMBER 1983 ACTIVITY

AMOUNT FINAL INTEREST  INTEREST
BORROWER DATE OF AINVANCE MATURITY RATE RATE
: (semi- (other than
annual ) semi-annual)

DEPARTMENT OF DEFENSE - FOREIGN MILITARY SALES (Cont'd)

Daninican Republic 7 11/29 $ 846,000.00 9/10/95 11.552%
Greece 14 11/29 2,440,387.00 4/30/11 11.905%
Morocco 11 11/29 2,238,283.45 9/8/95 11.694%
Philippines 8 11/29 1,610,074.94 3/10/88  11.000%
- Spain 5 11/29 1,625,751.94 6/15/91  11.585%
Thailand 10 11/29 2,106,516.00 7/10/94 11.635%
Turkey 12 11/29 266,178.16 5/5/11 11.885%
Turkey 13 11/29 11,028,653.16 3/24/12 11.790%

DEPARTMENT OF ENERGY

Synthetic Fuels Guarantees - Non—Nuclear Act

Great Plains
Gasification Assoc. #87 11/7 8,000,000.00 4/2/84 10.045%
488 11/14 6,500,000.00 1/3/84 10.005%
489 11/21 7,500,000.00 4/2/84 10.255%
490 11/28 9,000,000.00 4/2/84 10.205%

DEPARTMENT OF HOUSING & URBAN DEVELOPMENT

Canwmmity Development Block Grant Guarantees

*Atlanta, GA 11/1 2,500,000.00 11/1/89 11.279% 11.597% ann.
Rochester, NY 11/2 500,000.00 8/31/03 11.912% 12.267% ann.
ILouisville, KY 11/3 200,000.00 2/1/85 10.215% 10.476% ann.
Prince Georges County, MD 11/4 253,599.00 10/1/84 9.975% 10.199% ann.
Syracuse Ind. Dev. Agency, NY 11/9 360,000.00 7/1/03 12,057% 12.420% ann.
Des Moines, TA 11/15 200,000.00 2/15/84 9.245%

Maywood, CA 11/16 600,000.00 8/1/84 9.815% 9.958% ann.
Hialeah, FL 11/16 78,235.00 12/1/83 9.255%

Jefferson County, KY 11/16 649,253.31 11/30/83  9.265%

Gulfport, Ms 11/22 31,422.00 6/1/84 9.635% 9.657% ann.

*Jef ferson County, KY 11/30 9,500,000.00 11/30/88 11.170% 11.482% ann.

Public Housing Notes

Sale #44 11/1 44,605,721.32 11/1/97— 11.246% 12.197% ann.
11/1/20

Sale #45 11/4 29,970,701.76 11/1/97— 11.909% 12.264% ann.
11/1/19

NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

Space Cammunications Campany 11/21 8,200,000.00 10/1/92 11.625% 11.963% ann.

DEPARTMENT OF THE NAVY - DEFENSE PRODUCTION ACT

Gila River Indian Cammunity 11/16 166,145.75 10/1/92 11.655% 11.490% qgtr.

RURAL ELECTRIFICATION AIMINISTRATION

Saluda River Electric #186 111 3,454,000.00 11/1/85 10.745% 10.604% gtr.
Arkansas Electric #143 11/1 2,512,000.00 12/31/17 11.940% 11.767% gtr
*Saluda River Electric #186 112 1,728,000.00 11/2/85 10.775% 10.634% qtr.
*Medina Electric #113 11/2 757,000.00 11/21/86 11.095% 10.945% gtr.,
*Colorado Ute Electric #78 1172 3,238,000.00 11/2/86  11.095% 10.945% qtr.
*Arkansas Electric #142 1172 7,578,000.00 12/31/15 11.934% 11.761% qtr.
*United Power #139 1172 2,900,000.00 11/2/85 10.775% 10.634% qtr.
*S. Mississippi Electric #171 11/3 2,500,000.00 11/3/85  10.755% 10.614% qtr.
*Colorado Ute Electric #71 11/4 2,387,000.00 11/4/85 10.755% 10.614% qtr.
*Brazos Electric #108 11/4 1,555,000.00 11/4/85 10.755% 10.614% qtr.
*Brazos Electric #144 11/4 1,284,000.00 11/4/85 10.755% 10.614% qtr.
Ransas Electric #216 11/4 1,140,000.00 12/31/85 10.855% 10.712% qgtr.
*United Power #67 11/5. 700,000.00 11/5/85 10.885% 10.741% qtr.
*Hoosier Energy #107 11/5 20,000,000.00 11/5/85 10.885% 10.741% qtr.
*United Power #129 11/5 1,050,000.00 11/5/85 10.885% 10.741% qtr.

*maturity extension



FEDERAL FINANCING BANK

NOVEMBER 1983 ACTIVITY

Page 4 of 7

*maturity extension

AMOUNT FINAL INTEREST INTEREST
BORROWER DATE OF AIVANCE MATURITY RATE RATE
(semi- {other than
annual) semi-annual)
RURAL. ELECTRIFICATION ADMINISTRATION (Cont'd)
*Sunflower Electric #174 116 $ 15,000,000.00 11/6/85 10.885% 10.741% qtr.
*West Virginia Telephone $17 1177 1,000,000.00 11/7/85 10.895% 10.751% qtr.
Central Electric #243 11/7 2,138,000.00 11/7/85 10.895% 10.751% qtr.
_Arkansas Electric #77 117 381,000.00 12/31/17 12.070% 11.893% qtr.
*Continental Tele. of KY #7 11/8 1,500,000.00 11/8/85 10.915% 10.770% gtr.
*Basin Electric #87 11/9 374,000.00 11/9/86 11.235% 11.082% qtr.
*Western Illinois Power $#162 11/9 2,702,000.00 11/9/85 10.915% 10.770% gtr.
*Western Illinois Power #99 11/9 1,943,000.00 11/9/86 11,235% 11.082% gtr.
Cajun Electric $180 11/9 8,974,000.00 11/9/85 10.915% 10.770% gtr.
*Wolverine Power #101 11/10 50,000.00 11/10/85 10.875% 10.731% qtr.
*Wolverine Power #183 11/10 3,447,000.00 11/10/85 10.875% 10.731% gtr.
*Cplorado Ute Electric #168 11/10 13,500,000.00 11/10/85 10.875% 10.731% qtr.
Wolverine Power $#101 ' 11/10 210,000,00 11/10/85 10.875% 10.731% qgtr.
Wolverine Power #234 11/10 3,944,000.00 11/10/85 10.875% 10.731% gtr.
Kansas Electric #216 11/10 825,000.00 12/31/85 10.925% 10.780% qtr.
*Wabash Valley Power $#104 11/10 2,687,000.00 11/10/85 10.875% 10.731% qgtr.
*Oglethorpe Power ¥74 11712 13,625,000.00 11/12/85 10.755% 10.614% gtr.
*Oglethorpe Power #150 11/12 14,639,000.00 11/12/85 10.,755% 10.614% qtr.
*Cajun Electric #197 1113 40,000,000.00 11/13/85 10,755% 10.614% qtr.
*Brazos Electric #108 1113 2,500,000.00 11/13/85 10.755% 10.6148 qgtr.
Wabash Valley Power #206 11/14 9,028,000.00 -11/14/85 10.755% 10.614% qtr.
Deseret G&T #211 11/14 12,744,000.00 12/31/85 10.795% 10.653% qtr.
*Colorado Ute Electric #78 11/14 8,782,000.00 11/14/86 11.065% 10.916% qtr.
*Central Electric #131 11/15 170,000.00 11/15/85 10.735% 10.595% qtr.
New Hampshire Electric $192 11/15 1,185,000.00 11/15/85 10.735% 10.595% qtr.
East Rentucky Power #73 11/15 6,790,000.00 " 11/15/85 10.735% 10.595% gtr.
*East Kentucky Power #188 11/16 5,800,000.00 11/16/85 10.785% 10.643% qtr.
*Associated Electric #132 11/17 10,000,000.00 11/18/85 10.785% 10.643% qtr.
*Colorado Ute Electric #152 11/17 1,080,000.00 11/17/85 10.785% 10.643% qtr.
*East Kentucky Power %73 11/17 2,500,000.00 11/17/85 10.785% 10.643% qtr.
*Big Rivers Electric #58 11/20 1,590,000.00 12/31/85 10.835% 10.692% qtr.
*Big Rivers Electric #91 11/20 5,423,000.00 12/31/85 10.835% 10.692% qtr,
*Big Rivers Electric #91 11/20 416 ,000.00 12/31/85 10.835% 10.692% qtr.
*Big Rivers Electric #136 11/20 699,000.00 12/31/85 10.835% 10.692% qtr.
*Big Rivers Electric #136 11/20 73,000.00 12/31/85 10.835% 10.692% qtr.
*Big Rivers Electric #143 11/20 47,000.00 12/31/85 10.835% 10.692% gtr.
*Big Rivers Electric #179 11720 19,939,000.00 12/31/85 10.835% 10.692% gtr.
Big Rivers Electric #136 11/21 155,000.00 12/31/85 10.835% 10.692% qtr.
Big Rivers Electric #143 11/21 94,000.00 12/31/85 10.835% 10.692% qtr.
Big Rivers Electric #179 11721 2,695,000,00 12/31/85 10.835% 10.692% qtr.
San Miguel Electric #110 11721 3,688,000.00 11/21/85 10.805% 10.663% qtr.
San Miguel Electric $#205 11/21 4,600,000.00 11/21/85 10.805% 10.663% qgtr.
*St. Joseph Telep. & Teleg. #13 11/21 677,000.00 11/21/85 10.805% 10.663% gtr.
South Mississippi Electric #3 11/23 5,385,000.00 12/31/85 10.736% 10.592% qtr.
Brazos Electric #230 11723 1,788,000.00 11/23/85 10.735% 10.595% qtr.
Oglethorpe Power #246 11/23 13,388,000.00 11/23/85 10.735% 10.595% qtr.
North Carolina Electric #185 11/23 7,299,000.00 12/31/85 10.755% 10.614% qgtr.
*Wabash Valley Power #206 11/23 694,000.00 11/23/85 10.735% 10.595% qgtr.
*East River Electric #117 11/24 1,200,000.00 11/24/85 10.765% 10.624% qtr.
*North Carolina Electric #185 11/24 3,004,000.00 12/31/85 10.805% 10.663% gtr.
*Seminole Electric #141 11/25 2,469,000.00 11/25/85 10.765% 10.624% qgtr.
*Sunflower Electric #174 11/25 15,000,000.00 11/25/85 10.765% 10.624% gtr.
*Associated Electric #132 11/26 14,200,000.00 11/26/85 10.755% 10.614% qgtr.
South Mississippi Electric #3 11/28 1,906,000.00 12/31/85 10.767% 10.626% qtr.
*South Mississippi Electric #90 11/28 309,000.00 11/28/85 10.755% 10.614% qtr.
Colorado Ute Electric #168 11/29 1,053,000.00 11/29/85 10.815% 10.673% qgtr.
*United Power #86 11/29 375,000.00 11/29/85 10.815% 10.673% qtr.
Corn Belt Power #138 11/30 162,000.00 11/30/85 10.775% 10.634% qtr.
Basin Electric #232 11730 873,000.00 11/30/85 10.775% 10.634% qtr.
Ramo Electric #209 11/30 4,941,000.00 11/30/85 10.775% 10.634% qgtr.
Seminole Electric #141 11/30 36,562,000.00 11/30/85 10.775% 10.634% qtr.
North Carolina Electric #185 11/30 1,395,000.00 12/31/85 10.805% 10.663% qtr.
Continental Tel. of South #106 11/30 10,900,000.00 12/31/17 11.786% 11.617% gtr.
*United Power #67 11/30 1,300,000.00 11/30/85 10.775% 10.634% qtr.
*United Power #129 11/38 3,000,000.00 11/30/85 10.775% 10.634% qgtr.
*Basin Electric #87 11/30 295,000.00 11/30/86 11.045% 10.897% qtr.
*Basin Electric #83 11/30 169,000.00 11/30/85 10.775% 10.634% gtr.,
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AMOUNT FINAL INTEREST  INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual )

RURAL ELPCTRIFICATION ADMINISTRATION (Cont'd.)

*Dajryland Power #54 11730 $ 1,187,000.00
*Arkansas Electric #97 11/30 5,910,000.00
*Southern Illinois Power $#38 11730 1,500,000.00

SMALL BUSINESS ADMINISTRATION

State & Local Development Company Debentures

Butte Local Dev. Corp. 11/9 28,000.00
Atlanta Local Dev, Company 11/9 38,000.00
Columbus Countywide Dev. Corp. 11/9 53,000.00
Oconee Area Dev. Corp. 11/9 53,000.00
S.W. Michigan Dev. Co., Inc. 11/9 57,000.00
E.C.1.A. Bus. Growth, Inc. 11/9 58,000.00
Toledo Econ., Plan. Council, Inc. 11/9 61,000.00
Birmingham Citywide L.D.C. 11/9 62,000.00
Pecan Valley Econ., Dev, District 11/9 63,000.00
Cleveland Area Development Corp. 11/9 68,000.00
N.E. Missouri Certified Dev. Co. 11/9 76,000.00
Coastal Area Dis. Dev. Auth., Inc 11/9 89,000.00
Los Medanos Fund 119 120,000.00
Toledo Econ. Plan. Council, Inc. 11/9 126,000.00
Siouxland Econ. Dev. Corp. 11/9 133,000.00
Rosedale Association Inc. 11/9 147,000.00
Ozark Gateway Development, Inc. 11/9 182,000.00
Middle Flint Area Dev. Corp. 11/9 186,000.00
Iowa Business Growth Co. 11/9 250,000.00
Bay Colony Development Corp. 11/9 294,000.00
Illinois Sm. Bus. Growth Corp. 11/9 363,000.00
Faribault Industrial Corp. 11/9 51,000.00
Greater KRenosha Development Corp. 11/9 51,000.00
Wisconsin Bus. Dev. Finance Corp. 11/9 55,000.00
Beverly Area local Dev. Corp. 11/9 64,000.00
Granite State Econ. Dev. Corp. 11/9 72,000.00
Birmingham Citywide L.D.C. 11/9 81,000.00
Pecan Valley Econ. Dev, Corp. 11/9 83,000.00
Greater Gratiot Development Inc. 11/9 84,000.00
Colurbus Local Dev. Corp. 11/9 88,000.00
S.W. Michigan Dev. Canpany, Inc. 11/9 88,000.00
Columbus Countywide Dev. Corp. 11/9 93,000.00
St. Louis local Dev. Campany 11/9 100,000.00
N. Puerto Rico L.D.C., Inc. 11/9 105,000.00
Long Island Development Corp. 11/9 120,000.00
Metro. Growth & Dev, Corp. 11/9 126,000.00
Cert. Dev. Corp. of Warren County 11/9 127,000.00
N, Puerto Rico L.D.C., Inc. 11/9 137,000.00
Toledo Econ. Planning Council Inc 11/9 137,000.00
S. Shore Econ. Dev, Corp. 11/9 151,000.00
Wisconsin Bus. Dev. Finance Corp. 11/9 158,000.00
St. Louis County L.D.C. 11/9 206,000.00
Birmmingham Citywide L.D.C. 119 212,000.00
Llong Island Development Corp. 11/9 220,000.00
Greater Kenosha Development Corp. 11/9 220,000.00
Middle Flint Area Dev. Corp. 11/9 235,000.00
Rural Enterprises Dev, Corp. 11/9 254,000.00
Wisconsin Bus. Dev. Fin. Corp. 11/9 331,000.00
Houston-Galveston Area L.D.C. 11/9 374,000.00
Barren River Area Dev, Dis., Inc., 11/9 388,000.00
Arizona Enterprise Dev. Corp. 11/9 500,000.00
Camonwealth Sm. Bus. Dev, Corp. 11/9 500,000.00
Jacksonville Local Dev. Corp. 11/9 500,000.00
Urban Business Development Corp. 11/9 47,000.00
Uniform Reg. Nine Cert, Dev. Corp 11/9 61,000.00
Columbus Countywide Dev., Campany 11/9 63,000.00
Central Ozarks Development, Inc. 11/9- 66,000.00
Ark-Tex Regional Dev. Co., Inc. 11/9 71,000.00
Miami Citywide Development, Inc. 11/9 72,000.00

*maturity extension

11/30/85
12/31/13
12/31/10

11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/98
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03
11/1/03

11/1/03

11/1/07
11/1/08
11/1/08
11/1/08
11/1/08
+1/1/08
11/1/08

10.775%
11.808%
11.826%

11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
11.941%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055¢%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.055%
12.099%
12.099%
12.099%
12.099%
12.099%
12.099%

10.634% atr.
11.639% qtr.
10.656% qtr.
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AMOUNT FINAL INTEREST INTEREST
BORROWER DATE OF ADVANCE MATURITY RATE RATE
(semi- (other than
annual) semi-annual)
State & Local Development Campany Debentures (Cont'd)
Columbus Countywide Dev. Corp. 11/9 $ 84,000.00 1171708 12.099%
Bay Area Business Dev, Co, 11/9 99,000.00 11/1/08 12.099%
Bay Area Business Dev., Co. 11/9 103,000.00 11/1/08 12.099%
Bay Area Employment Dev, Co. 11/9 133,000.00 11/1/08 12.099%
Los Medancs Fund 11/9 152,000.00 11/1/08 12.099%
N. Texas Certified Dev. Oorp. 119 176,000.00 11/1/08 12.099%
Oolurbus Countywide Dev. Oorp. 11/9 179,000.00 11/1/08 12.099%
Ocean State Bus. Dev. Auth., Inc., 11/9 246,000.00 11/1/08 12.099%
Commonwealth Sm, Bus, Dev. Corp. 11/9 304,000.00 11/1/08 12.099%
Bay Colony Development Corp. 11,9 339,000.00 11/1/08 12.099%
Bay Area Bus. Dev, Co. 11/9 357,000.00 11/1/08 12.099%
Bay Colony Development Corp. 11/9 462,000.00 11/1/08 12.099%
Gulf Regional Financial Corp. 11/9 498,000.00 11/1/08 12.099%
San Diego County L.D.C. 11/9 500,000.00 11/1/08 12.099%
Colurbus Countywide Dev. Corp. 11/9 $00,000.00 11/1/08 12.099%
Small Business Investment Campany Debentures
AMEV Capital Oorp. 11723 3,000,000.00 11/1/88 11.505%
Miami Valley Capital, Inc. 11/23 750,000.00 11/1/90 11.705%
BT Capital Corp. 11723 3,000,000.00 11/1/93 11.775%
Enterprise Capital Corp. 11/23 1,500,000.00 1171793 11.775%
First Midwest Capital Corp. 11723 500,000.00 11/1/93 11.775%
Hamoo Capital Corp. 11/23 1,000,000.00 11/1/93 11.775%
Seafirst Capital Corp. 11723 1,500,000.00 11/1/93 11.775%
TENNESSEE VALLEY AUTHORITY
Seven States Energy Corporation
Note A-84-2 11/30 589,305,662.98 2/29/84 9.375%
FEDERAL FINANCING BANK
November 1983 Camitments
COMMITMENT
BORROWER GUARANTOR AMOUNT EXPIRES MATURITY
Jordan DD $ 25,000,000.00 11/14/85 11/15/92
Panama Do 5,000,000.00 11/25/85 11/25/93
Tunisia oo 35,000,000.00 11/14/85 11/15/95
Turkey oD 140,000,000.00 11/29/85 11/30/13
Baldwin Park, CA HUD 1,708,000.00 10/1/84 10/1/84
Mayaguez, PR HUD 1,066,330.00 8/1/84 8/1/84
Samerville, MA RUD 1,763,500.00 5/1/85 5/1/85
Toledo, OH HID 1,268,000.00 8/15/84 8/15/03
Hialeah, FL HUD 4,655,000.00 12/1/84 12/1/84
Planned Ind. Exp. Authority HUD 2,386,000.00 11/15/84 1/15/03
Albany Ind. Develcpment Agency HID 640,000.00 7/1/85 7/1/85
New Haven, CT HD 1,477,500.00 9/1/84 9/1/03
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Net Ch Net Ch FY 1984
WWT%H _Wf;%“— 0/83

On-Budget Agency Debt

Tennessee Valley Authority
Export-Import Bank
NCUA-Central Liquidity Facility

Off-Budget Agency Debt

U.S. Postal Service
U.S. Railway Association

Assets

Farmers Home Administration
HHS-Health Maintenance Ory.
DHHS-Medical Facilities

Overseas Private Investment Corp.
Rural Electrification Admin.-CBO
Small Business Administration

Government-Guaranteed Lending

DOD-Foreign Military Sales
DEd.-Student Loan Marketing Assn,
DOE-Geothermal Loans Guarantees
DOE-Nonm—Nuclear Act (Great Plains)
[HUD-Camwmnity Dev. Block Grant
DHUD-New Cammmities

DHUD-Public Housing Notes

General Services Administration
DOI-Guam Power Authority
DOI-Virgin Islands

NASA-Space Conmunications Co,
DON-Defense Production Act

Rural Electrification Admin.
SBA-Small Business Investment Cos.
§BA-State/Local Development Cos,
TVA-Seven States Energy Corp.
DOT-Amtrak

DOP-Section 511

DOT-WMATA

TOTALS*

$ 13,220.0
14,675.9
34.6

1,154.0
107.8

55,916.0
118.8
143.8

16.3
3,467.5
47.4

14,732.4
5,000.0
45.0
958.0
181.5
33,5
2,162.3
416.8
36.0
29.1
846.9
1.4
19,216.2
814.6
172.9
1,455.5
-0-
180.0

177.0

$ 135,361.2

$ 13,175.0
14,675.9
36.6

1,154.0
124.7

55,916.0
118.8
143.7

16.3
3,467.5
47.9

14,395.9
$,000.0
45.0
927.0
180.2
33.5
2'1500’
417.3
3%.0
”.1
838.7
1.2
19,092.8
816.8
160.6
1,437.3
~0-
183.0
177.0

$ 134,798.8

¥igures may not total due to rounding

$ 45.0 $ 105.0
-0- -0~
-2.0 -9.6
-0- -0-
-17.0 -17.0
-0- -775.0
-0 -0-
0.1 0.1
-0- -0-
-0- -<-
0.5 -1.1
336.5 439.0
-0~ -0-
-0 -2
31.0 72.5
1.3 4.2
-0~ -0-
1.5 95.5
-0.5 -0.5
- -
- -
8.2 -100.3
0.2 0.3
123.5 217.3
-2.2 10.3
12.3 25.2
18.2 37.0
-0- -880.0
-3.0 -3-‘
-0~ -0~
$ 562.4 -8 720.6



TREASURY NEWS

Deplll'tlﬂ&ﬂt Of the Treasury o Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE December 22, 1983

RESULTS OF TREASURY'S 52-WEEK BILL AUCTION
Tenders for $8,252 million of 52-week bills to be issued
December 29, 1983, and to mature December 27, 1984, were accepted
today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS:

Discount Investment Rate
Rate (Equivalent Coupon-Issue Yield) Price
Low - 9.20% 10.06% 90.698
High - 9.25% 10.12% 90.647
Average - 9.23% 10.10% 90.667

Tenders at the high discount rate were allotted 2%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted
Boston $ 123,735 $ 33,935
New York 15,652,175 7,565,275
Philadelphia 9,565 9,565
Cleveland 28,120 20,220
Richmond 120,175 23,915
Atlanta 45,400 45,400
Chicago 1,028,940 247,460
St. Louis 82,435 53,495
Minneapolis 16,910 15,930
Kansas City 47,160 41,085
Dallas 15,975 15,975
San Francisco 872,620 142,620
Treasury 37,475 37,475
TOTALS $18,080,685 $8,252,350
Type
Competitive $16,078,905 -+ $6,250,570
Noncompetitive 391,780 391,780
Subtotal, Public $16,470,685 $6,642,350
Federal Reserve 1,500,000 1,500,000
Foreign Official
Institutions 110,000 , 110,000
TOTALS $18,080,685 $8,252,350

R-2471



TREASURY NEWS

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

FOR IMMEDIATE RELEASE CONTACT: CHARLES POWERS
December 23, 1983 (202) 566-2041

TREASURY DEPARTMENT AND NETHERLANDS ANTILLES
ISSUE JOINT STATEMENT ON RENEGOTIATION OF INCOME TAX TREATY

Assistant Secretary John E. Chapoton, of the U.S.
Treasury Department, and Minister of Finance Gilbert De
Paula, Jr., of the Netherlands aAntilles, announced today that
they met in Washington the week of December 19 to review the
progress of the technical exchanges which have been taking
place since the summer in connection with the negotiation of
a new income tax treaty between the Netherlands Antilles and
the United States. They concluded that much progress has
been made but that it had not been possible to reach
agreement before year end. They will continue to negotiate
with a view to reaching agreement early next year, if
possible during January.

o0o

R-2472



TREASURY NEWS

pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-20
STATEMENT BY
DONALD T. REGAN
SECRETARY OF THE TREASURY
ON THE
RECOMMENDATIONS ADOPTED BY THE
TASK GROUP ON REGULATION OF FINANCIAL SERVICES

DECEMBER 22, 1983

The recommendatiens agreed upoen this afternoon by the task
group, represent a major step forward toward our goal ef
simplifying bank regulations and reducing wasteful duplicatien
and unnecesary regulatien. Consumers, government, and the
financial services industry -- will all be better served by a
less complex structure. And that, after all, is what
deregulation and reform is meant te accemplish.

Today's meeting was an impertant step. We are te meet again
in January te coentinue the progress we made today.

44



PRESS RELEASE

THE VICE PRESIDENT
OFFICE OF THE PRESS SECRETARY

For Immediate Release Contact: Meredith Armstrong
6 p.m., Thursday, December 22, 1983 202/456-6770

The Task Group on Regulation of Financial Services, chaired
by Vice President George Bush with Treasury Secretary Donald
Regan: as Vice-Chairman, today endorsed a package of approximately
30 specific recommendations for legislation to improve the
current system of federal regulation of financial services. The
group met at the residence of the Vice President for three hours,
and adopted these recommendations following discussion of the
Task Group's staff report. -

The recommendations adopted by the Task Group cover several
ma jor issue categories. These include (1) eligibility for regu-
lation as a thrift institution, (2) reform of the federal deposit
insurance system, (3) federal duplication of state regulatory
activities, and (4) increased functional regulation and elimina-
tion of unnecessary regulatory controls. The attached fact sheet
summarizes some of the major changes which would be effected
under the Task Group recommendations.

The Task Group did not schedule issues concerning reorgani-
zation of the three federal agencies which regulate commercial
banks for today's meeting. Action will be taken with respect to
consolidation and reorganization of these agencies at the Task
Group's next meeting which will be scheduled early in January.
The members of the Task Group include: the Secretary of the
Treasury, the Attorney General, the Director of the Office of
Management and Budget, the Chairman of the Council of Economic
Advisers, the Assistant to the President for Policy Development,
the Chairmen of the Federal Reserve Board, the Federal Deposit
Insurance Corporation, the Federal Home Loan Bank Board, the
Securities and Exchange Commission, the Commodity Futures Trading
Commission and National Credit Union Administration, and the
Comptroller of the Currency.

Upon completion of the Task Group's work at its next
meeting, the recommendations of the Task Group will be forwarded
through the Cabinet Council on Economic Affairs to President
Reagan for his consideration. Upon review by the President the
approved package will be forwarded by the Administration to the
Congress as proposed legislation. The Task Group expects to
announce all its other specific recommendations following ’
completion of its next meeting.



FACT SHEET

Summary of Ma jor
Recommendations Adopted by the
Task Group on Regulation of Financial Services
December 22, 1983

1. Eligibility For Regulation As A Thrift Institutionh

Under the current system, any institution with a thrift
charter is eligible to be regulated by the Federal Home Loan Bank
Board. The thrift regulatory system includes a number of regula-
tory advantages designed to encourage institutions to specialize
in traditional thrift activities. However, in recent years
thrift institutions have received authority to engage in a
broader spectrum of activities, with no corresponding minimum
participation required for housing and other traditional activi-
ties. In addition, commercial banks which have an equal level of
participation in mortgage lending and other thrift activities are
not entitled under the current system to obtain any of the regu-
latory treatment available for thrift institutions.

Under the recommendations adopted by the Task Group,
eligibility for thrift regulation will be based on an institu-
tion's functional activities in the marketplace rather than its
type of charter. To be eligible for thrift regulation, an insti-
tution would be required to maintain a minimum percentage of its
overall assets in activities relating to residential housing
finance. Both banks and thrift institutions which satisfy the
"Portfolio Test" proposed by the Task Group would be eligible for
regulation by the Federal Home Loan Bank Board. All such insti-
tutions would obtain deposit insurance from the FSLIC and would
be governed by all rules and regulations applicable to thrift

institutions.

Except for the smallest institutions, any thrift institution
which failed to satisfy the Portfolio Test over an averaging
period would be subject to all rules and regulations applicable
to commercial banks and would become regulated by a bank
regulatory agency.

2. Reform of the Federal Deposit Insurance System

Under the current system there are three separate federal
deposit insurance agencies. Although banks and thrifts compete
directly for deposits from the general public, at present thrifts
are required to maintain significantly lower minimum capital than
banks. In addition, deposit insurance premiums are assessed
today on a flat rate basis with no differences in the premium
paid by a financially strong or weak firm. Finally, large
deposits in excess of federal insurance coverage (more than
$100,000 per account) are fully protected in many bank failures



if the failed institution is merged with a healthy institution.
In such a situation, even though such deposits are uninsured, the
practical result is usually that such deposits do not bear a
share of the cost of handling the faflure.

Under the Task Group's recommendations, the separate insur-
ance funds existing today would continue to be maintained.
However, the insurance funds for banks and thrifts would be
required to establish and implement over a phased period common
minimum capital rules and accounting standards in order to
encourage stronger capital backing for all insured institu-
tions. In addition, under the Task Group's recommendations the
deposit insurance agencies would be authorized to vary deposit
insurance premiums based on the riskiness of insured institu-
tions. However, the deposit insurance agencies would be required
to rely on private sector ratings of riskiness to the extent
feasible. Finally, the current de facto full insurance coverage
for large jumbo deposits in failed banks which are merged with
healthy institutions would be reduced over time.

3. Federal Duplication of State Regulatory Activities

Under the dual banking system, both the states and federal
agencies charter and regulate depository institutions. At
present, federal bank regulators supervise all state chartered
banks, irrespective of the quality of state supervisory
authorities which also regulate such institutions. The federal
agencies also review decisions by state regulatory agencies on a
variety of matters not directly related to bank solvency.

The Task Group adopted recommendations to strengthen the
responsibilities of state regulatory agencies over state
chartered institutions. 1In states which maintain strong
regulatory programs, federal oversight would be reduced
substantially from current levels. In other states, federal
agencies would alternate their activities with those of state
regulators in order to reduce wherever possible duplication
between federal and state agencies.

y, Increased Functional Regulation and Elimination of
Unnecessary Regulatory Controls

Under the current system four agencies plus the SEC regulate
the securities activities of banks and thrifts. Four agencies
plus the Department of Justice also enforce the antitrust laws
applicable to banks and thrifts. 1In addition, federal controls
remain over the number of activities such as the location of bank
branches which have become outdated.



The recommendations adopted by the Task Group would consoli-
date all securities regulation applicable to banks and thrifts in
the SEC. Likewise, all antitrust responsibilities would be
centralized in the Department of Justice. In addition, the Task
Group recommended reduction or elimination of a variety of out-
dated or unnecessary regulatory controls.
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TECHNICAL EXPLANATION OF THE CONVENTION
BETWEEN THE GOVERNMENT OF THE UNITED STATES OF AMERICA
AND THE GOVERNMENT OF SWEDEN FOR THE AVOIDANCE
OF DOUBLE TAXATION AND THE PREVENTION OF
FISCAL EVASION WITH RESPECT TO TAXES ON ESTATES,
INHERITANCES, AND GIFTS
SIGNED IN STOCKHOLM

Introduction

This technical explanation is an official guide to the
estate and gift tax convention between the Government of the
United States and the Government of Sweden signed on June 13,
1983, in Stockholm ("the Convention"). It reflects policies
behind particular Convention provisions, as well as
understandings reached with respect to the interpretation and

application of the Convention.

The proposed estate and gift tax Convention with Sweden
would be the first of its kind between the two countries. It
would apply, in the United States, to the Federal estate tax,
the Federal gift tax and the Federal tax on generation-
skipping transfers and, in Sweden, to the inheritance tax and

the gift tax.

The proposed Convention with Sweden is similar in prin-
ciple to the United States estate and-gift tax convention
with the United Kingdom, which entered into force November

11, 1979, to the estate and gift tax convention with France,
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which entered into force October 1, 1980, and to the estate
and gift tax convention with Austria, which entered into
force July 1, 1983. It is also similar to the U.S. model
estate and gift tax convention published by the Treasury
Department on December 8, 1980. The details of some
provisions of the proposed Convention, however, differ from

those in the afore-mentioned conventions.

The general principle of the proposed Convention with
Sweden is that the country of the transferor's domicile may
tax transfers of estates and gifts ("transfers") and
generation-skipping transfers ("deemed transfers™) on a
worldwide basis, but that it must credit the tax paid to the
other Contracting State with respect to specified types of
property taxable on a situs basis (i.e., real property and
certain business assets). The Convention also allows each
Contracting State to tax transfers and deemed transfers of
its citizens, provided a credit is given for tax paid to the
other Contracting State.

Article 1. SCOPE

This article defines the coverage of the Convention.
Paragraph 1 provides that the Convention applies to transfers
of estates, gifts, and generation-skipping transfers of
individuals domiciled in one or both of the Contracting
States at the time of transfer or deemed transfer.

Paragraph 2 states that the Convention does not restrict
the fiscal benefits accorded by the laws of either Contract-
ing State or by other agreements between the Contracting
States. This rule reflects the principle that a double
taxation Convention should not increase the tax burden

imposed by the domestic law of a Contracting State.
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Paragraph 3 allows a Contracting State to tax transfers
and deemed transfers of its domiciliaries and of its citizens
under its own domestic laws as if the Convention did not
exist. This "saving" clause applies only to domiciliaries as
determined by Article 4 (Fiscal Domicile) of the Convention.
It does not apply, for example, to give the United States the
right to tax an individual, not a U.S. citizen, who satisfies
the U.S. statutory tests for domicile but who is determined
under the rules of Article 4 to be a domiciliary of Sweden.
In that case, the United States can only tax on the basis of
the situs of certain types of property specified in the

Convention.

For purposes of the saving clause, the term "citizen"
includes, for a'lo-year period, a former citizen who has
renounced his citizenship for a principal purpose of tax
avoidance. This provision is intended to cause the
application of sections 877, 2107, and 2501l (a) (3) of the
Internal Revenue Code in this context.

Paragraph 4 limits the scope of the saving clause of
paragraph 3. For example, it ensures that the saving clause
will not override the obligation of a Contracting State, in
accordance with Article 9 (Relief From Double Taxation), to
credit taxes paid to the other Contracting State on either a

domiciliary or a situs basis.

Paragraph 4 also provides that paragraph 3 shall not
affect the benefits relating to exemptions for contributions
to charitable organizations which are conferred by a
Contracting State upon its citizens or domiciliaries under
paragraph 7 of Article 8 (Deductions and Exemptions),
or the benefits conferred under Articles 10 (Non-Discrimina-

tion) or 11 (Mutual Agreement Procedure). Nor does the
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saving clause affect the benefits conferred by the United
States under paragraph 1 of Article 13 (Diplomatic Agents and
Consular Officers) upon individuals who neither are citizens
of, nor have immigrant status in, the United States or the
benefits conferred by Sweden under that paragraph upon

individuals who are not citizens of Sweden.

Article 2. TAXES COVERED

Paragraph 1 identifies the taxes which exist at the time
of signature and which are covered by the Convention. 1In the
case of Sweden, the Convention applies to the inheritance tax
and the gift tax. With respect to the United States, the
Convention applies to the Federal estate tax, the Federal
gift tax, and the Federal tax on generation-skipping
transfers. A generation-skipping transfer involves the
splitting of benefits between generations younger than the
generation of the transferor or grantor. 1If, for example, A
transfers property to B for 10 years or for B's life, and
after 10 years or upon B's death the property passes to C,
and B and C are in younger generations than A, but different
generations from each other, the United States will impose an
estate or gift tax on the transfer from A and a generation-
skipping tax on the transfer from B. The generation-skipping
tax is substantially equivalent to the amount of the estate
or gift tax that would be due if the property interest had
been transferred outright from each generation to the next.

To avoid the necessity of concluding a new convention
whenever the tax laws of the United States or Sweden are
modified, paragraph 2 provides that the Convention also
applies to any identical or substantially similar taxes which
are imposed after the date of signature of the Convention in
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addition to, or in place of, the existing taxes. The com-
petent authorities of the Contracting States are to notify
~each other of any substantial changes in their respective
laws relating to the taxation of estates, gifts, inherit-
ances, and generation-skipping transfers and of any official
published interpretations of the Convention of substantial

significance.

, Paragraph 3 broadens the‘coverage of the Convention to
include, for purposes of Article 10 (Non-discrimination), all
taxes imposed by a Contracting State or a political sub-
division or local authority thereof and, for. purposes of
Article 12 (Exchange of Information), all taxes imposed by a
Contracting State.

Article 3. GENERAL DEFINITIONS

Paragraph 1 defines the terms "United States," "Sweden,"
. "Contracting State," "other Contracting State,” "interna-

tional traffic" and "competent authority."

The term "United States" means the United States of
America, but does not include Puerto Rico, the Virgin
Islands, Guam, or any other U.S. possession or territory. It
includes the territorial sea of the United States and the
seabed and subsoil of the submarine areas adjacent to the
coast of the United States, but beyond the territorial sea,
over which the United States exercises sovereign rights in
accordance with international law for the purposes of

exploration and exploitation of natural resources of such

areas.
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Paragraph 1 does not contain all the terms defined in
the Convention. "Domicile,"” for example, is defined in
Article 4 (Fiscal Domicile), "real property" is defined in
Article 5 (Real Property), and "permanent establishment” is
defined in Article 6 (Business Property of a Permanent
Establishment and Assets Pertaining to a Fixed Base Used for

the Performance of Independent Personal Services).

Paragraph 2 provides tha%, unless the context otherwise
requires and subject to the provisions of Article 11 (Mutual
Agreement Procedure), any term not otherwise defined in the
Convention shall have the meaning which it has under the tax
laws of the Contracting State whose tax is being determined.
Paragraph 3 of Article 11 (Mutual Agreement Procedure) makes
clear that the competent authorities of the Contracting
States may agree on a common meaning of any term used in the

Convention,

Article 4. FISCAL DOMICILE

This Article provides rules for determining an
individual's domicile for purposes of the Convention and
establishes rules for resolving cases of dual domicile. The
determination of a single domicile for purposes of the
Convention is important since the State of domicile has the
primary right to tax transfers and deemed transfers of
property wherever located, except property covered by Article
5 (Real Property) or Article 6 (Business Property of a
Permanent Establishment and Assets Pertaining to a Fixed Base
Used for the Performance of Independent Personal Services).
This primary right is not exclusive, however, because the
saving clause of paragraph 3 of Article 1 (Scope) allows a
Contracting State to tax in all events on the basis of
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citizenship, provided it allows a credit against the tax
imposed by the other State on a domiciliary or situs basis.

Under paragraph 1, domicile is determined initially
under the domestic law of each Contracting State. That law
is taken as given, and the Convention does not modify the
criteria used by a Contracting State for its determination of
domicile. Subparagraph la) provides that an individual is
domiciled in the United Stateé, for purposes of the
Convention, if he is a resident or citizen of the United
States. For this purpose, a resident is an individual living
in the United States who has the intention to remain in the
United States indefinitely or an individual who has lived in
the United States with such an intention and who has not
formed the intention to remain indefinitely in another
country. This definition of the term "resident" should be
distinguished from the definition of the same term for
purposes of the Federal income tax. For income tax purposes,
an alien present in the United States who is not a mere
transient or sojourner is a resident of the United States.
Citizens are included in the definition of domiciliary for
the purpose of the Convention because the United States taxes
its citizens, as well as its residents, on a worldwide basis,
and nonresident U.S. citizens may encounter some of the same

problems of double taxation that face U.S. residents.

Subparagraph 1lb) provides that an individual is
domiciled in Sweden if he is a resident or citizen thereof
under Swedish law.

Paragraph 2 provides rules for resolving cases where,
under the domestic laws of the respective Contracting States,
an individual is domiciled in both States. Under paragraph

2, a single domicile is determined according to the following



sequential criteria: (a) the individual will be deemed to be
domiciled in the Contracting State in which he maintained his
permanent home; if he had a permanent home in both Contract-
ing States, his domicile will be deemed to be in the Con-
tracting State with which his personal and economic relations
were closer (in other words, the State in which his center of
vital interests was located); (b) if the Contracting State in
which the individual's center of vital interests was located
cannot be determined, or if he had no permanent home
available in either State, his domicile will be deemed to be
in the Contracting State in which he had an habitual abode;
(c) if he had an habitual abode in both or in neither
Contracting States, his domicile will be deemed to be in the
Contracting State of which he was a citizen; and (d) if he
was a citizen of both or of neither Contracting States, the
competent authorities of the Contracting States shall settle
the question by mutual agreement. The determination of a
center of vital interests for purposes of subparagraphs 2a)
and 2b) is made on a relative basis between the two
Contracting States. Thus, a center of vital interests as
between the United States and Sweden may be identified, even
if an individual has still closer personal and economic

relations with a third State.

Paragraph 3 of the Convention contains an important
exception to the tie-breaking rules of paragraph 2. It
applies where an individual was: (a) a citizen of one, but
not the other, Contracting State; (b) a domiciliary of both
States within the meaning of paragraph 1l; and (c) domiciled
in the Contracting State of which he was not a citizen for
less than five years (including periods of temporary absence)
of the preceding seven years. If all these conditions are
met, the individual is deemed to be domiciled in the State of

which he was a citizen. The five out of seven year rule is
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based on the concept that a Contracting State should not tax
the transfers or deemed transfers of an individual on a
domiciliary basis if the individual is a citizen of the other
Contracting State and has not been present in the first State
for a significant period of time. According to the
Convention, a significant period of time is five years or
more (including periods of temporary absence) out of the
preceding seven’years. If the individual has been domiciled
in the State of which he was not a citizen for five or more
years out of the relevant seven year period, he is not
necessarily deemed to be domiciled in that State for purposes
of the Convention. Domicile would then be determined under

the tie-breaking rules of paragraph 2.

Paragraph 4 provides that an individual who, at the time
of death or the making of a gift or deemed transfer, was a
resident of a U.S. possession and who had become a U.S.
citizen solely by reason of citizenship of, or birth or
residence in, a possession, shall not be considered domiciled
in or a citizen of the United States at that time for
purposes of the Convention. This exclusion conforms with
sections 2209 and 2501 (c) of the Internal Revenue Code. This
paragraph does not apply to a former resident of a possession
who acquired U.S. citizenship through birth in a possession,
but who otherwise established a domicile in one of the
Contracting States at the time of transfer or deemed
transfer; nor would it apply to an individual who acquired
his U.S. citizenship through birth in a possession, but who
was domiciled at the time of transfer or deemed transfer in a

third state.
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Article 5. REAL PROPERTY

Paragraph 1 provides that transfers and deemed transfers
by an individual domiciled in a Contracting State of real
property situated in the other Contracting State may be taxed
by that other State. This is a primary, but not an
exclusive, taxing right. As provided in paragraph 3 of
Article 1 (Scope), either State may tax property covered by
Article 5 (Real Property) on a domiciliary basis or on the
basis of citizenship. However, such State must comply with
the terms of paragraphs 1 or 2 of Article 9 (Relief from
Double Taxation) to avoid double taxation (i.e., by granting
a credit with respect to real property taxed on a situs basis
in the other State).

Paragraph 2 provides that the term "real property" is
defined in accordance with the law of the Contracting State
in which the property is situated. The term in any case
includes property accessory to real property, livestock,
equipment used in agriculture and forestry, and rights to
payment for the working of mineral deposits and other natural
resources. Ships, boats and aircraft are not considered real
property. Although the Convention does not explicitly say
so, debts secured by a mortgage or similar preferential right
are not to be treated as real property. Such debts are to be
treated as movable property and are covered by the general
rule of Article 7 (Property Not Expressly Mentioned), unless
Article 6 (Business Property of a Permanent Establishment and
Assets Pertaining to a Fixed Base Used for the Performance of

Independent Personal Services) applies.
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Article 6., BUSINESS PROPERTY OF A PERMANENT ESTABLISHMENT
AND ASSETS PERTAINING TO A FIXED BASE USED FOR
THE PERFORMANCE OF INDEPENDENT PERSONAL SERVICES

Paragraph 1 establishes the primary taxing right for
assets forming part of the business property of a permanent
establishment. It provides that, except for assets defined
in paragraph 2 o6f Article 5 (Real Property), transfers or
deemed transfers of assets of an enterprise by an individual
domiciled in a Contracting State, which assets form part of
the business property of a permanent establishment situated
in the other Contracting State, may be taxed in that other
State. The exception for assets referred to in Article 5
(Real Property) applies to all real property, wherever
located. Thus, for example, the United States would have the
primary right to tax the transfer by a U.S. domiciliary of
real property located in the United States (or in a third
country) even though such real property forms part of the
business property of a permanent establishment situated in
Sweden.

Securities, provided they form part of the business
property employed in a permanent establishment, are covered
by this Article. Similarly, patents and trademarks owned by
an individual, but constituting business property of a
permanent establishment, are taxable under this Article.

As is also the case with Article 5 (Real Property),
Article 6 (Business Property of a Permanent Establishment and
Assets Pertaining to a Fixed Base Used for the Performance of
Independent Personal Services) does not grant an exclusive
taxing right to the situs State. For instance, the United
States may tax the transfer or deemed transfer by a U.S.
citizen of Swedish-situs business property by virtue of the
saving clause of paragraph 3 of Article 1 (Scope).
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Paragraph 2 defines the term "permanent establishment"
as a fixed place of business through which the business of an
enterprise is wholly or partly carried on. 1Illustrations of
a permanent establishment are provided in paragraph 3. They
include a place of management, a branch, an office, a
factory, a workshop, and a mine, 0il or gas well, a quarry,

or any other place of extraction of natural resources.

Paragraph 4 states that ; building site or construction
or installation project, or an installation or drilling rig
or ship being used for the exploration or development of
natural resources, constitutes a permanent establishment only
if it has remained in that State for more than twelve months.
This twelve-month period begins when work physically
commences in the Contracting State and ends with the date of
transfer or deemed transfer. It must be fulfilled on a
consecutive-month basis. A series of contracts or projects
which are interdependent commercially is to be treated as a
single project for the purpose of applying the twelve-month
test. The twelve-month test will not be fulfilled if the
assets in question are transferred or are deemed to be
transferred before the twelve months have elapsed, even if it
appeared at the time of transfer or deemed transfer that the

project would have lasted more than twelve months.

Paragraph 5 lists examples of activities that will not
constitute a permanent establishment, even if conducted
through a fixed place of business. The paragraph provides
that a permanent establishment does not include: the use of
facilities solely for the purpose of storage, display, or
delivery of goods or merchandise belonging to an enterprise;
the maintenance of a stock of goods or merchandise belonging
to an enterprise solely for the purpose of storage, display,
or delivery; the maintenance of a stock of goods or
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merchandise belonging to an enterprise solely for the purpose
of processing by another enterprise; the maintenance of a
fixed place of business solely for the purpose of purchasing
goods or merchandise, or of collecting information, for an
enterprise; the maintenance of a fixed place of business
solely for the purpose of carrying on for an enterprise any
other activity of a preparatory or auxiliary character; or
the maintenance'of a fixed place of business solely for any
combination of the above activities.

Paragraph & provides that, except for assets referred to
in paragraph 2 of Article 5 (Real Property), transfers and
deemed transfers of property by an individual domiciled in a
Contracting State, which property pertains to a fixed base
situated in the other Contracting State and which is used for
the performance of independent personal services, may be
taxed in that other State. The concept of a "fixed base" is

analogous to that of a "permanent establishment."

Article 7. PROPERTY NOT EXPRESSLY MENTIONED

Pursuant to this Article, transfers or deemed transfers
of proberty which are not subject to the operative provisions
of Article 5 (Real Property) or 6 (Business Property of a
Permanent Establishment and Assets Pertaining to a Fixed Base
Used for the Performance of Independent Personal Services)
shall, subject to the saving clause of paragraph 3 of Article
1 (Scope), be taxable only by the Contracting State in which
the individual making the transfer or deemed transfer is
domiciled. Under this Article, for example, Sweden has the
primary right to tax shares of stock in a U.S. corporation
which form part of the estate of a decedent domiciled in

Sweden but which do not form part of the business property of
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a permanent establishment in the United States. If the
decedent is a U.S. citizen, the United States also would be
able to tax those shares under paragraph 3 of Article 1
(Scope), provided the United States allows a credit for the
Swedish tax imposed on the shares. Similarly, Sweden would
have the primary right to tax real property situated in a
third state which was owned by a decedent domiciled in Sweden
since the transfer of such property would not be subject to

the operative provisions of Article 5 (Real Property).

Paragraph 2 applies to the case where one State
considers a property right as covered by Article 5 (Real
Property) or Article 6 (Business Property of a Permanent
Establishment and Assets Pertaining to a Fixed Base Used for
the Performance of Independent Personal Services), but the
other State treats that right as an interest in a partnership
or trust governed by paragraph 1. Such cases could result in
either double taxation or double exemption. Paragraph 2
resolves the issue by determining the nature of the right
under the law of the State in which the transferor or deemed
transferor is not domiciled.

Article 8. DEDUCTIONS AND EXEMPTIONS

éaragraph 1 provides rules for property taxable only in
accordance with Article 5 (Real Property) (i.e., real
property which is located in one Contracting State and which
is transferred or deemed transferred by a person domiciled in
the other Contracting State). Thus, the paragraph 1 rules
are relevant only for property taxable on a situs basis and
specify the deductions which the situs State must allow.
These rules provide that debts incurred for the acquisition,

conversion, repair, or upkeep of property referred to in
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Article 5 (Real Property) shall reduce or be deducted from
the value of such property.

The rules of paragraph 1 differ from those under U.S.
statutory law, which require expenses, claims and other
indebtedness (with the exception of nonrecourse indebtedness)
to be apportioned on the basis of the relative values of the
portions of the estate of a nonresident alien individual
located within and without thé United States.

Subject to paragraph 1, paragraph 2 regquires the
deduction of debts pertaining to the business property or
assets of a permanent establishment or fixed base referred to
in paragraphs 1 or 6 of Article 6 (Business Property of a
Permanent Establishment and Assets Pertaining to a Fixed Base
Used for the Performance of Independent Personal Services)
from the value of the permanent establishment or fixed base,

as the case may be.

Paragraph 3 provides that if the debt exceeds the value
of the property from which it is deductible in a Contracting
State under paragraphs 1 and 2, the excess will be deductible
from the value of any other property taxable in that State.
Paragraph 4 provides that any other debts must be deducted
from the value of property taxable by the State of domicile
of the transferor or deemed transferor under paragraph 1 of
Article 7 (Property Not Expressly Mentioned), and paragraph 5
provides that any excess debt still remaining after the
allocations referred to in paragraphs 3 and 4 shall be
deducted from the value of the property liable to tax in the

other Contracting State.

Paragraph 6 provides that notwithstanding paragraph 2 of

Article 1 (Scope), if any debt is deducted in accordance with
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the provisions of Article 8 (Deductions and Exemptions), no
deduction will be allowed for any debt under the law of the
United States which provides for a different allocation.
Thus, a choice must be made under paragraph 2 of Article 1
(Scope) between the deduction rules in the internal law of
the United States and the rules of Article 8 (Deductions and
Exemptions), but the set of rules so chosen must be used

consistently and exclusively.

The application of the rules of paragraphs 1 through 6
of this article may be illustrated as follows: A Swedish
domiciliary dies holding real estate in the United States
with a fair market value of $500,000 and subject to a
purchase money mortgage of $200,000. The estate also has
non-U.S. situs property with a gross value of $500,000, for a
total gross estate of $1,000,000. Such non-U.S. situs
property is not property the transfer of which would be
subject to the operative provisions of either Article 5 (Real
Property) or Article 6 (Business Property of a Permanent
Establishment and Assets Pertaining to a Fixed Base for the
Performance of Independent Personal Services) since the
decedent was domiciled in Sweden at the time of his death.
The estate incurs administrative expenses of $100,000. Under
U.S. statutory law, the estate would be entitled to deduct a
proportionate amount of the allowable indebtedness and
expenses of $300,000; and since one-half the estate is
located and taxable in the United States, a deduction of
$150,000 would be allowed. Under the Convention, the estate
would deduct the full $200,000 mortgage from the value of its
U.S. real estate under paragraph 1. The remaining $100,000
in administrative expenses would be deducted under paragraph
4 from the value of the non-U.S. situs property liable to

Swedish tax.
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Sections 2055 (a) (2) and 2522(a) (2) of the Code provide
U.S. citizens or residents with a deduction for transfers of
property to or for the use of a domestic or foreign
corporation organized and operated for religious, charitable,
scientific, literary or educational purposes. In the case of
nonresident aliens, however, sections 2106 (a) (2) and
2522 (b) (2) allow a deduction for estate and gift tax purposes
only for the transfer of property to, or for the use of,
domestic corporations organized and operated for these
purposes. Paragraph 7 provides that transfers and deemed
transfers of property made to a corporation or organization
of one Contracting State that is organized and operated
exclusively for religious, charitable, scientific, or
educational purposes that are tax exempt in that Contracting
State shall be exempt from tax in the other Contracting
State, provided the transfer would be tax exempt if made to a
similar entity in that other State. Thus, unlike U.S.
statutory law, paragraph 7 would require the United States to
allow a deduction for the transfer of property by a
domiciliary of Sweden to a Swedish corporation organized
exclusively for religious, charitable, scientific or
educational purposes, provided that the transfer is exempt
from tax in Sweden and would be deductible under U.S.
statutory law if made to a similar U.S. corporation.

Since paragraph 7, according to paragraph 4 of Article 1
(Scope), is an exception to the saving clause, it requires
Sweden to allow a deduction for a contribution by either its
own domiciliary or a U.S. domiciliary to a U.S. corporation
or organization operated for the specified purposes, provided
the contribution would be tax exempt if made to a similar
corporation or organization in Sweden. Paragraph 7 does not
alter application of the provisions of the Internal Revenue

Code that allow deductions for transfers and deemed transfers
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by nonresident alien individuals to certain political
entities, fraternal societies operating under the lodge
system, and veterans organizations.

Paragraph 8 obligates the United States to give a
marital deduction for interspousal transfers of noncommunity
property from domiciliaries of Sweden. Subparagraph 4a)
provides that such property may be included in the taxable
base of the United States only to the extent its value
exceeds 50 percent of the value of all the property (taking
into account any applicable deductions) which may be taxed by
the United States. Thus, noncommunity property transferred
from a Swedish domiciliary to his or her spouse may be taxed
by the United States only to the extent it exceeds 50 percent
of the net value of all property which may be taxed by the
United States.

Subparagraph 4b) provides that the tax imposed by the
United States on interspousal transfers of noncommunity
property by a domiciliary of Sweden who receives the marital
deduction under subparagraph 4a) shall be computed by
applying the tax rates applicable to a domiciliary of the
United States. The resulting liability would be compared
with that imposed on a nonresident alien individual under
U.S. statutory law (taking the other rules of the Convention
into account), and the tax liability would be limited to the

lower of the two amounts.

The rules of paragraph 4 may be illustrated by the case
of a domiciliary of Sweden who dies with a taxable estate of
$2,000,000 in noncommunity property. The entire estate is
comprised of property that may, under the Convention, be
taxed by the United States. All the property is transferred

to the decedent's spouse, and the decedent made no lifetime
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transfers of U.S. property. According to the Convention, the
taxable base is the excess over 50 percent of all taxable
property, or $1,000,000., If the decedent had been domiciled
in the United States, the tax liability on $1,000,000 would
be $342,200 ($345,800 less the $3,600 unified credit). This
is the maximum U.S. tax liability in this case and compares
favorably with the $380,400 ($384,000 less the $3,600 unified
credit) tax liability on the §2,000,000 estate of the
decedent under United States law, apart from the Convention.

If, however, only $500,000 was transferred to the
decedent's spouse, the taxable base, under the Convention,
would be the $1,500,000 in property not transferred to the
spouse. The tax liability would be $552,200 ($555,800 less
the $3,600 unified credit). 1In this case, the treaty
provision does not provide for reduced taxation. The estate
would be better off by computing its U.S. tax liability under
United States statutory law (i.e., $380,400).

Paragraph 9 allows the surviving spouse of a U.S.
domiciliary or national to elect that the Swedish tax be
assessed as if the provisions of Swedish law regulating
matrimonial property rights were applicable to property
passing to that spouse in any case where the property rights
of the spouse are not regulated by Swedish general law

regarding matrimonial property.

Article 9. METHODS FOR ELIMINATION OF DOUBLE TAXATION

The purpose of this Article is to specify the mechanics
for avoidance of double taxation. It establishes rules for
determining when a Contracting State will credit the taxes of

the other Contracting State where both States tax transfers
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or deemed transfers of the same property. This can happen,
for example, if one Contracting State has the primary right
to tax transfers and deemed transfers of property on the
basis of situs under Article 5 (Real Property) or Article 6
(Business Property of a Permanent Establishment and Assets
Pertaining to a Fixed Base Used for the Performance of
Independent Personal Services), but if the other Contracting
State has the right to tax the same property on the basis of
domicile. .

Paragraph 1 applies when the United States imposes tax
on the basis of the domicile (as determined under Article 4
(Fiscal Domicile)) or citizenship of an individual. Under
subparagraph la), the United States will credit tax paid to
Sweden with respect to transfers and deemed transfers of
property described in Article 5 (Real Property) or 6
(Business Property of a Permanent Establishment and Assets
Pertaining to a Fixed Base Used for the Performance of
Independent Personal Services). In addition, the United
States is required under subparagraph lb), when it taxes on
the basis of citizenship, to credit taxes imposed by Sweden
on the basis of domicile. This provision obligates the
United States, for example, to credit the tax imposed by
Sweden on shares of stock in a U.S. corporation transferred
by a U.S. citizen domiciled in Sweden. This subparagraph
does not apply to a former U.S. citizen who renounced his
citizenship primarily for tax avoidance purposes. The
Convention does not obligate the United States to credit
taxes imposed on these individuals on the basis of their

domicile in another State.

Paragraph 2 establishes reciprocal credit rules for
Sweden. Paragraph 2 thus requires Sweden to allow a credit
for tax paid to the United States on transfers of property
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taxable by the United States on a situs basis against tax
imposed by Sweden with respect to such transfers on a
domiciliary basis. Also, if Sweden taxes transfers or deemed
transfers on the basis of citizenship, it must credit the tax
paid to the United States on a domiciliary basis.

Paragraph 3 provides for the credit of a gift or
generation-skipping tax againﬁt a subsequently levied estate
tax. For example, if the United States imposes a gift tax on
the transfer by a domiciliary of Sweden of U.S. real property
and if the real property is subject to Swedish tax at the
time of death, Sweden is -required by paragraph 3 to give a
credit for the U.S. gift tax.

Paragraph 4 preserves the credit despite internal relief
allowed by a Contracting State on successive transfers of
property. It provides that the credit allowed by a Con-
tracting State under paragraph 1 or 2 shall not be redunced by
a credit allowed by the other Contracting State for taxes
paid on prior transfers or deemed transfers, For example,
section 2013 of the Code, which is intended to prevent
diminution of an estate by successive taxes on the same
property within a brief period, provides U.S. citizens or
residents with an estate tax credit for Federal estate taxes
paid on the transfer of property to the present decedent from
an individual who died within 10 years before or 2 years
after the present decedent. Paragraph 4 requires Sweden to
preserve the relief accorded under section 2013 by crediting
the full tax allowed by paragraph 1 or 2, unreduced by any
credit allowed by the United States for taxes paid on

previous transfers or deemed transfers.

Although the provisions of Article 2 (Taxes Covered)

generally extend the coverage of the Convention only to
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Federal taxes, paragraph 5 of this Article provides that the
credit allowed by a Contracting State according to paragraphs
1, 2, 3, and 4 shall include credit for taxes paid to
political subdivisions of the other Contracting State to the
extent such taxes are allowed as credits by that other State.
As section 2011 (a) of the Code allows a credit against the
Federal estate tax for estate and inheritance taxes paid to
any State or the District of Columbia, paragraph 5 thus
requires Sweden to allow a credit for these taxes to the

extent they are creditable against the Federal estate tax.

Paragraph 6 limits the credit allowed by paragraphs 1
and 2 to the tax imposed by a Contracting State on the
property in respect of which a credit is claimed. The
purpose of the limitation is to prevent a credit from eroding
the tax imposed by a Contracting State on transfers or deemed
transfers of property which may not, under the Convention, be
taxed by the other Contracting State. In making this
calculation the tax on the property is determined before the

credit is given.

The application of paragraph 6 may be illustrated by the
case of a decedent who was a U.S. citizen domiciled in Sweden
and whose estate consisted of U.S. real property with a fair
market value of $20x and assets in Sweden with a fair market
value of $100x. The decedent made no transfers which would
qualify for either the charitable or marital deduction under
U.S. law. The entire $120x gross estate is taxable in the
United States on the basis of citizenship and in Sweden on
the basis of domicile. The United states retains primary
taxing jurisdiction over the U.S. real property and Sweden
over the other assets. If the inheritance tax in Sweden on
the $120x estate were $24x and the U.S. estate tax were $30x

before the allowance for any credits under this Article,
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Sweden would credit $4x of U.S. tax on the U.S. real property
(i.e., a credit for the U.S. tax of $5x on that property
($20x/8120x times $30x), but limited to the $4x of Swedish
tax on that property ($20x/$120x times $24x)). The portion
of the $24x of Swedish tax that is attributable to the $100x
of property in Sweden is $20x ($100x/$120x times $24x). Since
this is less than the $25x of U.S. tax attributable to the
same property ($100x/$120x times 30x), the United States
would credit the full $20x of net tax paid to Sweden, and
there would be net U.S. tax liability of $10x.

Paragraph 7 specifies a time period for claiming the
credit under this Article. Under section 2014(e) of the
Code, the credit for foreign death taxes must be claimed by
the latest of: the date 4 years from the filing of the
estate tax return; the date of the expiration of any
extension of time for paying the Federal estate tax; or the
date 60 days after a final decision of the Tax Court on a
timely filed petition for redetermination of a deficiency.
Paragraph 7 extends the time period by providing that any
claim for credit or refund based on this Article may be made
any time until the later of the date six years from the date
of the event giving rise to liability to tax or the date one
year from the last date on which tax for which the credit is
given is due. The competent authorities may in appropriate
circumstances extend this time limit where the final
determination of the taxes which are the subject of the claim

for credit is delayed.
Article 10. NON-DISCRIMINATION
Paragraph 1 prohibits discrimination based solely on

citizenship. It states that citizens of a Contracting State,
wherever they are resident, shall not be subjected in the
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other Contracting State to taxation or any requirement
connected therewith which is other or more burdensome than
the taxation or connected requirements to which citizens of
the other Contracting State in the same circumstances are or
may be subjected. The paragraph specifies that a Swedish
citizen who is not a resident of the United States is not in
the same circumstances as a U.S. citizen who is not a
resident of United States. The reason for this provision is
that the United States taxes its citizens on a worldwide
basis regardless of residence, while nonresident alien
individuals are taxed only on a situs or source basis.
Paragraph 1 allows the United States to maintain this
distinction in applying its law to citizens and nonresident
alien individuals. The paragraph provides a similar rule for
the purpose of Swedish taxes, specifying that a U.S. citizen
who is not a resident of Sweden is not in the same
circumstances as a Swedish citizen who is not a resident of

Sweden.

Paragraph 2 extends similar protection from discrimina-
tion by one Contracting State against a permanent establish-
ment which a resident of the other Contracting State has in
the first State. This paragraph is designed to prohibit
discrimination based upon the residence of the person owning
the enterprise which has a permanent establishment; it is not
intended to require a Contracting State to grant a resident
of the other Contracting State any personal allowances,
relief, or reductions on account of civil status or family

responsibilities which it grants to its own residents.

Paragraph 3 extends similar protection against
discrimination by one Contracting State to entities that are
organized under the laws of that State and the capital of
which is wholly or partly owned or controlled directly or
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indirectly by one or more individual residents of the other
Contracting State. This provision relates only to the
taxation of entities (such as partnerships or corporations)
and not to the persons owning or controlling their capital.
Its object is to ensure equal treatment for taxpayers
residing in the same State and not to subject capital in the
hands of foreign partners or shareholders to treatment
identical to that applied to capital held by U.S. persons.
Paragraphs 2 and 3 will apply frequently to taxes which are
covered by paragraph 4 of this Article but which are not

generally covered by the Convention.

Paragraph 4 provides that the provisions of this Article
apply to all taxes imposed by a Contracting State or a
political subdivision or local authority thereof. Thus, the
non-discrimination provisions are not confined to the taxes
generally covered by the Convention (i.e., the Federal
estate, gift, and generation-skipping transfer taxes in the
United States and the inheritance tax and gift tax in

Sweden) .

The term "resident" as used in this Article is not
defined in the Convention and, accordingly, is to be
interpreted in accordance with the rules set forth in
p&ragraph 2 of Article 3 (General Definitions).

Article 11. MUTUAL AGREEMENT PROCEDURE

This Article specifies a procedure for resolving
differences arising out of the administration and application
of the Convention. Under paragraph 1, if a person considers
that the actions of one or both of the Contracting States

result or will result in taxation which is not in accordance
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with the Convention, he may present his case to the competent
authority of the Contracting State of which he is a resident
or citizen. Although a person need not exhaust other admin-
istrative or judicial remedies prior to resorting to the
mutual agreement procedure, it is expected that a person
normally will do so. It is not required that the actions
concerned already have resulted in taxation not in accordance
with the Convention. The threat of such taxation is
sufficient to justify a presentation to the competent
authority. Such a presentation must be made, however, within
one year after a claim under the Convention for exemption,

credit, or refund has been finally settled or rejected.

Paragraph 2 provides that if the competent authority to
which a case is presented considers an objection justified
and cannot by itself arrive at a satisfactory solution, it
will attempt to resolve the case by discussion and agreement
with the competent authority of the other Contracting State.
In cases where the competent authorities reach an agreement,
the agreement will be implemented in accordance with the
Convention notwithstanding any time limits or any other
procedural limitations applicable under the internal laws of
the Contracting States. This provision can only benefit a
taxpayer, as no additional tax may be imposed if such would
be precluded under the internal law of the taxing State by a
statute of limitations or a closing agreement. 1In cases
where an agreement cannot be reached between the competent
authorities, the United States is not required to provide

relief from double taxation on a unilateral basis.

Paragraph 3 permits the competent authorities of the
Contracting States to endeavor to resolve difficulties or
doubts regarding the interpretation or application of the
Convention, such as the meaning of terms.
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The competent authorities are not required to proceed
through diplomatic channels in order to reach an agreement in
accordance with the provisions of this Article. Paragraph 4
allows them to communicate with each other directly for the
purpose of reaching such an agreement.

Article 12. EXCHANGE OF INFORMATION

This article provides a system of administrative
cooperation between the Contracting States. Paragraph 1
requires the exchange of .information necessary for carrying
out the provisions of the Convention or the domestic laws of
the Contracting States concerning the taxes to which the
Convention applies. Such exchange may be either upon request
or on a routine basis not requiring a specific request. The
requirement to exchange information is not restricted by
Article 1 (Scope); thus, information may be exchanged which
relates to the taxation of individuals not domiciled in
.either Contracting State. The competent authorities may
exchange information in connection with tax compliance
generally, as well as information regarding illegal acts or

crimes.

Any information received by a Contracting State must be
treated as secret in the same manner as information obtained
under the domestic laws of that State. The information may
be disclosed only to persons or authorities (including a
court or administrative body) involved in the administration,
assessment, or collection of, the enforcement or prosecution
in respect of, or the determination of appeals in relation
to, the taxes covered by the Convention. The Convention
contemplates that the information may be disclosed to the

Congress and its administrative agencies, such as the General
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Accounting Office. Persons receiving information shall use
the information only for the specified purposes, but they may
disclose such information in public court proceedings or
judicial decisions.

Paragraph 2 places limits on the obligations imposed on
a Contracting State by paragraph 1. A Contracting State is
not required to-carry out administrative measures at variance
with the laws and administrative practices of either
Contracting State or to supply information unobtainable under
the laws or normal administrative practices of either
Contracting State. Thus, a Contracting State is not bound to
go beyond its own laws and practices or those of the other
Contracting State in making information available to that
other State. 1In addition, it need not supply information
which would disclose any trade, business, industrial,
commercial, or professional secret or trade process, or
information the disclosure of which would be contrary to

public policy.

Paragraph 3 prescribes the method for collecting
requested information and the form in which such information
is to be provided. A Contracting State shall obtain the
information requested by the other Contracting State in the
same manner and to the same extent that it would for
obtaining information with respect to its own tax. 1If
specifically requested, this includes obtaining depositions
of witnesses and authenticated copies of unedited original
documents, such as books, papers, statements, records,

accounts, or writings.

Paragraph 4 provides that the obligations of this
Article shall apply to taxes of every kind imposed by a

Contracting State.
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Article 13, DIPLOMATIC AGENTS AND CONSULAR OFFICERS

Diplomatic agents and consular officers frequently are
accorded benefits under international laws and agreements.
Paragraph 1 preserves these benefits.

Paragraph 2 makes clear that the Convention does not
apply to officials of international organizations and members
of a diplomatic or consular ﬁission of a third State who are
not treated as domiciled in either Contracting State for
purposes of the Convention. The paragraph states explicitlv
what can be inferred from paragraph 1 of Article 1 (Scope),
i.e., that the Convention does not generally apply to
individuals who are not domiciled in either Contracting
State.

Article 14. ENTRY INTO FORCE

This Article specifies the procedure for bringing the
Convention into force. Paragraph 1 provides that the
Convention shall be ratified in accordance with the
applicable procedures of each Contracting State and that
instruments of ratification are to be exchanged as soon as
possible after both States have ratified the Convention.

Paragraph 2 provides that the Convention will enter into
force upon the exchange of instruments of ratification. 1In
the case of the United States, it will apply to transfers of
estates of individuals dying, gifts made, and generation-
skipping transfers on or after the date of exchange of
instruments of ratification. In the case of Sweden, it will
apply to the inheritance tax imposed on transfers by persons
who die on or after that date and to the gift tax on gifts by
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reference to which there is a charge to tax which arises on
or after that date.

Article 15, TERMINATION

This Article specifies the procedure for terminating the
Convention, which is to remain in force indefinitely until
terminated by one of the Contracting States. A Contracting
State may not terminate the Convention until it has been in
force at least five years. Then either Contracting State may
terminate the Convention by providing the other State at
least six months prior notice through diplomatic channels.
The notice must specify the date of termination. If the
Convention is terminated in accordance with these procedures,
it will have no effect after the December 31 which either is
or next follows the specified termination date, but will
continue to apply in respect of the estate of any individual
dying before the end of that period and in respect of any
event (other than death) occurring before the end of that
period and giving rise to liability to tax under the law of

either Contracting State.

000



TREASURY NEWS

pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE December 28, 1983

RESULTS OF AUCTION OF 7-YEAR NOTES

The Department of the Treasury has accepted $ 5,253 million of
$13,537 million of tenders received from the public for the 7-year
notes, Series D-19%1, auctioned today. The notes will be issued
January 4, 1984, and mature January 15, 1991,

The interest rate on the notes will be 11-3/4%. The range of
accepted competitive bids, and the corresponding prices at the 11-3/4%
interest rate are as follows:

Yield Price
Low 11.74% 100.028
High 11.75% 99.981
Average 11.75% 99.981

Tenders at the high yield were allotted 97%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston S 146,910 S 15,760
New York 11,984,098 4,764,481
Philadelphia 6,042 5,042
Cleveland 71,147 29,886
Richmond 24,350 18,260
Atlanta 32,865 21,775
Chicago 674,930 225,380
St. Louis 78,606 76,606
Minneapolis 10,989 8,989
Kansas City 30,912 30,912
Dallas 7,263 7,263
San Francisco 467,680 47,675
Treasury 824 824

Totals $13,536,616 $5,252,853

The $ 5,253 million of accepted tenders includes $ 558 million
of noncompetitive tenders and $ 4,695 million of competitive tenders

from the public.

In addition to the $5,253 million of tenders accepted in the
auction process, $255 million of tenders was awarded at the average
price to Federal Reserve Banks as agents for foreign and international
monetary authorities.

R-2474
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yepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE December 27, 1983

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,402 million of 13-~week bills and for $6,410 million
of 26-week bills, both to be issued on December 29, 1983, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing March 29, 1984 ¢ maturing June 28, 1984
Discount Investment : Discount Investment
Rate Rate 1/ Price : Rate Rate 1/ Price
Low 8.87% a/ 9.22% 97.758 9.09% 9.69% 95.405
High 8.967 9.32% 97.735 9.15% 9.75% 95.374
Average 8.947 9.307% 97.740 9.14% 9.74% 95.379

a/ Excepting 1 tender of $2,000,000.

Tenders at the high discount rate for the 13-week bills were allotted 50%.
Tenders at the high discount rate for the 26-week bills were allotted 617%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 232,205 § 132,205 ¢ 8 151,090 § 101,090
New York 12,245,370 5,200,370 ¢ 14,048,120 5,531,220
Philadelphia 36,645 36,645 : 17,875 17,875
Cleveland 99,325 79,325 : 42,240 42,240
Richmond 29,520 29,520 : 45,450 38,720
Atlanta 32,690 32,690 : 34,925 34,925
Chicago 1,395,875 540,875 : 1,157,115 250,065
St. Louis 57,865 50,865 : 70,445 62,665
Minneapolis 17,080 17,080 : 34,730 32,730
Kansas City 32,160 32,160 : 43,055 43,055
Dallas 30,790 28,290 : 28,275 25,325
San Francisco 724,795 74,795 : 695,595 45,595
Treasury 146,845 146,845 : 183,295 183,295
TOTALS $15,081,165 $6,401,665 : $16,552,210  $6,409,800
Type
Competitive $12,819,025  $4,139,525 : $13,844,890  $3,702,480
Noncompetitive 831,650 831,650 : 724,020 724,020
Subtotal, Public $13,650,675  $4,971,175 : $14,568,910  $4,426,500
Federal Reserve 1,288,490 1,288,490 : 1,100,000 1,100,000
Foreign Official
Institutions 142,000 142,000 : 883,300 883,300
TOTALS $15,081,165  $6.401,665 : 816,552,210  $6,409,800

1/ Equivalent coupon—issue yield.
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pepurtment Oof the Treasury o Wushington, D.C. o Telephone 566-2041
FOR IMMEDIATE RELEASE December 27, 1983

RESULTS OF AUCTION OF 4-~YEAR NOTES

The Department of the Treasury has accepted $6,014 million of
$18,844 million of tenders received from the public for the 4-year
notes, Series L-1987, auctioned today. The notes will be issued
January 3, 1984, and mature December 31, 1987.

The interest rate on the notes will be 11-1/4%. The range of
accepted competitive bids, and the corresponding prices at the 11-1/4%
interest rate are as follows:

Yield Price
Low 11.35% 99.686
High 11.36% 99.655
Average 11.35% 99.686

Tenders at the high yield were allotted 36%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location Received Accepted
Boston $ 191,499 $ 60,999
New York 16,582,711 5,308,927
Philadelpbia 15,421 15,421
Cleveland 127,375 46,990
Richmond 75,743 36,043
Atlanta 71,542 27,542
Chicago 913,309 280,829
St. Louis 121,641 98,641
Minneapolis 34,215 27,215
Kansas City 60,945 56,945
Dallas 12,620 10,620
San Francisco 635,688 42,528
Treasury 1,224 1,224

Totals $18,843,933 $6,013,924

The $6,014 wmillion of accepted tenders includes $ 792 mwillion of
noncompetitive tenders and $5,222 million of competitive tenders from
the public.

In addition to the $6,014 million of tenders accepted in the
auction process, $180 million of tenders was awarded at the average
price to Federal Reserve Banks as agents for foreign and international
monetary authorities. An additional $370 million of tenders was also

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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TREASURY NEWS

pepartment of the Treasury o Washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 4:00 P.M. December 27, 1983

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 $12,800 million, to be issued January 5, 1984. This
offering will provide $525 million of new cash for the Treasury,
as the maturing bills are outstanding in the amount of $12,265
million, including $772 million currently held by Federal Reserve
Banks as agents for foreign and international monetary authorities
and $2,691 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 $ 6,400
million, representing an additional amount of bills dated
October 6, 1983, and to mature April 5, 1984 (CUSIP
No. 912794 EU 4), currently outstanding in the amount of $ 6,045
million, the additional and original bills to be freely
interchangeable.

182-day bills for approximately $ 6,400 million, to be dated
January 5, 1984, and to mature July 5, 1984 (CUSIP
No. 912794 FM 1).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing January 5, 1984. Tenders from Fed-
eral Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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 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.

R-2477
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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, prior to 1:30 p.m., Eastern Standard time, Tuesday,
January 3, 1984. 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 §1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 January 5, 1984, in cash or other immediately-available funds
or in Treasury bills maturing January 5, 1984. 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 cf 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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pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE

December 29, 1983

RESULTS OF AUCTION OF 19-YEAR 10-MONTH TREASURY BONDS

The Department of the Treasury has accepted $3,754 million of
$8,934 million of tenders received from the public for the 11-7/8%
19-year 10-month Bonds of 2003, auctioned today. The bonds will be
issued January 4, 1984, and mature November 15, 2003.

The range of accepted competitive bids was as follows:

Yield Price
Low 11.92% 99.538
High 11.96% 99.237
Average 11.95% 99.312

Tenders at the high yield were allotted 48%.

TENDERS RECEIVED AND ACCEPTED (In Thousands)

Location

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco
Treasury

Totals

The $3,754 million of accepted tenders includes $ 355

Received

$ 117,415
7,915,097
345
19,417
10,069
12,533
456,366
48,607
9,409
14,179
1,067
328,981
265

$8,933,750

Accepted

$ 7,415
3,468,177
345
13,377
9,289
7,533
149,586
47,597
9,409
14,179
1,067
25,381
265

$3,753,620

million

of noncompetitive tenders and $3,399 million of competitive tenders

from the public.
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jepartment of the Treasury e Washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 4:00 P.M. January 3, 1984

TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling
approximately $12,800 million, to be issued January 12, 1984.
This offering will provide $ 475 million of new cash for the
Treasury, as the maturing bills are outstanding in the amount
of $12,324 million, including $ 806 million currently held by
Federal Reserve Banks as agents for foreign and international
monetary authorities and $ 2,940 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 $ 6,400
million, representing an additional amount of bills dated
October 13, 1983, and to mature April 12, 1984 (CUSIP
No. 912794 EV 2), currently outstanding in the amount of $6,115
million, the additional and original bills to be freely
interchangeable.

182-day bills (to maturity date) for approximately $ 6,400
million, representing an additional amount of bills dated
July 14, 1983, and to mature July 12, 1984 (CUSIP
No. 912794 FE 9), currently outstanding in the amount of $ 7,846
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 January 12, 1984. Tenders from Fed-
eral Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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, prior to 1:30 p.m., Eastern Standard time, Monday,
January 9, 1984. 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 January 12, 1984, in cash or other immediately-available funds
or in Treasury bills maturing January 12, 1984. 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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pepartment of the Treasury ® Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE January 3, 1984

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,401 million of 13-week bills and for $ 6,414 million
of 26-week bills, both to be issued on January 5, 1984, were accepted today.
RANGE OF ACCEPTED

13-week bills 26—week bills

COMPETITIVE BIDS: maturing April 5, 1984 maturing July 5, 1984
Discount Investment Discount Investment
Rate Rate 1/ Price Rate Rate 1/ Price
Low 9.00% 9.36% 97.725 9.16% 9.77% 95.369
High 9.05% 9.427% 97.712 9.19% 9.80% 95.354
Average 9.04% 9.41% 97.715 9.197 9.80% 95.354

Tenders at the high discount rate for the 13-week bills were allotted 9%.
Tenders at the high discount rate for the 26-week bills were allotted 53%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted Received Accepted
Boston $ 242,265 $ 40,810 P s 184,195 § 47,760
New York 14,803,025 5,275,925 ¢ 17,078,130 5,306,185
Philadelphia 22,490 22,490 17,970 17,970
Cleveland 45,220 36,120 52,565 40,215
Richmond 68,875 54,775 112,060 54,710
Atlanta 60,090 50,990 174,530 81,985
Chicago 1,503,750 384,340 1,394,990 260,520
St. Louis 88,000 59,000 114,290 65,290
Minneapolis 13,210 8,660 25,955 16,135
Kansas City 57,135 57,135 75,965 75,965
Dallas 31,870 27,250 31,465 29,115
San Francisco 816,530 98,230 858,965 80,165
Treasury 285, 300 285, 300 338,165 338,165
TOTALS $18,037,760  $6,401,025 $20,459,245  $6,414,180
Type
Competitive $15,366,390 $3,929,655 $17,611,860 $3,766,795
Noncompetitive 1,056,865 1,056,865 999,475 999,475
Subtotal, Public $16,423,255 $4,986,520 $18,611,335 $4,766,270
Federal Reserve 1,390,710 1,190,710 1,300,000 1,100,000
Foreign Official
Institutions 223,795 223,795 547,910 547,910
TOTALS $18,037,760  $6,401,025 $20,459,245  $6,414,180

An additional $ 6,505 thousand of 13-week bills and an additional $12,790
thousand of 26-week bills will be issued to foreign official institutions for

new cash.

1/ Equivalent coupon-issue yield.
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oepQPtInEHt of the Treasury ® Washington, D.C. o 'I'elephone 566-2041
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FOR IMMBDIATE RELEASB CONTACT: ROBERT LEVINE
January 5, 1984 (202) 566-2041

TREASURY TO SPONSOR DIRECT DEPOSIT TRAINING TELECONFERENCE

The Department of the Treasury announced today it will
sponsor a one-day direct deposit teleconference in 52 U.S. cities
on February 15, 1984,

Secretary of the Treasury Donald T. Regan, E. Gerald
Corrigan, president of the Federal Reserve Bank of Minneapolis,
and William E. Douglas, commissioner of Treasury's Bureau of
Government Financial Operations (BGFO) will address the daylong
conference. Experts in electronic funds transfer, commonly known
as direct deposit, will also be on hand in each location to
answer questions.

Co-sponsors of the conference are the Federal Reserve and
the Bank Administration Institute. The cost of the seminar is
$95, including lunch or brunch.

According to Mr. Douglas, the purpose of this first
Treasury-sponsored teleconference, is to train those people who
work in organizations which are recipients of direct deposit
payments. Topics to be discussed include:

-- a new green book on direct deposit procedures

-- one page guides on return items, changes, reclamations
and non receipts

-~ a new combined authorization form making enrollments
easier

-- review of responsibility on recovery actions and how to
limit your liability

- processing requests for refunds
-- returning payments automatically

-- how to increase direct deposits on a low marketing

The teleconference will be held in the following cities:

Eastern Standard Time Zone Central Time Zone
(Beginning at 11:30 a.m.) (Beginning at 10:30 a.m.)
Atlanta, Georgia Birmingham, Alabama
Baltimore, Maryland Chicago, Illinois
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Boston, Massachusetts
Buffalo, New York
Charleston, West Virginia
Charlotte, North Carolina
Cincinnati, Ohio
Cleveland, Ohio

Columbia, South Carolina
Detroit, Michigan

Fort Lauderdale, Florida
Hartford, Connecticut
Indianapolis, Indiana
Lansing, Michigan
Louisville, Kentucky
Newark, New Jersey

New York, New York
Orlando, Florida
Philadelphia, Pennsylvania
Pittsburgh, Pennsylvania
Richmond, Virginia
Washington, D.C.
Jacksonville, Florida

Mountain Time Zone
(Beginning at 9:30 a.m.)

Denver, Colorado
Helena, Montana
Phoenix, Arizona
Salt Lake City, Utah
Boise, Idaho

Casper, Wyoming

Dallas, Texas

Des Moines, Iowa
Houston, Texas
Jackson, Mississippi
Kansas City, Missouri
Little Rock, Arkansas
Madison, Wisconsin
Memphis, Tennessee
Minneapolis, Minnesota
Nashville, Tennessee
New Orleans, Louisiana
Oklahoma City, Oklahoma
Omaha, Nebraska

San Antonio, Texas
Springfield, Illinois
St. Louis, Missouri
Sioux City, Iowa

Pacific Time Zone
(Beginning at 8:30 a.m.)

Los Angeles, California
Portland, Oregon

San Francisco, California
Seattle, Washington

To register for pa}ticipation in the conference at any
location call: 1-312-228-2359 or 1-312-228-2412,

Registration closes on February 10, 1984.
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January 6, 1984

Statement by Secretary Regan

Today's release on December unemployment is one more signal
of the strength of the recovery. The growth in the labor force
last month was more than offset by growth in employment and,

significantly, this increase in the work force is broadly based.

There are now almost 4 million more American men and women
at work today than there were this time last year. That has got
to be good news for everybody.
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pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE CONTACT: Stephen Hayes
January 6, 1984 566-5252

DOLIAR BILL SIGNING CEREMONY

Treasury Secretary Donald T. Regan and U.S. Treasurer
Katherine Davalos Ortega will observe $1 bills with both their
signatures rolling off the press for the first time, at the
Bureau of Engraving and Printing, Monday, January 9, at 9:30 a.m.

Secretary Regan and Treasurer Ortega will be escorted to the
press section by Bureau Director Robert J. Leuver. The press
will be started with the first sheets directed from the feeder
end through the intaglio process to the delivery end of the
press. The sheets will then be removed to an examining table,
where the Secretary and Treasurer will inspect them.

The currency, of series 1981A, will be introduced in
February in the $1 denomination. Conversion of all currency to
the new series is expected within six months. The new series
will be issued as old plates wear and as stocks of the former
series are depleted.

The alpha suffix to 1981 indicates that a single signature
-- in this case, that of the Treaurer -- has been changed. A new
date is used only when the signatures of the Treasurer and
Secretary of the Treasury change simultaneously, or when some
other basic design alteration has been made.

The series 1981A currency will be printed on a sheet-fed
Giori I-8 cylinder wipe press, which can produce approximately
8,200, 32-subject sheets per hour. The Bureau currently has
eight I-8 cylinder wipe presses to produce currency, each of
which is operated by two plate printers.

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

FOR IMMEDIATE RELEASE

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

January 9, 1984

Tenders for $6,421 million of 13-week bills and for $6,420 million

of 26-week bills, both to be issued on

RANGE OF ACCEPTED
COMPETITIVE BIDS:

Low
High
Average

13-week bills

January 12, 1984,

were accepted today.

26-week bills

a/ Excepting 1 tender of $2,000,000.

maturing April 12, 1984 maturing July 12, 1984
Discount Investment Discount Investment
Rate Rate 1/ Price Rate Rate 1/ Price
8.90%5/ 9.267 97.750 9.08% 9.67% 95.410
8.93% 9.297% 97.743 9.11% 9.717% 95.394
8.92% 9.28% 97.745 9.10% 9.70% 95.399

Tenders at the high discount rate for the 13-week bills were allotted 79%.
Tenders at the high discount rate for the 26-week bills were allotted 40%.

location

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco
Treasury

TOTALS

Type
Competitive
Noncompetitive

Subtotal, Public

Federal Reserve
Foreign Official
Institutions

TOTALS

1/ Equivalent coupon-issue yield.
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TENDERS RECEIVED AND ACCEPTED

(In Thousands)

Received Accepted

$ 247,390 $ 62,390
14,614,380 5,105,330
30,150 30,150
45,625 40,625
47,425 47,215
54,045 54,045
1,497,385 278,695
105,550 76,550
28,190 20,905
45,985 45,485
31,475 30,425
1,276,170 308,020
320,865 320,865
$18,344,635 $6,420,700
$15,648,725  $3,974,790
1,170,575 1,170,575
$16,819,300  $5,145,365
1,515,335 1,265,335
10,000 10,000
$18,344,635  $6,420,700

Received Accepted

$ 167,210 $§ 60,210
15,306,605 5,104,885
28,445 28,445
65,955 47,955
86,110 82,110
155,175 154,275
1,060,820 145,620
101,185 72,185
29,925 24,925
64,585 64,585
35,835 32,835
1,191,685 178,685
423,695 423,695
$18,717,230 $6,420,410
$15,466,245 $3,419,425
1,194,685 1,194,685
$16,660,930 $4,614,110
1,425,000 1,175,000
631,300 631,300
$18,717,230 $6,420,410
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pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 4:00 P.M. January 10, 1984

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 $12,800 million, to be issued January 19, 1984. This
offering will provide $500 million of new cash for the Treasury,
as the maturing bills are outstanding in the amount of $12,289
million, including $1,275 million currently held by Federal Reserve
Banks as agents for foreign and international monetary authorities
and $ 2,096 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 $ 6,400
million, representing an additional amount of bills dated
April 21, 1983, and to mature April 19, 1984 (CUSIP
No. 912794 EF 7), currently outstanding in the amount of $13,807
million, the additional and original bills to be freely
interchangeable.

182~-day bills for approximately §$ 6,400 million, to be dated
January 19, 1984, and to mature July 19, 1984 (CUusIp
No. 912794 FN 9).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing January 19, 1984. Tenders from Fed-
eral Reserve Banks for themselves and as agents for foreign and
international monetary authorities will be accepted at the weighted
average bank discount rates 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 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, wWashington, D. C.
20226, prior to 1:30 p.m., Eastern Standard time, Monday,
January 16, 1984. 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale cr other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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



- 3 -

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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 January 19, 1984, in cash or other immediately-available funds
or in Treasury bills maturing January 19, 1984. 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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pepartment of the Treasury ¢ Washington, D.C. ® Telephone 566-2041

FOR IMMIDIATE RELEASHE CONTA"T ¢ THARLES PNOWERS
Januaty 11, 1934 (202) 566-2041

J.5. AND RARBADOS
TO CONDJCT
[NCOME TAX TREATY NEGOTIATIONSG

The Treasury Department today annonnced that representia-
tives of the United States and Barbhados will meet in
Bridygetown, Rarbados during the week of February 13, 1384 to
begin negotiations of an income tax treaty between the two

countries,

A previous treaty hetween the two countries, which was
the result of a 19259 extension »f the then 2=2xisting treaty
between the Jnitad States and the Unit=2d Kinadom, was
terminated by the United States (along with 17 other similar
extension treaties) effective Tanuary 1, 1984,

The discussions will take iato Account the model income
rax treatias published by the Organization For Foconomis
Conneration and Development (0OFCD) and hy the ‘Inized Rtates,
as w2ll as any rchanges in these models necessary to reflect
Barbados' status as a developing country.

Anyone wishingy to provide informatinon or comments on tax
matters related to the forthcoming negntiations is iavitad
to do so by writing to A, W, Granwell, Tnternational Tax
Counsel, WU.S. Treasury Department, Room 3064, Washinglkon,
n.c. 20220,

This notice will apnpear in the Federal Register on
January 12, 1984.
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FOR IMMEDIATE RELEASE CONTACT: CHARLES POWERS
January 11, 1984 (202) 565-2041

UNITED STATES AND DOMINICAN REPUBLIC
REACH UNDERSTANDING ON SUBSTANCE
OF INFORMATION EXCHANGE MEMORAMNDUM

The Treasury Department today announced that the
Governments of the United States and the Dominican Republic
have reached an understanding on the substance of a
Memorandum between the two countries on the exchange of
information relating to taxes. The two countries agreed to
take steps necessary to finalize the text of the Memorandum
for formal signature,

The Memorandum would enter into force when signed by
duly authorized representatives of the two countries. The
Memorandum would satisfy the reguirzmeant for an exchange of
information agreement under section 222 of the Caribhean
Basin Economic Recovery Act (section 274 (h) of the Internal
Revenue Code).

000
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partment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2021

FOR IMMENDIATE RELFASE CONTACT: Charles Powers
January 13, 1984 (202) 566-2041

TREASURY ISSUES TAX HAVEN REPORT

The Treasury Department today released the report, Tax
Havens in the Caribbean Basin. The report, required by
section 223 of the Caribbean Basin Economic Recovery Act of
1983, was written jointly by the Treasury Department, the
Internal Revenue Service, and the Justice Department.

The report describes the characteristics and uses of tax
havens. Data on banking and other financial activity in and
related to the Caribbean Basin are presented. The report
includes several examples, drawn from recent Justice
Department cases, of the use of tax havens for criminal
activities. Current anti-tax haven efforts of the Treasury
Department, the Internal Revenue Service, and the Justice
NDepartment are also discussed. The report is available for sale
through the Superintendent of Documents, U.S. Government Printing
Office, Washington, D.C. 20402. Stock number 048-000-00361-3.

¥ ##
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FOR RELEASE: Contact: Charles Powers
6:30 A.M. EST (202) 566-2041
Saturday, January 14, 1984 ,

TREASURY SECRETARY REGAN ANNOUNCES
SECRET SERVICE PROTECTION FOR SEVEN
PRESIDENTIAL CANDIDATES

Secretary of the Treasury Donald T. Regan announced that
U.S. Secret Service protection has been authorized to begin today
for seven Democratic presidential candidates. They are Reubin
Askew, Senator Alan Cranston, Senator John Glenn, Senator Gary
Bart, Senator Ernest Hollings, George McGovern, and Walter
Mondale. '

The Secretary of the Treasury has the responsibility, after
consulting with an Advisory Committee, for determining who is a
"major” candidate and thus qualifies for Secret Service
protection. The Advisory Committee consists of Speaker of the
House Thomas P. O'Neill, House Minority Leader Robert Michel,
Senate Majority Leader Howard Baker, Senate Minority Leader
Robert Byrd and a public member, William P. Rogers, former U.S.
Attorney General and Secretary of State. The public member is
selected by the other Committee members.

In November 1983, the Secretary and the Advisory Committee
adopted a set of guidelines for determining "major” Presidential
candidate status. For a person to be a "major" candidate under
the guidelines he or she should be: an announced candidate; be
seriously interested in and be campaigning nationally for the
office; qualify for federal matching funds under Federal Election
Commission (FEC) regulations and raise an additional $1.5 million
in contributions; or receive at least 10% of the votes in two
consecutive primaries.

The Treasury Secretary may, however, after consulting yith
the Committee, determine that although the qualifiying conditions
have not been met a candidate is still a "major"™ candidate.

The commencement date for protection’ of candidates was
originally set for February 1, 1984, but the Committee and the
Secretary adjusted the date to January 14, 1984,

Secret Service protection for the Reverend Jesse Jackson was
authorized by Secretary Regan to begin on November 10, 1983, The
Secretary acted on the recommendation of the Advisory Committee
after a request was received from the Jackson campaign.

The Secret Service protects major Presidential candidates as

a result of Public Law 90-331, as amended. The law was enacted
in 1968 after the assassination of Senator Robert Kennedy.

R-2488



TREASURY NEWS

pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 12:00 NOON January 13, 1984

TREASURY'S 52-WEEK BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for approximately $ 8,250 million of 364-day
Treasury bills to be dated January 26, 1984, and to mature
January 24, 1985 (CUSIP No. 912794 GG 3). This issue will
provide about $ 725 million new cash for the Treasury, as the
maturing 52-week bill was originally issued in the amount of
$ 7,527 million.

The bills will be issued for cash and in exchange for
Treasury bills maturing January 26, 1984. In addition to the
maturing 52-week bills, there are $12,276 million of maturing
bills which were originally issued as 13-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 $1,836 million, and Federal
Reserve Banks for their own account hold $2,823 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 bank discount rate 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. For
purposes of determining such additional amounts, foreign and inter-
national monetary authorities are considered to hold $280 million
of the original 52-week issue.

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. This 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.

Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington, D. C.
20226, prior to 1:30 p.m., Eastern Standard time, Thursday,
January 19, 1984. Form PD 4632-1 should be used to submit
tenders for bills to be maintained on the book-entry records of

the Department of the Treasury.
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Each tender must state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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 yield 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
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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 $1,000,000 or less without
stated yield from any one bidder will be accepted in full at the
weighted average bank discount rate (in two decimals) of accepted
competitive bids. The calculation of purchase prices for accepted
bids will be carried to three decimal places on the basis of price
per hundred, e.g., 99.923, and the determinations of the Secretary
of the Treasury shall be final.

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 January 26, 1984, in cash or other immediately-available funds
or in Treasury bills maturing January 26, 1984. 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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ppartment of the Treasury ® Washington, D.C. ¢ Telephone 566-2041

EMBARGOED POR RELEASE UPON. DELIVERY
Expected at 10:30 MST.

Monday, January 16, 1984 f§}%7

TESTIMONY OF TBE HONORABLE DONALD T. REGAN
o - SECRETARY OF THE TREASURY
BEFORE THE SENATE COMMITTEE ON
BANKING, HOUSING AND URBAN AFPFAIRS
SALT LARE CITY, UTAHR
MONDAY, JANUARY 16, 1983

Mr. Chairman and members;of &his distinguished committee:

I appreciate thls opportun1ty to join you in Salt Lake City
and to participate in.this first of the 1984 Congre551ona1
deliberations on the future of:the financial services industry in
this country.

Mr. Chairman, you are to be applauded for your efforts on
the important-issue of financial deregulation and for your timely
response to an urgent situation. The Garn-St Germain Depository
Institutions Deregulation Act, which your leadership made
possible, was an important step toward deregulation of the
financial service. industry. We are here today to consider that
next step towards a more competitive and productive financial
marketplace.

Bowever, before I begin my testimony, I would like to make a
few brief obsetvatxons on our rapidly tecoveryxng economy, if I
Ray. .

ECONOMIC OUTLOOK ,

Four years ago, this country was saddled with low
productivity growth and high inflation. Real economic growth
activity had virtually ground to a stand still. Today we see
quite a different picture. '

Inflation, as measured by the GNP deflator, rose by an
estimated 4.1 percent over the 4 gquarters of 1983 -- the smallest
increase in more than a decade. For 1984, the increase is
projected to be 5.0 percent.
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Real GNP growth has been restored to a strong, positive
track. The 9.7 percent annual rate increase in the second
quarter was the largest since 1978 and was followed by a 7.6
percent gain in the third quarter. The initial indication is
that real growth for 1983 was a strong 6.1 percent, measured
fourth-quarter to fourth-quarter, and real GNP growth is
projected at 4.5 percent between the fourth quarter of 1983 and
the fourth quarter of 1984.

For 1985 through 1988, we have projected real GNP to grow at
about 4.0 percent annually.

These growth rates should assure a substantial drop in
unemployment, the true indicator of recovery. Because of the
unexpectedly sharp plunge in unemployment in recent months, the
employment rate for 1984 is now projected at 7.8 percent and,
therefore, 1.1 percentage point below the 8.9 percent projected
in the review we made in July, the midsession review.

Over the course of 1983, our strengthening economy put 4
million more people into jobs.

Additionally, business and industry plan to boost spending
on new plants and equipment by a strong 9.4 percent in 1984.
This should provide even more additions to American payrolls.

We see further good news in the area of interest rates.
Interest rates have dropped from their all-time high of 21-1/2
percent in late 1980 to 11 percent currently, and we believe they
should trend lower this year, and in the years ahead.

Clearly a growing optimism reflects widespread recognition
that investment fundamentals are better that they've been in over
a decade. And this is precisely why I wanted to discuss the
recoverying economy at a hearing on financial services
deregulation. The climate is right, the marketplace is poised,
and there could be no better, nor more appropriate time for
Congress to consider this issue,

To quote historian Carl Becker: "The primary aim of all
government regulation of the economic life of the community
should be, not to supercede the system of private economic
enterprise, but to make it work." We are determined today and in
the months ahead to "make it work."



PREFACE

Your proposal, Mr. Chairman, the "Financial Services
Competitive Equity Act" represents a comprehensive approach to
the issue. The passage of the Garn Bill would significantly
benefit consumers, as well as providers, of financial services.

I would like to limit my remarks today to an overview of the
issues we believe are most significant and the principal
differences between pending proposals and the Administration's
"Financial Institutions Deregulation Act®™ or FIDA. 1 have
submitted, and you have before you, a more detailed statement.

NEED FOR NEW FINANCIAL DEREGULATION LEGISLATION

The most widely used description of financial industry
regulation today is that of a "crumbling wall."™ 1Indeed
traditional barriers between banking, insurance, securities and
thrift institutions are rapidly becoming non-existent. But is
that necessarily a bad thing? Are Glass-Steagall or McFadden and
Douglas, for example, still necessary given the context of
today's automated society? Those are just some of the questions
that we will all be wrestling with in the days and months ahead.

FIDA, like the other proposals on the table before you, was
born out of a need to simultaneously foster and channel the
marketplace's competitive instincts.

The range of direct competitors to banks and thrifts has
increased dramatically in recent years. The ability of the
unregulated financial services firms to respond innovatively and
rapidly to market changes has blurred the distinction between
traditional banking and non-banking services. Consider the
well-documented examples of such non-banking firms as
Sears-Roebuck, Merrill Lynch, Shearson/American Express, and
Prudential-Bache which are rapidly approaching the day when they
will be financial supermarkets.

These non-banking firms, which are not subject to regulation
restricting their activities, are applying increased pressure on
our traditional depository institutions, by soliciting the
institutions' more attractive and profitable business for
themselves. This increased competition is reducing the
depositories' revenues and their profit margins. In addition to
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decreasing revenues, depository institutions are also faced with
a less-regulated, and therefore more costly, market for deposit
funds. .

The combination of these two factors -- increasing costs and
decreasing revenues -- is exerting pressure on net interest
margins.

Consequently, these institutions are forced to seek out
supplements for their old businesses, based on costly
"brick-and-mortar®” branches. They are attempting to broaden
their product lines, especially into securities and insurance
activities, in order to remain competitive, but find their hands
tied by outdated and unnecessary regulation.

And what about the consumers of today? They are much more
sophisticated than the consumers of a decade ago. They demand,
and expect to receive, major benefits from a more innovative and
responsive financial services marketplace. The question is the
supermarket versus the corner grocery store. The answer is:
Both can and will survive in a competitive, deregulated
environment; in a free market both will find an appropriate
niche.

Only as more firms are able to offer consumers a wider
variety of financial products at competitively lower prices and
with greater convenience, will their new needs be satisfied.

To illustrate this point, let me cite a few examples of
instances where financial product deregulation has benefited
consumers through decreased costs.

: First, depository institutions are rapidly becoming a major
factor in the discount brokerage business -- brokers which offer
their retail customers the lowest commission rates on broker
transactions. Customers will clearly benefit as this efficient
form of buying and selling securities becomes more readily
available.

And, in the insurance field, we see one of the more
inexpensive and convenient forms of life insurance on the market
today, offered by mutual savings banks in New York, Connecticut
and Massachusetts.
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Let me emphasize: The Administration believes that product
deregulation, such as the service powers of financial
institutions and their holding companies, must receive priority
consideration by Congress. Once this issue has been
appropriately addressed, then the question of regulatory
structure and regulatory responsibility -- currently under study
by a Task Group chaired by Vice President Bush -- should become
the subject of serious Congressional attention.

ADMINISTRATION POSITION ON S. 2181 AND S. 2134

Turning, then, to the issue at hand, 1 would like to first
commend both Chairman Garn and Senator Proxmire on their
respective bills, S. 2181 and S. 2134, to deregulate depository
institution holding companies. Both proposals go a long way
toward focusing the debate on this important issue. Only through
debate and discussion can there come compromise, consensus and --
eventually -- legislation we can all live with.

However, of the two proposals, the Administration is
supportive, in general, of Sen. Garn's S. 2181 as the more
appropriate approach to financial industry deregulation.

FIDA and S. 2134

S. 2134, introduced by Senator Proxmire, is similar to FIDA
in that it adopts FIDA's holding company approach to the
deregulation of depository institutions.

. We are pleased Senator Proxmire recognizes this structure
for we are committed to the need to expand services through a
holding company, not the depository institution. However, we
feel that S. 2134 is too limited in scope and does not go far
enough toward enhancing the ability of depository institutions to
compete in the modern financial world.

Specifically, the bill would only authorize securities
activities for bank holding companies, and would not authorize
them to engage in insurance or real estate activities or
activities determined to be "of a financial nature."™ By omitting
these activities, S. 2134 fails to provide a regulatory framework
to allow banks to keep pace with a rapidly changing financial
environment.



Furthermore, S. 2134 continues to permit broader thrift
service corporation powers, thereby encouraging the competitive
inequality that exists between banks and thrifts. We would
prefer to support a more comprehensive proposal, such as S. 2181,
that creates a "level playing field" for the financial services
industry. .

>

FIDA and S. 2181

The Administration supports the overall thrust of the Garn
Bill as a substitute for FIDA, Title I of that bill is based on
the Administration's FIDA proposal.

Its major provisions would substantially deregulate the
range of financial services that can be offered by depository
institution holding companies =-- largely along the lines of FIDA,
We fully support the expansion of holding company activities
provided in this bill.

There are, however, a number of important differences
between Title I and FIDA. The more significant of these
differences involve:

1) An exemption from activities restrictions for a unitary
savings and loan holding company; the subsidiary of
which is a "qualified thrift lender;"

2) A provision which specifically authorizes a "non-bank"
bank -- a "consumer bank;"

3) A limitation on the size of combinations of holding
companies and other financial intermediaries; and,
finally,

4) Stronger anti-tying provisions of the Bank Bolding
Company Act.

"Qualified Thrift Lender"”

The Administration is prepared to support, with appropriate
modifications, the provision in the Garn bill for a "qualified
thrift lender® which could be owned by any kind of firm, even
though this represents a significant change from FIDA.
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We are concerned, however, that the exemption be kept as
narrow as possible to avoid abuse and essentially be tied, quite
tightly, to residential real estate lending. In this respect, we
would recommend that the only thrifts to be considered qualified
thrift lenders be those that have only a very small portion of
their assets invested in non-residential real estate loans, and
that this be the only way to qualify for qualified thrift lender
status.

In addition, we recognize that mutual savings banks are,
historically, sufficiently unique as to justify a different
"test."™ We would recommend that in order for these thrifts to be
qualified thrift lenders, they should eventually be required to
have the same percent of their loans in residential real estate
as savings and loans, but should be given a generous time period
to reach that regquired level.

Consumer Banks

Perhaps the most intriguing element of the Garn bill is the
concept of a "consumer bank."

FIDA, through its definition of a bank, would have closed
the non-bank bank loophole by subjecting any company that owns a
Federally-insured bank to the BHCA. The Garn bill, on the other
hand, uses essentially the same definition of a bank, but
specifically excludes from this definition a "consumer bank."
The Garn bill defines a consumer bank in general to mean a bank
that does not make commercial loans.

As a result, securities firms, finance companies, and many
others could enter the banking business by purchasing a consumer
bank, yet would not be subject to the limitations of the Bank
Holding Company Act.

Thus while FIDA would have closed the loophole completely,
the Garn bill explicitly leaves it open.

The Administration has not yet taken a final position on the
consumer bank issue.

There is some appeal to any approach which eliminates
regulation at the holding company level, and this would be the
effect of the consumer bank proposal, were it ultimately adopted.



Accordingly, we support continued debate and discussion of the
advantages of the consumer bank as well as further specification
of difficulties in its operational scope and potential
restrictions.

Anti-Tying Provisions

We note that the Garn bill includes stronger anti-tying
provisions than those contained in FIDA. While the problem of
potential tie-in arrangements was addressed in the
Administration's bill, many affected parties have argued that
stricter measures are required. Taking these arguments into
account, the Adminstration endorses the Garn bill's stronger
anti-tying language for all depository institutions, including
thrifts and consumer banks.

Size Limitations

On the subject of size limitations, FIDA authorizes bank
holding companies to acquire, without size limitations, any
company engaged in insurance, securities, real estate, except for
a five (5) percent of capital limitation, or other permissible
non-bank activities,

Likewise, the Garn bill authorizes holding companies to
engage in these activities but prohibits combinations between
depository institutions with three-tenths of one percent of U.S.
domestic deposits and a company or companies engaged in these
activities if the resulting holding company has an investment in
any one such activity that exceed 25 percent of the company's
consolidated capital. We understand this would affect
approximately the 25 largest banks,

The Administration is not convinced that "bigness is
badness,"” or that current anti-trust laws are inadequate.
Therefore, we do not support any restrictions on institutions'
size other than those under existing anti-trust provisions.

OTHER ISSUES IN THE GARN BILL

Again, I remind you that you have before you my written
statement which goes into greater detail on each of the
additional sections of Senator Garn's proposal, but I would like
to touch very briefly on several specific issues.



Interest on Demand Deposits

The Administration supports the payment of interest on
demand deposits and has provided legislation on this subject.

We do however, believe that demand deposit deregulation
should be viewed within the context of a commitment to more
comprehensive product deregulation. That is in the context of
all of the deregulatory provisions of the Garn bill.

As I discussed earlier, the deregulation of deposit
liabilities puts increasing pressure on a bank's net interest
margin, and product expansion will become progressively more
important to the economic well-being of bank and thrift
organizations.

Interstate Banking

The question of interstate banking has been an important and
controversial one facing policymakers for many years.

We are especially pleased to see that a number of concrete
proposals have been introduced to address this question. 1In
addition to ®his section of the Garn bill, we applaud the fact
that Senators D'Amato and Mattingly also have introduced bills
calling for some liberalization of geographic restrictions.

We believe it is essential that geographic restrictions be
brought into conformity with the realities of the modern
marketplace. This proposal, Title X of the bill, is an important
first step toward this goal. It respects the rights of states
and preserves the dual banking system. And it further encourages
innovation and experimentation as a possible prelude to
nationwide banking.

Today we see several examples of states or groups of states,
which are taking the initiative on the issue of interstate
banking, enacting in some cases, reciprocal banking agreements as
between New York and Maine. These actions threaten to preempt
discussion on the larger more important issue -- a national
policy on interstate banking.

The Administration's preference would be to see enacted a
nationwide policy for interstate banking activities. However, in
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lieu of a national approach, we would support state initiatives
in this area.

Interest on Reserves

Title IV of this bill would permit depository institutions
to earn interest on their required reserves held against money
market deposit accounts (MMDAs) and Super-NOW accounts. This
proposal, which is designed to make MMDAs and Super-NOW accounts
more competitive with money market funds, would help depository
institutions achieve greater competitive equity and enable
depositors to obtain a market rate of interest.

The Federal Reserve has estimated that the initial annual
revenue reduction would be $125 million and that this figure
would rise over time as deregulation proceeds and these types of
deposits become more important. For this reason, the
Administration would only be able to support an approach which
does not increase a deficit which is already much too large.

CONCLUSION

In conclusion, Mr. Chairman, I want to again emphasize the
need for legislation on holding company deregulation, as well as
our conceptual support for your proposal. We need action. And
we need it this year. We in the Federal Government are way
behind the private sector in this area. We have a problem crying
out for a solution. Senator Garn's bill, which we have been
discussing today, is certain to set the framework for answering
many questions and solving many of the problems raised.

Let me leave you with this final thought. As Winston
Churchill once said: "Some see private enterprise as a predatory
target, others as a cow to be milked, but few are those who see
it as a sturdy horse pulling a wagon."” Mr. Chairman, I think we
are in agreement that private enterprise is indeed a sturdy
horse, pulling this country toward greater prosperity.

We stand ready to work with you, your Committee and the
Congress in any way we can, to further deregulate the financial
industry -- for the good of the country and its citizens.

* * * %

Mr. Chairman, that concludes my testimony. I will be
Pleased to answer any questions the Committee may have.
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Depurtment Of the Treasury ® Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE January 16, 1984

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $6,401 million of 13~week bills and for $6,400 million
of 26-week bills, both to be issued on January 19, 1984, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing April 19, 1984 ¢ maturing July 19, 1984
Discount Investment ¢ Discount Investment
Rate Rate 1/ Price : Rate Rate 1/ Price
Low .
High 8.787% 9.13% 97.781 8.90%a/ 9.47% 95.501
, 8.847 9.197 97.765 ° 8.927 9.50
Average 8.82 : o . 507 95.490
.82% 9.17% 97.771 8.927 9.50% 95.490

a/ Excepting 1 tender of $1,000,000.

Tenders at the high discount rate for the 13-week bills were allotted 557.
Tenders at the high discount rate for the 26-week bills were allotted 747.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 242,070 % 42,070 L 149,125 $ 39,125
New York 12,760,345 5,158,195 ¢ 15,138,075 5,252,295
Philadelphia 31,625 31,625 : 20,115 20,115
Cleveland 58,050 42,050 : 33,015 33,015
Richmond 65,145 61,095 : 89,690 64,090
Atlanta 52,515 52,515 : 46,050 45,530
Chicago 1,434,330 315,830 : 1,324,020 266,320
St. Louis 91,320 60,920 : 97,605 60,605
Minneapolis 17,950 15,700 : 27,995 19,735
Kansas City 63,150 62,650 : 68,085 57,945
Dallas 33,150 33,150 : 21,180 21,155
San Francisco 946,275 220,265 : 1,026,010 138,010
Treasury 304,525 304,525 : 382,510 382,510
TOTALS $16,100,450  $6,400,590 : $18,423,475 $6,400,450
Type
Competitive $13,872,675 $4,372,815 : $15,511,855 $3,688,830
Noncompetitive 1,116,645 1,116,645 : 1,078,620 1,078,620
Subtotal, Public $14,989,320 $5,489,460 : $16,590,475 $4,767,450
Federal Reserve 1,096,130 896,130 : 1,000,000 800,000
Foreign Official
Institutions 15,000 15,000 : 833,000 833,000
TOTALS $16,100,450 $6,400,590 P $18,423,475 $6,400,450

1/ Equivalent coupon-issue yield.
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partment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

STATEMENT BY
R.T. MCNAMAR
IN RESPONSE TO
REGULATIONS ISSUED BY THE FDIC/FHLBB
CONCERNING BROKER DEPOSITS
Monday, January 16, 1984

"The Treasury Department has strony reservations about the
action taken today today by the FDIC and the FHLBB, which would
effectively prohibit broker deposits, a potentially viable and
cost effective source of funds for well-managed small- and
medium-sized banks and thrifts,

We recognize that problems may exist with some current
brokered deposit practices. For example, weak institutions may
use brokered deposits in an unsafe and unsound manner. And,
§edera1 deposit insurance may be effectively extended to an ever
increasing portion of total deposits beyond Congressional intent.
However, we also recognize that the use of brokered deposits can

provide significant benefits to both depository institutions and
consumers.

We are concerned that the FDIC and FHLBB's proposed
regulation is more severe than what is needed to address the
situation. Moreover, the regulators do not yet even know the
dimension of the problem since recently imposed requirements to
report brokered deposits have not yet even taken effect.

The unsound use of brokered deposits by poorly managed
institutions can be handled as an individual supervisory matter.
By contrast, the proposed regulation may disadvantage
well-managed small banks and thrifts to the advantage of large
institutions, which will continue to be able to attract these
funds.

While I agree that the federal deposit insurance funds
should be concerned about an unwarranted extension of coverage
beyond the Congressional intent, the proposed regulation does not
appear to be the only solution.

We would prefer a more focused solution, one that would not
eliminate the benefits associated with brokered deposits for
consumers and small- and medium-sized depository institutions.
Interested parties have 45 days to comment on these proposed
regulations. We hope the FDIC and FHLBB will pay close attention
to the comments and consider all alternatives before taking final
action."

LR R
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TREASURY NEWS

pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041
FOR RELEASE AT 4:00 P.M. January 17, 1984

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 $12,800 million, to be issued January 26, 1984. This
offering will provide $ 525 million of new cash for the Treas-
ury, as the maturing bills were originally issued in the amount
of $12,276 million. The two series offered are as follows:

91-day bills (to maturity date) for approximately $6,400
million, representing an additional amount of bills dated
October 27, 1983, and to mature April 26, 1984 (Cusip
No. 912794 EW 0), currently outstanding in the amount of $6,022
million, the additional and original bills to be freely
interchangeable.

182-day bills for approximately $6,400 million, to be
dated January 26, 1984, and to mature guly 26, 1984 (Cusip
No, 912794 FP 4).

Both series of bills will be issued for cash and in exchange
for Treasury bills maturing January 26, 1984. In addition to the
maturing l3-week and 26-week bills, there are $7,527 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 $1,582
million, and Federal Reserve Banks for their own account hold $2,823
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 bank discount rates of accepted
competitive tenders. Additional amounts of the bills may be
issued to Federal Reserve Banks, as agents for foreign and inter-
national 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 $1,302 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.sgries of bills will be issugd
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, prior to 1:30 p.m., Eastern Standard time, Monday,
January 23, 1984. 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 state the par amount of bills bid for,
which must be a minimum of $10,000. Tenders over $10,000 must
be in multiples of $5,000. Competitive tenders must also show
the yield desired, expressed on a bank discount rate basis with
two decimals, e.g., 7.15%. Fractions may not be used.

Banking institutions and dealers who make primary markets in
Goverrment 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.

A noncompetitive bidder may not have entered into an agree-
ment, or may not make an agreement with respect to the purchase
or sale or other disposition of any noncompetitive awards of this
issue in this auction prior to the designated closing time for
receipt of tenders.

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
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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 yield 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 $1,000,000
or less without stated yield from any one bidder will be accepted
in full at the weighted average bank discount rate (in two decimals)
of accepted competitive bids for the respective issues. The calcu-
lation of purchase prices for accepted bids will be carried to three
decimal places on the basis of price per hundred, e.g., 99.923, and
the determinations of the Secretary of the Treasury shall be final.

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 January 26, 1984, in cash or other immediately-available funds
or in Treasury bills maturing January 26, 1984. 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 so0ld 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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Testimony
of the
Honorable Donald T. Regan
Secretary of the Treasury
before the

Senate Committee on Banking, Housing and Urban Affairs

Mr. Chairman and members of this distinguished Committee:

It is a pleasure to have an opportunity once again to present
the Administration's views on the financial reform proposals now
pending before Congress.

More than anyone else, Mr. Chairman, you are to be commended
for your timely response to the legitimate demands for restructuring
the Nation's financial marketplace. 1In 1982 you, in cooperation
with Conygressman St Germain, were responsible for the achievement
of landmark financial reform legislation =-- the "Garn-St Germain
Depository Institutions Act of 1982". Your current omnibus legisla-
tion -- the "Financial Services Competitive Equity Act" (FSCEA,

S. 2181) -~ represents another comprehensive and ambitious proposal,
the enactment of which would benefit significantly the consumers,

as well as the providers, of financial services. You and your
Committee are to be congratulated for your efforts.

PREFACE

I would like to limit my remarks today to an overview of the
issues we believe are most significant and the principal differences
between pending proposals and the Administration's Financial
Institutions Deregulation Act (FIDA, S. 1609). At a later date I
understand we will be given an opportunity to present our views 1in
greater detail.
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However, I do want to make a number of points clear at the
outset, so that they won't be lost sight of in our subsequent
discussion. First, I want to emphasize that there should be no
doubt whatsoever that the Administration supports the overall
thrust of the "Fipancial Services Competitive Equity Act” as a
substitute for Fi1DA. Even since I last spoke to this Committee
on July 18, 1983, market pressures have continued to exert them-
selves, making it all the more important that we arrive at an
equitable resolution of the issues of financial deregulation.

S. 2181, like FIDA, would accomplish that deregulation through the
expansion of the product powers of depository institution holding
companies, which remains the preferred approach of the Administration.

Secondly, the Administration is prepared to support the provi-
sion in FSCEA for a "qualified thrift lender” which would be exempt
from the restrictions of the bill even though this represents a
departure from FIDA. As I discuss in more detail later in my state-
ment, we are concerned only that this exception be kept sufficiently
narrow to accomplish its purpose and to avoid abuse.

Finally, we note that S. 2181 includes stronger anti-tying
provisions than those contained in FIDA. The problem of potential
tie-in arrangements was addressed in the Administration's bill,
but many affected parties have since argued that some strengthening
of our original provisions is necessary. It seems to us that
FSCEA responds appropriately to those concerns.

FINMANCTIAL RESTRUCTURING ISSUES

The issues that need to be addressed to promote competitive
equity in the financial services industry are complex and in
many cases controversial, giving rise to a number of fundamental
guestions. For example:

-- What are the essential purposes of the Bank Holding
Company Act (BHCA), the Savings and Loan Holding
Company Act and the Glass-Steagall Act?

-- How can these laws be modified to give providers
and consumers of financial services the benefits of
increased competition and less onerous regulation
without diminishing the essential objectives of
regulation?

== If there is reason to draw a line between "banking" and
*commerce", where should this line be drawn?



These are difficult questions that Congress must answer if it
is to keep pace with a dynamic financial services environment and
set the stage for equitable competition in the future. 1In this
respect, I would like to commend Chairman Garn and Senator Proxmire
on their respectitve bills, S. 2181 and S. 2134, to deregulate
depository institution holding companies. Their proposals make
significant progress in focusing the debate on these issues.
Hopefully they may provide a basis for achieving consensus on
legislation.

While the Administration does not agree in all respects with
the solutions proposed by S. 2181 and S. 2134, we clearly see the
prospect for workable legislation in the underlying approaches
taken in these bills. FIDA initiated the discussion and now it
will continue in the context of the Garn omnibus bill. I am confi-
dent that Congress, recognizing the urgent need for financial
services reform, will be able to work constructively with us and
all interested parties to arrive at acceptable compromises that
serve the best interests of the public.

Also, I want to emphasize that we believe that product
deregulation, i.e., the service powers of financial institutions
and their holding companies, should receive priority consideration
by Congress. Once this issue has been satisfactorily addressed,
then the questions of regulatory structure and regulatory
responsibility =-- currently under study by a Task Group chaired
by Vvice President Bush -- should become the subject of serious
Congressional attention.

THE NEED FOR NEW FINANCIAL DEREGULATION LEGISLATION

The need for the type of legislation we are considering
today is evident in the financial markets all around us. For one
thing, our traditional depository institutions are being faced
with a less-regulated market for deposit funds. At the same time,
many non-banking firms are entering the traditional markets of
depositories, soliciting as best they can the more attractive
and profitable business for themselves. The combination of these
two factors -- increasing costs and decreasing revenues -- is
placing pressure on net interest margins and calling into question
the viability of commonplace depository institution distribution
systems and restricted product lines. As a consequence these
institutions are seeking out substitutes for their old and costly
brick-and-mortar branches, and they are attempting to broaden
their product lines (especially into securities and insurance
activities) in order to remain competitive in the future.
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Recent years also have witnessed certain developments that
are progressively minimizing the traditional distinctions
between banking and nonbanking services. Diversified nonbanking
firms such as Sears-Roebuck, Merrill Lynch, Shearson/American
Express, and Prudential-Bache are rapidly approaching the point
where they can offer oné-stop financial shopping. Of critical
importance to the diversification plans of many of the non-regulated
financial institutions has been the acquisition of a depository
institution. The emphasis in this respect has been on the so-called
nonbank bank -- a source of insured deposit funds with direct
access to the payments mechanism.

Finally, a progressively more sophisticated consumer is demanding,
and expects to receive, major benefits from a more innovative and
responsive financial services marketplace. Only as more firms are
able to offer consumers a wide variety of financial products at
competitively lower prices and greater convenience will the new
needs of consumers be satisfied.

All of these institutional and consumer "initiatives" have tended
to destabilize somewhat our financial marketplace, and in some cases
have stimulated state legislatures and Federal regulators to take
their own, often uncoordinated, measures to deregulate the financial
services industry. Without action by Congress this type of chaos
will become commonplace and, ultimately, interests will be put in
pPlace that will make comprehensive and balanced reform next to
impossible.

IMPORTANCE OF THE HOLDING COMPANY REQUIREMENT

I am particularly pleased that both.S. 2181 and S. 2134 would
adopt the holding company approach the Administration has been
advocating for several years and has embodied in its current FIDA
proposal. All three of these bills would require nonbank or non-
thrift activities to be performed through a holding company or its
nondepository affiliates and not in the depository institution
itself. There are several reasons why the Administration believes
strongly that the holding company structure is the only acceptable
means of expanding nonbanking activities.

Banks and thrifts are unique financial intermediaries affected
with a public interest. As such, they are Federally-supervised,
have access to a Federal lender of last resort, and have some
portion of their deposits Federally insured. The Administration
does not believe that these institutions should directly engage in
new and risky activities that cannot be regulated effectively by a
single bank regulatory agency. This would place an inappropriate
supervisory and insurance burden on the Federal Government.
Moreover, the unique status of depository institutions enables



them to raise money in the private financial markets at a lower
cost than most other borrowers by allowing the payment of lower
explicit returns and/or by enabling them to overcome more easily
the caution of potential investors in placing their funds with
the institutions;’ These institutions should not be able to use
the lower cost funds to engage directly in activities with
non-depository institution competitors or to capitalize direct
subsidiaries at advantageous transfer costs.

The Administration, in addition, does not believe that
non-depository institution activities should be conducted through
a subsidiary or service corporation in which a bank or thrift
has a direct equity investment. Again, the investment would be
at risk if the subsidiary's activities were to falter, and the
funds for the investment would be raised with Federal assistance
not available to non-depository institution competitors and at a
cost advantage to the bank or thrift. 1In addition to permitting
equivalent regulation of functionally equivalent activities, the
adoption of the holding company approach as the underlying principle
of depository institution deregulation would remove many of the
inconsistencies and anomalies that currently confuse the issue
of bank deregulation. .
DIFFERENCES BETWEEN THE "FINANCIAL SERVICES COMPETITIVE EQUITY
ACT" AND FIDA

Title I of S. 2181 is based on the Administration's FIDA
proposal. Its major provisions would substantially deregulate
the range of financial services that can be offered by depository
institution holding companies largely along the lines of FIDA.

We fully support the expansion of holding company activities
provided in this bill.

Even though Title I is based on the Administration's holding
company model, there are a number of important differences. The
more significant of these 'differences involve (1) an exception
trom bank holding company regulation for a “consumer bank", (2)
an exemption from activities restrictions for a unitary savings
and loan holding company the subsidiary of which is a "qualified
thrift lender", (3) a limitation on the size of combinations of
holding companies and other financial intermediaries, (4) a
limitation on branching.and interstate acquisitions, and (5) more

stringent anti-tying provisions.

Consumer Banks. FIDA defines "bank" for purposes of the
BHCA ‘to include (1) any FDIC-insured bank, (2) any institution
eligible for FDIC insurance, and (3) any institution that both
accepts demand deposits that the depositor may withdraw by check




or similar instrument for payment to third parties and engages
in the business of making commercial loans. This would have
closed the nonbank bank loophole by subjecting any company that
owns a Federally-insured bank to the BHCA.

L4

S. 2181 uses.esséntially the same definition of bank for
purposes of the BHCA but specifically-excludes from this definition
any “"consumer bank". The bill defines a consumer bank in general
to mean a bank that does not engage in the business of making
commercial loans. Because the bill excepts consumer banks from
the definition of bank, companies that use only these institutions
would not be subject to the BHCA, and consequently would be free
to engage in any nonbanking activity, including securities activities.
However, the Glass-Steagall Act would continue to prohibit affiliates
of rederal Reserve member banks, even if they are consumer banks,
from engaging in certain securities activities, including corporate
underwriting, if that was their principal activity. Thus, while
FIDA would have closed the nonbank bank loophole completely, $. 2181
explicitly authorizes this type of nonbank bank. This could create
some competitive inequity, since firms with only consumer bank
subsidiaries could offer Federally-insured deposits through their
consumer bank subsidiaries, together with any other product or
service, while traditional pank holding companies whose banks
are not consumer banks could offer only limited services.

There can be no doubt that Federal deposit insurance will
provide consumer banks with a competitive advantage. This is so
because their cost of funds will be relatively lower than that
of non-insured competitors and, unlike most of their insured
competitors, they will be exempted from the restrictions of this
legislation. One of those restrictions, of course, involvées the
more stringent anti-tying provisions deemed necessary for other
Federally-insured depositories affiliating with non-regulated
entitites. On balance, the consumer bank device will enable many
diversified firms to get into the banking business, and the
consumer bank itself will be able to utilize Federal deposit
insurance to its competitive advantage, without much of the Federal
regulatory burden imposed through holding company regulation.

The Administration has not yet taken a final position on the
consumer bank issue. There is some real appeal to the concept of
eliminating completely the regulation of holding companies for
depository institutions, which is the effect of authorizing a
consumer bank, and we are interested in hearing additional discussion
of the advantages of the consumer bank as well as further specifica-
tion of its operational scope and restrictions. Nevertheless, the
Administration remains concerned about the problem areas discussed
above. Lo o

Qualified Thrift Lenders. FIDA subjects both unitary and
multiple savings and locan holding companies to the restrictions on
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nonbanking activities of the Savings and lLoan Holding Company Act,
which would be changed so that they are the same as those under

the BHCA. S. 2181, however, provides an exemption from the
activities restrictions for any unitary savings and loan holding
company the sole thrift subsidiary of which is a “"qualified thrift
lender”. A qualified thrift lender under S. 2181 is defined to mean
a thrift (1) with no fiore than 25 percent of its assets invested in
commercial loans, nonresidential real estate loans, property for
commercial leasing purposes, and floor planning or inventory loans,
or (2) with not less than 60 percent of its assets invested in
domestic residential mortgage lending, including mortgage-backed
securities, loans, and property used by a thrift in its business.
Because a thrift may qualify under either test, a company owning a
thrift that makes no housing loans may engage in any activities it
chooses.

In effect, this proposal is a consumer bank exemption for
unitary savings and loan holding companies. It does not require
any residential real estate lending as long as commercial loans do
not exceed 25 percent of the institution's portfolio (and would
permit up to 40 percent commercial loans if real estate lending
amounts to 60 percent of the portfolio). Because a qualified
thrift lender has five times the commercial lending authority of
the consumer bank and there is no requirement that it make any
residential mortgage loans, it is likely to be a preferable way
for a diversified financial services firm to get into the banking
business. 1Indeed, many one-bank holding companies may be tempted
to turn their banks into qualified thrift lenders in order to
avoid holding company regulation. .

The Administration is not opposed to providing for a “"qualified
thrift lender” exemption but believes that, in the interest of
competitive equity, the exemption should be kept as narrow as possible
and essentially be tied quite tightly to residential real estate
lending. In this respect, we would recommend that thrifts be con-
sidered qualified thrift lenders only on the basis that they be
allowed to have only a small portion of their assets invested in
loans other than residential real estate, and that this be the only
exemption for a gualified thrift lender.

In addition, we recognize that savings banks are sufficiently
unique to justify a different "test", such as, for example, combining
a requirement that a specified portion of their locans be in residen-
tial real estate along with a generous time period for phasing-in to
the qualified thrift lender test suggested above.

With regard to service corporation activities, FIDA generally
restricts the service corporation activities of all Federally-
chartered banks .And stock thrifts to those of a clerical nature
or those related to the financial institution's internal cperations,



-~ —

Recognizing that thrifts in mutual form are unable to expand
their nondepository activities through a holding company, FIDA
permits them to continue to invest in service corporations that
engage in any thrift service corporation activities authorized

on July 1, 1983. These activities include clerical activities

as well as various othér activities such as acquiring, developing,
and managing real’ estate, engagxng in interest-rate futures
transactions, and selling insurance.

. S. 2181 provides the same service corporation authority

as FIDA, but also permits qualified thrift lenders to invest

up to three percent of their assets in a service corporation
without any statutory limitations on the service corporation's
activities. This special authority provided only to qualified :
thrift lenders is the same liberal authority provided under

current law to all Federal thrifts, whereby the Federal Home

Loan Bank Board determines the extent of permissible activities.
Thus, under $. 2181, qualified thrift lenders would be authorized

to engage, through their service corporations, in more activities
than banks and stock-thrifts, which are generally limited to
clerical and internal operations activities, and even in more
activities than mutual thrift service corporations (that are not
also qualified thrift lenders), which are limited to such activities
permissible on July 1, 1983. .

We have sSerious reservations about this broad service corporation
exemption because it permits some financial service firms to diver-
sify within the depository institution rather than through the
holding company and thereby creates competitive inequities with
firms subject to holding company regulation. We believe that the
limitations on service corporation activities of qualified thrift
lenders should embody the same principles as FIDA, with appropriate
differences being made for stock thrifts and mutual thrifts.

Size Limitations. FIDA authorizes bank holding companies
to acquire, without size limitations, any company engaged in
insurance, securities, real estate (except for a five percent
of capital limitation), or other permissible nonbank activities,
and permits companies of any size engaged in these activities to
acquire banks. S. 2181 likewise authorizes holding companies to
engage in these activities but prohibits combinations between
depository institutions with three-tenths.of one percent of U.S.
domestic deposits and a company or companies engaged in these
activities if the resulting holding company has an investment in
any one such activity that exceeds 25 percent of the company's
consolidated. capital. We understand that this would cover approxi-
mately the 25 largest bank holding companies.

These restr1ctlons have been proposed in response to public
policy concerns over the potentlal for what has been called "undue
concentration of resources" Many believe that the current
anti-trust laws are inadequate to prevent such concentrations.



However, the Administration is not convinced that size is inherently
bad or that current anti-trust laws are inadequate and, accordingly,
we do not believe that any restriction on institutions' size other
than those under existing anti-trust provisions is necessary.
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Geographic Limitations. FIDA authorizes bank holding companies
to acquire thrift institutions without placing an interstate limita-
tion on such acquisitions. Current law, which would not be changed
by FIDA, would prohibit the acquisition of thrifts in more than one
state. Thus, the effect of FIDA would be to allow a bank holding
company to acquire a thrift or thrifts located in one state outsicde
of the state where its bank operations are located.

S. 2181 would close this means of interstate expansion by making
the acquisition of a thrift by a bank holding company subject to the
Douglas Amendment prohibition on interstate banking as if the thrift
were a bank. Accordingly, a bank holding company could acquire a
thrift only in its home state or in a state that specifically
authorizes such an acquisition by statute. The bill also subjects
prospectively thrift subsidiaries of bank holding companies to
McFadden branching restrictions. Thus, a thrift subsidiary of a
-bank holding company could only establish additional branches at
locations where a national bank would be authorized to establish
branches. FIDA contains a similar authorization for savings and
loan holding companies to acgquire banks without an interstate limita-
tion. Again, 8. 2181 would subject these acquisitions to the Douglas
Amendment so as to prevent the expansion of a savings and loan holding
company into an additional state through a bank acguisition.. Super-
vised acquisitions made in financial emergencies would not be subject
to these restrictions.

The question of geographic restrictions is important and
controversial. We believe that geographic restrictions ought to be
brought into conformity with the realities of the modern marketplace
as soon as possible and we are ready to work with the Congress to
reach a national solution to this issue. In the interim, we are not
inclined to object to these provisions of S. 2181 and we support the
regional experimentation provided under Title X.

Anti-tying Provisions. While the BHCA and the Home Owners'
Loan Act contain general prohibitions against a bank or thrift tying
its services to other services offered by the depository or its
holding company affiliates, the insurance industry and others have
expressed concerns that current law does not provide standards
sufficiently ‘specific to ensure against increased potential_abuses,
particularly in connection with the offering of both traditional
banking services and insurance underwriting or brokerage services.
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While FIDA contains a provision permitting trade associations
to bring actions for injunctive relief under the anti-tying pro-
visions on behalf of any of their members, it does not add specific
restrictions on how insurance may be sold. Senator Garn's bill
includes FIDA's amendment but also adds several new provisions
intended to protett adainst the tying of services by holding
companies. These provisions would require a bank (1) to explain
in writing to a credit customer that credit insurance may be
purchased from an independent insurer, (2) to give a written
commitment that credit will be extended before soliciting insurance
to provide a borrower with a written statement stating reasons for
a rejection, (3) not to reject unreasonably a contract for insurance
and to provide a borrower with a written statement stating reasons
for a rejection, (4) not to require payment of a separate charge
by a borrower, mortgagor, purchaser, insurer, broker or agent for
handling an insurance contract required as security, or for
substituting the insurance policy of one insurer for another,

(5) not to require any procedures or conditions of duly licensed
agents, brokers, or insurers not customarily required of agents,
brokers or insurers connected with the bank, (6) not to disclose,
without prior written consent, information on credit insurance,
and (7) to accept cancellation of a credit insurance contract

if notified by the borrower within 30 days and refund the unearned
portion of the premium.

Under current law thrift institutions are subject to
essentially the same restrictions on tying services as are banks.
Both FIDA and S. 2181 contain a provision parallel to that
provided with respect to banks, authorizing trade associations
to bring actions for injunctive relief under the anti-tying provi-
sions on behalf of any of their members. The additional Garn bill
restrictions, however, are not made applicable to thrifts,

It should be noted that under FSCEA consumer banks, because
they are excluded from the definition of bank, would not be subject
to any of the anti-tying provisions of the BHCA.

Recognizing the concerns of the insurance and other industries
about tying, the Administration would not oppose FSCEA's stronger
anti-tying provisions for all depository institutions, including
thrifts and consumer banks, provided that these provisions did not
amount to unnecessary re-regulation.

DIFFERENCES BETWEEN THE "™DEPOSITORY INSTITUTIONS HOLDING COMPANY
ACT AMENDMENTS OF 1983" AND FIDA

S. 2134, introduced by Senator Proxmire, is similar to
FIDA in that it adopts FIDA's definition of "bank" for purposes
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of the BHCA, authorizes bank holding companies to engage

through nonbanking aftiliates in most securities activities
other than corporate underwriting, and streamlines regulatory
review procedures. It differs from FIDA with respect to (1) the
extent of permissible-activities, and (2) the applicability to
savings and loan holding companies and bank and savings and loan
service corporations. :

Permissible Activities. The bill would not authorize bank
holding companies to engage in new insurance Or real estate
activities or activities determined to be "of a financial nature".
" Although new securities activities are an important first step in
creating competitive equity between banks and other financial
service firms, we believe FIDA's new insurance and real estate
powers are a logical extension of current authority that would
provide consumers with the benefits of increased competition and
diversification. Moreover, by omitting "financial nature” activi-
ties, S. 2134 fails to provide a regulatory framework by which
banks could keep pace with future developments in the financial
services industry.

Powers of Savings and Loan Holding Companies and Bank and
Savings and Loan Service Corporations. S. 2134 does not provide
parallel treatment of bank and thrirft holding companies. Thus, in
our view it disregards the fundamental similarity of banks and
thrifts under recent legislation and, as a result, perpetuates a
regulatory imbalance based on industry classification.

The bill eliminates the unitary thrift holding company exemption
where the subsidiary thrift is not fully committed to the provision
of credit for the purchase of residential housing or where a
parent holding company seeks to integrate the thrift's operations
with those of the parent. This provision has the beneficial eftect
of further restricting the use which may be made of the qualified
thrift lender or the unitary SsL holding company exemption by
diversified financial services firms, and thus prevents these
institutions from offering bank-like services when bank holding
companies are limited in the nonbanking services they can offer.

As I have indicated above, we are prepared to accept some form of
exemption for unitary thrift holding companies but believe the
exemption should be narrowly drawn and perhaps include a separate
test for savings banks, at least for some appropriate phase-in
period. .

S. 2134'continues to permit broader thrift service corporation
powers, thereby endorsing a competitive disparity between banks and
thrifts and creating artificial pressures for charter conversion.
We have strong reservations about continuing this broad service
corporation authority under current law.
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OTHER TITLES OF S. 2181

Senator Garn's bill contains additional titles that address,
among other issues, (1) interest on demand deposits, (2) interest on
reserves, (3) preemption of state usury ceilings, (4) interstate
banking, (5) credit/debit card fraud, (6) consumer lease/rental-
purchase agreements, and (7) check holding practices.

Interest on Demand Deposits. The "Demand Deposit Deregulation
Act" (S. 1875), which was submitted to Congress by the Depository
Institutions Deregulation Committee (DIDC), is incorporated
in s. 2181 as Title VIII. This Act would repeal the prohibition
. against payment of interest on demand deposits and would authorize
the DIDC to establish rate limitations for interest on demand
deposits that would be tied to NOW account rates (in order to
moderate the initial cost impact on depository institutions).

While the Administration supports the payment of interest
on demand deposits as a matter of principle, we believe that
demand deposit deregulation should be view2d within the context
of a commitment to more comprehensive product deregulation. As 1
discussed earlier in my statement, the deregulation of deposit
liabilities puts increasing pressure on net interest margin, and
product expansion will become progressively more important to the
economic well-being of bank and thrift organizations.

Interest on Reserves. The “Competitive Savings Incentive
Act of 1983" (S. 1750), which has been incorporated as Title IV
of the bill, would permit depository institutions to earn interest
on their required reserves held against money market deposit accounts
(MMDAs) and Super-NOW accounts.

This proposal is designed to make MMDAs and Super-NOW
accounts more competitive with money market funds. It therefore
would help depository institutions to achieve greater competitive
equity and enable depositors to obtain a market rate of interest.
We are in sympathy with the desirability for equity in this case.
However, the proposal also would entail a reduction in the Federal
Reserve's payment to the Federal Treasury. The Federal Reserve
has estimated that the initial annual revenue reduction would be
$125 million and that this figure would rise over time as deregula-
tion proceeds and these types of deposits become more important.
For this reason, the Administration would only be able to support
an approach which does not increase a deficit which is already
too large.
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Preemption of State Usury Ceilings. The "Credit Deregulation
and Availability Act of 1983" (S. 730), which has been included
as Title VII of the bill, preempts all remaining state usury
ceilings on business, agricultural, and consumer loans. However,
it gives states the right to reimpose interest rate restrictions
at any time withih three years of the date of enactment, and it
leaves intact all state consumer protection laws. _The bill also
eliminates usury ceilings applicable to Federally-chartered
credit unions.

The Administration testified in favor of this bill early
last year and continues to support this element of the omnibus
package.

Interstate Banking. The guestion of interstate banking has
been a major one facing policymakers for many years. We are
especially pleased to see that a number of concrete proposals
have been introduced to address this question. 1In addition to
Title X of S. 2181, we applaud the fact that Senators D'Amato
and Mattingly also have introduced bills calling for some
liberalization of geographic restrictions (S. 2107 ‘and Ss. 2113,
respectively).

The "Interstate Banking Act of 1983" -- Title X of the bill --
essentially provides the Federal Government's affirmation, for a
five year period, of regional interstate banking arrangements as
well as other state initiatives on the interstate banking issue.

This proposal helps to bring geographic restrictions on banking
more in line with current marketplace realities. It respects the
rights of states and preserves the dual banking system. It further
encourages innovation and experimentation as a possible prelude to
nationwide banking.

The fcrmation of regional compacts does, however, discriminate
against institutions precluded from participation. It also raises
the possibility that regionally dominant institutions might be’
protected from outside competition. Action by individual states
or groups of states also postpones the resolution of a national
policy on interstate banking. The Administration's preference
would be .to resolve a nationwide policy for interstate banking
activities, but we believe that a full resclution of this difficult
question should not be allowed to impede the product deregulation
initiative contained in Title I of the bill. 1In the absence of a
national approach, however, we are inclined to support state
initiatives in this area. ~
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Credit/Debit Card Fraud. The "Credit and Debit Card Fraud
Act® (S. 1555), Title IX in the bill, is designed to expand and
strengthen credit card fraud statutes. Although current law treats
some fraud involving stolen cards, it does not cover other areas
of abuse. 1In addition, there is a conflict in the courts concerning
whether misuse of'accdunt numbers technically constitutes fraudulent
use of a credit card and is therefore prohibited by the existing
criminal provisions of the Truth-in-Lending Act. Title IX would
close this loophole by defining "credit card fraud" to include misuse
of an actual or fictitious account number.

The Justice Department recently testified before the Senate
Judiciary Committee in favor of a related bill, S. 1870, that provides
penalties for credit and debit card counterfeiting and related fraud.
The Administration continues to support these provisions.

Consumer Lease/Rental-Purchase Agreements. The “Consumer Lease
and Rental Purchase Agreement Act" (S. 1152), Title V in the bill,
amends provisions in the Consumer Credit Protection Act so that
consumers will have easy access to all essential data concerning
their costs and responsibilities regarding consumer leases. This
legislation also would extend similar disclosure requirements for
the first time to rental purchase agreements.

For the moment, at least, we are inclined to allow the Federal
regulatory agencies to take the lead with respect to the policy
aspects of Title V. However, we clearly will be interested in making
technical comments on this proposal as it moves towards £final
enactment.

Check Holding Practices. The "Fair Deposit Availability Act of
1983" (s. 573), Title VI, was drafted in response to consumer concerns
over relatively lengthy holds placed on checks by numerous depository
institutions before making the funds available to depositors. The
Act would require depository institutions to inform customers of
their hold policies both at the time a person opens a new account
and at the time a person deposits a check if the funds will not be
available immediately. It also would require a depository institution
refusing to honor a check of $250 or more to notify the depository
institution at which the check was originally deposited within 24
hours. Depository institutions would be required to begin computing
interest on deposits to interest-bearing accounts no later than the
date on which the institution receives provisional credit for the
deposit. . ‘

While wWe recognize that many consumers are concerned about the
check holdinyg practices of depository institutions, we do have some
reservations about the policy implications and technical provisions



of this particular proposal. 1In this respect, we intend to forward
more detailed comments to the Committee in the near future,

CONCLUSION

[ 4
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In conclusion, Mf. Chairman, I want to emphasize once again
the need for action on holding company deregulation. We in the
Administration want to thank you and your Committee for moving
forward so determinedly at this time. The omnibus legislation
we have been discussing today is certain to set the framework
for financial deregulation in the 1980s.

Commercial banks and other financial service firms are
clamoring for resolution of the competitive inequities that arise
under laws no longer in touch with marketplace realities. Consumers,
although less vocal on these complex issues, nevertheless stand to
benefit substantially from the convenience, product proliferation,
and economies we believe will inevitably result from deregulation.
Federal regulators, in deference to Congressional prerogative, for
the moment have postponed action on those applications that would
significantly restructure the industry. Congress will serve the
country well if it can use this window of opportunity to take the
lead on holding company deregulation.

We in the Administration stand ready to work with the Congress
in any way we can to secure rapid passage of this much needed
legislation.

Mr. Chairman, that concludes my testimony. I will be pleased
to answer any questions the Committee may have.
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epartment of the Treasury e Washington, D.C. ¢ Telephone 566-2041

FOR IMMEDIATE RELEASE January 18, 1984

TREASURY TO AUCTION S&,250 MILLION OF 2-YEAR NOTES

The Department of the Treasury will auction $8,250 million
of 2-year notes to refund $5,648 million of 2-year notes maturing
January 31, 1984, and to raise $2,600 million new cash. The
$5,648 million of maturing 2-year notes are those held by the
public, including $887 million currently held by Federal Reserve
Banks as agents for foreign and international monetary authorities.

The S$8,250 million is being offered to the public, and any
amounts tendered by Federal Reserve Banks as agents for foreign
and international monetary authorities will be added to that amount.
Tenders for such accounts will be accepted at the average price of
accepted competitive tenders.

In addition to the public holdings, Government accounts and
Federal Reserve Banks, fcr their own accounts, hold $560 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.

Details about the new security are given in the attached
highlights of the offering and in the official offering circular.

o0o

Attachment

R-2495



HIGHLIGHTS OF TREASURY
TO THE PUBLIC
OF 2-YEAR NOTES
TO BE ISSUED JANUARY 31, 1984

OFFERING

Amount Offered:
To the public siveeersnsoscces

Description of Security:
Term and type of security ....
Series and CUSIP designation .,

Maturity date .c.sececsesasscscs

Call date ® & & & 9 5 & & 0 O O 0 00 e e e
Interest rate .ceecececcrcasonas

Investment yield ..veeveceocnss
Premium or discount ..eeeceeass
Interest payment datesS .eeee.e
Minimum denomination available

Terms of Sale:
lllethod of sale ® & & & 5 5 & 0 8 86 s 2 s 0
Competitive tenders ..eeeeesee

Noncompetitive tenders .......

Accrued interest

payable by investor ..ceeeevss
Payment by non-institutional
inVestOors secececcscescscocess

Deposit guarantee by
designated institutions ..e¢...
Key Dates:

Receipt of tenders ...eiesesse

Settlement (final payment
due fror institutions)

a) cash or Federal funds ....

b) readily collectible check

January 18, 1984

$8,250 million

2-year notes

Series Q-1984

(CUSIP No. 912827 QK 1)
January 31, 1986

No provision

To be determined based on
the average of accepted hids
To be determined at auction
To be determined after auction
July 31 and January 31
$§5,000

Yield Auction

Must be expressed as an
annual yield, with two
decimals, e.g., 7.10%
Accepted in full at the aver-
age price up to $1,000,000

None

Full payment to he
submitted with tender

Acceptable

Wednesday, January 25, 1984,
prior to 1:30 p.m., EST

Tuesday, January 31, 1984
Friday, January 27, 1984



TREASURY NEWS

pepartment of the Treasury o washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE January 19, 1984

RESULTS OF TREASURY'S 52-WEEK BILL AUCTION
Tenders for $8,277 million of 52-week bills to be issued
January 26, 1984, and to mature January 24, 1985, were accepted

today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS:

Discount Investment Rate
, Rate (Equivalent Coupon-Issue Yield) Price
Low - 9.02% a/ 9.85% 90.880
High - 9.04% 9.87% 90.860
Average - 9.04% 9.87% 90.860

a/ Excepting 1 tender of $50,000.
Tenders at the high discount rate were allotted 95%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted
Boston S 131,645 ) 50,145
New York 16,869,080 6,561,730
Philadelphia 16,940 12,790
Cleveland 101,840 45,340
Richmond 55,745 40,245
Atlanta 278,645 276,045
Chicago 1,572,960 608,240
St. Louis 112,680 77,580
Minneapolis 49,580 48,530
: 115,470 98,295
K Cit ’ ’
DQTTZ: Y 13,815 13,815
San Francisco 1,101,995 436,045
Treasury 8,595 __ 8,595
TOTALS $20,428,990 $8,277,395
Type
Competitive $18,371,630 $6,220,035
Noncompetitive 777,360 777,360
Subtotalr Public $19/148,990 $6,997,395
Federal Reserve 1,000,000 1,000,000
Foreign Official .
Institutions 280,000 280,000
TOTALS $20,428,990 $8,277,395

An additional $75,000 thousand of the bills will be issued
to foreign official institutions for new cash.

R-2496
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pepartment of the Treasury ¢ Washington, D.C. ¢ Telephone 566-2041

FOR RELEASE UPON DELIVERY
Expected at 3:15 p.m.
Saturday, January 21, 1984

ADDRESS BY
DONALD T. REGAN
BEFORE THE
18TH COMMEMORATIVE SESSION AT
WILLIAMSBURG
JANUARY 21, 1984

Governor Robb, members of Colonial Williamsburg Foundation,
members of this commemorative assembly, distinguished guests.

While my accent may not be pure enough for these
distinguished surroundings, please keep in mind that although
Massachusetts born, I'm a Virginian by choice, and what's even
more important, a Virginia tax payer for life.

It's an uncommon honor for me to address this group -- the
political descendents of our nation's first representative
legislature. And the successors --= along with a few Bostonians

-- to those first patriots whose bold actions more than 200 years
ago paved the way for the freedoms we have today.

In this very hall we assemble in the shadows of such
towering American patriots as George Washington, Thomas Jefferson
and James Madison. Brave and daring men who defied tyranny and
in a new-born nation established the ideals and principles on
which America stands even today.

Meeting here can serve as a reminder to us all: As public
officials we are charged with carrying on the American ideal;
with protecting it, nurturing it and passing it on to future
generations. We must never forget the events of 1765, 1774 and
1776, nor the blood that has been spilled so that we may have
liberty. And we must always remember Jefferson's warning: the
price of liberty is eternal vigilance.

I cannot presume that my remarks today will resound with
anything near the impassioned cries for freedom and justice that
were delivered in this magnificent edifice by the founding
fathers of Virginia. Little prompts a people more ardently than
a desire for freedom and self-determination. Yet I can say that
there could be no more appropriate forum for this address than
this House of Burgesses.

R--2497
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Standing in this revered hall, one is tempted to talk of
freedom, or courage in the face of adversity, or liberty, or some

similar elevated topic. But as I thought of this occasion -- and
your jobs, my job, and those jobs of the leaders of our
pre-Independence era -- I was struck by another common theme --

taxes: a subject so universal as to have had that famous wag,
Benjamin Franklin, complain many years ago that the only
certainties in life are death and taxes.

The issue of taxes played no small role in bringing about
the American Revolution and the great experiment in liberty that
followed and flourishes to this day.

The Sugar Act of 1733 was the first of many hated revenue
measures. The Revenue Act of 1764 caused the New York Assembly
to petition Parliament, "exemption from burthen of ungranted,
involuntary taxes, must be the principle of every free state"
without which "there can be no liberty, no happiness, no
security.” The Stamp Act of 1765 was in Samuel Eliot Morrison's
words "the first direct internal tax ever to be laid on the
colonies by Parliament: indeed the first tax of any sort other
than customs duties." The Sons of Liberty were formed, protests
mounted.

Speaking of the Stamp Act, it was here in Williamsburg on
May 30, 1765, that Patrick Henry, undaunted by the cries of
"treason", challenged King and Parliament with those now famous
words: "Caesar had his Brutus; Charles the First his Cromwell;
and George the Third -- may profit by their example. If this be
treason, make the most of it."

In this very hall the Virginia Assembly passed that set of
resolutions which said that it had the sole and exclusive right
and power to lay taxes upon the inhabitants of this Colony, who
were not bound to yield obedience to any law of Parliament to tax
them. It declared the act "illegal, unconstitutional, and
unjust". Governor Bernard said of that action that it was "an
alarm bell to the disaffected."

Indeed, at the invitation of Massachusetts, nine colonies
sent delegates to New York for the first of a long series of
Congresses. Then came the Townshend Acts of 1767. Townshend
was Chancellor of the Exchequer -- equivalent to Secretary of the
Treasury. He was known in his day, again according to Morrison,
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as "a statesman who has left nothing but errors to account for
his fame". Poor Townshend. He never lived to see the folly of
his ways in trying to increase taxes on American citizens.
Moreover, his acts caused the Boston Tea Party, followed by
British reprisals in 1774 and the year following. As a direct
result of that British action, came the First Continental
Congress in Philadelphia in September, 1774. The rest is
history. The spark was -- taxes.

And taxes continue to play a central role in the lives of
the American people -- a role increasing in importance almost
daily as this nation moves closer towards tackling the tough
problems posed by our current system of taxation.

Taxes are as old as government. As ancient people somewhere
once began to set rules for living, someone -- probably the rule
makers -- felt someone else should pay: first, to have the rules
made -- but not much for that; and then pay to have the rules
carried out -- a lot for that! Having established the principle
that individuals should pay for government, what amount, and how
to impose those levies became the next problems.

Solutions to these "taxing" problems have been proposed by
various governing bodies over the years. But rarely does any
solution outlive the particular legislative body that constructed
it. When successors assemble -- or even when the same group
returns after a hopefully decent interval -- tinkering with the
system, or even a major overhaul, is quickly proposed.

At this point let me say straight out: I believe our income
tax system today is deeply flawed. 1It's losing its ability to
provide sufficient revenues without imposing burdensome tax
rates. It's become extraordinarily complex. And it serves more
often than not as an impediment to economic growth.

Jean Baptiste Colbert, the French finance minister under
Louis XIV, said, "The art of taxation consists in so plucking the
goose as to obtain the largest amount of feathers with the least
possible amount of hissing."

That's certainly one view point! But too jaded, too cynical
for today. American taxpayers aren't as so many geese waiting to
be plucked. But unfortunately, I do think I hear a lot of
hissing out there.
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Any person who works hard for income doesn't appreciate
seeing much of his work -- in effect -- go to services that don't
personally aid him, or services that seem to him to be wasteful,
unnecessary, or squandered on another citizen, or group of
citizens. 8So, we have a situation that has caused, at the least,
bad feelings, and spawned an industry soldiered by armies of
accountants and lawyers wholly devoted to the avoidance of taxes.

There aren't many people who actually like to pay taxes.
But, to maintain a complex society such as ours, I believe most
thoughtful people would agree that some form, and level, of
taxation is necessary.

In America -- if I might draw from the Preamble to our own
Constitution -- one could say that taxes are what we pay to
establish justice, insure domestic tranquility, provide for the
common defense, and promote the general welfare.

In a free society, taxes represent an agreement between a
people living collectively and the government they install and
entrust with the public good. Those taxes are, in effect,
payment for services; in most cases, services that are inherently
better provided by a government.

Still, even with such lofty purpose and democratic
foundation, we have gone astray. To find out where we are in our
tax system, let's look at where we came from. And a little
later, let's look at where we might be heading, and then some
thoughts on reform.

The first instance of an income tax in the United States was
during the Civil War, or should I say "the War Between the
States," when a graduated tax on individual incomes was imposed
to help finance that conflict. The maximum rate was 10 percent,

I might mention here that prior to this war and to a large
extent afterwards, the bulk of Federal revenues came from
tariffs, excise taxes, and the sale of Federal land.

That income tax lasted about 10 years and various attempts
to reinstitute it failed over the next 50 years or so, primarily
bacause of Constitutional arguments.
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~ However, Constitutional questions were removed in 1913 with
ratification of the 16th Amendment -- the income tax amendment.

And later that year, Congress enacted the first modern income
tax.

It was designed primarily to raise revenue. It was simple
and, relative to today, it imposed but a slight burden.

' The 1?13 Form 1040 covered about 2 pages. And this covered
it all -- income, individual deductions, and business deductions.
Instructions for the form could be placed on one page.

The normal tax rate after exemptions was 1 percent on
taxable income up to $20,000.

Well, we're a long way from 1913. But unfortunately we're
now a long way from a simple and equitable tax system. Over the
years there has been an explosion of exemptions, credits,
exclusions and special treatments, not to mention rate increases.
Many of these provisions were enacted to promote worthwhile
social and economic goals, but in moving beyond the use of
taxation as a revenue source, we may have gone too far, and
produced unintended results.

Too often our tax system leads taxpayers by the hand, this
way or that way. It impels decision-making not on a sound
productive, efficiency, or economic basis, but rather for tax
avoidance purposes. It is sometimes -- in effect -- almost an
industrial policy by favoring this industry or that industry.
And, unfortunately, our system today has a built-in bias against
saving, with the inevitable consequence of reducing the capital
available for investment. The result of all this is tremendous
complexity, inefficiency, distortion in the economy, and a
confused and frustrated taxpayer.

In 1819, then Chief Justice of the Supreme Court John
Marshall -- another Virginian -- said: "The power to tax
involves the power to destroy." He was addressing Constitutional
questions at the time, rather than economic matters. But that
sentiment certainly cculd be applied to our complex economy
today. In providing adequate funding for our nation, we can't
overlook the ability of taxation to be a negative factor to
growth and prosperity.
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Is it really so curious that around the world there is a
pervasive inverse correlation between tax rates and economic
growth rates? 1Is it really so curious that nations with lower
tax burdens tend to have higher employment growth? This comes as
no surprise to me. And it should come as no surprise to anyone
who understands the word "incentive."

Besides the powerful macroeconomic effects of our tax
system, there are the effects on taxpayers. And the effects on
individuals give us no less a reason to take a hard look at our
system.

Growing numbers of Americans perceive some parts -- if not
all -- of our Federal income tax system to be unfair. While I'm
not speaking here of the patently unjust "taxation without
representation" that helped propel this nation into its fight for
freedom, I am speaking, nevertheless, of a critically important
issue.

If taxes in a free society represent an agreement between a
people and their government, then inequity -- or even the
perception of inequity -- strikes at the heart of democratic
society. We cannot afford to live as a people mistrustful and
resentful of this most important pact.

I don't believe that our system is unfair so much by
conscious design, but inadvertently by the simple evolution that
has occurred over the years.

This, however, is little consolation to the taxpayer who is
convinced that his neighbor of similar means pays less tax. And
it's little consolation to both taxpayers who are convinced that
their more affluent neighbor has less tax burden than either of
them.

But, while a system replete with loopholes and shelters may
raise the ire of many taxpayers, perhaps even more inequitable
are excessively progressive tax rates. Many Americans feel that
the more affluent should carry higher percentage tax burdens, but
the modern~day system has taxpayers sailing through lower rates
much too quickly, and into stifling and demoralizing high
marginal rates.

And this is not a problem reserved only for the wealthy.
Middle-income America -- the source of this nation's greatness
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and the fuel for continued prosperity -- finds itself "rewarded"
for initiative and hard work with the same high marginal rates.

There may be justification for some of the rate increases
over the many years. Perhaps Americans were willing to fund some

greater degree of government. But, I believe we have heard a
people say "enough".

Over the years our nation -- from its earliest days -- has
attempted to equate revenues in with expenditures out. In more
vears than I can bear to repeat the equation has not balanced.
Indeed, in my own tenure at Treasury, it has only gotten worse.

Why has this condition arisen? Why do we have such big
deficits? 1If you ask taxpayers, I don't believe they will tell
you it's because they haven't been taxed enough. Rather, they'll
say that we're spending too much.

Revenues collected by the Federal Government have grown
enormously. But spending has increased even more -- much more.
In 1970, revenues were about 20 percent of GNP, and spending was
just slightly over 20 percent. Almost in balance. Little
problem. But, since 1970, federal outlays as a percentage of GNP
have been rising at an annual rate of 1.7 percent. Since 1979,
that growth rate has been a startling 4.0 percent. And because
of this unchecked growth, we had budget outlays in 1983 equalling
almost 25 percent of GNP while receipts were at 18.6 percent.

The result: massive deficits. Big problem,

As I said, I think the people have said "enough." Witness
the array of state propositions and referendums calling for tax
limitation. Witness the legislators at all levels of government
who aren't returned to office -- and in some recent cases have
actually been recalled -- because they supported higher taxes.
And witness the election of Ronald Reagan, who campaigned on a
pledge to lower taxes.

The President's Economic Recovery Tax Act of 1981 was a
dramatic and sorely needed step in the right direction. With the
implementation of the third rollback in 1983, the marginal tax
rate was reduced by about 25 percent and the American wage
earner's burden was eased. We also saw a reduction in estate and
gift taxes, an amelioration of the marriage tax penalty, and a
very much reduced tax for business new plant and equipment.
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I might inject at this point that those who blame our
recession on the tax cuts are playing a little game called, "make
a blatant assertion and hope nobody checks."

The tax cut went into effect on Oct. 1, 1981. The recession
officially started July 1, three months earlier! The tax cut
didn't cause the recession. Indeed, just the opposite, it
helped pull us out of the recession.

It caused the recovery to be stronger than most forecasts,
and helped to get business started on investing to improve
productivity and produce more jobs. In other words, the tax cut
provided incentives for people to work more and work harder; for
business to employ more and produce more; and for our country to
find its way back to prosperity without inflation.

What, then, caused the deficits that haunt us? Revenues
were reduced by the recession, just as is the case in any
recession. But that's not the reason for the deficits. 1In my
judgment, one thing, and one thing only caused the imbalance --
overspending. We are asking for more government than we care to
pay for. So we have to do one of three things -- spend less,
borrow more, or tax more. Taxing more, according to a December
Gallup poll, is by far the more unpopular move we could make in a
choice between taxing more, or spending less.

The remedy for high deficits in my judgment is spending
less. Consider what we have done in this country over the past
century. From a nation that provided basically only the
necessary services for its people ~- the best government being
the least government -- we have gradually added more and more
services, more and more laws, more and more rules, and more and
more regulations.

We have entered into the schools, the home and the family at
the Federal level in ways our ancestors could never have
imagined, let alone tolerated. All of it has been done in the
name of reform, or humanity, or protection of the individual.

I'm not saying we can, or should, end most of our current
Federal nrograwms. But T am saying that their rate of growth must
be brouaht more in lin2 with the increase in revenues, 1f we can
get on that path and stay on it for a few years, our deficits
will shrink tremendously.
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Now, returning to taxation. Just as important as the tax
cuts, indexing of tax rates begins in less than 12 months --
January 1, 1985. Never again will the taxpayer see income gains
eroded by the "hidden tax" of inflation and bracket creep.

That's progress! But we can't rest. We must continue to
move away from the policies that impede working, saving, and
investing. Such policies are terribly unfair to individuals, and
to the entire nation. They rob the economy of productivity,
expansion, and the ability to create more jobs.

Households and businesses should be allowed to make the best
use of the resources at their disposal with a minimum of
intrusion by tax considerations. If the goal is an efficient
economy then this is the best tax strategy -- it causes rising
productivity, growth, and a better standard of living for all
Americans.

Alongside those issues of high rates, and undesirable
effects on the economy, the problem of tax complexity may not
seem all that important. But it is.

Complexity causes undue time, expense and frustration for
taxpayers. And that, in turn, poses some degree of threat to our
system of voluntary compliance.

In addition, complexity may strengthen the perception of
some taxpayers that the system is unfair -- that too many special
interests are being served over the general interest. This,
again, can diminish the inclination to comply voluntarily.

It has been estimated that a person entering the field of
tax counseling would need 33 feet of shelf space just to hold the
tax code and related material. Already, millions of taxpayers
find the task of filing too difficult and must depend on
professional help.

I think this situation is going beyond being ridiculous to
becoming disgraceful. And there is no reason to believe that
under our present system, paying income tax won't become an even
more complex task.

Now, if fairness, efficiency, and simplicity is the answer,
the guestion is: How do we arrive at such a system? There are
many ways to raise revenue for government and lately a number of
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possibilities have been studied. You've heard of a flat tax, a
graduated flat tax, a consumption tax, and several others. You
may find merit in some, or all, of these methods.

Briefly, and in very general terms, a flat tax provides for
a single rate of taxation, regardless of the income level. A
graduated flat tax proposes that some element of progressiveness
be retained in the tax rates. In both rcases, theoretically,
prohibitive marginal tax rates would be cut back. There also
would be fewer deductions and narrow exceptions, or possibly no
deductions and narrow exceptions.

A consumption tax would place a levy on the amount of income
consumed, rather than on the amount earned. Such a tax would
reverse the bias against saving that we find in the current
system and would allow for considerable simplification. However,
it could also be regarded as inequitable by those who believe
that accumulation of wealth itself is a basis for taxation, even
if the wealth is not spent.

At Treasury, we are continuing to study these, and all the
proposals for tax reform, in an effort to contribute to a much
needed debate.

The time to act may be soon. We no longer control our tax
system. It controls us.

Under Ronald Reagan great strides have been made. We have
moved in the proper direction. But this Administration seeks

even more reform and we need now to consider the possibility of a
major overhaul.

If our tax system is to be revamped, special attoention must
be given to consistency. There needs to be an objective, and a
framework to promote that objective.

It will not be an easy task and it will call for making some
tough, unpopular decisions,

And I 4o realize what I'm saying here. The most difficult
i#51e¢ any politician, state or Federal, ever has to face —-
taxation -- needs to bhe facad in the political arepa -- yet,
without injecting politics! Well, I did say it wouldn't be easy.

- i
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Don't underestimate the importance of the tax reform issue
to each of you and to the prosperous economy that every American,
and Virginian, has a right to expect and to enjoy. There is much
at stake, and there's so much more to be done.

And I think it will be done. Certainly it won't be easy to
change an institution so imbedded in our lives. It will require
the kind of selfless statesmanship that was so abundant in this
very room during the earliest days of our Republic. It will
require that every politician, and every taxpayer, be an American
first and foremost, above other concerns. It will require
courage.

In a speech more than 20 years ago, John F. Kennedy,
commenting on the judgment of history said: "... whether ... we
fulfill our responsibilities to the state, our success or failure
... will be measured by the answers to four questions: First,
were we truly men of courage? Second, were we truly men of
judgement? Third, were we truly men of integrity? [And]
Finally, were we truly men of dedication?

We will need all these gqualities to meet our challenge.
But, we must first begin with that courage.

In the words of Teddy Roosevelt: "Far better it is to dare
mighty things, to win glorious triumphs, even though checkered by
failure, than to take rank with those poor spirits who neither
enjoy much nor suffer much, because they live in the gray
twilight that knows not victory nor defeat."

We have that courage. We demonstrated it more than 200
years ago. And time and again since our nation's birth Americans
have stood together. Today is again a time for Americans to
"dare mighty things."

Thank you.
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jepartment of the Treasury e Washington, D.C. ¢ Telephone 566-2041
FOR IMMEDIATE RELEASE January 23, 1984

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $ 6,402 million of 13-week bills and for $6,411 million
of 26-week bills, both to be issued on January 26, 1984, were accepted today.

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing April 26, 1984 : maturing July 26, 1984
Discount Investment : Discount Investment
Rate Rate 1/ Price : Rate Rate 1/ Price
Low 8.89% 9.25% 97.753 : 8.997% 9.58% 95.455
High 8.937% 9.29% 97.743 : 9.02% 9.61% 95.440
Average 8.927 9.28% 97.745 : 9.017% 9.60% 95.445

Tenders at the high discount rate for the 13-week bills were allotted 20%.
Tenders at the high discount rate for the 26-week bills were allotted 9%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 242,055 $ 55,055 P8 159,445 S 47,745
New York 12,597,380 4,568,500 ! 14,021,100 4,990,360
Philadelphia 35,185 35,185 : 21,275 21,275
Cleveland 86,230 83,030 : 55,010 45,910
Richmond 51,565 33,265 : 63,985 48,515
Atlanta 56,020 54,020 : 164,625 63,715
Chicago 1,416,285 128,685 : 1,301,590 290,840
St. Louis 107,530 67,530 : 113,520 74,520
Minneapolis 25,165 13,165 : 31,845 24,385
Kansas City 44,530 43,125 : 88,330 75,615
Dallas 29,990 29,990 : 26,580 25,580
San Francisco 1,653,370 1,008,770 : 1,086,230 364,160
Treasury 281,230 281,230 . 338,665 338,665
TOTALS $16,626,535  $6,401,550 . 817,472,200 $6,411,285
Type
Competitive $14,564,630  $4,339,645 : $14,670,235  $3,609,320
Noncompetitive 1,076,170 1,076,170 : 1,271,765 1,271,765
Subtotal, Public $15,640,800  $5,415,815 : §15,942,000 $4,881,085
Federal Reserve 943,335 943,335 : 850,000 850,000
Foreign Official
Institutions 42,400 42,400 : 680,200 680,200
TOTALS $16,626,535  $6,401,550 . $17,472,200 $6,411,285

1/ Equivalent coupon-issue yield.

R-2498
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Average 8.92% 9.28% 97.745 : 9.01% 9.60% 95.445

Tenders at the high discount rate for the l3-week bills were allotted 20%.
Tenders at the high discount rate for the 26-week bills were allotted 97.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted : Received Accepted
Boston $ 242,055 $ 55,055 ¢ $ 159,445 § 47,745
New York 12,597,380 4,568,500 ¢ 14,021,100 4,990,360
Philadelphia 35,185 35,185 ¢ 21,275 21,275
Cleveland 86,230 83,030 : 55,010 45,910
Richmond 51,565 33,265 : 63,985 48,515
Atlanta 56,020 54,020 : 164,625 63,715
Chicago 1,416,285 128,685 : 1,301,590 290,840
St. Louis 107,530 67,530 : 113,520 74,520
Minneapolis 25,165 13,165 : 31,845 24,385
Kansas City 44,530 43,125 : 88,330 75,615
Dallas 29,990 29,990 : 26,580 25,580
San Francisco 1,653,370 1,008,770 : 1,086,230 364,160
Treasury 281,230 281,230 338,665 338,665
TOTALS $16,626,535  $6,401,550  : $17,472,200  $6,411,285
Type
Competitive $14,564,630  $4,339,645 : $14,670,235  $3,609,320
Noncompetitive 1,076,170 1,076,170 : 1,271,765 1,271,765
Subtotal, Public $15,640,800  $5,415,815 : $15,942,000  $4,881,085
Federal Reserve 943,335 943,335 ¢ 850,000 850,000
Foreign Official
Institutions 42,400 42,400 : 680,200 680,200
TOTALS $16,626,535  $6,401,550 . $17,472,200  $6,411,285

1/ Equivalent coupon-issue yield.
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The Exchange Rate System and Agricultural Trade

It is a yreat pleasure to be here today, addressing the
National Association of Wheat Growers. My own roots are in
agriculture: I started out in life on a farm in Missouri. My
folks' place wasn't big or fancy -- ygrain, sometimes a few
chickens, a few hogs. Even half a lifetime after I left
that place, there are parts of it I can never get away from.
Most of my career was spent in Chicago, then the hoy capital of
the world -- and now duringy football season even Washington D.C.
gets taken over by "hogs” and their admirers.

There is another, more serious, way in which I have never
left my roots behind. Growing up on that Missouri farm taught
me things I never could have learned as well anywhere else:
self-reliance, the importance of hard work, and the principle of
risk and reward. You just don't find many lazy farmers -- and
anybody who's ever mortgaged everything he owns to buy seeds,
herbicides, pesticides and fertilizer to put into the soil in
hopes of a good crop knows that, in the real world, you have to
take risks in order to have a chance at financial rewards.

Farming, like many other sectors of American business, 1is
sensitive to changes in government regulation and other policies.
For this reason the government has a responsibility to be a
reasonable and predictable economic partner. The Reagan
Administration is trying to live up to that responsibility.

We recognize the essential fact that anything the government
gives away to one citizen had to be taken from others. That's
no way to solve problems -- it merely spreads them around.

Human ingenuity and enterprise, however, can solve problems.
These are the hallmarks of the private sector, the source of
growth and progress in our economy. It is for that reason that
this Administration has worked so hard to get government off the
backs of the American people, by breaking the cycle o? tax and
spend and removing burdensome and unnecessary regulations.

There will always be human problems which we would like to be

able to address, but our experience with decades of an expanding

government role in the American economy has proven that some
solutions only breed new and larger problems.



This morning I would like to speak to you about an area of
international economic policy in which this Administration is
often accused of doing too little -- exchange rate policy. I
will outline the basic features of the present exchange rate
system, some of the current issues and complaints about exchange
rate developments, how the U.S. government responds to them, and
and how these and other factors affect the outlook for U.S.

U.S. agricultural exports.

The Exchange Rate System

From the end of the Second World War to 1973, the United
States participated in a system of fixed exchange rates, the
Bretton Woods System. Under that system, most member countries of
the International Monetary Fund agreed to keep the exchange rates
of their currencies within a narrow range around agreed fixed
parities in terms of the dollar; the United States government in
turn agreed to stand ready to convert dollars into gold at a
fixed price in transactions with other governments.

Because we no longer operate under those rules, and because
world economic performance has been so poor since 1973, some critics
contend that we no longer have a functioning exchange rate system
at all. This argument is grossly misleading: what we do have is
a system which has changed toc cope with the economic environment.
There are a number of reasons why there we no longer have fixed
exchange rates -- but the most important one is that they are no
longer either appropriate or possible.

The Bretton Woods system lasted as long as it did because
the United States had a dominant position in the world economy
in the immediate postwar era, and because economic performance
in the United States was among the world's best. Over time,
however, other countries such as Germany and Japan recovered
from the war and beygyan to catch up with us, and inflation and
productivity performance in the United States began to weaken
relative to these new competitors. 1In a world with only one
large economy and one major currency, fixed exchange rates were
comparatively easy to maintain; in a world with many large
economies and many major currencies, fixed exchange rates proved
impossible in the face of widely diverging economic performance.
Indeed, had declining confidence in the U.S. dollar not forced
an end to the Bretton Woods system in early 1973, the OPEC oil
price shock a few months later surely would have.

Since then, global economic conditions have been too turbu-
lent and economic trends in the major countries too divergent
for fixed rates to be feasible -- and in fact flexible rates
have provided a way for international trade and financial
relations to run smoothly despite these underlying problems.
Private foreign exchange markets and international lending
have become the primary determinants of exchange rates and
international resource allocation. 1In recognition of this, the
International Monetary Fund's ground rules for its members'



exchange rate policies were altered in 1976, to make flexibhle
exghange rates a part of the system and to prescribe ways in
which the system could be made to function smoothly.

Most importantly, the revised IMF Articles of Agreement
recognized that exchange rate stability was impossible without
sound economic policies in the major trading nations. IMF
members therefore agreed to pursue policies for ygrowth and price
stabi}ity, and also to avoid manipulating their 2xchange rates
to gain unfair competitive advantage over one another. These
ground rules were designed to increase exchange rate stability
by el}mlnating weak and inflationary economic policies and
bringing performance in the major trading nations closer together,
with occasional help from official intervention to counter dis-
orderly conditions in foreign exchange markets.

Current Exchange Rate Issues

In the first decade of the flexible exchanye rate systenm,
participating nations have clearly failed to live up to their
commitments. Economic policies in the major industrial countries
have been erratic; inflation performance, while generally unsatis-
factory, has also varied widely among them; and these differences
in policies and performance have driven wide swings in exchange
rates,

The U.S. dollar is still the world's most important currency:
the vast majority of international reserve holdinys are in dollars,
as are most international merchandise and capital transactions.

As a result, when other countries are concerned over exchange rate
movements the United States government is usually caught up in
international controversy. Under the Carter Administration,
inflationary U.S. economic policies sent the dollar into a tailspin
on foreiygn exchange markets, and it was widely feared that normal
international commerce would be disrupted by a loss of confidence
in the basic world currency. For this reason, the United States
responded with a series of measures, ultimately adopting policy
chanyes which stopped the dollar's decline.

However, since then we have started to hear exactly the
opposite complaint. The dollar has appreciated on foreign
exchange markets almost continuously since President Reagan's
election. Foreiyn ygovernments, and some U.S. businessmen, have
argued that the dollar is "too strong" -- that it is overvalued
in relation to other major currencies, that high U.S. interest
rates are the cause of the problem, and that the U.S. government
should act to brinyg the dollar down. Ways that have been
suggested for doing so include torcing down U.S. interest rates
through looser monetary policy and cuts in the budyet deficit,
intervention in foreign exchange markets, and, if all else fails,
government controls on foreign exchange and international
capital transactions. I would like to give you a brief picture
of our response to these criticisms and suygestions.



First, we are sympathetic to the view that the value of
the dollar is high. There is no question that dollar appreciation
has made imported goods highly competitive in our market, and
made it more difficult for our exporters to compete abroad.
But I cannot agree with that extra leap by which one concludes
that the dollar is "too high." The dollar's foreign exchange
value is what it is: exchange rates are determined by market
forces, and if the market's assessment is that the U.S. economy
is stronger than others and U.S. dollar assets more desirable,
there is little we can do -- short of weakening our economy --
to convince it otherwise. While I can agree with the general
proposition that relative inflation performance is one of the
main determinants of exchange rate behavior, expectations also
play a major role, as do a variety of other factors. Thus, I
do not accept the calculations and arguments which are generally
used to establish that a particular exchange rate is "right" or
" wrong . "

The charge that the dollar is strong because of high U.S.
interest rates simply doesn't square with the facts. The dollar's
current upturn was initiated by a shift from inflationary U.S.
policies to President Reagan's anti-inflationary ones, and it has
been sustained since then by a wide variety of other factors.
These have included: the dramatic improvement in U.S. inflation
performance; continued high inflation in some major foreign
countries; doubts about the political resolve of other countries
to resist pressures to inflate; the impact of the President's
Economic Recovery Proyram on the prospects for American business
and the American economy; deep-seated pessimism in Furope about
the longer-term future; political upheaval in areas such as
Afghanistan, Poland, and the Middle East; and a general percep-
tion that the U.S. economy and currency are uniguely safe places
to keep money in a turbulent world.

At times, the dollar may have been given a short-run impe-
tus by foreign capital attracted by increases in U.S. interest
rates or by widening differentials between our interest rates
and those in other major countries. But on balance over the
three-plus years in which the dollar has been appreciating,

U.S. interest rates have fallen -- both in nominal and real

terms -- as have the differentials between our interest rates

and foreign ones, 1In fact, our short-term interest rates are now
only about half what they were just before this Administration
took office, as a direct result of the President's economic
policies. Monetary discipline, restraint on government spending,
and reduced regulation and taxation of the private sector have
cut inflation to levels undreamed of a few years ago and rein-
vigorated the economy. Much remains to be done: for example,

we will be working to reduce the budget deficit by attacking

the excessive federal spending it represents. By maintaining

the discipline of monetary policy, and improving its stability,
we should be able to brinyg down inflation, inflation expectations,
and interest rates still further. But I think the President
deserves credit for what he has already accomplished.



The suggestion that the U.S. government use exchange and
capital controls to bring down the dollar ignores two basic
lessons of history. The first is that these controls, like
other government interference with the market mechanism,
reduce the efficiency of our economy and harm our longer-term
growth prospects. That is why this Administration has pressed
consistently for less yovernment regulation, not more. Second,
the U.S. experience with similar controls in the 1960's suggests
that they don't do the job they are intended to do in any event,
because financial markets adapt and their effects are offset
elsewhere in the financial system.

There is a similarly simple reason why we don't agree with
the suygestion for intervention to alter the dollar's foreign
exchange value -- it doesn't work. At times during the last
decade, governments which were dissatisfied with the exchange
rate impacts of their domestic policies have attempted to manage
exchange markets through official intervention -- large-scale
government purchases and sales of foreign currency designed to
change the level of exchange rates. Unwilling to seek exchange
rate stability through sound policies, they tried to impose
their preferences and judgments on the exchange market. BRut
the record of these attempts has been spectacularly bad:
intervention has been powerless to alter the market's assessment
of underlying policies and performance, and thus could have no
lastiny impact on exchange rates.

This should not have been surprising: foreign exchange
markets now operate around the clock, with virtually instantan-
eous worldwide transmission of all relevant information and a
turnover estimated last year at over $33 billion per day in the
New York market alone. 1In such a large and efficient market,
it is difficult for any participant to gain a significant
advantaye over others, or for any single transaction to have a
major impact. Every foreiygn exchange trader can read the same
wire service reports and call his friends to gossip. How
could you outguess a market like that? Most of us would admit
nobody can do so consistently -- and certainly the evidence is
that governments can't.

That conclusion was borne out in the United States by the
attempts of the Carter Administration to halt the dollar's
depreciation in 1977-1979. The dollar was declining persistently
against a wide range of foreign currencies, in response to
increasingly inflationary 1U.S. policies and the failure of that
Administration to remove energy price controls which had led to
a dangerous dependence on imported oil. But rather than addressing
these basic U.S policy problems, the government tried to convince
the market that dollar depreciation had "gone too far," through
public statements and increasingly large intervention operations,.
Toward the end of 1978, a combination of U.S. and Japanese policy
measures stopped the dollar's fall against the yen. But despite
massive intervention by the U.S. and other countries, the aol-
lar's decline against European currencies was not halted until
the United States took forceful anti-inflation steps, including



a major change in monetary policy, late the next year. Over
the whole episode, governments devoted tens of billions of
dollars to intervention in fruitless attempts to prop up a
dollar weakened by unsound U.S. policies. And even after
belated U.S. policy reforms turned the dollar around, the U.S.
government continued to operate in foreign exchange markets to
smooth exchange rate changes and to acquire foreiyn currency
for potential use in defending the dollar in the future.

At the beginning of this Administration, we took stock of
that intervention policy, concluded it was not appropriate, and
instituted the current U.S. policy of minimal interference with
foreign exchange markets. We announced our intention was hence-
forth to intervene only if necessary to counter serious disorder
in exchange markets. Some of our allies questioned this decision
to stop intervening at a time the dollar was strengthening
against their currencies, so to get the facts straight we initiated
a thorouygh international study of the effectiveness of interven-
tion. In parallel with this study, President Reagan also
obtained ayreement from the Heads of State of the other major
industrial countries to begin a new process of "multilateral
surveillance" with the IMF, a process designed to help stabilize
exchange markets by getting all the major countries to adopt
more similar, non-inflationary policies.

In both cases we made our point, and helped to redirect
discussions of exchange rates back to underlying policies. At
the conclusion of the intervention study, the governments
involved ayreed that intervention could only have a limited and
transient impact, and that attempts to use it to resist the
impacts of underlying policies were pointless or even counter-
productive. For this reason, they agreed to redouble their
efforts to yet more uniformly sound policies in place. Over
the past two years, most of these countries have in fact taken
important steps in that direction.

Althouygyh exchanye rates remain a topic of international
concern and discussion, I believe there has been considerable
progress in getting our European and Japanese partners to
adopt better economic policies. Official attention and energies
are focused where they belong: on putting all the major economies
pack on a sustainable, non-inflationary growth path. If we
can do this, we will have taken care of the basic cause of
exchangye rate problems,

U.S. Agriculture in the World Economy

Export markets are highly important to the health of U.S.
ayriculture, and agricultural exports are a major factor in
our overall export picture, amounting to about $35 billion or
20 percent of total exports in Fiscal 1983. Exports account for
40 percent of our overall farm output, and for your commodity,
wheat, exports have been between 60 and 70 percent of production
for several years.



Agriculture's export performance during the 1970's was
amazing: the value of export sales rose nearly 20 percent a
year, with crop exports growing slightly faster than livestock
products. This growth was part of a general pattern of increased
world demand for agricultural commodities, but the United States,
by virtue of its size and efficiency as a producer, maintained or
even increased its market shares for these products.

Unfortunately, the past few years have been difficult ones for
U.S. agriculture. World trade in commodities has slumped badly,
largely because of the worldwide recession. Farm income dropped
30 percent in real terms between 1981 and 1982 and only recovered
slightly in 1983. U.S. agricultural exports fell from $44 billion
in fiscal 1981 to $35 billion last year, with lower wheat and
feed grain sales accounting for nearly two-thirds of the decrease.
The decline was most severe in our exports to countries facing
international debt problems and hard currency shortages: sales
to Latin America were off about S$2 billion and those to Eastern
Europe down $1 billion. Larygely as a result of debt problems,
imports by developing countries declined 15 percent between
1981 and 1983, in contrast to the 13 percent annual growth from
the mid-seventies to 1981. Weaker economic activity in Europe
and Japan also caused our export sales to those areas to decline.

Lower foreign demand for agricultural products at a time of
record U.S. crops caused our swelling inventories to overhang the
market, and led to sharp increases in agricultural support costs
for the U.S. government. The Administration responded with
the PIK program, designed to cut back production and reduce
inventories. With a little help from the weather, U.S. produc-
tion and inventories did decline last year. Meanwhile, supplies
in the rest of the world increased.

Much has been written about the negative effect of a strong
dollar on commodity prices and agricultural export sales.
However, is not clear to what extent commodity prices and sales
have actually been affected by changing exchange rates. 1In an
open economy, dollar appreciation causes the world price, which
is quoted in dollars, to rise in local currency terms -- and we
would expect this to reduce demand for imported agricultural
products. But many markets are not very open. In the EC our
exports face discrimination against non-EC producers, and a
variable-levy system which insulates consumers from changing
world market conditions. In many developing countries, as well
as in Eastern Europe, imports are determined mainly by central
authorities on the basis of political pressures and the
availability of financing. Commodities with higher elasticities
of import demand, such as oilseeds, probably have been affected
most by the increased value of the dollar. But it appears that
far more important impacts on agricultural prices can be traced
to the basic supply/demand situation and world economic

conditions.



Despite all of the problems American agriculture has faced
recently, I think its future in the world economy looks bright.
In particular, our major export markets are turning up with the
end of global recession and successful management of interna-
tional debt problems.

More broadly, we see potential for a strong future for the
entire Western world. We are hopeful that the major industrial
countries will follow through on their commmitments to pursue
sound, noninflationary policies and to eliminate the differences
among them which have so destabilized exchange markets. We hope
that all the nations of the world recognize the dangers of pro-
tectionism and retaliation, and so can cooperate to avoid a
trade war. We are convinced that, acting with discipline and
restraint, and responding to the lessons learned painfully from
a decade of poor policies and poor performance, this time the
global economic expansion will be sustainable.
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