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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM -

Office Correspondence Date_Decenber 6, 1971

To ZM&L«/ T Subject: Luncheon and conference with
Government Relations Council of the
From George L. Spencer, Jr. American Bankers Association--Tuesday,

December 7.

As you know, the Government Relations Council of the
American Bankers Association will visit the Board's offices on
Tuesday, December 7, for luncheon in the Staff Dining Room at
1:00 p.m. to be followed by a conference with available Members
of the Board and certain staff.

Attached is a list of the members of the Government
Relations Council who are expected to be in Washington this week.
The American Bankers Association is of the impression that some
ot those persons listed may not find it possible to be in the
group that visits the Board on Tuesday, and they probably will
not have final information on that point until sometime that morning.

Those persons who plan to attend the luncheon and con-
ference are requested to gather in the Board Room shortly before
1:00 p.m. to greet the visitors prior to proceeding to the Staff
Dining Room.

Attachment



Representatives of the

Government Relations Council of the

American Bankers Association

to attend luncheon/conference on

Tuesday, December 7, 1971

Chairman

Mr. B. Finley Vinson

Chairman of the Board

First National Bank in Little Rock
(6150 mil.)

Little Rock, Arkansas

Vice Chairman

Mr. George A. LeMaistre

Chairman and Chief Executive Officer

The City National Bank of Tuscaloosa
(663 mil.)

Tuscaloosa, Alabama

Members

Mr. Aubrey E. Austin, Jr., President
Santa Monica Bank ($99 mil.)
Santa Monica, California

Mr. John J. Balles, Senior Vice President
Mellon National Bank & Trust Co.

($6 bil.)
Pittsburgh, Pennsylvania

Mr. James S. Barker, Vice Chairman
Bank of New Hampshire, N.A. ($108 mil.)
Manchester, New Hampshire

Mr. Norman Barker, Jr., President
United California Bank ($6 bil.)
Los Angeles, California

Members (cont'd)

Mr. Joseph W. Barr, President

American Security and Trust Co.
($807 mil.)

Washington, D. C.

Mr. Frank Bauder

Chairman and Chief Executive Officer
Central National Bank ($612 mil.)
Chicago, Illinois

Mr. Raymond W. Bauer, President
Union County Trust Company ($246 mil.)
Elizabeth, New Jersey

Mr. G. Clarke Bean, Chairman
The Arizona Bank ($538 mil.)
Phoenix, Arizona

Mr. Kenneth C. Bonnell

President

The First National Bank ($40 mil.)
Roswell, New Mexico

Mr. H. Phelps Brooks, Jr., President
The Peoples National Bank ($8 mil.)
Chester, South Carolina

Mr. Arthur F. Brown, Jr., President
The Carroll County Trust Co. ($15 mil.)
Conway, New Hampshire



Mr, James E. Brown

Senior Vice President

Mercantile Trust Company ($1 bil.)
St. Louis, Missouri

Mr., Richard P. Brown

Senior Vice President and Executive
Trust Officer

The First National Bank ($677 mil.)

Denver, Colorado

Mr. A. Dwight Button

Chairman of the Board

The Fourth National Bank & Trust Co.
($304 mil.)

Wichita, Kansas

Mr. Charles J. Cassidy

Chairman of the Board and President

First State Bank and Trust Company
(833 mil,)

Bogalusa, Louisiana

Mr. Robert L. Cave, President

First City Bank and Trust Company
(839 mil.)

Hopkinsville, Kentucky

Mr. Ezra T. Clark, President
Davis County Bank ($9 mil.)
Farmington, Utah

Mr. Robert G. Clawson, President
The Bank of Hartsville ($18 mil.)
Hartsville, South Carolina

Mr. W. T. Cothran, Chairman of the Board

Birmingham Trust National Bank
(8417 mil.)
Birmingham, Alabama

Mr. John J. Cummings, Jr., President
Industrial National Bank of R.I.

($1 mil.)
Providence, Rhode Island

Mr. Russell M. Daane

Vice Chairman of the Board

Fort Wayne National Bank ($190 mil.)
Fort Wayne, Indiana

Mr. T. Crawley Davis, Jr.
Senior Vice President

Bank of Delaware ($330 mil.)
Wilmington, Delaware

Mr, William G. Deathrage, President
Planters Bank & Trust Company

(656 mil.)
Hopkinsville, Kentucky

Mr. Robert B. Doyle

Senior Vice President

Hartford National Bank & Trust Co.
(81 bil.)

Hartford, Connecticut

Mr. J. Rex Duwe, President
The Farmers State Bank ($3 mil.)
Lucas, Kansas

Mr. Joseph F. Fahey, Jr.
Senior Vice President

The State National Bank of Connecticut

(5405 mil.)
Bridgeport, Connecticut

Mr. Robert W. Feagles

Senior Vice President

First National City Bank ($27 bil.)
New York, New York

Mr. Joseph B. Foster
President

Ann Arbor Bank ($162 mil.)
Ann Arbor, Michigan

Mr. William W. Foulkes, Jr.

Senior Vice President

The First Jersey National Bank
($507 mil.)

Jersey City, New Jersey

Mr. Robert W. Franz, President
First State Bank of Oregon ($98 mil.)
Milwaukie, Oregon

Mr. Paul W. Gandrud, President
Swift County Bank ($13 mil.)
Benson, Minnesota



Mr. Richard M. Gillett, President

01d Kent Bank and Trust Company
($691 mil.)

Grand Rapids, Michigan

Mr. Henry Gramann, Jr., President
Adams State Bank ($2 mil.)
Adams, Nebraska

Mr. Hubert H. Hauck

Chairman of the Board

Maine National Bank ($223 mil.)
Portland, Maine

Mr. Lester W. Herzog, Jr., President

National Commercial Bank & Trust Co.
{51 bii.)

Albany, New York

Mr. A. Lawrence Higgins

Executive Vice President

The Continental Bank & Trust Co.
($138 mil.)

Salt Lake City, Utah

Mr. Floyd A. Hines
Chairman of the Board

Fayette Bank and Trust Company ($24 mil.)

Connersville, Indiana

Mr. Lewis R. Holding, President

First-Citizens Bank & Trust Co.
($788 mil.)

Raleigh, North Carolina

Mr. Richard J. Holland, President
The Farmers Bank ($12 mil.)
Windsor, Virginia

Mr. Walter F. Johnson, President
First National Bank ($81 mil.)
Abilene, Texas

Mr. S. R. "Buddy" Jones, Jr.
President and Chief Executive Officer
First Pasadena State Bank ($88 mil.)
Pasadena, Texas

Mr. William H. Kennedy, Jr: President
National Bank of Commerce ($61 mil.)
Pine Bluff, Arkansas

Mr. Donald E. Lasater, Chairman
Mercantile Trust Company ($1 bil.)
St. Louisy Missouri

Mr. John P. Laware
Senior Vice President
Chemical Bank ($12 bil.)
New York, New York

Mr. Richard Lothian, President
Somerset Trust Company ($92 mil.)
Somerville, New Jersey

Mr. Richard G. Macgill, President
The New Jersey National Bank ($608 mil.’
Trenton, New Jersey

Mr. Adrian 0. McLellan, President
First National Bank ($91 mil.)
Great Falls, Montana

Mr. William F. Melville, Jr.
Senior Vice President

Maryland National Bank ($1 bil.)
Baltimore, Maryland

Mr. Wayne F. Messenger, President
First State Bank ($12 mil.)
Cody, Wyoming

Mr. Horace G. Moeller, President
Colonial National Bank ($172 mil.)
Haddonfield, New Jersey

Mr. Stephen G, Moore, Vice President
The Merchants National Bank ($49 mil.)
Burlington, Vermont

Mr. Hermann Moyse, Jr.

Executive Vice President

City National Bank of Baton Rouge
($127 mil.)

Baton Rouge, Louisiana



Mr. Robert B. Palmer Mr. Arnold H. Sturtevant
Senior Vice President President

Philadelphia National Bank ($3 bil.) Livermore Falls Trust Company
Philadelphia, Pennsylvania ($18 mil.)

Livermore Falls, Maine
Mr. C. L. Priddy, President

The National Bank of McAlester Mr. Richard H. Swain, President

(834 mil.) The First National Bank ($29 mil.)
McAlester, Oklahoma Cape Girardeau, Missouri
Mr. K. A. Randall Mr. Clifton D. Terry, President
President and Chief Executive Officer Bank of Hawaii ($815 mil.)
United Virginia Bankshares, Inc. Honolulu, Hawaii

($1 bil.)
Richmond, Virginia Mr. James A. Webb, Jr.

Executive Vice President

Mr. J. Fred Risk, Chairman Third National Bank in Nashville
The Indiana National Bank ($1 bil.) ($634 mil.)
Indianapolis, Indiana Nashville, Tennessee
Mr. Leo W. Seal, Jr., President Mr. Williard I. Webb, III, President
Hancock Bank ($115 mil.) The Ohio Citizens Trust Company
Gulfport, Mississippi ($235 mil.)

Toledo, Ohio
Mr. C. Gale Sellens, President

Lakeside National Bank (835 mil.) Mr. J. C. Welman, Jr.

Wheat Ridge, Colorado Senior Vice President
First National Bank of Minneapolis

Mr. Al K. Simpson, President ($1 bil.)

Merchants National Bank & Trust Co. Minneapolis, Minnesota

($59 mil.)

Fargo, North Dakota Mr. John H. Wheeler, President
Mechanics & Farmers Bank ($26 mil.)

Mr. Joe B. Sisler, President Durham, North Carolina

The Clovis National Bank ($33 mil.)

Clovis, New Mexico Mr. E. Paul Williams, President
Second National Bank ($59 mil.)

Mr. Virgil E. Solso, President Ashland, Kentucky

The Oregon Bank ($159 mil.)

Portland, Oregon Mr. Robert D. Williams, President
First National Bank of Arizonma ($ 1 bil.

Mr. Samuel B. Stewart Phoenix, Arizona

Senior Vice Chairman of the Board
Bank of America, N,T. & S.A. ($32 bil.) Mr. Charles E. Woodruff

San Francisco, California Executive Vice President
Manufacturers Hanover Trust Company

Mr. Leon Stone, President ($14 bil.)

The Austin National Bank ($267 mil.) New York, New York

Austin, Texas



«Mr. Marchant D. Wornom Mr. Sam I. Yarnell
Executive Vice President - Treasurer Chairman of the Board
Virginia Bankers Association

American National Bank and Trust Co.
Richmond, Virginia ($291 mil.)

Chattanooga, Tennessee

NOTE: Figures in parentheses represent total resources
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THE AMERICAN BANKERS ASSOCIATION 1120 CONNECTICUT AVENUE, N.W, WASHINGTON, D.C. 20036

FEDERAL ADMINISTRATIVE ADVISER
WILLIAM T. HEFFELFINGER, CONSULTANT
January 5, 1972

Mrs. Catherine Mallardi

Board of Governors of the
Federal Reserve System

Washington, D. C. 20551

Dear Mrs. Mallardi:

There is enclosed for Chairman Burns' information
a copy of the agenda for the Government Borrowing Committee's
meeting on January 25-26, 1972. We have scheduled Dr. Burns
to meet with the Committee at 4:00 p.m. If he prefers some

other time the Committee can arrange its schedule to meet his
desire. A

Sincerely,

Aty
W. T. Heffelfifiger)

WTH: TB

Enclosure

202/487-4200



AGENDA

GOVERNMENT BORROWING COMMITTEE
The American Bankers Association
January 25-26, 1972

Tuesday, January 25, 1972
9:00 a.m.

10:00 a.m.

11:00 a.m.

12: 30 p.n.
1:00 p.m.

2:30 p.m.

6:30 p.m.
7:00 p.m.

Wednesday, January 26, 1972

9:15 a.m.

10:00 a.m.

Committee meets in Room 4426 of the Treasury
Department for briefing on Federal Financing
Bank 1/

Committee to review slides in Room 2334 of
the Treasury 1/

Committee to meet with Under Secretary for
Monetary Affairs, Mr. Paul Volcker, in Room 4426
of the Treasury Department for backgrounding 1/

Refreshments
Luncheon
Cabinet and Pan American Rooms, Mayflower Hotel

Committee to reconvene in Board Room of The
American Bankers Association, 1120 Connecticut
Avenue, N. W. (7th floor) 2/

Chairman Burns (Federal Reserve Board) will
meet with the Committee at 4:00 p.m.

Cocktails
Dinner
Cabinet and Pan American Rooms, Mayflower Hotel

Committee to reconvene in Board Room of The
American Bankers Association, 1120 Connecticut
Avenue, N. W. 2/

Committee to report its recommendations to
Secretary Connally and the Treasury Financing
Group in Room 4426 of the Treasury Department 1/

1/ Treasury will use the regular projection room on the second floor at south-
west corner of building (corner facing the Mall and the White House).
Briefing on Federal Financing Bank and Conference with Under Secretary for

- Monetary Affairs and report to the Secretary of the Treasury will be held
in the 4th floor Conference Room on west side of building near the center
elevators opposite the White House.

2/ This location is on Connecticut Avenue opposite the Mayflower Hotel.
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@THE AMERICAN BANKERS ASSOCIATION 120 cCONNECTICUT AVENUE, N. W., WASHINGTON, D. C. 20036

PRESIDENT
ALLEN P. STULTS

AMERICAN NATIONAL BANK AND
TRUST COMPANY
CHICAGO, ILLINOIS 80880

March 6, 1972

The Honorable William Proxmire
Chairman, Joint Economic Committee
United States Senate

Washington, D. C. 20510

Dear Mr. Chairman:

In your letter of February 4, 1972, you invited The American Bankers
Association to submit written comments on the economic issues which concern
the nation and our organization. This letter conveys the official views of
our Association on this important matter.

The American Bankers Association has applauded President Nixon for taking
bold action since August 15, 1971, to stem persisting inflationary pressures
domestically and to reverse the growing deficit in our international balance
of payments. At the same time, the Association has also stressed the need to
complement controls with appropriate fiscal and monetary policy measures, in
order to permit an early phase-out of the temporarily imposed wage-price con-
straints. '

Members of the banking and financial community recognize that fiscal and
monetary policy measures must be responsive to the needs of a growing economy.
At the same time, however, it is important to note that a fine line exists
between appropriate stimulation of real economic growth and the rekindling
of inflationary expectations. Clearly, the anticipated 38.8 billion dollar
deficit for this fiscal year -- which would involve an estimated 8 billion
dollar deficit even if the economy were operating at full employment =-- could
tip the scales in the direction of renewed inflationary pressures and expecta-
tions. This, in turn, may jeopardize the possibility of achieving non-infla-
tionary growth domestically and an improved trade position internationally, as
envisioned under the President's New Economic Program.

In the area of monetary policy, we note that the Federal Reserve has again
moved to ease monetary conditions substantially, and short-term interest rates
have fallen dramatically. This effort to make credit conditions much easier
as the economy moves upward has certain disturbing implications. The weakness
of the dollar in foreign exchange markets, and continued uneasiness in domestic
money markets, reflect these concerns and bear witness to the persistent un-
certainty which exists about inflation both at home and abroad.

The failure to achieve a steadier pattern in monetary policy also has
important implications for both financial conditions in the short run and the
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achievement of sustained economic growth in the long run. To be sure, the
need to finance a substantially enlarged federal deficit, coupled with other
credit demands which can be expected to develop in 1972, only compounds the
difficulties associated with achieving orderly growth in money and credit.

A less expansionary fiscal policy than currently envisioned would moderate
prospective upward pressures on interest rates and be more conducive to an
orderly growth in monetary aggregates. This, in turn, would alleviate the
dangers of seriously disruptive changes in the total flow and allocation of
credit that would accompany the development of excessive upward pressures on

o rates of interest.

Improved productivity represents another important ingredient for achieving
non-inflationary growth in our economy. The Association has long supported the
modernization of plant facilities and work rules, and the elimination of numer-
ous rigidities in the economy, as steps toward increasing the growth of pro-
ductivity. Additional attention should be focused on the development of appro-
priate programs and policies in this area. /

Finally, the Association wishes to express the uneasiness of the financial
community concerning the implementation of certain aspects of the Phase II
wage-price program. The difficulties experienced by the Wage Board in holding
wage increases to a level consistent with the Price Commission's goals ob-
viously contribute to inequities, and may result in a breakdown of publlc
support for the program before it has achieved its objectives.

In summary, we strongly recommend that the Administration place greater
emphasis on programs designed to garner the long-term employment benefits of
non-inflationary economic policies. To achieve this, we urge both the Admin-
istration and the Congress to hold the growth of Federal expenditures below
present budget levels during the critical months that lie ahead. This would
permit the monetary authorities to adopt a steadier approach to implementing
monetary policy. In addition, we suggest that the Congress and the Adminis-
tration continue to emphasize the importance of productivity as a basic deter-
minant of compensation levels. Finally, we urge the Wage Board and the Price
Commission to work together more closely in the future to ensure the success
of the President's efforts to curtail inflationary pressures and expectations
in the economy. Hopefully, taken together these measures will enable the Ad-
ministration, at an early date, to remove the restraints temporarlly imposed
on wage and price decision-making in the economy.

Slncerely

X, & o

Allen P. Stults
President

cc - Hamilton D. Gewehr, Administrative !
Clerk (30 copies)
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ﬁTHE AMERICAN BANKERS ASSOCIATION 1120 CONNECTICUT AVENUE, N. W,, WASHINGTON, D. C. 20036
PHEBIﬂ’ENT

ALLEN P. STULTS

AMERICAN NATIONAL BANK AND
TRUST COMPANY
CHICAGO, ILLINOIS 60680

March 9, 1972

The Honorable Arthur F, Burns

Chairman

Board of Governors of the
Federal Reserve System

Washington, D. C. 20551

Dear Mr. Chairman: :

For many years The American Bankers Association, by policy, has
vigorously supported the independence of the Federal Reserve System
within the Govermment as a prerequisite to effective monetary policy.

The Govermment Relations Council of our Association during a
recent meeting discussed the Congressional and newspaper comment on
"a proposal by the Chairman of the House Committee on Banking and
Currency to subject the Federal Reserve Board and the Federal Reserve
Banks to audit by the Comptroller General of the United States,

They were in complete disagreement with that proposal and the
purpose of this letter is to reiterate emphatically that The American
Bankers Association continues its position in support of the indepen-
dence of the Federal Reserve System, and will oppose any action which
would subject the Federal Reserve Board and the Federal Reserve Banks

*to audit by the Comptroller General of the United States, as we believe
“this would be a step in weakening such independence.

Sincerely,

(e, /-

Allen P:-Stults:



BEOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

March 9, 1972

To: Chairman Burns
From: Charles Molony

Attached are:

(1) A memorandum from Messrs. Holland
and Molony regarding telephoned expression of
intent by Allen P, Stults, President of the
American Bankers Association, to amplify in his
remarks to the Mexican Bankers Association,
March 11, the comments on monetary policy given
in a letter by Mr. Stults for the ABA to
Senator Proxmire, March 6.

(2) Text copy of the March 6 letter by
Mr. Stults to Senator Proxmire.

(3) A New York Journal of Commerce
story, March 8, quoting the March Economic
Letter of the First National City Bank under
headline: 'Dollar's Weakness Not Due to Fed
Money Policy."

(4) Text of the relevant portion of the
First National City Bank letter noted above.

(5) Complete copy of the First National
City Bank letter with the portions previously
noted appearing at pages 3, 4, and 5.



March 9, 1962

TO; Chairman Burns

FROM: Robert C. Holland and Charles Molony

Mr. Allen P. Stults, President of the American
Bankers Association, has indicated that he intends to
include in his remarks to the Mexican Bankers Association
on March 11, 1972 an amplification along the following
lines of the judgments concerning U. S. monetary policy
which were contained in The American Bankers Association
letter of March 6, 1972 to Senator Proxmire, Chairman of
the Joint Economic Committee of the Congress:

Some press reports on the above letter gave
an unfortunate misemphasis to the weight of our concerns.
While we do have some concern about the abundant volume
of credit and liquidity being made available to the
American economy, by far our greatest concern attaches
to fiscal policy and the possible consequences of the
very large deficits to which our economic system is

being subjected.
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Sieerr ALLEN P. STULTS

AMERICAN NATIONAL BANK AND
TRUST COMPANY
CHICAGO, ILLINOIS 80880

March 6, 1972

‘The Honorable William Proxmire
L Chairman, Joint Economic Committee
“~___United States Senate

Washington, D. C. 20510

Dear Mr. Chairman:

In your letter of February 4, 1972, you invited The American Bankers
Association to submit written comments on the economic issues which concern
the nation and our organization. This letter conveys the official views of
our Association on this important matter. st

The American Bankers Association has applauded President Nixon for taking
bold action since August 15, 1971, to stem persisting inflationary pressures
domestically and to reverse the growing deficit in our international balance
of payments. At the same time, the Association has also stressed the need to
complement controls with appropriate fiscal and monetary policy measures, in
order to permit an early phase-out of the temporarily imposed wage-price con-
straints.

Members of the banking and financial community recognize that fiscal and
monetary policy measures must be responsive to the needs of a growing economy.
At the same time, however, it is important to note that a fine line exists
between appropriate stimulation of real economic growth and the rekindling
of inflationary expectations. Clearly, the anticipated 38.8 billion dollar
deficit for this fiscal year -- which would involve an estimated 8 billion
dollar deficit even if the economy were operating at full employment -- could
tip the scales in the direction of renewed inflationary pressures and expecta-
tions. This, in turn, may jeopardize the possibility of achieving non-infla-
tionary growth domestically and an improved trade position internationally, as
envisioned under the President's New Economic Program.

In the area of monetary policy, we note that the Federal Reserve has again
moved to ease monetary conditions substantially, and short-term interest rates
have fallen dramatically. This effort to make credit conditions much easier
as the economy moves upward has certain disturbing implications. The weakness
of the dollar in foreign exchange markets, and continued uneasiness in domestic
money markets, reflect these concerns and bear witness to the persistent un-
certainty which exists about inflation both at home and abroad.

The failure to achieve a steadier pattern in monetary policy also has
important implications for both financial conditions in the short run and the
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achievement of sustained economic growth in the long run. To be sure, the
need to finance a substantially enlarged federal deficit, coupled with other
credit demands which can be expected to develop in 1972, only compounds the
difficulties associated with achieving orderly growth in money and credit.

A less expansionary fiscal policy than currently envisioned would moderate
prospective upward pressures on interest rates and be more conducive to an
orderly growth in monetary aggregates. This, in turn, would alleviate the
dangers of seriously disruptive changes in the total flow and allocation of
credit that would accompany the development of excessive upward pressures on
rates of interest.

Improved productivity represents another important ingredient for achieving
non-inflationary growth in our economy. The Association has long supported the
modernization of plant facilities and work rules, and the elimination of numer-
ous rigidities in the economy, as steps toward increasing the growth of pro-
ductivity. Additional attention should be focused on the development of appro-
priate programs and policies in this area.

/

Finally, the Association wishes to express the uneasiness of the financial
community concerning the implementation of certain aspects of the Phase II
wage-price program. The difficulties experienced by the Wage Board in holding
wage increases to a level consistent with the Price Commission's goals ob-
viously contribute to inequities, and may result in a breakdown of public
support for the program before it has achieved its objectives.

In summary, we strongly recommend that the Administration place greater
emphasis on programs designed to garner the long-term employment benefits of
non-inflationary economic policies. To achieve this, we urge both the Admin-
istration and the Congress to hold the growth of Federal expenditures below
present budget levels during the critical months that lie ahead. This would
permit the monetary authorities to adopt a steadier approach to implementing
monetary policy. In addition, we suggest that the Congress and the Adminis-
tration continue to emphasize the importance of productivity as a basic deter-
minant of compensation levels, Finally, we urge the Wage Board and the Price
Commission to work together more closely in the future to ensure the success
of the President's efforts to curtail inflationary pressures and expectations
in the economy. Hopefully, taken together these measures will enable the Ad-
ministration, at an early date, to remove the restraints temporarily imposed
on wage and price decision-making in the economy.

Sincerely

Allen P. Stults
President

cc - Hamilton D. Gewehr, Administrative
Clerk (30 copies)
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Dollar’s Weakness Not
- Due to Fed Money Policy

By PATRICK CONNOR
Journal of Commerce Staff
Federal Reserve monetary

policy and low U.S. interest
rates are not the important
reason for the weakness of the
dollar in foreign exchange
markets, First National City
.Bank says in its latest month-
ly letter,

" “The main reason the dol-
lars haven’t come home ...

+ is the exchange risk of holding -

_dollars rather than other cu-
‘rencies in circumstances
where the dollar is under one-
sided selling pressure against
stronger European currencies
in the spot exchange market
and is trading at a large dis-

. count in the forward market.”
The Citibank letter contin-
ued that “the dollar's attr-

+ © activeness as a medium for in-

vestment may have been
materially affected by last
year’s events. A key currency

point.”

once thought to be immune to
devaluation and then devalued
has changed its status. ...
Foreign criticism of Fed pol-
icy seems largely beside the.

Criticism Voiced

In recent days both high-
ranking French and West Ger-

- ‘man officials have voiced crit-

icism of U.S. monetary policy
for lowering short-term inter-

_est rates in this country, thus

kecping 2 huge overload of
dollars in Europe, where in-
terest rates are higher.)

But Citibank maintained
that “‘the Fed cannot be
blamed for the steep decline
of interest rates.” For one
thing,
pectations have been damp-
ened somewhat, and this has
caused interest rates to drop,
the bank argued. And, an
economy with as much slack
as the U.S. can afford a mod-
erately expansionary mone-
tary policy, the letter noted.

Short-term interest rates
should begin to move up-in the
fairly near future anyway, the
letter said, since ‘‘the rate of
inflation implied by current
short-term interest rates is far

* too low.” ! 3
For example the recent 90-
_ day commercial paper rate of

about 3.8 per cent carries an
implied annual inflation pre-

. mium of 0.8 per cent to I per

cent, the letter notes, while
the rate on long-term double-A
rated utility bonds suggests an
inflation premium of 3.5 per

* cent to 4 per cent.

Prospects For Growth
The bank continued that the
prospects for 5 to 6 per cent
real economic growth this

' year were still good but “con-

sumer spending, as the ldrgest
component of gross national

inflationary  ex-.

product, still bears watching.” .

The bank also pointed out
that the robust 12 per cent rise

~in after-tax corporate profits

in 1971 was very heavily in-
fluenced by the tripling of
profits at General Motors.
“Without GM the 1970-71 in-

crease in corporate earnings -

would have been reduced from
12 per cent to 8 per cent. Oth-
er revivals in earnings were
tied to the auto boom or the

_jump in housing starts, Citi-
* bank commented.

) The bank also endorsed the
idea of a public or private
agency to lend money to stu-
dens to cover college tuition
and living costs. The student
would_ pay back the loan over
a period of years after he got

. @ job. That makes more sense

than “free” tuition for all stu-

dents, no matter what their
economic status, the bank ar-
gued.

Vero l- 2
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MONEY: International
The failure of speculative funds to flow from
other currencies back into the dollar is blamed
on the low level of short-term interest rates in
the United States. At the same time, the Fed-
eral Reserve has come in for a good deal of
criticism in European financial circles for allow-
ing short-term rates to sink so low. The Fed is
berated for its alleged failure to follow the re-
strictive sort of monetary policy critics deem
appropriate for a country whose currency has
just been devalued and which seeks to improve
its trade balance and strengthen its currency
on the exchange markets. The Fed's critics ap-
parently have in mind Britain's experience fol-
lowing the pound's devaluation in November
1967, when the Bank of England's failure to
adopt a restrictive monetary policy until late in
1968 undoubtedly delayed the recovery in Brit-
ain’s balance of payments.

Although higher U.S. interest rates and lower

rates in Europe would doubtless create some
incentive for funds to flow back into dollar
assets, interest rates are not the main reason
the dollars haven't come home. The road-
block now is the exchange risk of holding dol-
lars rather than other currencies, in circum-
stances where the dollar is under one-sided
selling pressure against stronger European
currencies in the spot-exchange market and is
trading at a large discount in the forward mar-
ket. Such a one-sided exchange risk represents
a substantial reduction in the effective yield on
dollar assets. If, for example, a dollar invest-
ment is hedged by selling dollars in the forward
exchange market, the large forward discount of
the dollar reduces the effective yield; and even
it the exchange risk is not hedged, the per-
ceived risk reduces the yield that the investor
can reasonably expect.
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How long these one-sided expectations about
the dollar will persist is by no means clear.
Much depends on how soon the current ac-
count of the U.S. balance of payments begins
to show signs of improvement.

Yet even when the U.S. deficit narrows and
the dollar ceases to be under one-sided selling
pressure on the exchanges, the return of specu-
lative funds to the dollar may be disappointing.
For the dollar’s attractiveness as a medium for
investment may have been materially affected by
last year's events. A key currency once thought
to be immune to devaluation and then devalued
has changed its status. Like other currencies,
the dollar is now perceived in the markets to
be subject to long-term exchange risks.

Foreign criticism of Fed policy seems largely

beside the point. The money supply barely grew
at all from August to December 1971. Thus the
Fed cannot be blamed for the steep decline of
interest rates, which began in August. Down-
‘ward revision of price expectations and factors
affecting the real rate of interest, rather than
“liquidity effects,” were evidently responsible.
Chairman Arthur F. Burns of the Federal Re-
serve Board put the problem in perspective
when he suggested that critics should also ask
“ift some foreign interest rates are too high.”

Since December, the Fed’'s resumption of a
moderately easy policy may have played some
part in the further decline of short-term rates.
But the central bank has had little real choice—
a restrictive policy would have threatened the
continued recovery of the U.S. economy. More-
over, the view that a moderately expansionary
monetary policy is inconsistent with the suc-
cess of the dollar's devaluation overlooks the
large amount of slack in the U.S. economy and
the damping of price inflation. Britain's experi-
ence after the 1967 devaluation is hardly rele-
vant; when the pound was devalued, the British
economy was at full employment. 7
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General business conditions: still waiting for the spring

Some early data raise doubts, but the
economy is headed the right way. And
unless forecasts of 5-6% real growth are
wide of the mark, breakthroughs will
occur—particularly in retail sales.

The economic policymakers of the Nixon Ad-
ministration are caught in a painful squeeze.
The public, after years of exposure to the con-
fident diagnoses of economists and politicians,
has grown less tolerant of delays in the achieve-
ment of high employment and the elimination
of inflation. But the recovery from the recession
of 1969-70, like the contraction itself, has been
protracted.

President Nixon’s spectacular trip to China
provided temporary relief for the policymakers’
discomfiture by diverting attention from the
domestic economy. But only an acceleration in
the rate of economic growth and a further slow-
down in the rate of inflation can effect a perma-

nent cure. It is not enough that the economy is
clearly headed in the right direction. What mat-
ters is the speed of its forward progress.

On that issue, the Administration continues
to draw more solace from private forecasts and
leading indicators of future economic activity
than from data on the actual performance of
the economy. Although some forecasters have
scaled their projections down, the consensus
among private and government analysts alike
continues to point to a 5-6% gain in real out-
put—the largest since 1966—accompanied by
a further slowdown in price inflation. And the
big upward jump in new orders for durable
goods—together with planned increases in
capital spending—lends support to this view.

Developments in the opening weeks of this
year neither repudiate nor clearly validate the
prevailing optimism. Retail sales, industrial
production, housing starts and employment
rose in January, after allowance for normal
seasonal fluctuations. And business inventories
rose in December—the latest month for which
data are available—by the largest amount since
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An economic rebound is under way but some
data suggest it is slower than expected. If
real growth is going to jump 5-6%, big gains
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sectors. In any case, short-term rates are
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mid-1970. But the gains were, on the whole, not
large enough to translate into a 5-69% annual
rate of growth in real output. Similarly, while
the January rises in the price indices were
below pre-freeze rates—and lower than many
observers expected—they, nonetheless, broke
through the government’s 2% % guideline.
These early reports don’t materially lower
the odds in favor of the forecasts of strong
growth and less inflation, The favorable signs
for the future outweigh the preliminary and
fragmentary information on the economy'’s per-
formance in the year’s opening weeks. But it
is safe to say that business activity will have
to become more brisk and inflation less exu-
berant before policymakers can rest easy.

A new retail sales mix

Analysts will be focusing their attention on
those segments of the economy that must show
the greatest improvement over 1971 if a 6%
growth rate is to be attaineq: inventory accumu-
lation, the trade balance, and plant-and-equip-
ment spending. But consumer spending, as the
largest component of the gross national prod-
uct, still bears watching. It will have to rise at
close to its 1971 pace if the economy is to
expand this year as expected.,

The 11% increase in retail sales between the
last quarter of 1970 and the last quarter of 1971
exceeded comparable gains in the first year of
recovery from the three previous recessions.
But the rate of price inflation was also greater:
If the effects of price increases are eliminated,
the gain in this recovery is somewhat smaller
than that following the recession of 1957-58
but greater than in the recovery from the 1960-
61 recession,

Retail sales gains were not evenly spread.
As the chart indicates, the automotive group
enjoyed extraordinary growth compared with
the first year of earlier recoveries. The rebound
from the late-1970 strike at General Motors and
the temporary fillip associated with the price-
and-wage freeze gave added impetus to the
push associated with economic recovery. And

the tempo of business at department stores
and at lumber and building material stores was
also strong compared with earlier recoveries.

Since auto sales can hardly be expected to
grow by the same percentage in 197_2, other
areas will have to show stronger gains than
they did last year if total ret_all sales are to
expand at last year’s rate. Thl§ foquses atten-
tion on areas where sales gains in 1971 felll
below the norm of previous recovenes—f'urm-
ture and appliance stores, apparel retailers,
eating and drinking places, and drug and

rietary stores. .
proPF:ospecyts for these outlets appear_ brighter.
Last year’s record level of new housing star.ts
will push housing completions to a record in
1972. Combined with rising incomgs and a de-
clining unemployment rate, this will spur sales
of furniture and appliances. Indeed,. the sec-
ondary impact of the building boom is already

Recovery '71: ;
Some retail sales picked up fast. . .

(percent change)
50

415

Autos Department Building mat'ls. Liquor
and parts stores dealers Stores

. . .but others trailed the average
20

10

Eatlng and Apparel Furniture and Drug‘ and
drinking stores appliance proprietary
places stores stores

o - 1954-55
1971 recovery 7]1958-59 [ ]

i i i ted by the Bureau
| sales categories as defined and repor
gfettile Census. Bars show percentage ch_anges between averi%er
levels of sales in trough quarter of business cycle and qua

one year later.
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discernible; in the first six weeks of 1972, sales
in stores that specialize in this type of mer-
chandise ran 8% above sales in the compa-
rable weeks of 1971. .

Although sales of nondurable goo_ds in gen-
eral are relatively immune to the swings of the
business cycle, apparel and restaurant meals
are probably exceptions. The Ia_tter can be ex-
pected to respond to a general improvement in
incomes and the economy. In the case of eat-
ing and drinking places, at Iefast, such a rg-
sponse was already evident in the first six
weeks of this year. '

Thus, the fact that sales of automobiles ac-
counted for a large share of the gr_owt.h of retail
sales last year does not necessarily imply thgt
the growth of total sales will be less robust this
year. It is as plausible to speculate that thg
rapid rise in consumer outlays for autps di-
verted expenditures from other categories. In
any case, the recent strength of consumer dg-
mand for such big-ticket items as domestlc
automobiles and color-TV sets, thg continued
climb in housing starts, and the high Ieve.l of
consumer liquid assets in general and savings
deposits in particular suggest that ret.all sales
will continue to lead economic expansion.

MONEY: International
The failure of speculative funds to flow from

other currencies back into the dollar is blaqu
on the low level of short-term intgrest rates in
the United States. At the same time, the Fed-
eral Reserve has come in for a good deal of
criticism in European financial circles for aIIovy-
ing short-term rates to sink so low. The Fed is
berated for its alleged failure to foll_qw the re-
strictive sort of monetary policy critics deem
appropriate for a country whose currepcy has
just been devalued and which seek§ to improve
its trade balance and strengthen its currency
on the exchange markets. The Fed’s (?rmcs ap-
parently have in mind Britain'.s experience fol-
lowing the pound’s devaluation in Noyember
1967, when the Bank of England’s falllure t'o
adopt a restrictive monetary policy untll_late in
1968 undoubtedly delayed the recovery in Brit-
ain’s balance of payments.

Although higher U.S. interest rates and lower
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Does the right hand know which pocket the left is in?

Taxpayers who were startled to find that the
federal taxes withheld from their paychecks
rose sharply after mid-January are probably
wonc_ie'rmg what happened to the tax cuts the
Administration supposedly pushed through a
Foqperative Congress last year. The paradox
indicates that the amount of tax owed and the
amount collected through wage withholding
don’t always change in the same direction
much less in the same degree. ,

The paradox grew out of the Tax Reform Act
gf 1969. The withholding tables incorporated
in thgt legislation didn’t allow for enough with-
hold.lng from the paychecks of many workers
particularly those whose spouses were also’
employed. To correct this, Congress put new
tables in the Revenue Act of 1971.

The House Ways and Means Committee had
advocated phasing the new withholding in over
a two-year period “in order to avoid a large . .
reduction in takehome pay at one time.” But.

e oo
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rates i_n Europe would doubtless create some
incentive for funds to flow back into dollar
assets, interest rates are not the main reason
the dollars haven’t come home. The road-
block now is the exchange risk of holding dol-
lars rather than other currencies, in circum-
starjnces where the dollar is under one-sided
selling pressure against stronger European
currgnmes in the spot-exchange market and is
trading at a large discount in the forward mar-
ket. Such a one-sided exchange risk represents
a substantial reduction in the effective yield on
doIIar’ assets. If, for example, a dollar invest-
ment is hedged by selling dollars in the forward
exchange market, the large forward discount of
.the dollar reduces the effective yield; and even
if Fhe exchange risk is not hedged, the per-
ceived risk reduces the yield that the investor
can reasonably expect.
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the Senate opted for an immediate introduc-
tlgn of the full new system. And the Senate ver-
sion prevailed.

The result in the long run will be better co-
ordination of income-tax withholding and tax
?ccruals. In the short run, it means a $2 billion
increase in federal tax collections in 1972 that
will offset the impact of higher exemptions and
other relief features approved last year, as far
as many workers are concerned. And there is a
double whammy: Those who owe large tax bills
o;‘t tthkei1;11971 income will have to pay them out
of takehome pay shrun
y esoin pay ken by the stepped-up
: As logical as it all may be from a tax collec-
tion standpoint, the decision to introduce the
new withholding procedures at this time hardly
squares with the expansionary intent of last
year’s tax cuts. The higher withholding rates, in-
creased Social Security taxes and propo,sed
user charges are bound to mean that Congress
and the Administration will get less immediate
economic bang for their tax-cut buck.

How long these one-sided expectations about
the dollar will persist is by no means clear.
Much depends on how soon the current ac-
count of the U.S. balance of payments begins
to show signs of improvement.

Yet even when the U.S. deficit narrows and
the dollar ceases to be under one-sided selling
prgssure on the exchanges, the return of specu-
lative funds to the dollar may be disappointing
For the dollar’s attractiveness as a medium fo;
investment may have been materially affected by
last yt_aar’s events. A key currency once thought
to be immune to devaluation and then devalued
has changed its status. Like other currencies
the dollar is now perceived in the markets to,
be subject to long-term exchange risks.

Fpreign criticism of Fed policy seems largely
beside the point. The money supply barely grew
at all from August to December 1971. Thus the

Fed cannot be blamed for the steep decline of
interest rates, which began in August. Down-
ward revision of price expectations and factors
affecting the real rate of interest, rather than
“liquidity effects,” were evidently responsible.
Chairman Arthur F. Burns of the Federal Re-
serve Board put the problem in perspective
when he suggested that critics should also ask
«it some foreign interest rates are too high.”
Since December, the Fed’s resumption of a
moderately easy policy may have played some
part in the further decline of short-term rates.
But the central bank has had little real choice—
a restrictive policy would have threatened the
continued recovery of the U.S. economy. More-
over, the view that a moderately expansionary

. monetary policy is inconsistent with the suc-

cess of the dollar’s devaluation overlooks the
large amount of slack in the U.S. economy and
the damping of price inflation. Britain’s experi-
ence after the 1967 devaluation is hardly rele-
vant; when the pound was devalued, the British
economy was at full employment.

/

MONEY: Domestic . ‘
Short-term interest rates moved sideways in

February. It was as though the uncertainty
generated by “troubled times,” as Chairman
Burns put it, had placed the money markets
into suspended animation. Whatever growth
there was in the demand for loans was ap-
parently offset by the Fed’s continued injection
of liquidity into the system. Another month
went by with no return flow from Europe—a
red herring already dragged through the sec-
tion above—nor, more importantly, did the ex-
panding economy seem to exert its usual
upward pressure on short-term rates.
Short-term rates continued to be depressed,
hovering about levels not seen since the early
1960s. Perhaps this is due to a sharp—possibly
exaggerated——dec|ine in price expectations, in-
dicating the market's confidence that the Presi-
dent's price-and-wage controls will succeed.
Another source of low rates may be the un-
usually long lag between the expansion of eco-
nomic activity and a strong increase in the de-

mand for credit.
This lag may be the result of the buildup
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in both corporate and household liquidity
during the past few years. Corporations went
to the long-term market in unprecedented
numbers and for unprecedented sums during
1970 and 1971. Household savings rose to
levels not achieved since the early 1950s. How-
ever, as the economy expands and uncertainty
about the future diminishes, credit demands
must inevitably accelerate.

Implicit inflation premiums indicate the extent
to which current short-term interest rates devi-
ate from norms suggested by the level and
trend of economic activity. The nominal 90-day
commercial paper rate, which averaged about
3.8% during February, carries an implied an-
nual inflation premium of between 0.8% and
1%, which is imposed on a real rate that has
averaged around 2.8-3% since 1964. In con-
trast, the most hopeful forecast of price be-
havior assumes that prices will rise at the
rate of 2-3% during 1972, and the consensus
forecasts cluster in the 3-3.5% range. Clearly,
then, the rate of inflation implied by current
short-term interest rates is far too low.

More evidence of disequilibrium is apparent
in the relationship between current long- and
short-term rates. The nominal Aa-utility rate
has varied between 7% and 7.5% over the
past few months. And assuming that real long-
term rates have remained within their recent
historical band of 3.25-3.5%, these rates sug-
gest that prices are expected to rise at an
annual rate of between 3.5% and 4%. To be
sure, long-term rates are slow in responding
to changes in prices or price expectations.
But a spread as large as 2-3 percentage points
between the implied price expectations in the
long- and short-term markets cannot for long
endure.

To anticipate a continuation of the current
spread between long- and short-term rates is
tantamount to turning Lincoln’s adage on its
head: assuming that it’s possible to fool all
of the people all of the time. It is more reason-
able to suppose that the spread will be
narrowed as short-term rates rise to their
equilibrium level, even if the ongoing economic
recovery is coupled with an expansionary

monetary policy.
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To the brink of a trade war—a 20th Century fantasy
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The following is excerpted from “Twentieth
Qentury Economic History,” tape and type edi-
;xgs eub/ished by Multimedia International
207g ork, Moscow and Peking). Copyright

With the lowering of political barriers be-

Fween nation states, international trade and

investment grew more rapidly in the 20th

Century than in any other 100-year period

But there were reversions to protectionism ir;

what wa§ otherwise a century of progress.
The f!rst came in the wake of the Great
Depression that began in 1929. One country
after another, in an effort to check the rise of
unemployment and maintain its stock of gold
erected barriers to international movements,
of goods and capital, and through the 1930s
most trade was carried on under bilateral
agreements and exchange controls. . . .

In the quarter century following World War
Il, multilateral trade and currency convertibility
were restored with the substantial reduction
qf trade barriers. At the same time, multina-
tional corporations served as efficient vehicles
for the transfer of capital and technology. .

But.all that had been so laboriously a.c-.
complished was threatened by a single act
of the Congress of the United States—the
passage of the Foreign Trade and Investment
A_ct of 1972. It was known as the Burke-Hartke
bll!, so named for James A. Burke, a represen-
tative from the state of Massachusetts, and
Vance' Hartke, a vocal senator from the state
of In.dlana and one of the many aspiring Presi-
dential candidates in that election year.

The Burke-Hartke bill, which had the strong
—but not unanimous—support of organized
Iabo.r, passed Congress as a rider to legislation
pr.owdlng for increased Social Security ben-
efl'tS. President Richard M. Nixon, to the sur-
prise of critics, vetoed the bill in a powerful
message. But Congress overrode the President
by a slim margin. In the end, many a congress-
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man who knew better voted for the Burke-

Hartkg rider, deluded by the hope that a

m?jorlty of his colleagues would mix courage

with conviction. . . .

Although its declared purpose was to “pro-
mote.full employment,” the Burke-Hartke bill
was in fact a prescription for the economic
isolation of the United States. . . .

@ ’It limited 1972 imports not already under
restrictions to levels nearly 40% below those of
1971 through comprehensive product and coun-
try quotas.

® |t repealed the U.S. tax credit for foreign
taxe§ paid; imposed U.S. taxes on foreign
earnings, whether or not distributed; prohibited
the accelerated tax depreciation of overseas
property; and taxed gains arising from the
transfer of patents or other technological in-
formation to a foreign corporation.

® |t empowered the President to prohibit

the export of capital or technology to foreign
_countnes whenever such transfers would result
in a .net decrease in U.S. employment.
' Universal quotas, which were to be admin-
istered by a three-member Foreign Trade and
Investment Commission, had long been urged
by protectionists who realized that their ends
co_uld. best be served by the bureaucratic
crlpplmg of the price system rather than
tariffs. . . . Limiting imports not already under
quotas to the average level for 1965-1969—as
the act provided—would have resulted in a cut
of nearly $10 billion. . . .

While the quotas were designed to relieve
unemployment, the record shows that U.S
merchandise imports and employment rose;
togethe_r in the 1959-71 period. In fact, the
gains in employment were largest in years
of highest import growth. This, together with
other evidence, demonstrates that it was the
weakness of domestic demand, not import
competition, that raised U.S. unemployment
from 1969 to 1972. . . .

Other provisions of the bill were designed
to cripple, if not destroy, multinational com-
panies by discriminatory tax action and limi-
tations on their freedom to conduct business.
The authors of the bill and many of its labor
supporters looked on multinational companies
as “runaway plants” that moved abroad to
take advantage of lower labor costs, thus
creating unemployment when they moved and
perhaps even more when the overseas plant
began exporting to the United States.

That fallacy, however, was thoroughly ex-
posed by the Emergency Committee for Amer-
ican Trade (ECAT). In a survey of 74 multi-
national companies with more than 3.3 million
employees, ECAT found their exports from
the United States to be $12.2 billion in 1970
and their imports only $5.5 billion. Both their
imports and exports rose substantially during
the 1960s, but the preponderance of exports
strongly supported the argument that overseas
investment was principally undertaken to serve
foreign markets. And in accomplishing that
end, multinational companies made a sub-
stantial contribution to the growth of U.S.
employment. . . .

The same strictures apply to the standby
restrictions on the international transfer of
technology. . . . What is astonishing is that
such a quixotic effort was made at a time
when the rapid dissemination of information
made it virtually impossible to maintain tech-

nological secrecy. . . .

End of a minus-sum game

Because of the time required to establish
the bureaucratic machinery and the heat of
the election campaign, Congress decided that
enforcement of the Burke-Hartke provisions
was to be deferred until December 31, 1972.
It was in that interregnum that other countries
acted... ..

In late November the members of the General
Agreement on Tariffs and Trade (GATT) met
at Ibiza, a Spanish island that enjoyed great
popularity in 1972. In the astonishingly short
space of five working days, the delegates,
overriding the perfunctory opposition of the
United States and a few small countries, ham-
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mered out the celebrated lbiza Declaration.
It declared that the action of the U.S. Con-
gress was inimical to the economic well-being
of the world community and announced a plan
of retaliatory action by 102 countries. They
agreed to retaliate in kind against U.S. quota
restrictions while at the same time remov-
ing all impediments to trade among them-
selves. They also announced an escalation
timetable under which the prolonged enforce-
ment of Burke-Hartke provisions would elicit
progressively harsher retaliation by the GATT
bloc. Appended to the declaration were the
results of computer simulations which sug-
gested that some 2 million U.S. jobs would
be lost within six months and that the total
would be much higher as the trade war
heated. . . .

The Ibiza Declaration had an electrifying ef-
fect in the United States, where millions
watched the GATT proceedings on television.
.. Some union leaders tried to hold the line
at first. But the labor alliance came apart
when the longshoremen and maritime workers,
followed by the teamsters, the railway brother-
hoods and the auto workers demanded repeal
of Burke-Hartke. . . . A Union Committee for
American Trade—UCAT—was formed; and by
early December, the two “cats”’—ECAT and
UCAT—were working in tandem in one of the
most effective lobbying campaigns ever con-
ducted on Capitol Hill. . . .

The protectionist forces fought a skillful rear-
guard action. . . . But the GATT representative,
who issued almost daily statements from Wash-
ington on the course of the battle, warned of
instant retaliation against any vestige of the
“odious restrictions”. . ..

On the evening of December 24—it was said
to be an unprecedented Christmas Eve session
—Congress resolved by overwhelming margins
to repeal Burke-Hartke. . .. There was a reali-
zation that protectionism is a minus-sum game
in which all of the players lose, or in the words
of the Congressional resolution: “Greater eco-
nomic efficiency and higher living standards
cannot be accomplished unless goods, capital
and technology are permitted to move freely
about the world.”
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Why growth is not a dirty word

Demands for zero economic growth, or
ZEG, are based on claims that growth
equals pollution, But growth can supply
the. means to create a cleaner world—
which, in fact, would Spur more growth,

A band of doomsayers on the extreme wing of
the movement against pollution s grabbing
hegdlmes with predictions of imminent eco-
logical disaster unless America’s economic
development is brought to a sudden halt. They
urge a national policy of zero economic growth
Sgn%EG;vzhich, in fact, would cripple the na-’
o :
l:)o“uﬁon.c.)r s to solve every problem, including

Fgr the ZEGist, there is no hope. But there is
n_o inherent conflict between responsible en-
\{lro_rwmentalists and those who believe that con-
tinuing economic growth is essential,

Too often the pollution fighters impale them-
selves on the horns of a false dilemma: growth
Or a clean environment. Their dilemma is
worsened by their crusading demands for
across-the-board environmental standards
which .could push pollution control far beyond’
the point of maximum benefit for society as a
whole.'A cleaner world could be achieved just
as easily by more flexible methods—in partic-
ular, by bringing the powerful forces of the
markgtplace to bear upon pollution problems

A§|de from questions of method, crusaders'
ggamst pollution go astray when they des-
|gr?ate economic growth as the enemy. The
drive for ever-higher levels of affluence, they
argue, requires the use of ever-more sor’)histi-
cated technology. In the process natural re-
Sources are destroyed and mountains of waste
accumulate. But their conflict with growth is
movte apparent than real. The cost of a cleaner
eneronment is heavy, but not beyond the coun-
try’s means. Above all, if the cleanup is con-
ducted wisely and well so that no unbearable

March 1972 « Firgt National City Bank - 8

rtz}urder;hof expense is suddenly imposed, it will
oré than likely stimulate the nat; '
nomic growth, pi ik S

Eye of the storm
Gross national product is a concept that has
taken a tedious battering in the pollution de-
pate. Pollution fighters attack GNP as a digital
idol worshipped by proponents of growth. It
Mmeasures only the output of goods and servic;as
they sgy, and ignores the pollution and indus-,
?rlal bllgh_t that growth generates, Therefore, it
IS pernicious, one-sided, and should be d’is-
cardeq as a guide to policy decisions.

: But in the long run, GNP is much more sensi-
tive to pollution costs and other types of social
da_mage than its critics believe. And this is the
;S:);)Clint Where the aims of the environmental cru-

er

it consv:pgde.of the proponents of growth begin

Pollution costs do not necessarily sh i
the GNP as quickly as benefits gf ec?;vnglr’)nilcr:]
growth—but they are there. For example, the
effgcts of contaminated air may not be ,per—
ceived immediately, but over the long run they
may cause productivity-lowering ailment’s for
ltil:gussr;alands ?rfhpeople and possibly shorten their

ns. i i

bl GNP_S loss certainly slows the future

Pollution also affects the productivity of capi-
ta.I: It eats away the usefyl life of equipment
with _corrosion; it boosts maintenance and
clegnlng costs; and it sullies water and air
which often must be purified before enterin
th(fr production process, :

he pollution cleanup will elimi
negative factors to a large extent, n';'ll'?eatEen\';ihr(ca;:f
mental Protection Agency estimates that res-
piratory ailments from the common cold to
emphysema now cost industry more than $6
billion a year in [ost time, reduced productivit
and hfaalth insurance premiums. Pollution-re)-/
lated illnesses also sidetrack scarce medical
respu_rces that could be used to treat other
afflictions. If aijr pollution were reduced, a

healthier labor force would have a more posi-
tive impact on economic growth over the
long run.

A great deal of air pollution can be curbed
inexpensively. An EPA study of 298 metro-
politan areas indicates that, by 1976, emissions
of important pollutants could be reduced by
78% from their 1967 level at a cost of $4
billion—which seems a small price to pay for
a substantial improvement in the health of
much of the nation.

These, then, are the areas where the cleanup
crusade joins forces with the nation’s produc-
tion drive. The pollution cleanup, far from being
a drag on GNP growth, will increase the pro-
ductivity of capital and labor.

If the price is right
Clearly, investment in pollution control will not

be a wanton waste—since it will enhance the
nation’s human capital as well as its productive
plant and equipment. But if the cost is too high
or the return too small or slow, the old quarrel
breaks out again. The pollution fighters will
want to push ahead at any price. The propo-
nents of growth will say that the price simply
cannot be paid.

Estimates of the cost often seem staggering.
They suggest that government regulations
would require such large pollution-control in-
vestments that they would cripple America’s
ability to expand its productive capacity faster
than its population grows. The figures seem to
demand a significant rise in the nation’s capital-
output ratio—that is, a substantial increase in
the increment of capital needed to produce an
additional unit of output. If this were so, the
result might well be a drop in America’s maxi-
mum attainable long-term growth rate.

But if the planned investment seems big, it
is dwarfed by the size of America’s existing
plant and equipment and by the stream of
goods and services that the nation turns out.
For this reason, if for no other, the capital-
output ratio will suffer no appreciable change.

In its 1971 Second Annual Report, the Coun-
cil on Environmental Quality concludes that
total spending required of all economic sectors
in order to reach existing national environ-
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mental standards over the 1971-75 period will
amount to $105.2 billion. This is an imposing
sum, but it becomes progressively less so as
it is broken down into its components and put
into proper perspective.

The total cleaning bill includes $43.5 billion
for solid-waste management, but three-quarters
of this is allotted for residential trash collection.
That service is already performed as a matter
of course in most communities and can hardly
be counted as an added cost.

Or to take another example, private industry
is expected to spend about $15 billion for addi-
tional equipment during the next four years to
meet tightening standards for air and water
quality. A substantial figure, but it reduces to
$3.8 billion a year—about the amount that in-
dustry spent rather painlessly in 1971.

The budget for pollution control is meager
when measured against total industrial expend-
itures for plant and equipment. Antipollution
investment was only 1.8% of all expenditures
for plant and equipment in 1967 and, though

it more than tripled in the past five years, it
will still probably represent less than 4.5% of
the total spent for new plant and equipment
in 1971.

Enter the market forces
These facts should cut short any agonizing

over an allegedly fateful choice between growth
and a livable environment. The choice need not
be debated: They are not mutually exclusive
alternatives. The energy spent on debate might
better be directed to finding a workable solu-
tion to the pollution problem. And the key lies
in our pricing system—rather than in suffocat-
ing and inflexible regulation.

Pollution exists today because air, water and
land can be used for waste disposal at no cost
to the user. As a general rule, resources for
waste disposal will be used more efficiently—
and society will be better off—when polluters
adjust their emissions to the point where the
cost of further abatement equals the cost of
pollution to others. Such flexibility can rarely
be reached with across-the-board, uniform
standards because, though beloved of bureau-
crats, they ignore the immense variation in
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still short of their 1965 record. Without GM,
the 1970-71 increase in Corporate earnings
would have been reduced from 12% to 8%,
and profit margins would have remained vir-
tually unchanged from 1970 to 1971.

Even without General Motors, earnings in
the automobile industry jumped by one half
over 1970—the best performance of any manu-
facturing industry in the first table. Most other
substantial increases were tied either to the
auto revival or the housing boom, including
those in the tire, glass, cement, paint, building
materials and furniture industries, In contrast,
nonferrous-metals firms saw their earnings
slashed in half due to strikes, slow demand
and weak prices. Other basic industries such
as textiles, paper and steel also experienced
reduced profits in 1971, while slowing demand
for capital goods brought a decline in machin-
ery manufacturers’ profits.

Among the nonmanufacturing firms there was
a pronounced rebound in the earnings of air,
rail and truck transport companies from the
depressed 1970 level, Sales finance, construc-
tion and real estate companies reflected the
auto and housing upswing. Retailers other than
food chains had good earnings despite the
price freeze, but substantial losses at a large
oil distributor pulled down the average for
wholesaling.

Year-to-year boost
The spectacular increase of 24% in corporate
profits in the fourth quarter from a year earlier
mirrored, even more than the annual totals,
the swing from a General Motors deficit during
the 1970 strike to a $542 million profit in fourth-
quarter 1971, Excluding GM, other corpora-
tions on the average boosted earnings 15%
over a year earlier. Even so, this was a marked
improvement from the average year-to-year in-
crease of 5% in a similar group of corporations
during the first nine months of 1971. The ad-
vance appeared to be part of a general re-
covery in profits, since three out of four firms
in the survey reported a year-to-year increase
in earnings in the fourth quarter.
Manufacturing firms boosted profits 27% in
the fourth quarter from the corresponding 1970
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period; without GM the gain was 14%. The
increase of 20% over the third quarter was,
however, only slightly more than the usual
strong seasonal rise that accompanies the
holiday selling season and new model intro-
ductions. Consequently, Citibank’s seasonally
adjusted index of manufacturers’ after-tax
profits (1967=100) remained unchanged from
the third quarter at 114, (The index has been
tentatively revised to the benchmark levels pro-
vided by the preliminary results of the annual

Net income of leading corporations
for fourth quarter of 1971

(millions of dollars)
Per cent
change from
Fourth  fourth third

No. of Industry qr. qr. qr.
A7, 1970 1971

cos. groups
84  Food products $306.2 + 6 + 6
26  Beverages 875 ¥ 4 3 —21

8 Tobacco products 1231 + 4 —10
45  Textile products 66.1 4. .20 . + .49
38  Apparel 414 4 47 _ 29
38  Rubber & allied prod. 953 4+ 100 - 12
38  Paper & allied products 1175 8 4+ 10

54 Printing & publishing 119.4

i +
68  Chemicals, paint, etc. 3836 ..+ 33 4+ 38
54 Drugs, soap, cosmetics 4357 |+ 13 + 5
67 Petroleum prod. & ref. 1,667.6 + 1 + 7
52  Cement, glass & sione & 1567, L. dm. 6
52 Iron & steel 133.4 -+ 65 ¥
32 Nonferrous metals 1000 — 42 qg7
88  Fabricated metals 12418 weiiis3d .0 ' g
121 Machinery 1867 + 13 4 13
29  Office & computing
equipment 3385 + 11 + 15
173 Electrical equipment
& electronics 519.0° 4 95 + 20
40  Automobiles & parts 878.3 11,346 +131
29 Aerospace 1404 4+ 49 + 10
73 Instruments,
photo. goods 3928 + 20 + 15
_ 121 Other manufacturing 210.7 VH4="t33 + 10
1330 Total manufacturing 6,624.1 4+ 27 + 20
19 Mining & quarrying 36.6)4 5= 148« g9
206 Trade 9886 | — 8 + 54
204  Services & amusements 176.3 1188/ Ly
21 Railroads 1945 4. 14 + 26
30 Common carriertrucking 43.8 o | 0
15; éllr & otrg-)r transport. 56.9 > — 72
ectric & gas utilities 941.8 13
10 Telephone & i Fue
84, telegraph 6880 + 7 4 q0
645  Total nonmanufacturing 2,526.5 4 19 o=
1975 Total nonfinancial 9,1506 | 25 + 16
30 Commercial bank
158y holding cos. 3852 + 5 4 4
2005 Grand total $9,5358 + 24 + 15

* Not computed because of deficit in one of the periods.

o-oooacc.-olcoo.ooooocoonoo.-ooln.

profits survey.) This is somewhat Iesg than the
second-quarter index of 116 a_md still further
below the fourth-quarter 1968 high of 119.

All the manufacturing industries shared in

the year-to-year gains, except nonferrous met-
als. Large increases in earnings were.nc_>t con-
fined to the automobile and homebuilding |r!—
dustries and their suppliers. Apparel, chemu-
cals, aerospace, and steel all _reported sig-
nificantly better-than-average gains.

The proportion of manufacturing firms show-

i i in the previous quarter
ing greater profits than in . ’
on a seasonally adjusted basis—Citibank’s
quarterly diffusion index—slippeq markec.jly to
47 in the fourth quarter from 58 in the third.

These fourth-quarter figures should be used

with caution, since in a great many cases they
are derived from the difference between an-
nual earnings statements and the results for

the first nine months. Thus, the effect of year-

end bookkeeping adjustments and tax changes
are concentrated in the fourth quarter.

To the extent that controls have precluded
desired price increases, they have com.pounded
the effects of sluggish recovery, str.lkes ‘and
import competition. In earlier recoveries flnce
World War |lI, profits have rebounded 25% to
40% during the first four quarters of the recov-
ery in earnings. With the GM turnaround ex-
cluded, earnings in this recovery ha've'n'ot begn
nearly that strong. Particularly S|gn|flcgnt is
the absence of the pronounced upswing in
profit margins that usually occurs in the fI.I’St
year of recovery. The need for better margins
within the limits imposed by the Phase Il con-
trols has intensified management efforts to cut
costs and improve efficiency. Hopefully, the
increased sales volume anticipated.for.197_2
will help bring margins back from this histori-

cally low ebb.
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‘No free lunches’ on the campus

A human capital market would solve the
financial crisis in higher education. It
would permit students to get Iong.-term
loans based on their future earning
power—and enable them to pay the real
costs of tuition.

A New York State commission appoipted to
study the financing of higher educa_mon re-
cently disbanded after listing 100 opt‘lon.s and
recommending that yet another commission be
established to study the problem. The lattgr
recommendation was not advanced unani-
mously—there was not sufficient agreement

among the members to achieve even that.

If this seems another example of the ambi-
valence of New Yorkers, a look at the educa-
tional problems of other states across the
nation shows otherwise. Current methc?d_s for
financing the dual system of college training—
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public and private—are forcing it toward a
single system of state-owned-and-operated .unl-
versities. This is particularly unfortunate since
the growth of knowledge itself ('jepends on .a
diversity of approaches to educqtlon: The basic
absurdity of this trend—and the imminent death
of private schools—is that it is exactly w.hat fol-
lows from ignoring so simple an economic tenet
as pricing to cover costs. Equally absgrd are
the so-called options that would cont_lnue to
pour on public funds in a well-megnmg but
inept attempt to provide equal, quality educa-
tion for all. ;
Relief from the economic vise squeezing
both private and public schools lies nof, as
some have suggested, in ever more and. bigger
government grants to education. It Iigs instead
in a radical rethinking of the way to finance th.e
acquisition of human capital—knowledge;_ in
short, the establishment of a human capital
market. '
New York State is currently a major battle-
ground where the equal-education philosophy



clashes with economics. Recently, the presi-
dents of New York, Syracuse, Columbia, Cor-
nell, Fordham and Rochester universities
warned in a joint statement that many private
schools in the state were in danger of ‘“finan-
cial collapse” and called for emergency action
in the form of more state aid and increased
fees at public institutions. Deficits for these
universities in 1971 totaled some $30 million.
This red ink was spilt despite tuition fees
that averaged $2,500 per student per year. But
the pertinent variable in the equation is enroll-
ments—and private schools throughout the
state counted 15,000 vacancies in their fresh-
man classes as the fall semester began. At the
same time, City University of New York was
bursting at the seams, with undergraduate tui-
tion fees of zero dollars per student.
Obviously, CUNY could ease its student
population explosion and its financial woes by
charging tuition commensurate with its costs.
Obviously, too, such a move would redound to
the benefit of the private colleges. The major
roadblock to this kind of relief is, of course,
insistence on equal educational opportunity.

Who pays the piper?

The problem is best expressed by the aphorism
that “there are no free lunches.” In other words,
the free tuition policy ignores a fundamental
economic fact of life. In a world of scarce re-
sources, someone must bear the cost. And in
many cases where goods and services are dis-
tributed free of direct user charges, the burden
is borne by the very people the subsidization
is designed to help.

It is a matter of record that the low-income
families that free tuition is purported to benefit
pay proportionately more of the costs them-
selves, while the real beneficiaries are the
middle classes who could well afford to send
their children to any school—all tuition fees
being equal.

In addition, the absence of direct costs in-
duces many students to stay in school longer
than they would if they had to pay. This in-
creases the direct costs—borne by the tax-
payers—of educating an individual and the
indirect costs borne by the student.
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Supplying education as a “free good” also
fails to equalize opportunity. The student from
the ghetto, for example, must go to the free
school, even if his educational and psychologi-
cal needs would be better served by some
other school. The main point being missed by
the advocates of free education for everyone—
and especially the poor—is that the cost of
education to the poor consists not only of free
tuition, which they must pay for through taxes,
but also of lost income to the family while the
children attend college. In fact, some analysts
find that this cost—the opportunity cost of be-
ing educated—is the largest portion of a stu-
dent’s investment in his education. To be con-
sistent, then, the proponents of free tuition
must provide subsidies to lower-income familes
to make up for that lost income.

However, even if one starts with the premise
that no one should be denied an education be-
cause of lack of funds, it does not follow that
education must be provided free. Moreover, it
does not even follow that education should be
provided free to those unable to pay for it out
of current income. The real problem is not the
student’s current poverty but rather his inabil-
ity to raise the cash for college expenses. In
other words, what is needed is a new financial
option for students.

An opportunity bank

Such a proposal originated with Milton Friedman
over a decade ago and has been endorsed by
the Presidential Panel on Educational Innova-
tion. The plan involves setting up a public or
private agency that would lend money to stu-
dents to cover tuition fees and living costs for
a specified number of years, providing the
funds are spent at a recognized institution. The
student would agree to pay back a set per-
centage of his earnings in excess of some
base for each $1,000 received from the agency.
The base would be his estimated average earn-
ings without special training. For example, a
Commerce Department study, based on 1960
census data, calculates that the income of a
typical college graduate through his lifetime ex-
ceeds, by $426,000, that of the average high
school graduate.

The payback could be calculated to make
the program self-financing and could be with-
held from current income or remitted at tax
time. Preliminary estimates suggest that such
a lending agency, with access to funds at in-
terest rates accorded the most credit-worthy
borrowers, could be self-sustaining if the re-
payment was 1% of gross income for each
$3,000 borrowed and the term of repayment
30 years. Similar but less ambitious plans were
inaugurated last fall at two major U.S. uni-
versities.

Why a human capital market?

The reason such a plan ever saw the light of
day is that, unlike the credit market for invest-
ment in productive machinery or homes, the
human capital market is virtually nonexistent.
Unlike the investor in physical capital who
pledges the equipment, the student cannot
offer himself as collateral.

Furthermore, even when loan money is avail-
able, the terms are not ideal in either flexibility
or term of repayment. The loans are generally
for five to seven years and require fixed and
immediate payments. The conventional credit
market treats investment in human capital as
a personal consumption loan, even though the
purpose of the loan is more like investment in
productive physical capital. Most basic of all,
though, the power—and the burden—of bor-

rowing, under most current plans, rests on the
parents of the student, while the latter reaps
the benefits of higher income over his lifetime.

However, even when credit is available on
reasonably acceptable terms, the uncertainty
of his future may make the student unwilling to
commit himself to the burden of fixed pay-
ments. This is especially true of children from
low-income families, whose background has
made them skeptical of their prospects. A hu-
man capital market would overcome this prob-
lem since the amount to be repaid would de-
pend on future income.

Higher education demonstrably improves the
economic productivity of an individual—which
is basically why students go to college. The
educational opportunity agency would provide
the money for students to pursue their goals
and capture the economic benefits. Subsidiza-
tion induces too many to get training—that is,
it induces people to go beyond the point at
which the extra costs are justified by the extra
returns.

If educational opportunities are to be broad-
ened and if the present dual system of higher
education is to survive, a more rational system
of financing must be introduced. The ready
availability of long-term financing to the stu-
dent through a human capital market, com-
bined with full-cost pricing by the schools, may
be the answer.

Economics Department, First National City Bank
399 Park Avenue, New York 10022
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How a $10,000 investor
can get help

with stock decisions
from professionals.

What stocks to buy? What stocks to hang on to? What stocks to let go?
And is now the time?

The investor with $10,000 or more can get help with these crucial
decisions from First National City's Investment Selection Service.

Based on what you tell us about your financial situation and your
objective—long-range growth or current income—you get continuing
recommendations from us on specific stocks. We tell you how much of
each we think you should buy. And we suggest selling when it's advisable.
In every case, you decide.

Decide now to find out all about our Investment Selection Service. Call
John Terry at (212) 559-6009 or complete and mail the coupon below.

INVESTMENT SELECTION SERVICE
FIRST NATIONAL CITY BANK

399 Park Avenue, New York, N.Y. 10022

Please send me more information about Investment Selection Service. My investment objective

| |
I is (check one): [J long-term growth [] current income. I
I Name I
I Address I
!_City State Zip _!

Member Federal Deposit Insurance Corporation
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Members of the Board
To

From Chas. Molony

Attached is the text
of the ABA letter
excerpted in the Wall
Street Journal story
today on page 8.
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ETHE AMERICAN BANKERS ASSOCIATION 1120 cCONNECTICUT Avsnua, N. W., WABHINGTON, D. C. 20036

Jie = : PRESIDENT

ALLEN P. STULTS

AMERICAN NATIONAL BANK AND
TRUST COMPANY
CHICAGO, ILLINDIS 80880

March 6, 1972

The Honorable William" Proxmire
Chairman, Joint Economic Committee
United States Senate

Washington, D. C. 20510

Dear Mr. Chairman:

In your letter of February 4, 1972, you invited The American Bankers
Association to submit written comments on the economic issues which concern
the nation and our organization. This letter conveys the official views of
our Association on this important matter.

The American Bankers Association has applauded President Nixon for taking
bold action since August 15, 1971, to stem persisting inflationary pressures
domestically and to reverse the growing deficit in our international balance
of payments. At the same time, the Association has also stressed the need to
complement controls with appropriate fiscal and monetary policy measures, in
order to permit an early phase-out of the temporarily imposed wage-price con-
straints.

Members of the banking and financial community recognize that fiscal and
monetary policy measures must be responsive to the needs of a growing economy. -
At the same time, however, it is important to note that a fine line exists
between appropriate stimulation of real economic growth and the rekindling
of inflationary expectations. Clearly, the anticipated 38.8 billion dollar
deficit for this fiscal year -- which would involve an estimated 8 billion
dollar deficit even if the economy were operating at full employment =-- could
tip the scales in the direction of renewed inflationary pressures and expecta-
tions. This, in turn, may jeopardize the possibility of achieving non-infla-
tionary growth domestically and an improved trade position internationally, as
envisioned under the President's New Economic Program.

In the area of monetary policy, we note that the Federal Reserve has again
moved to ease monetary conditions substantially, and short-term interest rates
have fallen dramatically. This effort to make credit conditions much easier
as the economy moves upward has certain disturbing implications. The weakness
of the dollar in foreign exchange markets, and continued uneasiness in domestic
money markets, reflect these concerns and bear witness to the persistent un-
certainty which exists about inflation both at home and abroad.

The failure to achieve a steadier pattern in monetary policy also has
important implications for both financial conditions in the short run and the
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achievement of sustained economic growth in the long run. To be sure, the
need to finance a substantially enlarged federal deficit, coupled with other
credit demands which can be expected to develop in 1972, only compounds the
difficulties associated with achieving orderly growth in money and credit.

A less expansionary fiscal policy than currently envisioned would moderate
prospective upward pressures on interest rates and be more conducive to an
orderly growth in monetary aggregates. This, in turn, would alleviate the
dangers of seriously disruptive changes in the total flow and allocation of
credit that would accompany the development of excessive upward pressures on
rates of interest.

Improved productivity represents another important ingredient for achieving

non-inflationary growth in our economy. The Association has long supported the
modernization of plant facilities and work rules, and the elimination of numer-
ous rigidities in the economy, as steps toward increasing the growth of pro-
ductivity. Additional attention should be focused on the development of appro-
priate programs and policies in this area. /

Finally, the Association wishes to express the uneasiness of the financial
community concerning the implementation of certain aspects of the Phase II
wage-price program. The difficulties experienced by the Wage Board in holding
wage increases to a level consistent with the Price Commission's goals ob-
viously contribute to inequities, and may result in a breakdown of public
support for the program before it has achieved its objectives.

In summary, we strongly recommend that the Administration place greater
emphasis on programs designed to garner the long-term employment benefits of
non-inflationary economic policies. To achieve this, we urge both the Admin-
istration and the Congress to hold the growth of Federal expenditures below
present budget levels during the critical months that lie ahead. This would
permit the monetary authorities to adopt a steadier approach to implementing
monetary policy. In addition, we suggest that the Congress and the Adminis-
tration continue to emphasize the importance of productivity as a basic deter=-
minant of compensation levels. Finally, we urge the Wage Board and the Price
Commission to work together more closely in the future to ensure the success
of the President's efforts to curtail inflationary pressures and expectations
in the economy. Hopefully, taken together these measures will enable the Ad-
ministration, at an early date, to remove the restraints temporarily imposed
on wage and price decision-making in the economy.

Sincerely

Allen P. Stults
President

cc - Hamilton D. Gewehr, Administrative
Clerk (30 copies)

CONTINUING OUR LeTTER OoF March 6, 1972
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SUBJECTS OF INTEREST TO CHAIRMAN BURNS FOR POSSIBLE
COMMENT BY MEMBERS OF THE ABA GOVERNMENT BORROWING COMMITTEE

Prospective loan demand.
The outlook for interest rates, especially long-term rates.

Any suggestions for what the Committee on Interest and Dividends
ought to be doing, currently or in the situation foreseen for the
rest of 1972,

Reactions to the Board's proposed regulatory changes regarding
reserve requirements (Regulation D) and check collection
(Regulation J).
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April 3, 1972

Mrs. Catherine Mallardi
Secretary to Chairman Burns
Board of Governors of the
Federal Reserve System
Washington, D, C, 20551

Dear Mrs. Mallardi:

| There is enclosed for your information a copy of the
agenda for the next meeting of the Government Borrowing Committee,
Please call to Chairman Burns' attention that the Committee will
be meeting in our offices at 1120 Connecticut Avenue, N,W, The
building (Bender) has another entrance on L Street, near 18th.

Our board room is on the 7th floor.

The Committee will look forward, as usual, to meeting
with Chairman Burns at 4:00 p.m. on April 25, 1972,

Sincerely yours,

cbhdor—

H. A, Rabon
Associate Federal Administrative Adviser

Enclosure
HAR(WTH) fv



AGENDA
GOVERNMENT BORROWING COMMITTEE
THE AMERICAN BANKERS ASSOCIATION
April 25-26, 1972

Tuesday, April 25, 1972

9:15 a.m, Committee meets in Board Room of
The American Bankers Association
1120 Connecticut Avenue, N.W,
(7th Floor) 1/

10:00 a.m. Committee to review slides in
Room 2334 of the Treasury 2/

11:00 a.m. Committee to meet with Under
Secretary for Monetary Affairs,
Mr. Paul Volcker, in Room 4125
of the Treasury Department
for backgrounding 3/

12:30 p.m. Refreshments - Statler-Hilton Hotel,
16th & K Streets, Ohio Room (2nd Floor)

1:00 p.m. Luncheon - California Room (2nd Floor)
2:30 p.m. Committee to reconvene in Board
Room of The American Bankers
Association

Chairman Burns (Federal Reserve
Board) will meet with the Committee
at 4:00 p.m.

6:30 p.m. Cocktails =~ Chinese Room
7:00 p.m Dinner - Chinese Room
Mayflower Hotel

Wednesday, April 26, 1972

9:15 a.m. Committee to reconvene in Cafeteria
Conference Room 6th Floor of The
American Bankers Association,
1120 Connecticut Avenue, N.W,

10:00 a,m. Committee to report its recommenda-
tions to Secretary Connally and the *
Treasury Financing Group in Room 4125
of the Treasury Department 3/

l/ This location is on Connecticut Avenue across from the Mayflower Hotel,

2/ Treasury will use the regular projection room on the second floor on
southwest corner of building (corner facing the Mall and the White House).

3/ Conference with under Secretary for Monetary Affairs and report to the
Secretary of the Treasury will be held in the 4th floor Conference Room

on north side of building facing Pennsylvania Avenue.



March 22, 1972

GOVERNMENT BORROWING COMMITTEE {

Chairman: Robert M. Surdam

President and Chief Executive Officer
National Bank of Detroit

RPA Box 116

Detroit, Michigan 48232 (313/965-6000)

A. W, Clausen, President

and Chief Executive Officer
Bank of America, N. T. & S. A.
P. 0. Box 37000
San Francisco, Calif. 94137
(415/622-3456)

Richard P. Cooley, President
and Chief Executive Officer

Wells Fargo Bank, N. A.

464 California Street

San Francisco, Calif. 94120

(415/396-3051) '

Thomas 0. Cooper, President
South Des Moines National Bank
P, 0. Box 2630

Des Moines, Iowa 50315
(515/285-1450)

Gaylord Freeman, Chairman of Bd.
The First National Bank

P, 0. Box A

Chicago, Illinois 60670
(312/732-4000)

Robert J. Gaddy, Chairman & Pres.
Tower Grove Bank & Trust Company
3134 S. Grand Boulevard

St. Louis, Missouri 63118
(314/664-6222)

Donald M. Graham, Chairman
and Chief Executive Officer
Continental Illinois National Bank
and Trust Company
Lock Box H
Chicago, Illinois 60690
(312/828-2306)

William M. Jenkins, Chairman
Seattle~First National Bank
P, 0. Box 3586

Seattle, Washington 98124

(206/583-3131)

Russ M, Johnson, Chairman of Bd.
and Chief Executive Officer

Deposit Guaranty National Bank

P. 0. Box 1200

Jackson, Missigsippi 39205

(601/354-4711)

Ben F. Love, President
Texas Commerce Bank, N.A,
P. 0. Box 2558

Houston, Texas 77001
(713/224-5161)

William H. Moore, Chairman of Bd.
Bankers Trust Company

P. 0. Box 318, Church St. Sta.
New York, New York 10015
(212/577-2345)

John A. Moorhead, Chairman and

Chief Executive Officer
Northwestern National Bank
Minneapolis, Minnesota 55440
(612/372-8123)

John A. Oulliber, Chairman of Bd.
First National Bank of Commerce
P, 0, Box 60279 .
New Orleans, Louisiana 70160
(504/529-1371)
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Fexbert P, Pattergom, President Jam2g R, Sheridon, Senior Vice President

The Chage llanhattan Bank, N, A. North Carolina National Bank

One Chage Manghattan Plaza P, 0. Box 120

Iew York, llew York 10015 Charlotte, North Carolina 28201

(212/ 552 - 5936) - (70&/ 374 - 5000)

Howard C. Peterson, Chairman of Bd. EX OFFICIO

The Fidelity Dank :

Droad and Walnut Streets Bugene H. Adans, President

Philadelphia, Pennsylvania 19109 The First llational Bank

(215/ 985 - 8384) P. 0. Box 5008, Terminal Annox
Denver, Colorado 80217

Rodert V. Roosa, Partnor (303/ 893 - 2211)

Drowa Drothers Harriman & Co. (Pregident=Elect, ARA)

59 tall Street

llew Yorlk, lew York 10005 Douglas R. Smith, Presideamt and

(212/ 438 - 1818) , Chairnman of the Doard
National Savings & Trust Cowpany

D. Whenas Trigg, Chairman & CLO Vaghington, D,C, 20005

Jational Shawmmut Dank of Doston (202/ 659 -~ 5201)

P, O, Dox 2176 : (Chairman, ABA Savings Boads Coma,)

Roaton, llassachusetts 021006 _

(617/ 742 - 4900) Clifford C, Soxmer, Direcctor
Sccurity Dank & Trust Coopany

talter B. VWristom, Chairman ' P. O, Box 467

Tirot llational City Bank Cwatonaa, lMinnesota 55060

399 Park Avenua (612/ 372 « 7538)

llew York, Iew York 10022 (Paot President, ABA)

(212/ 559 - 1000)

- Allen P, Stults, Chairman and
ADVISORY MIIDLRS : Chicf Dxzecutive Officer
John J. Larkin, Scnior Vice President gucgfcgzxmggional REsk S Trosk Cusgany
First llational City Daanlk cﬂicago I1linois 60690
?. 0, Dox 850, tall Strecet Sta, (312/ 661 ” 6030)
llew York, llew York 10015
(212/ 248 - 3324)

Donald C. }liller, Dxecutive Vica Pres.
Continental Illinois llational Bank and
- Rrust Ccmpany Williaa 7. Heffelfinzer

T.0c: Do B A.B.A. Consultant (202/ 467 - 4200)
Chicago, Illinois 6CG90

(312/ 828 -~ 4217)

Leland §. Prussia, Jr., Sealor Vice Pres.
Dank of Amcrica, N. T. & S. A,

P. O, Box 37003 '

San Francisco, California 94137

415/ 622 - 6893)
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July 11, 1972

Mrs. Catherine Mallardi
Secretary to Chairman Burns
Board of Governors of the
Federal Reserve System
Washington, D. C. 20551

Dear Mrs. Mallardi:

There is enclosed for your information a copy of the
agenda for the next meeting of the Government Borrowing Com-
mittee. Please call to Chairman Burns' attention that the Com-
mittee will be meeting in our offices at 1120 Connecticut Avenue,
N.W. The Building (Bender) has another entrance on L Street,
near 18th. Our board room is on the 7th floor.

The Committee will look forward, as usual, to meet-
ing with Chairman Burns at 4:00 p.m. on Tuesday, July 25, 1972.

Sincerely yours,

e

Hampton Rabon
Federal Administrative Adviser
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AGENDA
GOVERNMENT BORROWING COMMITTEE
The American Bankers Association
July 25 - 26, 1972

Tuesday, July 25, 1972

9:00 a.m. Committee meets in Board Room of
The American Bankers Association
1120 Connecticut Avenue, N.W.
(7th Floor) 1/

10:00 a.m. Committee to review slides in Room 2334
of the Treasury building 2/

11:00 a.m. Committee to meet with Under Secretary
for Monetary Affairs, Mr. Paul Volcker
in Room 4426 of the Treasury building for
backgrounding 3/

12:30 p.m. Refreshments
1:00 p.m. Luncheon
Cabinet and Pan American Rooms, Mayflower Hotel

2:30 p.m, Committee to reconvene in Board Room of
The American Bankers Association
1120 Connecticut Avenue, N.W. (7th Floor) 1/
Chairman Burns (Federal Reserve Board) will
meet with the Committee at 4:00 p.m.

6:30 p.m. Cocktails
7:00 p.m. Dinner
~ Anderson Room, Metropolitan Club, 17th and H
Streets, N.W. (Courtesy of Chairman Surdam)

Wednesday, July 26, 1972

9:15 a.m, Committee to reconvene in Board Room of
The American Bankers Association
1120 -Connecticut Avenue, N.W. 1/
10:00 a.m. Committee to report its recommendations to

Secretary Shultz and the Treasury Financing
Group in Room 4426 of the Treasury building

1/ This location is on Connecticut Avenue across from the Mayflower Hotel

2/ Treasury will use the regular projection room on the second floor on southwest
corner of building (corner facing the Mall and the White House)

3/ Conference with under Secretary for Monetary Affairs and report to the Secretary

of the Treasury will be held in the 4th floor Conference Room on west side of build-
ing near the center elevators opposite the White House.



To: Chairman Burns July 26,

J. Dewey Daane

I am attaching the recommendations of the ABA Government
Borrowing Committee for this financing.

The SIA recommendations placed the same or even greater
emphasis on the need for debt extension. Specifically, the SIA
recommended the following exchange offering:

1, A 6% Treasury Note maturing August 15, 1976, with a
6% coupon priced at par.

2. A 6-1/4% Treasury Note at par, and

3. A 6-3/8% Treasury Bond of August 15, 1984, at 6-3/8%
coupon discounted to yield 6.45.

The total of the public holders in the SIA package would be
$16.6 billion. The SIA would offer the holders of the August,
September, December 1972 maturities all three of the above issues,
and offer the holders of the August and November 1974 maturities
the two longer prongs.

I think the offering of the SIA would be appropriate. It
would accomplish maximum debt extension at this time, and I do
not think it would disturb the market. The Treasury seems to be
leaning the same way, although Volcker is intrigued with the idea
of the long bond a la ABA. I am too, but would reserve it for
later on and take the SIA package or some variant.

1972



GOVERNMENT BORROWING COMMITTEE
The American Bankers Association

Report to the Secretary of the Treasury
The Honorable George P. Shultz

Washington, D. C.

July 26, 1972

In response to your request, the Committee was pleased to consider the
refinancing of the $1.5 billion 4% Treasury bonds and $2.6 billion Treasury
notes maturing August 15, 1972, of which $2.3 billion are publicly held. The
Committee also considered the advisability of including the refinancing of the
$2.0 billion 2-1/2% bonds maturing September 15, 1972, as well as other nearby
maturities.

The Committee noted the unusual opportunity provided by the relative
stability of the current market for continuing the program of debt lengthening
which the Treasury has pursued from time to time and which this Committee has
consistently recommended. In addition, in contemplation of the probable enactment
of legislation initiating a Federal Financing Bank, the Committee recognized the
particular importance of placing new Treasury issues as bench marks in the longer-
term market,

The Committee emphasizes the need, with respect to the international posi-
tion of thernited States, of employing debt restructuring to reinforce other
efforts toward a lessening of inflationary pressures while at the same time
maintaining a reasonably competitive relationship between interest rates in the
United States and those abroad.

Against the above background, the Committee recommends that the Treasury
utilize this opportunity to improve the structure of the public debt through the

following exchange offerings:



1. A 5-7/8% Treasury note maturing February 15, 1976,
to be priced at a discount which would provide a
yield of about 6%.
2. A reopening of the outstanding 6-3/87 Treasury bond
maturing February 15, 1982, attractively priced at
a level not higher than par.
The Committee recommends that the foregoing securities be made available
on an exchange basis to the holders of the issues maturing August 15, September
15, November 15, and December 15, 1972, as well as to the holders of the 4-7/8%
and 4-3/4% notes maturing February and May 1973 respectively. The aggregate
outstanding of these issues is $18.9 billion of which $12.3 billion is publicly
held. |
The Committee recommends that the Treasury at the same time announce its
intention to offer short-term securities in the near future to deal with impending
cash needs and the August 15 attrition. It is difficult (in a volatile money
market climate and with shifting Treasury cash needs) to recommend the amount
and term of the short-term offering at this time. These factors must be deter-
mined by the Treasury in the market environment as it develops following the
completion qf the August refunding.
Because of the importance of reestablishing an active and viable market
for long-term Treasury debt instruments, the Cémmittee recommends that the
exchaﬁge offering be followed by an early sale of a modest amount of 20- to
25-year bonds, preferably through the auction technique. This would be a further
extension of a technique which has been successfully used by the Treasury, most
recently in the May 1972 offering of the 6-3/8% Treasury bonds maturing in 1982.
The announcement of this offering should be made after the market has absorbed

the exchange offering of notes and bonds described above.



The background briefing by the Treasury staff was most helpful to the
Committee. We hope that our recommendations will be useful to you and your

associates in reaching your decision.
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@ THE AMIERICAN BANKERS ASSOCIATION 1120 CONNECTICUT AVENUE, N.W, WASHINGTON, D.C. 200386

EXECUTIVE DIRECTOR
CHARLES R MeNEILL
202/487-40897

December 18, 1972

Mr. John C. Burton

Chief Accountant

Securities and Exchange Commission ~
500 North Capitol Street

Washington, D. C. 20549

Dear Mr. Burton:

The American Bankers Association endorses the principle of
the Securities and Exchange Commission's new Regulation S-X Rule 5-02-1
to provide the investor more financial information on corporations in
which he holds stock or in which he may invest.

The Commission quite correctly recognizes the difficulties
involved in accurately disclosing compensating balances which is re-
quired as a part of the new Rule. We commend the staff for proposing
an Accounting Series Release to provide guidance on this subject, and
we appreciate the opportunity to comment on it.

Having carefully reviewed the draft guidelines, we can appre-
ciate the problems which gave rise to the broad general approach that
was followed. We believe, however, more certainty is essential and hope
the attached memorandum will be of assistance to you in identifying some
requirements in need of greater clarity. In addition, we offer our
services at any time to meet with the staff to discuss the draft guide-
lines or other proposals in this area.

The information that will be provided the investor depends
on how specifically and precisely the requirements of the Rule and re-
lease can be defined. If requirements are vague or imprecise, the com-
pany will have difficulty deciding what should be disclosed and how.
This will reduce the value of the financial statement, possibly raising
rather than answering questions in the mind of the investor. :

Further, vague and imprecise disclosure requirements would be
difficult to reconcile with the absolute liability imposed by Section 11
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Page 2,

of the 1933 Securities Act and the liability imposed by the 1934 Ex-
change Act for the filing of misstatements of material information.

The Association remains concerned that even if all suggested
changes are made, the corporation and its auditor still face an almost
monumental task in translating to the investor through segregation and
footnote disclosure a picture which is factual, understandable, and not
subject to misinterpretation.

One of the principal problems in presenting an accurate pic-
ture is that a corporation usually allocates its needed liquidity (mini=-
mum operating balance and cash reserve) among various banks to meet
their compensating balance requirements. Such requirements are almost
always on an average-balance basis so the corporation can freely draw
on any of these accounts to meet its cash needs. Consequently, compen-
sating balance agreements often have no impact on credit costs, and ;
the funds are, in fact, not subject to any usage or withdrawal re-
strictions even on a long-term basis.

The guidelines relating to compensating balances are important
to the investing public. We believe additional time and study would
lead to the preparation of really workable guidelines that would result
in effective disclosure. Consequently we suggest a postponement of the
effective date of the new Rule for three to six months. This time
would give both the staff and interested parties the opportunity to de=-
velop guideline proposals that would better serve the public interest.

Sincerely yours,

Charles R. McNeill
Executive Director



December 18, 1972

Comments of
The American Bankers Association
on the draft Accounting Series Release
regarding compensating balances

Reasons for Requirement

The American Bankers Association is greatly concerned and disagrees
with the assumption of both Rule 5-02-1 and the draft guidelines that a com-
pensating balance is always a restriction on usage or withdrawal of funds. A
compensating balance arrangement may be such a restriction if it is legally
binding and it requires the holding of a noninterest-bearing certificate of
deposit during the term of a loan or if it requires.the maintenance of a speci=-
fic minimum balance or specific average balance expressly subject to sanctions
or penalties in the event the borrower fails to meet the requirement. Other-
wise, a compensating balance arrangement or understanding is not in law or,
in fact, a usage or withdrawal restriction. To say it is goes beyond, if not
contrary to, the facts. The law and custom applicable over scores of years to
the banking business cannot be hidden or obscured by an argument that the Rule
and the proposed guidelines themselves add the necessary substance or sustenance
to any compensating balance to make it a ﬁsage restriction. (See Commissioner
v. Acker, 361 U.S. 87 and U.S. v. Calamaro, 354 U.S. 351 regarding efforts to

create facts by regulatory fiat.)

De finitions

The guidelines should make it clear that a compensating balance re-

quires an agreement or a meeting of the minds between the corporation and the



bank as to its terms, and the agreement may be oral or in writing. We urge the

definition of compensating balance on page 3 be so amended.

Form of Disclosure

Segregation, if appropriate in any case, would seem to be so only if
the compensating balance arrangement is in writing and requires the holding
of a noninterest-bearing certificate of deposit during the term of a loan or
requires the maintenance of a specific minimum balance expressly subject to
sanctions or penalties should the borrower fail to meet the balance require-

ments such as:

(a) A right in the bank to accelerate the maturity of
any one or more outstanding loans.

(b) A right to cancel a firm agreement, if such there
be, to extend credit.

(¢) A right in the bank to increase the interest rate
on any one or more outstanding loans, or to increase
the interest rate on new loans made under the line
of credit.

Should a compensating balance agreement be in writing and require the
maintenance of a specific average balance expressly subject to sanctions or
penalties, it would, nevertheless, seem inappropriate to segregate because the
balance required to meet the agreement cannot be determined for any one day.

In such circumstances a footnote disclosure should be sufficient. Similarly,

footnote disclosure should be sufficient for all other compensating balance

arrangements in writing; that is, those without sanctions or penalties.
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For compensating balance arrangements or understandings which are
not in writing, footnote disclosure should be sufficient, regardlesé of their
terms. Compliance rests primarily on é corporation's concern for future availa-
bility of funds, and the guideiines already recognize that, if such concern
is the basis for maintaining totally discretionary balances they are not re-

portable.

With regard to materiality of compensating balances, the Association
urges that cash and its equivalent as shown in the financial statement be con-
sidered as the reference point. We hope that full consideration will be given

to the above suggestions.

Measurement Problems

Turning to the disclosures which must be made, measurement or quan-
tification of a compensating balance at best is going to be difficult and im-
precise. The guidelines set out to obtain uniformity but seem to add to the

problem rather than reduce it.

1. Float

The question of float and its relative impact on the companies' book
balance and the.banks' ledger balance both as to outstanding checks and uncol-
lected deposits raises ﬁany complexities. Uncollected deposits are of no
economic use to either the bank or the company; therefore they should be dis-
regarded. We urged an amendment which would make it clear that the float which

results from uncollected deposits need not be considered.
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2. Compensation for Other Bank Services

Under the guidelines, balances maintained to compensate for bank
services are not to be included in the.disclosed compensating baiance. How-
ever, if a bank should allow such balance to also serve in cohnection with
financing, then it would have to be disclosed. . This would be inequitable to
the latter corporation. It would be required to segregate or footnote its
cash or cash items when they are subject to no greater, and possibly less, re-
straint than the first corporation's. Also, the latter corporation and its
auditors would be subjected to the additional liability that accompanies dis-

closure.

3. Minimum Operating Balance

The guideline provision on minimum operating Balances also seems un-
fair. The corporation should be allowed to subtract this balance plus its cash
reserve from its compensating balances because, whether or not the corporation
has a credit line or a loan, the minimum operating balance and cash reserve
would be on deposit. Where a balance serves an operational purpose for the
company, it is difficult to charactefize its simultaneous use as a compensating

balance for credit as anything else but secondary.

If subtraction is not allowed, then the corporation should be allowed
to comment in the footnote on the impact of its minimum operating balance and

cash reserve on its compensating balances.

The guidelines would require that the impact of compensating balances

on the effective cost of bank financing be reflected. The Association believes

the requirements for disclosure where there is dual use and the disregard of
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minimum operating balances and cash reserves would distort the effective cost

picture and make it appear that the corporation is paying more for its credit

than a fair interpretation would determine.

All of the aforementioned problems of measurement coupled with the
fact that most corporations have credit and deposit relationships with more
than one bank cause the difficulties and complexities to multiply. Therefore

we strongly urge consideration of the suggestions we have made.

Responsibilities

The last sentence of the guide}ines suggests that the company request
from its banks a reply to a confirmation which sets forth the bases of their
mutual understanding on compensating balances. We suggest this sentence be
struck. The first two sentences of this paragraph assign the responsibilities
under the Rule and guidelines to the company and its auditor, but the last
sentence might be construed in a civil suit, if there is a misstatement of a

compensating balance, to put the bank in the same position as the company.



DRAPRT 11/24)72
For RELEASE

SECURITIES AND EXCHANGE COMMISSION
Washington, D, C, 20549

ACCOUNTING SERIES
Release No.

Compensating Balances

Introduction

One of the recent amendiments to Reguiaticn S-X, "Form and Content of
Financial Statements" (Accounting Series Release No. 125), called for the
expansion of Rule 5-02-1, which relates to cash and cash items. Since
its issuance questions have been asked about the nature of expected com-

P
pensating balance disclosure. The burpose of thi§ release is to provide

guidance on this topic.

Reasons for Requirement

Compensating balances are a significant element in lending, banking
and liquidity decisions by management which are reflected in the financial
statements of a firm, Specifically, (1) compensating balances are an
integral part of arrangements for bank finaﬁcing and therefofe are a factor
in measuring the effe;tive cost of financing; (2) beéaﬁse such balances
in effecf CLE not legally) limit the usage of reported cash balances on
an intermediate or long-term basis, they have different liquidity charac-
teristics than balances not subject to guch requirements; and (3) an
appraisal of management's financial policies is assisted by an understand-
ing of compensating balance arrangements.

Unfortunately,~despite the importance of combcnsating balances and

despite the general recognition in the financial community that they exist,
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disclosure of such arrangements in financial statements has been extremely
infrequent. When disclosure has occurred, very few details have becn given
so that statement users are unable to deal analytically with the subject.
Lack of di;closure has been justified on the grounds that such arrange-
ments were generally unwritten, informal and not subject to précise quan-
tification. None of these reasons are sufficient to support a policy of
nondisclosure of a phenomenon which is recognized to be both real and
significant. They do, however, support the need for disclosuré guidelines

so that recasonably uniform and understood standards can be applied in

determining the form of disclosure that should take place.

i

Requirement

. The formal requirement is now included in Regulation S-X, Rule 5-02-1,
which reads as follows:
"State separately (a) cash on hand and demand deposits; (b) funds
subject'to repayment on call 6r immediately after the date of the
balance sheet required.to be filed; (¢) time deposits; and (d) other

funds, the amounts of which are known to be subject to withdrawal

or usage restrictions, e.g., as compensating balances or special
purpose funds. The geéeral terms and nature of such repayment pro-
visions and withdrawal or usage restrictions shall be described in
a note referred to herein. Fuﬁds subject to withdrawal or usage
restrictions shall not be included under this caption unless they
are rcasonably expected to become available for current operat&ons

within one yecar." [Emphasis added.]
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Definitions

For purposes of this requirement, a compensating balance is defined
as any demand deposit (or any time deposit or certificate of deposit on
which lesslthan the market rate of interest is paid) carried by a corpora-
tion which either formally or informally is related to current borrowing
arrangements by the corporation (or any other party) with a lending insti-
tution. Such arrangements would include both current borrowings and credit
availabili;y at the present time or in the future. Balances carried by
a corporation at its own discretion with the expectation pf éssuring
future availability of funds would not be included.

>

Form of Disclosure

The format for disclosure cannot be spelled out with precision since
it will vary according to the factual situation involved. The rule calls
for segregation on the face of the balance sheet, but there are many cir-
cumstances in which this will not Be the most meaningful presentation
and footnote disclosure would be preferred.

In generél, when the terms of the compensating balance arrangement
are formal and are described in connection with the terms of a particular
lending agreement,- balance éhcet segregation is appropriate. Examples
of this would include situations where a certificate of deposit must be
held while a loan is outstanding or where a minimum balance must be main-
tained at all times while credit is extended or available. The fact
that balanceé arc legally subject to withdrawal woulg not be the determin-
ing factor in dcciding wvhat diSCiOSUfG practice should be followed. An

arrangement, however, where the balance required was expressed as an
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averége might lead to footnote disclosure since the balance sheet date
cash balance might bear no relationship to the requirement. Footnote
disclosure should generally be sufficient’ when arrangements_afe informal.

The egtent of disclosure required will also depend on the circum-
stances. In most cases, the ter&s of the arrangement should be described
and the amount of the compensating balance disclosed. This méy be expressed
as an average balance and may be presented as a range if a.single figure
does not accurately reflect the situation. A general statement that such
arrangements exist will not be satisfactory.

If arrangements during the year were materially different than the

i 3
situation at year end, that fact shéuld be disclosed.: The impact of the
compensating balance on the effective cost of bank financing should be
reflected. If'the compensating balance is maintained for the benefit 6f
an affiliate, an officer, director or employee, or a third party, that
fact should be disclosed, although ho such mention in regard to affiliates
is required in parent company only statements if the affiliate is included
in the consolidated financial statements of the reporting entity.

Where a company is not in compliance with a compensating balance
arrangement, that fact shoula generally be disclosed. If the arrangement
is informal, however, and the bank has given no indication of applying
sanctions to enforce it, disclosure of lack of compliance would ordinarily
not be necessary.

In determining the materiality of compensating bglanccs, the refer-
ence point should gencrally be thé cash balance shown on the financial
statements., Except -in unusual circumstances, if compensating balances in
the aggregate amount to 10 percent or more of that figufe they should be
considered material,

/ '
e
-

/

* \



L

Measurcment Problems

A number of problems arise in the précess of measuring tﬁe amount of
compensating balances. It is recognized that precision of measurement may
not be pra;tical, but that fact should not limit the disclosure of material
arrangements. Since several of the problems of measurement occur frequently,
and since it is- desirable that they be similarly solved to assure uniformity
of practice among companies, the following guidelines havé been developed
to assist registrants, It is recognized that every situation cannot be
anticipated, and the need for judgment on the part of registrants and
their auditors cannot and should not be avoided.

1. Float.--The balance shown on thé bank's ledgers and the company's
-books will differ due to delays in presentment of checks and deposits
in transit. The bank ledger ﬁalance is generally higher than the Book
balance. Since compensating balance arrangements are related to the
bank's ledger balance, any "float" which regularly results should be
deducted (or added) in computing the amount of compensating balance
to be disclosed. Thus, the disclosed amount will relate to the book
figure reported in the financial statements.

.

2. Compensation for other bank services.--Balances are maintained not

only in connection with financihg arrangements but also to compensate
the bank for its account handling function and in some cases to pay
for other scrvicgs such as lock boxes and account reconcilement.
Balances maintained for these purposes should not. be included ig the
disclosed compensating balances. If a bank ailows balances to scrve

both purposcs; the balances should be considered as supporting finan-

cing for the purposes of this requircment.

L}
// R >
S
S
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Minimum operating balance.--All corporationg require.somc minimum
amount of cash on which to operate. The amount will depend upon the
extent of seasonal and random fluctuation in short term cash demand

as well as management judgment regarding necessary safety factors.

It has been argued that thi; minimum operating balance should be sub-
tracted from compensating balances since the maintenance of such a
balance has no inéremental cost to the borrower. For purposes of
compens;ting balance disclosure requirements, such a subtraction is
not appropriate. Notonly is the measurement of such minimum operating

balances highly subjective, but the concept of subtraction implies

that the compensating balance is of secondary importance which is by

‘no means apparent. It would be equally reasonable to say that operat-

ing funds are free of cost because compensating balances must be
maintained.

Prior periods.--An attempt should be made to disclose compensating

balances and their effect in the financial statements of the prior
period(s) presented in comparative form. There will be some cases
in which the determination of the existence of a compensating balance

arrangement in a preceding period may not be possible; in such cases,

that fact should be disclosed.

Responsibilities

The registrant is responsible for cowmputing the effecct of its compen-

sating balance agrecment(s) and and preparing the related financial state-

ment disclosure. The auditor has the responsibility of satisfying himself

that the disclosure is adequate and fairly reflects the arrangements.
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When such arrangements exist, the computation would be facilitated and
more readily substantiated if the borrower requests the lender to reply

to a confirmation which sets forth the bases of their mutual understand-

i
ing.



FEDERAL AGENCY RELATIONS
EETHE AMERICAN BANKERS ASSOCIATION 120 CONNECTICUT AVENUE, N.W, WASHINGTON, D.C. 20038

FEDERAL ADMINISTRATIVE ADVISER
HAMPTON A. RABON
202/467-4200

December 21, 1972

Mrs. Catherine Mallardi
Secretary to Chairman Burns
Board of Governors of the
Federal Reserve System
Washington, D.C. 20551

Dear Mrs. Mallardi:

There is enclosed for your information a copy of the agenda
for the next meeting of the Government Borrowing Committee. Please
call to Chairman Burns' attention that the Committee will be meeting
in our offices at 1120 Connecticut Avenue, N.W. The building (Bender)
has another entrance on L Street, near 18th. Our board room is on
the 7th floor.

The Committee will look forward, as usual, to meeting
with Chairman Burns at 4:00 p.m. on Tuesday, January 30, 1973.

I am also enclosing for Chairman Burns' information a
list of the members of the Government Borrowing Committee.

Sincerely yours,

Nl

¢ A
ot 10
|

Hampton A. Rabon 7"

Encl.
HAR:fmm



: AGENDA
GOVERNMENT BORROWING COMMITTEE
The American Bankers Association
January 30 - 31, 1973

Tuesday, January 30, 1973 -

9:00 a.m. Committee meets in Board Room of
The American Bankers Association
1120 Connecticut Avenue, N.W,
(7th Floor) 5 "

10:00 a.m. Committee to review slides in Room 2334
of the Treasury building 2/

11:00 a.m. Committee to meet with Under Secretary
for Monetary Affairs, Mr. Paul Volcker
in Room 4426 of the Treasury building for

backgrounding. 3/
12:30p.m. v Refreshments
1:00 p.m. e Luncheon

Cabinet & Pan American Rooms, Mayflower Hotel

2:30 p.m. Committee to reconvene in Board Room of
The American Bankers Association
1120 Connecticut Avenue, N.W. (7th Floor) 1/
Chairman Burns (Federal Reserve Board) will
meet with the Committee at 4:00 p.m.

6:30 p.m. Cocktails
7:00 p.m. : Dinner
Chinese Room, Mayflower Hotel

Wednesday, January 31, 1973

9:15a.m. Coramittee to reconvene in Board Room of
The American Bankers Association
1120 Connecticut Avenue, N.W, h 1y
10:00 a.m. Committee to report its recommendations to

Secretary Shultz and the Treasury Financing
Group in Room 4426 of the Treasury building 3/

1/ This location is on Connecticut Avenue across from the Mayflower Hotel

2/ Treasury will use the regular projection room on the second floor on southwest
corner of building (corner facing the Mall and the White House)

3/ Conference with under Secretary for Monetary Affairs and report to the Secretar

of the Treasury will be held in the 4th floor Conference Room on west side of build=-
ing near the center elevators opposite the White House.



GOVERNMENT BORROWING COMMITTEE

Robert M. Surdam
Chairman and Chief Executive Officer

Chairman:

National Bank of Detroit

RPA Box 116

Detroit, Michigan 48232

Alfred Brittain III

President

Bankers Trust Company

P. O. Box 318, Church Street Station
New York, New York 10015

Robert E. Bryans

President -
First National Bank of Casper
“P. O. Box 40

Casper, Wyoming 82601

Willaxrd C. Butcher

President

The Chase Manhattan Bank, N.A.
One Chase Manhattan Plaza

New York, New York 10015

A. W, Clausen

President and Chief Executive Officer
Bank of America, N. T. & S. A.

P. O. Box 37000

San Francisco, California 94137

Richard P. Cooley

President and Chief Executive Officer '

Wells Fargo Bank, N.A.
464 California Street
San Francisco, California 94120

Gaylord Freeman
Chairman of the Board
The First National Bank
P, O. Box A

Chicago, Illinois 60670

Robert J. Gaddy

Chairman and President

Tower Grove Bank and Trust Company
3134 S. Grand Boulevard

St. Louis, Missouri 63118

Donald M. Graham
Chairman and Chief Executive Officer

Continental Illinois National Bank
and Trust Company
Lock Box H

. Chicago, Illinois 60690

William M. Jenkins
Chairman

Seattle-First National Bank
P. O. Box 3586

Seattle, Washington 98124

Ben F. Love

Chairman and Chief Executive Officer
Texas Commerce Bank, N.A.

P, O, Box 2558

Houston, Texas 77001

John A. Moorhead

Chairman and Chief Executive Officer
Northwestern National Bank

Seventh and Marquette

Minneapolis, Minnesota 55440

John A. Oulliber

Chairman of the Board

First National Bank of Commerce
P. O. Box 60279

New Orleans, Louisiana 70160

Howard C. Petersen

Chairman of the Board

The Fidelity Bank

Broad and Walnut Streets
Philadelphia, Pennsylvania 19109

Robert V. Roosa

Partner

Brown Brothers Harriman & Company
59 Wall Street

New York, New York 10005



Government Borrowing Committee - page two

Thomas I. Storrs

President

North Carolina National Bank
P.O. Box 120

Charlotte, North Carolina 28201

D. Thomas Trigg

Chairman and Chief Executive Officer
National Shawmut Bank of Boston
P.O. Box 2176

Boston, Massachusetts 02106
Walter B. Wriston

Chairman

First National City Bank

399 Park Avenue

New York, New York 10022

ADVISORY MEMBERS

John J. Larkin

Senior Vice President

First National City Bank

P.O. Box 850, Wall Street Station
New York, New York 10015

Donald C. Miller

Executive Vice President

Continental Illinois National Bank
and Trust Company :

Lock Box H

Chicago, Illinois 60690

Leland S. Prussia, Jr.

Senior Vice President

Bank of America, N.T. & S.A.

P.O. Box 37003 :

San Francisco, California 94137

James R. Sheridan

Senior Vice President

North Carolina National Bank
P.O. Box 120

Charlotte, North Carolina 28201

January 1973

EX OFFICIO

Eugene H. Adams
President
The First National Bank
P.O. Box 5808, Terminal Annex
Denver, Colorado 80217
(President, ABA)

Willis W. Alexander

Executive Vice President

The American Bankers Association
1120 Connecticut Avenue, N.W,
Washington, D.C. 20036

Rex J. Morthland
Chairman of the Board
The Peoples Bank and Trust Company
of Selma
P.O. Box 799
Selma, Alabama 36701
(President-Elect, ABA)

Douglas R. Smith
President and Chairman of the Board
National Savings & Trust Company
Washington, D.C. 20005

(Chairman, ABA Savings Bond Committee)

Allen P. Stults
Chairman and Chief Executive Officer
American National Bank & Trust Company
P.Q:. . Box.DD
Chicago, Illinois 60690

(Past President, ABA)

Hampton A. Rabon
A.B.A. Director (202/467-4200)



ETHE AMERICAN BANKERS ASSOCIATION 1120 CONNECTICUT AVENUE, N.W, WASHINGTON, D.C. 20036

FEDERAL ADMINISTRATIVE ADVISER
WILLIAM T. HEFFELFINGER, CONSULTANT
202/487-4200

October 5, 1971

Mrs. Catherine Mallardi
Secretary to Chairman Burns
Board of Governors of the
Federal Reserve System
Washington, D. C. 20551
Dear Mrs. Mallardi:
There is enclosed a copy of the'agenda for the

October 26-27, 1971, meeting of the Government Borrowing Com-

mittee. You will note we will expect Governor Burns at

4:00 p.m.

/iizzgfi;Z’

W. T. Heffelfinge
WTH: TB

Enclosure



AGENDA

GOVERNMENT BORROWING COMMITTEE
THE AMERICAN BANKERS ASSOCIATION

October 26-27, 1971

Tuesday, October 26, 1971

9:15 a.m.

10:00 a.m.

11:00 a.m.

12:30 p.m.

1:00 p.m.

2:30 p.m,

:30 p.m.
:00 p.m.

Wednesday, October 27, 1971

8:30 a.m.

9:15 a.m.

Committee meets in Board Room of
The American Bankers Association
1120 Connecticut Avenue, N. W.
(7th Floor) 2/

Committee to review slides in
Room 2334 of the Treasury 1/

Committee to meet with Under
Secretary for Monetary Affairs,
Mr. Paul Volcker, in Room 4426
of the Treasury Department

for backgrounding 1/

Refreshments - Mayflower Hotel
Maryland Room (2nd Floor)
Luncheon - Mayflower Hotel
Pennsylvania Room (2nd Floor)

Committee to reconvene in Board
Room of The American Bankers
Association

Chairman Burns (Federal Reserve
Board) will meet with the Com=
mittee at 4:00 p.m.

Cocktails - Maryland Room
Dinner - Pennsylvania Room
Mayflower Hotel

Committee to reconvene in Board
Room of The American Bankers
Association, 1120 Connecticut
Avenue, N. W,

Committee to report its recom-
mendations to Secretary Connally
and the Treasury Financing Group
in Room 4426 of the Treasury
Department 1/

Treasury will use the regular projection room on the second floor on
southwest corner of building (corner facing the Mall and the White House).
Conference with Under Secretary for Monetary Affairs and report to the
Secretary of the Treasury will be held in the 4th floor Conference Room

on west side of building near the center elevators opposite the White House.

This location is on Connecticut Avenue across from the Mayflower Hotel.



B0ARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

: - ; a '
Office Correspondence Date_April S0, 1071

To_______Chairman Burns Subject:_Meeting of the Intermational

From

Andrew W, Hogwood, Jr, Banking C o 1971

On Monday, May 3, 1971 at 4:30 p.m,, there will be a meeting
in the Board Room of the International Banking Committee of The American
Bankers Association with available members of the Board and certain
staff, You are invited to attend this meeting and we would appreciate
your letting us know (Ext, 3326) whether or not you plan to attend.

There is attacéed, for your information, a public relations
release from the A.B.A. concerning the International Banking Committee,

as well as a separate list of the Committee members.

Attachments




\ AR SAGER Wi W ARIKERND ASSOQCIATION

FLUELIC RELATIONS QERPART T e B S CONNESTICMNT AVENUE, N,W.,, WASHINGTON, O.C. 200508

CONTACT: Pat Kane Y i RELEASE FOR A.M.'s
(202) 298-905u - Friday, February 26, 1971

A.B.A. NAMES INTERNATIONAL BANKING COMMITTEE

WASHINGTON, D.C., Feb. 26 =- The -American Bankers Association has e
formed an International Bénking'Cbﬁmitte& to help its member banks deal with
increasing activity in world-wide financial matters. The 12-member committee
will be chaired by Stephen C. Eyre, senior vice president of the First National
City Bank, New York.

Announcing formation of the committee, A.B.A. President Clifford C.
Sommer saild that such a comgit;ge is needed because increasing numbers of
American banks are becoming ”substantially and significantly involved in
international banking." E

"There is a definite need for the Association to have a standing
committee of experienced bankers who can spéak out on issues that importantly
affect the ability of the banks to operate in this field," Sommer said. "The
commi;;ee will be a small working group dealing with the ever-increasiﬁg problgys
affecting today's-internégional scene, particularly in the political and
legislative spheres." |

The committee will be responsible for the operations of the‘new
International Banking School, planned for August 1-14 at the University of
Cblorado, Boulder.

Members of the International Banking Committee are:
Arthur Bardenhagen Irving Trust Company, New York; Joseph A. Carrera,
Bank of America, San Francisco; Roger N. Christiansen, Seattle-First National

Bank; Richard H. Cummings, National Bank of Detroit;:La<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>