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SECRETARIES OF THE TREASURY AND PRESIDENTS UNDER
WHOM THEY SERVED

NoTeE.~Robert Morris, the first financial officer of the Government, was Superintendent of Finance from
1781t01784. Upon theresignation of Morris, the-powers conferred upon him were transferred to the “Board
of the Treasury.” Those who finally accepted positions on this boatd were John Lewis Gervais, Samuel
Osgood, and Walter Livingston. The board served until Hamilton assumed office in 1789. :

r

Presidents Secretaries of Treasury , Termof service
: . From— To—
Washington...... ee———- Alexander Hamilton, New York. . o.cocnimecenns Sept. 11,1789 | Jan. 31,1795
: Oliver Wolcott, Connecticut.._cceenceeceoooo..ll Feb. 3,1705 | Mar., 3,1797
Adams....ccoececane...| Oliver Wolcott, Connecticut - ... coucoamoooean Mar. 4,1797 | Dec. 31,1800
. | Samuel Dexter, MassachusettS....cccciacceoeo.| Jan, 11,1801 | Mar. 3,1801
Jeffersom . ..o cocoaceaaaas Samuel Dexter, Massachusetts.......lc.ce-n...o| Mar. 4,1801 | May 13,1801
: ’ Albert Gallatin, Pennsylvania............ ----::| May 14,1801 | Mar, 3,1809
Madison ..o ccececanaa. Albert Gallatin, Pennsylvania .. .ooocooana.s Mar. 4,1809 | Apr. 17,1813
: George- W, Campbell, Tennesses.-....ccceceeeae- Feb. 9,1814 | Oct, 5,1814
Alexander J. Dallas, Pennsylvania.._........... Oct. 6,1814 | Oct. 21,1818
Wm. H. Crawford, Georgi .« ooeeeececececeaan Oct. 22,1816 | Mar. 3,1817
Wm. H. Crawford, Georgia. . ceceeeececcanaca- Mar. 4,1817 | Mar. 6,1825
Adams, J. Q.. Richard Rush, Pennsylvania .. ... . ........ Mar, ' 7,1825 | Mar, 5,1820
Jackson .o .oca.o.. Samuel D. Ingham, Pennsylvania 8. ._......... Mar. 6,1829 | June 20,1831
Louis McLane, Delaware. -...coceeeimeccucanan Aug. 81831 | May 28,1833
Wm. J. Duane, Pennsylvania...._.. mvemam————— May 29, 1833.] Sept. 22, 1833
Roger B. Taney, Maryland ‘....... Sept. 23,1833 | June 25,1834
o Levi Woodbury, New Hampshire. July 11,1834 | Mar. 3,1837 .
Van Buren._. Levi Woodbury, New Hampshire d_...._...._. Mar. 4,1837 | Mar. 3,1841
'E(arrigon ..... Thomas Ewing, Ohio Mar, 6,1841 | Apr. 4,1841
Tyler. o mccaceenans Thomas Ewing, Ohio ¢ Apr. §5,1841 | Sept. 11,1841
: . Whalter Forward, Pennsylvania?................| Sept. 13,1841 | Mar. 1,1843
i John C. Spencer, New York & .- Mar. 8,1843 | May 2 1844
B Geo. M. Bibb, Kentueky. - ooeoooeooecacoocinnn July 4,1844 | Mar. 4,1845
POIK. e Geo. M. Bibb, Kentucky : : Mar. .5,1845 | Mar. 7,1845
Robt. J. Walker, Mississippi 9. .. Mar. 8,1845 | Mar. 5,1849
Wm. M. Meredith, Pennsylvenia_.....eceevee-- Mar. 8,1849 | July 90,1850
Wm. M., Meredith, Pennsylvania...cceeceaecnn. July 10,1850 | July 22,1850

July 23,1850 | Mar. 86,1853
Mar. 7,1853 | Mar. 86,1857
Mar. 7,1857 | Dec. 8,1860
Philip F. Thomas, Maryland Dec. 12,1860 | Jan.” 14,1861
John A. Dix, New York..._... Jan. 151861 | Mar. 6,1861

21 While bolding the office of Secretary of the Treasury, GaIIatm was commissioned envoy extraordinary
and minister plenipotentiary April 17, 1813, with John Quincy Adams and James A. Bayard, to negotiate
peace with Great Britain. On February 9, 1814, his seat as Secretary of the Treasury was declared vacant
because of his absence in Europe. William Jones, of Pennsylvania (Secretary of the Navy), acted ad
interim Secretary of the Treasury from April 21, 1813, to February 9, 1814.

# Rush was nominated March 5, 1825, confirmed and commissioned March 7, 1825, but did not enter upon
the discharge of his duties until August 1, 1825. Samuel L. Southard, of New Jersey (Secretary of the
Navy), served as ad interim Secretary of the Treasury from March 7 to July 31, 1825.

? Asbury ‘Dickens (Chief Clerk), ad interim Secretary of the Treasury June 21 to August 7. 1831

¢ McClintock Young (Chief Clerk). ad interim Secretary of the Treasury {rom June 25 to 30, 1834

® McClintock Young (Chief Clerk), ad interim Secretary of the Treasury from March 4 to 5, 1841

¢ McClintock Young (Chief Clerk), ad interim September 13, 1841.

7 McClintock Young (Chief Clerk), ad interim March 1 to 7, 1843,

® Spencer resigned as Secretary of the Treasury May 2, 1844; McClintock Young (Chlef Clerk), ad interim
from May 2 to July 3, 1844.

¢ MeClintock Young (Chief Clerk), ad interim March 6 to 7, 1849.

¥ Isaac Toucey, of Connecticut (Secretary of the Navy), acted as Secretary of the Treasury ad interim
December 10 to 12, 1860

. Thos. Corwin, Ohio
Pierce. .o ocooeiee.... James Guthrie, Kentucky
Buchapan.- Howell Cobb, Georgia 10
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Secretaries of the Treasury and Presidents under whom they served—Continued

Presidents

,Secretaries of Treasury

‘L'erm of service

Garfield-cao.oooioaeaooo.
Arthur. . oo iiamoano

Cléveland...-; ..........
Harrison, Benf....coaaae

Cleveland._.ovueonoaae
MeKinleyeaeeaeeeananen

-Roosevelt_...... SO

Harding.eececevocaaieos
Coolidge..ceaeeeeoeaae..

| John Sherman, Ohiols. .. .. ceeiiaacaen

Salmon P. Chase, OhioM. . .. . eiiniunnenaaaan
Wm. P. Fessenden, Maine!®___ ... ... .....
Hugh McCulloch, Indiana.

Hugh McCulloch, Indiana®s_ ... . ..cooao.
Geo. S. Boutwell, Massachusetts .
W. A. Richardson, Massachusetts. . . ....
oBenj. H. Bristow, Kentucky ... coveceeaaaa-
Lot M. Morrill, Maine..ccaeaaaenenncaacneaen
Lot M. Morrill, Maine.

Wm. Windom, Minnesota. .. ..ooeccacuo.--
Wm. Windom, Minnesota.
Chas. J. Folger, New York 6, . ______ . .ccomeco..
Walter Q. Gresham, Indiana. ... ..coeeeoeaennn
Hugh Mc¢Culloch, Indiana.
Hugh McCulloch, Indiana.....

Daniel Manning, New York... R,
Chas. S. Fairchild, New York..
Chas. 8. Fairchild, New York.. .-
Wm. Windom, Minnesotat?..
Chas. Foster, Ohio........
Chas. Foster, Ohio. . .cceemoevimeecacaccecane-

John G, Carlisle, KentucKy...oceeeeeneoneanan 3

John G. Carlisle, Kentucky.
Lyman J. Gage, Illinois.......
Lyman J. Gage, Illinois..__.
L. M. Shaw, Iowa.cmeneennn..

George B. Cortelyou, New York..
Franklin MacVeagh, Illinois .... -
W. Q. McAdoo, New York.
Carter Glass, Virginia_._....
David F. Houston, Missouri....
Andrew W, Mellon, Pennsylvania._

Andrew W. Mellon, Pennsylvania..

From— To—
Mar, 7,1861 | June 30, 1864
July 56,1864 | Mar, 3,1865
Mar. 9,1865 | Apr. 15,1868
Apr. 16,1865 | Mar, 3,1869
Mar. 12,1869 | Mar, 16, 1873
Mar, 17,1873 June 3,1874

June 4,1874 | June 20,1876 .

July 17,1876 | Mar, 3,1877
Mar. 4,1877 | Mar., 9,1877
Mar. 10,1877 | Mar. 38,1881
Mar. 8,1881 | Sept. 19, 1881
Sept. 20,1881 | Nov. 13, 1881
Nov. 14,1881 | Sept. 4, 1884
Sept. 25,1884 | Oct. 30,1884
Oct. 31,1884 | Mar, 3,1885
Mar, 4,1885 | Mar. 7,1885
Mar. 81885 | Mar. 31,1887
Apr. 11,1887 | Mar. 3,1880
Mar. 4,1889 | Mar. 6,1889
Mar.® 7,1889 | Jan. 29,1891
Feb. 25,1891 | Mar. 3,1893
Mar. 4,1893 | Mar, 6,1893
Mar., 7,1893 | Mar. 3,1897
Mar., 4,1897 | Mar. 5, 18907
Mar. 6,1807 | Sept. 14,1901
Sept. 15,1901 | Jan. 31,1902

-Feb. 1,1902 | Mar. 3,1907

Mar., 4,1907 | Mar. 7,1909
Mar. 8,1909 | Mar. 65,1913
Mar. 6,1913 | Dec. 15,1918
Dec. 16,1918} Feb. 1,1920
Feb. 2,1920 | Mar. 3,1921
Mar. 4,1921 | Aug. 2,1923
Aug. 3,1923 _._..._._. -

1t George Harrington, District of Columbia (Assistant Secretary), ad interim July 1 to 4, 1864 .

12 George Harrington (Assistant Secretary), ad interim March 4 to 8, 1865,

1 John F. Hartley, of Maine (Assistant Secretary), ad interim from March 5 to 11, 1869.

" 1 Charles F. Conant, of New Hampshire (AsSistant Secretary), ad interim June 21 to 30 {July 6],31878.

18 Henry F. French, of Massacbusetts (Assistant Secretary), ad interim March 4 to 7, 1881, -

16 Charles E. Coon, of New York (Assistant Secretary), ad interim September 4 to 7, 1884; Henry F.
French, of Massachusetts (Assistant Secretary), ad interim September 8 to 14, 1884; Charles E. Coon ad
interim September. 15 to 24, 1884,

1 A, B. Nettleton, of Minnesota (Assistant Secretary), ad lntenm January 30 to February 24, 1891,

UNDERSECRETARIES OF THE TREASURY AND PRESIDENTS
AND SECRETARIES UNDER WHOM THEY SERVED

Presidents Secretaries Undersecretaries } Term of service
From— - To—
Harding..-.....] Mellon......_... 8. Parker Gilbert, jr., New Jersey..... July 1,1921 | Aug. 2,1923
Coolidge.ennn.. Mellon..__...... 8. Parker Gilbert, jr., New Jersey..... Aug. 3,1923 | Nov. 17,1923
MelloOaaaaao..-. Garrard B. Winston, Illmois...r ...... Nov. 20,1923 |ceeccuaaaaes -

1 OfBce established act June 16, 1921.
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AND

PRESIDENTS AND SECRETARIES UNDER WHOM THEY SERVED

Presidents

 Secretaries

Assistants .to the Secretaries

Term of service

From— To—
Washington..... Hamilton.......| Tench Coxe, Pennsylvania............ Sept. 11,1789 | May 8,1792
Wilson._....o.coo McAdoo. ....... George R. Cooksey, District of Colum- | Mar. 86,1917 | Mar. 4,1921
bia.
Glass.
Houston.

w

t Office established Sept. 2, 1789; abolished act May 8, 1792; reestablished act Mar. 3, 1917. Appointed

by the Secretary.

ASSISTANT SECRETARIES OF THE TREASURY AND PRESIDENTS
"~ AND SECRETARIES UNDER WHOM THEY SERVED

1 Office established act Mar. 3, 1849; appointed by the Secretary. Act Mar

~ dential.

2 Act Mar. 14, 1864, pi

rovides one additional Assistant Secretary

Presidents Secretaries Assistant Secretaries ! Term of service
- From— To—
Taylor cceocenen Meredith.......| Charles B. Penrose, Pennsylvania_.... Mar, 12,1849 | Oct.. 9,1849
Meredith. ...... Allen A, Hall, Pennsylvania.......... Oct. 10,1849 | Nov. 15,1850
Filmore......... Corwin. - : ’
Corwin__....... William L. Hodge, Tennessee......... Nov. 16,1850 | Mar 13,1853
Pierce........... Guthrie.
Guthrie......... Peter G. Washington, District of Co- | Mar. 4,1853 | Mar 12,1857
lumbia,
Buchanan....... Cobb.
Cobb.eeeeeo.. Philip Clayton, Georgia.......ccna.... Mar. 13,1857 { Jan. 18,1861
Thomas. B
. Dix. L .
Lincoln...oo.... (8] 7:1.0. S George Harrington, District of Colum- | Mar. 13,1861 | July 11,1865
bia.2 )
Fessenden.
McCulloch,
Johnson......... MecCulloch.
Lincoln......... Chase._-ccaeaann. Maunsell B. Field, New York........ Mar. 18,1864 | June 15,1865
Fessenden. .
.. | McCulloch.
Johnson......... MecCulloch. ) . '
Lincoln._. TFessenden William E Chandler, New Hamp- | Jan. §,1865 | Nov. 30, 1867
: shire. ¢
MeCulloch.
Johnson......... MeCulloch, .
. | McCulloch...... John F. Hartley, Maine.......... S July 11,1865 | May 4,187
Grant...........{ Boutwell. : . .
Richardson.
Bristow.
McCulloch. ... Edmund Cooper, Tennessee..- —...... Dec. 2,1867 | May 31, 1868
Boutwell.. William A.Richardson, Massachusetts | Mar. 20, 1869 | Mar. 17, 1873
) Richardson..... Frederick A. Sawyer, South Carolina.| Mar. 8,1873 | June 11,1874
Bristow. -
Bristow._........ Charles F. Conant, New Hampshire..| July 1,1874 | Apr. 3,1877
Morrill. : ' .
Hayes__......... Sherman. . ’ )
Grant .......... Bristow ... Curtis F. Burpam, Kentucky......... Mar. 4,1875 | June 30, 1876
Morrill.oceeuneen Henry ¥. French, Massachusetts...... Aug. 12,1876 | Mar. 9,1885
Hayes.....ccueo. Sherman. .
Garfield......... Windom.

. 3, 1857, made the office Presi-



.Xx

ASSISTANT SECBETARIES OF THE TREASURY

Assistant Secretanes of the Treasury and Presidents and Secretaries under whom

they served—Continued

3 Act July 11, 1890, provides for an additional Assistant Secretary.

Mar.

Presidents Secretaries Assistant Secretaries Term of service
Arthur.._ ... Windom.
Folger,
Gresham.
" McCulloch,
Cleveland.......| Manning. From— To—
Hayes.ccarennnn Sherman........! Richard C. M¢Cormick, Arizona..... Apr. 3,1877 | Dec. 8,1877
Sherman._....... John B. Hawley, INinois.. . .coeecuen- Dec. 9,1877 | Mar. 31, 1880
Sherman........ J. Kendrick Upton, New Hampshire..| Apr. 10,1880 | Dec. 31,1881 .
Garfield.....___. Windom, .‘
Arthur...eeeeo.. ‘Windom
Folger.
Folger.-—....... John C. New, Indiana.- - ......ce.-... Feb. 28,1882 | Apr. 16,1884
Folger.......... Charles E. Coon, New York .......... Apr. 17,1884 | Nov. 10, 1885
Gresham. )
McCulloch,
Cleveland....... Manning. . .
Manning........ Charles 8. Fairchild, New York....... Mar. 14,1885 | Apr. . I, 1887
Mapning........ William E, Smith, New York.._...... Nov. 10,1885 | June 30, 1886
Manning........ Hugh 8. Thompson, South Carolina..| July 12,1886 | Mar. 12, 1889
: Fairchild. |
Harrison.......:| Windom. .
Cleveland....... Fairchild........ Isaac N, Maynard, New York..___... Apr. 6,1887 | Mar. 11, 1889
Harrison.......:| Windom.
Windom.___._.._ George H. Tichner, Ilinois. ... _.._... Apr. 1,1889 | July 20,1890
Windom._._.... George T. Batchelder, New York o._..| Apr. 1,1889 | Oct. 31,1890
Windom...._... A. B. Nettleton, Minnesota........... July 22,1890 | Dec. 11,1892
Foster.
Windom........ Oliver L. Spaulding, Michigan_....... July 23,1890 | June 30,1893
Foster
Cleveland....... Carlisle .
Harrison ..o Foster..t....... Lorenzo Crounse, Nebraska ........... Apr. 27,1801 | Oct. 31,1892
: FOSter-ocoue__ John H. Gear, Iowa.. oo Nov. 22,1892 | Mar, 3,1893
Foster.......... Genio M. Lambertson, Nebraska.....| Dec. 23,1892 | Apr. 3,1893
Cleveland....... Carlisle.
Carlisle.wu.o.... Charles S. Hamlin, Massachusetts....| Apr. 12,1803 | Apr. 7,1897
* McKinley. ... Gage. ’
Cleveland Carlisle.. William E. Curtis, New York._._....| Apr. 13,1893 | Mar. 31,1897
MeceKinley. ... Gage. ’
Cleveland._......| Carlisle...__..._| Scott Wike, Illinois. .. _.____.._._.__ July 1,1803 | May 4,1897
MecKinley......| Gage. . K :
Gage. cueennn-- William B. Howell, New Jersey-...... Apr. 7,1897 | Mar. 10, 189¢
[£2:7-C TR Oliver L. Spaulding, Michigan........ Apr. 7,1897 | Mar. 4,1903
Roosevelt ....... Gage ) '
Shaw. :
McKinley_-_.__ [£2:7: . T, Frank A. Vanderlip, linois_ - __...... June 1,1897 | Mar. 5,1901
- [ F:Y: - T Horace A. Taylor, Wisconsin. ........ Mar. 13,1899 | June 3, 1906
- Roosevelt....... Gage ’
. | Shaw - : : i
MeKinley.. .| Gago..ooormnnne Milton E. Ailes, Ohi0ue.nmenneoomnnnn Mar. 6,1901 | Apr. 15,1903
Roosevelt_.:....| Gage . : . : :
Shaw,
ShaWe eceevacann Robert B. Armstrong, Iowa.:. Mar. 5,1903 | Mar, 5,1905
Shaw.__occeeoo. Charles H. Keep, New York..... _| May 27,1903 | Jan. 21,1907
Shaw. __.lcao.o. James B. Reynolds, Ma,ssachusetts. -..| Mar. 51905 | Nov. 1,1909
Cortelyou. '
Tafteeeeeeeuean.| MacVeagh. .
Roosevelt.__.._. Shaw--.o.coonn. John H. Edwards, Ohio_.__._.__....__ July- 1,1906 | Mar, 15,1908
Cortelyou :
ShaWwaeeaecaaoae Arthur F, Statter, Oregon. . ........_. Jan. 22,1907 | Feb. 28,1907
Cortelyou......- Beekman Winthrop, New York.. Apr. 23,1907 | Mar. 6,1909
' Cortelyou....... Louis A. Coolidge, Massachusetts..... 17,1908 { Apr. 10,1909
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Assistant Secrelaries of the Treasury and Presidents and Secretaries under whom

they served—Continued

Secretaries

Presidents Assistant Secretaries Term of service
i 1 | N MacVeagh. ' . : From— To—
i MacVeagh...... Charles D. Norton, I1linois- - -.o.o.-. Apr.” 5,1909 | June 8,1010
MacVeagh. Charles D. Hilles, New York._.. Apr. 19,1909 | Apr. 3,1911
MacVeagh...... James F. Curtis, Massachusetts.. Nov. 27,1909 | July 31,1913
WilsoDccueene-- MecAdoo. .
Taft s o ceeenacenn MacVeagh...... A. Piatt Andrew, Massachusetts......| Jude 8,1910 | July 3,1012
MacVeagh_____. Robert O. Bailey, Illinois Apr. 4,1911 | Mar. 3,1913
MecAdoo.: ) )
MacVeagh...... Sherman P. Allen, Vermont_._.._._.. July 20,1912 | Sept. 30,1913
McAdoo. :
McAdoo. ....... John Skelton Williams, Virginia_.__.. Mar. 24,1913 | Feb. 2,1914
Charles S. Hamlin, Massachusetts....| Aug. 1,1913 | Aug. 9,1914
Byron R. Newton, New York........| Oct. 1,1813 | Oct, 1,1017
William P. Malburn, Colorado. - .| Mar. 24,1914 | Jan. . 26, 1917
Andrew J. Peters, Massachusetts.. Aug. 17,1914 | Mar. 15,1917
Oscar T. Crosby, Virginia...... Apr. 17,1917 | Aug. 28,1918
Leo 8. Rowe, Pennsylvania June 22,1917 | Nov. 20,1919
McAdoo........ James H. Moyle, Utah4. . ___.__.._... Oct. 5,1917 | Aug. 26,1921
Glass, : |
Houston,
-Harding . -...... Mellon. .
Wilson._.._..... MecAdoo. ....... Russell C. Leffingwell, New York..... Oct. 30,1917 | July 5,1920
Glass.
Houston .
MecAdoo- -...... Thomas B. Love, Texas. - - ...........| Dec. 15,1917 | Jan. 31,1919
Glass. .
.| MeAdoo........ Albert Rathbone, New York.......... Sept. 4,1918 | June 30,1920
Glass.
Houston ) .
Glass........co. Jouett Shouse, Kansas__...... eam———a Mar. 35,1919 | Nov. 15,1920
Houston :
Glass. - .......-.] Norman H. Davis, Tennesses.-......|] Nov. 21,1019 | June 14,1920
Houston. : . .
Houston. ......| Nicholas Kelley, New York.__....... June 15,1920 | Apr. 14,1821
Harding. -......| Mellon.
Wilson.-._..... Houston. .......| 8. Parker Gilbert, jr., New Jersey 5...| July 6,1920 | June 30,1921
Harding. . ..._..| Mellon. ‘
Wilson_.. Houstol . -cco.o. Ewing Laporte, Missouri--...cceceeo. Dec. 4,1920 | May 31,1921
Harding__...... Melion :
Wilson..... ‘Angus W, McLean, North Carolina. .| Dec. 4,1920 | Mar, 4,1021
Harding_ _ Eliot Wadsworth, Massachusetts. ... Mar, 16,1921 | Aug. 2,1923
Coolidge. - Eliot Wadsworth, Massachusetts.....| Aug.. 3,1923 | Mar. 31,1925
Harding__...... Edward Clifford, Illinois May 4,1921 | July 9,1923
’ Elmer Dover, Washington. .| Dec. 23,1921 | July 25,1922
McKenzie Moss, Kentucky. .| Mar. 3,1923 | Aug. 2,1923
Coolidge--...... McKenzie Moss, Kentucky .{ Aug. 38,1923 | July 13, 1926
Harding--...... Garrard B. Winston, Illinois -] July 9,1923 | Aug. -2,1923
Coolidge--...... Garrard B. Winston, Illinois ¢ .} Aug. 3,1923 | Nov. 19,1923
- Charles 8. Dewey, Illinois. ... SJduly 11,1924 floeeeaeeo..
Lincoln C. Andrews, New York__..... Apr. 1,1025 | ioceaenios

1 Act Oct. 6, 19i7, provided for two additional Assistant Secretaries for duration of war and six months

after.

5 Became Undersecretary J uly 1, 1921.
% Became Undersecretary November 20, 1923,



XXIX PRINCIPAL ADMINISTRATIVE AND STAFF OFFICERS

PRINCIPAL ADMINISTRATIVE AND STAFF OFFICERS OF THE
TREASURY DEPARTMENT, AS OF OCTOBER 31, 1928

OFFICE OF THE SECRETARY

ANDREW W. MELLON_.._._..___ Secretary of the Treasury.
GARRARD B. WiNsTON_____.___ Undersecretary of the Treasury.
CuARLES 8. DEWEY..__...__.._ Assistant Secretary of the Treasury.
LincoLN C. ANDREWS. ... .___ Assistant Secretary of the Treasury.
Vacant_________________.______ Assistant Secretary of the. Treasury.
JorN KIELEY. oo ... Assistant to the Secretary.

W. NorMAN THOMPSON.__..... Assistant to the Undersecretary.
Cuarres R. SCHOENEMAN. ___.. Asststant to the Undersecretary.
Frank Dow._ .. .. Assistant to Assistant Secretary.
H. R. SHEPPARD.__ v oo oo Assistant to Assistant Secretary.
L. C. MARTIN . _ _______._—___. Assistant lo Assistant Secretary.
FRANK A, BIRGFELD..___.__..__ Chief Clerk and Superintendent.
Jon T. BurNs. _.____________ Chief, Section of Mail and Files.
James E. HArPER_____________ Chief, Division of Appointments.
TroMas L. LAWRENCE_..______ Chief, Section of Surety Bonds.
W. H. MORAN . . ___ Chief, Secret Service Dwision.
MicHAEL J. O'REILLY .. ... _.__ Chief, Division of Bookkeeping and Warrants.
Freperick F. WEsTON .- __._._ Chief, Division of Printing.

JoBN L. SUMMERS .o ooc._.__ Disbursing Clerk.

Josgpr R. McCov._..____..__ Government Actuary.

SPECIAL STAFF ASSISTANTS

Frisworra C. ALvomrp.___._.. Special Assistant to the Secretary.
F. GLroyp Awarr ... ..__ Member, War Loan Staff.

Froyp G. Brame.._____._____._ Member, War Loan Staff.

Davip E. FINLEY ... _._._. Member, War Loan Staff.
WaLter O. Woops__.._____.. Member, War Loan Staff.
Epwarp H. Bennerro_________ Consulting - Architectural Specialist.

_PUBLIC DEBT SERVICE

WiLriam S. BrRoveHTON. .. __ Commissioner of the Public Debt.
S. R. JACOBS oo oL Deputy Commissioner.

Harrey V. SPRELMAN___.______ Register of the Treasury:

Frank A. DEGROOT ... ____._. Assistant Register of the Treasury.

CaarLEs N. McGROARTY--__-_ Chief, Division of Loans and Currency.
MEeLvin R. LoaFrMaN__________ C'h}ief,d Division of Public Debt Accounts and
udit.

Frank G. CoLniNs.._.________ Chief, Division of Paper Custody.

OFFICE OF THE COMMISSIONER OF ACCOUNTS AND DEPOSITS

RoBERT G. HAND . oo ____ . Commissioner of Accounts and Deposils.
Danier W, BBLL.. .. _.._.. Deputy Commissioner.

Epwarp D. BATCHELDER....___ Chief, Division of Deposits.

E.R. GRAY. oo .. Acting Chief, Section of Statistics.

- OFFICE OF THE COMPTROLLER OF THE CURRENCY

Joserr W. McInTosH._-._._._ Comptroller of the Currency.

E. WILLEY STEARNS. . ________. Deputy Comptroller.

CrarrEs W. CoLLINS__._______ Deputy Comptroller.

Wirris J. FowLER...o__._-__._ Deputy Comptroller.

J. W. POLE .o oo Chief, Nattonal Bank Examiners.

ROBERT D. GARRETT. o oo Suﬁermsmg Receiver, T nsolvent National Bank
: VLSTON. . . .

Joan G. HERNDON. . _._______ = Chief Clerk.
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OFFICE OF THE TREASURER OF THE UNITED STATES

FRANK WHITE. c o oo cimmmeoo Treasurer of the United States.
Frank J. F. TiEL_________.__ Assistant Treasurer.

H. T. TATE oo ool e aee Assistant Treasurer.

W. F. WARNER.___._ @ Cmmmmm- Chief Clerk. -

OFFICE .OF THE COMMISSIONER OF INTERNAL REVENUE

Davip H. BLatR. oo oo ___. Commissioner of Iniernal Revenue.
CHARLEs R. Nasa_._.__________ Assistant to the Commisstoner.
H, F. MireES________._________ Deputy Commissioner.
R. M. EsTES. oo Deputy Comissioner.
Vacant_ _ ... __ Deputy Commissioner.
. W. GREGG e e e oo e General Counsel.
Roy A. HAYNES. . _.____._ ——-- Prohibition Commissioner.
James E. JONES. .. _____... Director of Prohibition.

CUSTOMS SERVICE

Ernest W, CaMP_ ... __.__.... Director of Customs..

Josepa D. Nevius____________ Assistant Director.

Henry A. Haywarp_______.__. Assistant Director. )

NaraaNigL G. Van DoreN. ... Director, Special Agency Service. -

Taomas B. McKare___________ Assistant Director, Special Agency Service.

MINT BUREAU

RosErT J. GRANT-_ - ____._. Direclor of the Mint.
Mary M. OREILLY - ... Assistant Director.

FEDERAL FARM LOAN BUREAU

ALBERT C. WILLIAMS. _ .._..._. Farm Loan Commissioner.
RoBERT A. COOPER. _._____.___._ Member.

Louis J. PETTIJONN__.______._.. Member.

Jomn J. GuiLL, Jro oL _.______ Member.

ELMER S. LANDES. . ____.__. Member.,

Epwarp E. JoNES. ... _______ Member.

A D.BRIGHT. . .. ... ___ Secretary.

N S. BEAN oo Chief Examiner.

BUREAU OF ENGRAVING AND PRINTING

ALvin W. HaLn_ o _______._. Director of the Bureau of Engraving and Print-
ing. .

JouN J. DEVINY ___________ .. Assistant Director (Production).

CrLarg R, LoNG. . _____________ Assistant Director (Administrative).

H. PrEsToN Dawson._________ Assistant Director (Service).

PUBLIC HEALTH SERVICE

Huer S. CuMMING. .. __ e Surgeon General.
S.B.GRUBBS__.__.___.._._.... Assistant Surgeon General.
TrOMAS PARRAN, Jr_____._ ————— Assistant Surgeon General.
J.W.KERR . ______ Assistant Surgeon General.
C.C.PIERCE.___..________._._ Assistant Surgeon General.
A M. STIMSON. . __________.__ Assistant Surgeon General.
F.C.8MrtH_ ... ____________.. Assistant Surgeon General.
W.F. DRAPER. __________-_____ Assistant Surgeon General.

______________ Chief Clerk.

-
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UNITED STATES COAST GUARD

Rear Admiral F. C. BiLuagDp..._. Commandant.

Lieut. Commander S. S. YEANDLE. Atide to Commandant.
KenparL J. MiNoT. ... _______ Chief, Diviston of Matertel.
OLIvER M. MAXAM_ __ ... __.__ - Chief, Division of Operations.

OFFICE OF THE SUPERVISING ARCHITECT

JAMES A, WETMORE - - - e Acting Supervising Architect.
Henry G. SHERWOOD . - oo ... Ezxecutive Officer.

BUREAU OF SUPPLY

Dan C. VaveHAN. .o __._. - Director of Supply.
RoBERT LE FEVRE.._._._.___.__ Superintendent of Supplies, General Supply
Committee.,

STANDING DEPARTMENTAL COMMITTEES

Budget and Improvement Commiittee

. R. Jacoss, Chairman. D. W. BeLL.
. N. THOMPSON. . J. H. SCHAEFER.
. S. Buss. o ) MARVIN WESLEY.
. A. BIRGFELD. M. E. SLINDEE. .
. 0. - Woopbs. . F. G. Lawron, Secretary.
. C. MarTIN.

Eswcsm

. Committee on. Enrollment and Disbarment of Attorneys and Agents

S. R. Jacoss, Chatrman. W: S. BLANCHARD.
Davip E. FINLEY, Vice Chairman. H. C. ARMSTRONG.
James B. CORRIDON. : LawreNcE BECKER,; Atllorney.
GEORGE J. SCHOENEMAN. Winmer G, PraTr, Secretary.

~ Commattee on Personnel

F. A. BirgFELD, Chairman.
J. E. HARPER.
S. R. Jacoss.

‘Committee on Ciwil Serdice Retirement

“ F.J. F, TaisL, Chairman.
F. A. BIRGFELD.
J. E. HARPER. ‘
E. W. Cawmp.
W. N. TaompsoN.




7
ANNUAL REPORT ON THE FINANCES

TrEASURY DEPARTMENT,
Washington, November 20, 1926.

Sir: T have the honor to make the following report:

Through the information the Treasury receives from income-tax
collections it is enabled to form an accurate picture of past financial
and business conditions through the country, but necessarily this
information does not cover the current year. From the preliminary
tax figures of profits and earnings for the calendar year 1925, just
compiled, it can be safely stated that the country has reached a level
‘of national income not before exceeded. Nineteen hundred and
twenty-six has brought no indication of an ebbing of this high tide,
and I believe this year has been as satisfactory as the last. This
country has undoubtedly been exceedingly prosperous for the past
few years and prosperity is continuing. We have worked hard and
we have progressed. Still in a nation as extensive as the United
States and having such varied interests there must be sections or
trades which may not at all times be sharing equally in this prosperity.
‘A land boom in Florida seems to have subsided without serious
mnjury. A bumper cotton crop has materially decreased the price
of cotton, but plans for withholding a portion of the crop and for
its orderly marketing are already well under way and the financing
for the purpose is available. The textile industry, which has been
unprofitable for the last few years, will have an opportunity for
recovery in the low cost of cotton. In some parts of the country a
surplus of farm lands, taken over by banks for loans, will have to be
worked out. Bituminous-coal mining, which has been depressed,
shows improvement through foreign demand. These are specific
- instances of maladjustment, but if we take the United States as a
whole, the current year has been good. The high earning power of
our people, from which comes our great buying capacity, is indicated
by increases in sales during the year by mail-order houses and of agri-
cultural implements, motor cars, tractors, and many other articles
once considered luxuries. Another indication of well-being is the
amount of travel abroad and within the country by train and motor.
The strength of our present prosperity is the broadness of its base;
yet with all this spending, savings accounts have gone up, more life

1
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insurance is being written, and sound securities are sought by the
small investor. )

During the year commodity prices generally have declined shghtly
and farm prices have not yet been restored to their relative position
as compared with all prices. There is little unemployment and wages -
are good. Industry is active. There is a close margin between costs
and prices which has made competition severe, but due to the great
volume of business and quantity production profits, small in each
transaction, have been large in the aggregate. The most notable
improvement has been the restoration of the railroads to their proper
place in the community. They are beginning to make up for losses
following Government control. Their credit is good and their effi-
ciency is of the highest order. = The railroads are one of the principal
factors in the strength of this country. Their ability to handle traffie
- promptly and efficaciously is evidenced by the increase in carloadings
and by the practice of hand-to-mouth buying and curtailed inven-
tories of manufacturers and dealers, which would not be possible
with less effective tlansportatlon

The financial structure of the Federal Government is in excellent
shape. The national debt is below 1934 billion dollars as compared
with a peak of 2614 just after the war, Government bonds are all
above par, and taxes are yielding ample revenue. Government
expenditures have been kept down, and the work of the Federal
Government is, I think, more efficiently handled. Credit throughout
the country seems to be ample. An indication of this is the ease
with which $16,000,000 has been recently raised through private.
subscription for marketing corporations to handle the situation
arising out of the large cotton crop. Money for investment is
plentiful, and it is most encouraging to note the extent of security
investments represented by the small investor. On the whole it
seems to me our domestic situation is in good shape and we can iook
forward to another satisfactory year.

America has become a large factor in the world’s affairs and our
country in turn is influenced by world conditions. The past year
has seen a notable improvement in the stability of the world and in
the increase of its trade. A gold basis for currency has now been in
successful operation in England for nearly two years, and in spite of
a general strike England has not had to call at all on the credits
arranged in this country as insurance against emergencies. The
Dawes plan has completed two full years of operation and is function-
ing satisfactorily. The world is placing greater confidence in the
successful outcome of this great test. The finances of France, Italy,
and Belgium have improved; Belgium has recently stabilized its cur-
" rency on a gold basis, and I look for further progress in the case of
other nations. Settlements have been negotiated by the American
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Debt Commission with practically all of the debtor nations and the
demand obligations held by the United States have been funded into
time obligations, definite in amount, and uncertainty has been re-
moved. Thesesettlements have been ratified by Congress, and by the
interested countries, except in the cases of France and Yugoslavia.
I think Europe is progressing and we can look for continued improve-
ment abroad. :

In America in particular lines there may have been some over-
building. Generally, however, the demand continues for better living
conditions and the building industry is sound. There is another
factor which is beginning to make itself felt. Public buildings,
Federal, State, and municipal, have not kept up with the growth of
the country either in amount or-in character. The Federal Govern-
ment has practically done no building since the war, although govern-
mental activities have greatly increased. Congress has now adopted
afive-year building program involving the expenditure of $165,000,000,
In a great many States public institutions are inadequate to meet the
demand of the community and new buildings will have to come.
The program for hard. roads is incomplete and requires continued

work. Ibelieve that the influence of these governmentalrequirements
will supplement the private needs and should remove the fear of a
slump in this 1mportant industry.

The increase in installment-plan buying has caused much discus-
sion. An installment purchase means that instead of postponing the
enjoyment of some article until the purchaser has saved up the
money required to make the purchase, he takes immediate enjoy-
ment, paying out of future and not past savings. Within limits
there is nothing inherently unsound in this practice. It has been
customary to buy household furniture and pianos on the install-
ment plan, and its extension to automobiles, washing machines, and
similar things represents only a natural enlargement of the articles
purchased for personal use. One of the results of the extension of
installment purchases has been to increase the immediate consump-
tive power of the public and thus permit large production and full
employment to continue. The increase in savings deposits, in build-
'ng and loan associations, in life insurance, and in investments
shows that installment buying has not yet progressed to a point
where it interferes with the intelligent saving of the American people.
There are, however, two elements of weakness against which we
should be on guard. The purchaser should be careful that the article
which he acquires upon credit has a real and permanent value and
that he does not tie up too much of his future earnings for his pres-
ent enjoyment. - Secondly, if demand should decline there is danger
that to stimulate further consumption the terms of payment may be
so lightened as to make the credit unsound from a banking stand-
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point, and the finance companies and the banks thus become holders
of large amounts of slow or uncollectible paper. Subject to avoid-
ance of these dangers, installment buying does not yet seem to be
menacing our financial soundness.

- -The Liberty loan campaign to sell Government bonds taught.
many people how to invest their savings. - As a result of this educa-
tion, of more effective bond salesmanship, and of high earnings in
- America, there has been created an investment market, and the
public readily buys large amounts of new security issues, resorting
to the banks for loans to assist in these purchases. Business con-
. cerns have come to prefer permanent financing as distinguished
from commercial loans from the banks, and there has been a tendency
with a great many corporations, through the sale of bonds, notes,
or capital stock, to resort to the public for money to meet their
corporate requirements. Partly because commercial bills are not.
as frequently resorted to for credit and the banks have difficulty
in obtaining sufficient amount of these bills, and partly on account
of the demand of the public for loans to help carry securities pur-
chased, the banks have had to seek investments themselves in
securities or loans to customers secured by bonds and stocks. ~ This
has brought into the assets of the banks an increase in investments
“and loans on securities without a proportionate increase in short-
term commercial bills. Since it is the latter which are the most.
easily liquidated, we are gradually noting a decline in assets which -
may be rediscounted at the Federal reserve banks and thus in what
may be called the liquidity of bank assets. This trend has in no
" way endangered the strength of our banking system, but it is a
movement which may require care lest it go too far.

For most of our national existence the United States has been
what is popularly called a ‘“debtor’”’ Nation. Large amounts of
foreign capital sought investment in this country and little American
capital went abroad. As a result of the war and the conditions which
have prevailed in America and abroad, investment funds have been
plentiful in the United States and scarce in a great many other
countries. American securities owned by foreigners have largely
been resold here, and money of the American investor has also gone -
into the securities of other countries. We have become a “creditor”
Nation. We are owed more than we owe. ‘While this change is a
result of world conditions and not of conscious action by this country,
nevertheless the objection has been raised to foreign loans on two
general grounds: First, that the loans will be used to establish more
effective competition against American industry, and, second, that the
loans are not safe. Considering the subject as a whole it must be
remembered that the International bankers are not the investors
in foreign securities. They simply act as agents in mobilizing the
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savings of thousands of Americans seeking a sound place to invest.
The breadth of this market is indicated by the fact that in many of
the recent large foreign issues the average investment has been around
$3,000. The money which is seeking profitable employment is there-
fore not that of a single group of interests in the United States, but
of an intelligent and widespread body of our citizenship. If their
"-savings can make them a better return, all things considered, through
investments abroad than through investments at hoime, it would
seem that, so long as credit facilities here are ample, no harm is done
to the American fiscal system by the encouragement of foreign
investments.

"The proposition that these loans create competltlon harmful to
"America, in its final analysis, is not, I believe, sound. Money which
puts a nation on its feet through the stabilization of its currency or
which inereases the productiveness of industry or trade in a foreign
country enlarges the earning capacity of the people and increases
their buying power and thus stimulates world trade as a whole.
In this trade America has.a great share. For our manufacturers we
have the protection of the tariff, and for those for whom the tariff
does not give complete protection, particularly the farmer, we
should encourage the purchasing power of other countries so that
there will be a greater demand for American products.

The question of the soundness of a particular loan is not one upon
which the Federal Government should pass, but it is the banker
floating the loan in this country who must decide this question in
the first instance, and it is the investor using his savings to acquire
“the security who must finally decide whether or not the risk is to be
accepted. The test of the security of a foreign loan does not differ
from the test of the security of a domestic loan. There is, however,
involved in foreign loans the question of exchange, with which a
domestic loan is not. concerned. The revenues of a foreign debtor
are usually in the currency of his own country and its obligations
sold in America are payable in ‘American currency. - If a foreign
loan is productive—and by that I mean that the debtor out of the
use of the money borrowed can repay the principal, the interest, and
make a profit for itself—then I think foreign loans are sound.

RECOMMENDATIONS FOR LEGISLATION

Taxation

On February 26, 1926, the President approved the revenue act of
1926. This law embodied changes in the administrative provisions
which the actual operation of the income tax law had found desir-
able; increased the personal exemptions from $1,000 and $2,500 to
$1, 500 and $3, 500 extended the credit for earned income; and re-
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duced the normal tax to a 5 per cent maximum and the surtaxes to a.
20 per cent maximum. The capital-stock tax on corporations was
removed and in lieu thereof 1 per cent additional income tax was
imposed to make up for the loss in revenue but with no increase in
the taxes paid by corporations. The estate tax was reduced and the
possible credit for inheritance or estate taxes paid to a State in-
creased from 25 to 80 per cent. - The legality of this provision is now
pending in the Supreme Court. Many of the excise taxes were re-
moved, mmcluding taxes on trucks and accessories. The automobile
tax was decreased from 5 to 3 per cent. The income-tax provisions
were generally made applicable to the tax on income earned in the
calendar year 1925 and taxed in the calendar year 1926, and the
excise-tax changes became effective either upon the enactment of the
law or a few months later. The effect of the law, therefore, has been
felt by the Treasury only during the five months to date of this fiscal
year. The law also created a Joint Congressional Committee on
Internal Revenue Taxation consisting of five members of the Finance
Committee of the Senate and five members of the Ways and Means
Committee of the House of Representatives, with the duty of investi-
gating the operation and effect of the Federal system of internal-
revenue taxation. This committee has just begun its work. We
have then a new law to which the test of actual experience has only
just begun to be applied.

The Federal Government in time of peace should meet its expen-
‘ditures from current revenues. Thé source of a government’s
revenue is taxation. Taxation must be sufficient to carry out the
policies which the Federal Government deems essential for the
welfare and happiness of its citizens. It is the duty, therefore, of
the Government to determine what policies should be essential, and,
if they can be more than met over a series of .years from taxation,
to reduce taxes. Conversely, if the governmental revenues are not
sufficient then it is the duty of the Government to increase taxes,

After every great war abnormal expenditures can be reduced, but
at the same time there is an opposing tendency of nornfal expendi-
tures to increase due to the growth of the country and the increase
in governmental activities. This latter increase tends to neutralize
and ultimately overcomes the reduction of war expenditures even with
the economies in government which this administration has enforced.
Without enumerating all the causes of greater expenditures by the
Government, I might mention among others: Contributions for good
roads, adjusted service compensation, appropriations to make up the
deficit in the civil service retirement fund, and a public building
program necessary to meet in part the Government’s need of build-
ings untouched since before the war. Total expenditures chargeable
against ordinary receipts of six billion in 1920, the first real peace
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year, dropped to three and one-half billion in 1924, but, as I have
sald, by reason-of the increased activities of the Government further
decreases in expenditures have not been possible and- the tendency
has been for these expenditures to increase slightly in spite of the
very considerable saving in interest on the public debt through its
retirement and 1efund1ncr at lower interest rates.

The suggestion has been made that the expenditures of the Govern-
ment could be decreased by altering the sinking fund provision and
the use of the proceeds of repayments of foreign loans. These pro-

" visions were adopted by Congress during and after the war, and on
the faith of them every Government obligation sold by the Treasury
since that time has been taken by the American people. I need not
again express my opinion that the United States will never repudiate
a contract which it has made with the purchasers in good faith of
its securities. Aside from the ethics of such repudiation, which is
controlling, business sense demands an early retirement of the na-
tional debt. The total interest charges at 414 per cent on a $25,000;-
000,000 indebtedness retired uniformly over a 25-year term is
$16,000,000,000; over a 62-year term interest charges would be over
$46,000,000,000, or nearly three times as much interest to be paid over
the lonfrer term as over the shorter term.

The real value of the dolHar, that is, its value in terms of goods it
will purchase, does not remain constant. The experience with our
Civil War debt was that we borrowed a 54-cent dollar and repaid an
85-cent dollar (using the 1860 value as the base),.or, in other words,
we paid back in value $3 for every $2 we borrowed. - Using 1913 as
a base, our present war debt was borrowed on a 51-cent dollar, and
to-day the dollar is worth 66 cents. If the appreciation of the dollar
continues—and such has been fiscal history after other great wars—
then the longer we postpone payment the more in real value we will
have to pay.- From both a moral.and a financial standpoint the sink-
ing fund and the application of foreign repayments to debt retire-
ment should not be altered. An early repayment.of our debt has been
the policy of this country after other great wars in our history. ‘It
is sound policy that in the days of our prosperity we should prepare
for the next emergency.

If, as I have said, it does not seem plobable that we can contem-
plate a reduction in Government expenditures in the next few years,
then we must turn to a consideration of Government receipts in order
‘to determine to what extent, if at all, taxes can be reduced. These"
receipts have'been of two general classes

‘During the war and in the period of postwar ad]ustment the
Government made what might be called capital investments in such

~ things as war supplies, now surplus, loans to railroads, investments

in-the War Finance Corporation, and in the bonds of the Federal
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larid banks:: In the last five fiscal years receipts from these and
other similar sources have returned to the Treasury some $950,-
000,000. During the same period collection of back taxes over
réfunds of taxes; a contribution also from past years, has brought
in $400,000,000. In ‘the current fiscal year net receipts from
similar revenues should be $250,000,000. In the next fiscal year
similar receipts should be about $50,000,000, a decrease of $200,-
‘000,000. Of the investment assets there remains about $400,000,000,
but the greater part is of doubtful or slow character, and by the
close of the present fiscal year in June the Internal Revenue Bureau
should be substantially current on back taxes, and this item as a
material net receipt will disappear. In determining Government re-
ceipts for future years, therefore, this class of 1ece1pts can no longer
be relied upon.

The second general class is composed of the receipts from current
taxation. The three divisions, consisting of customs, income taxes,
and miscellaneous internal revenue, are estimated for the present fis-
cal year to bring in: Customs $615,000,000, income taxes $2,190,000,-
000, and' miscellaneous internal revenue, $620,000,000, a total of
$3,425,000,000.- In the next fiscal year, that ending June 30, 1928,
these ﬁcrures are, respectively, $600,000,000, $2,090,000,000, and
$57O 000,000, a total of $3,260,000,000. The loss on income-tax rev-
enue is the expected decrease in back taxes, and the loss in miscel-
. laneous internal revenue is accounted for entirely by the reductions
of the revenue act of 1926, which in practice do not become fully
felt for several years. It is upon these current taxes that the Gov-
ernment must rely.

In the divisions of the spheres of t‘wablon between the State and
municipal governments, on the one hand, and the Federal Govern-
ment on the other, one fundamental difference is particularly notice-
‘able. In general, taxes of the States and municipalities are based
upon real and personal property, the valuation of which is fairly con-
‘stant, and upon other sources, such as franchise taxes, which do not

vary substantially over a period of years. I‘ederal Government
revenue on-the contrary comes almost entirely from sources which
may and do fluctuate violently from year to year. Income taxes are
based on a percentage of the income earned by the taxpayers. A

good year is immediately reflected in increased income and more
Govelnment revenue, and a bad year will equally make itself felt in
decreased income and less Government revenue.

The greater part of the miscellaneous internal-revenue taxes are
dependent upon the purchasing power of the American people,
which in turn reacts promptly to good or bad times. This is also
“true of customs. If consumption falls off, imports immediately
‘decrease, and with them customs duties. I know of no other great
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nation of which the revenues are so intimately linked with the pros-
perity or want of prosperity of its citizens. Under our present sys-
tem we have abundant revenues when business is good, and we may
expect diminished returns when conditions change materially.

‘We are now at a very high tide of prosperity in the United States.
There is no reason to expect at this time a marked reaction, but be-
fore determining that permanent tax reduction can be had we must
have reasonable assurance of a continued flow from the sources from
which our revenue is obtained. With only a few months’ test of the
revenue act of 1926, common sense requires that we do not act pre-
cipitately. We face the near exhaustion of war-time assets and the
- necessity of putting our sole reliance for Government revenue upon
a class of current taxes which are peculiarly susceptible to large
variations. Tax reduction applies not to one year but to every year
after its adoption. Surplus is a casual happening, occurring in one
vear and not in another. A loss of revenue which could be easily
sustained in the fiscal year 1927 might result in putting the Budget
in the red in 1929 and require the imposition of additional taxation.
Business can easily adjust itself to a lowering of expenses through
a reduction in taxes, but if a decline in prosperity should come
business could not stand a raise in expenses through more taxes just
at a time when it needed not uncertainty but certainty, not tinkering
by the Government, but a sustained and known public policy.

The imperative necessity that we do not commit our Government
to an unsound fiscal policy for the future should not prevent the
Government treating its taxpayers fairly in any particular year in
which Government revenues are overabundant. I believe in debt -
reduction along the program settled after the war, but I do not
believe in the payment of a public debt to the undue burdening of
productive industry. A balance should be maintained between debt
" reductions and tax reductions which is fair to all interests in our
country. According to present estimates, the present fiscal year
should end with a governmental surplus of about $350,000,000 after
providing for the retirement of debt through the sinking fund and
from repayment of foreign loans. I see no reason why the greater
part of this surplus might not be left in the pockets of the people
of the country by a credit upon their income taxes.

There is not time to pass legislation to cover the December 15,
1926, income tax payment date, but before March 15, 1927, the Con-
gress might provide for this credit against all income taxes, both
individual and corporate, which are due and payable in the first
six ‘months of the calendar year 1927, being the last six months of
the Government’s fiscal year. A credit might be allowed of 30 per
cent of the half year’s taxes due and payable in the first six months

11489—r1 1926——3
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of 1927. 'This would represent a credit of 15 per cent on the total
taxes due for the entire calendar: year 1927, but the whole credit -
would be taken in the first six months of the year before the Gov-
ernment’s fiscal year closes on June 30. If this policy were adopted
by the Congress, we should end the fiscal year having taken from
our taxpayers only sufficient to carry out the essential purposes of the
Federal Government. We will not have handicapped the finances
of the Government for the future by adopting a permanent reduction
of taxes which in lean years might prove inadequate to our needs.
With the Treasury and. the taxpayer both protected, we can fairly
await further experience under the revenue act of 1926.

Extension of the Federal reserve bank charters

The Federal reserve system has been in operatlon 12 years. The
original charters for the F Federal reserve banks were for a period of
20 years, so that they now have less than 8 years to run. These
charters must be renewed sufficiently in advance of the expiration
of their present tenure to avoid any uncertainty as to continuity of
policies and administration. It would ‘seem, therefore, that the
question of their renewal should not be delayed beyond the present
session of Congress. There is, fortunately, little difference of opin-
ion as to the advisability of extending these charters. In the few -
years of their existence the Federal reserve banks have demonstrated.
" beyond any doubt their.value to the country. During these years
the country has come safely through a great war, not only without
2 panic but with a minimum of strain upon our financial structure.
The credit for this achievement is due in large measure to the
steadylno influence exerted by the Federal reserve system.

It is difficult to imagine how this could have been accomplished
with the archaic bankmg system under which the country operated
prior to the passage of the Federal reserve act. That system con-
sisted of a network of independent banks, with scattered and im-
mobile bank reserves and a credit inelasticity which rendered it
totally inadequate to the country’s needs. - The old banking system
was so constituted that it operated to aggravate rather than to
relieve panic symptoms in any financial emergency. Naticnal banks
could issue. currency only when secured by Government bonds and
were consequently unable to increase the currency in times of
stringency. -State banks could expand their credit facilities only
by borrowing from. the larger metropolitan banks, with the result
that all loans in the end converged on New York. Instead of a
coordinated system of banks W1th a common reservoir of credit, we
had a large number of independent banking units, which in times of
stress strugg]ed against each other, never working together as part
of one great ﬁnancial structure.
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These defects are cured by the Federal reserve system. The 12
regional banks, under the responsible coordinating influence of the
Federal Reserve Board, can effect that prompt mobilization of re-
serves which is so essential in preventing panics. These banks are
also able to provide the country with an elastic currency, which
expands or contracts with seasonal and trade needs. It is possible
to supply the farmers and the trade with adequate currency during
the crop-moving period and to effect the necessary contraction when

the seasonal requirements have been met. The reserves of each
" regional bank are available, through the discounting privilege, to
all other Federal reserve banks. The funds of the central reservoir
can be diverted to any bank in the system which has need of them,
so that the financing of an increasing or a decreasing volume of
business can be accomplished with ease.

Although the Federal reserve system was put into operation just
prior to the outbreak of the World War in a period of unprecedented
economic and financial strain, it not only emerged without any
impairment of its own strength and stability, but gave the country
the soundest financial structure in our history. It also enabled the
Nation to adjust itself to the new conditions following the war and
kept the financial crisis, which arose during the period of postwar
deflation, from degenerating into a panic. As a result, there was
no impairment of our financial structure at a time when such a
calamity would have had most serious consequences throughout the |
world.

- The Federal reserve system is to-day one of the most important

factors in the effort toward world stabilization. When England
made the momentous decision to tie its currency to gold and to re-
" establish the pound upon a gold basis at its former value, it meant
that the old standard for financial transactions was to continue and
that America was not to be left holding the world’s supply of a metal
for which the other nations were seeking a substitute. The Treas-
. uries of the two countries supported this action, but great credit is
due to the Federal reserve banks for the part which they played in
bringing about this result. These banks extended a credit of $100,-
000,000 to the Bank of England, and the British Treasury arranged
for credits of an additional $200,000,000 with private American
bankers. England has been on a gold basis now for a year and a
half and ‘has not used a single dollar of these credits; nevertheless,
without the support furnished by the Federal reserve banks, I deo
not believe that stabilization would have taken place at the time when
it actually occurred. .

In the plans for the stabilization of the rest of Lurope, the par-
ticipation of the Federal reserve banks is equally necessary; and in
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all this the interests of the American farmer and manufacturer are
vitally concerned. The nations of the world must be reestablished
on a sound financial basis if our surplus products are to find an
export market. The improvement in world markets and some ad-
justments in production have already accomplished more for agri-
culture in this country than unlimited extensions of credit or artiﬁcial
measures of price control could possibly have done.

The plans which are now taking shape throughout the world look
far-ahead; for this reason, it is important that no element of uncer-
tainty should be injected into the situation such as would come from
a delay in extending the charters of the Federal reserve banks. It is
equally important that the system should not be impaired by changes
which seek to benefit any special group of producers or consumers
but which, in the end, might prove to be fundamental and might
interfere seriously with the proper functioning of the banks as
reserve institutions. There must be changes from time to time and
adjustments to new conditions. But these changes must be made,
not for partisan purposes or to satisfy any class or group, but in -
accordance with sound banking principles.

Banking legislation

The Federal reserve system is a most important element in the
continuation of prosperity in America and will be indispensable
again in any financial crises which may come. Its continued opera-
tion, however, depends upon its representing the bulk of the bank-
ing resources of the country and its power to retain these resources
in time of emer gency.

Membershlp in the Federal reserve system is made up of all the
national banks, which are required by law to be members, and of
such State banks as may voluntarily join the system. At present the
membership consists of all the national banks, about 8,000 in number,
and 1,400 out of 20,000 State banks. The combined resources of
" member banks represent nearly two-thirds of the banking resources
of the country. If the system becomes one composed principally of
voluntary members, the system, the Government, and the country
might be embarrassed in time of emergency by the withdrawal of
membership and the depletion of the banking resources subject to
mobilization. It seems to me, then, desirable that Congress should
kkeep the national banks, which are always members of the Federal
. reserve system, upon a reasonable equality of powers with the State
banks, so that the national banks may continue to meet the competl-
tion of State banks and survive. .

The national bank is the creature of the Federal Government; the
State bank the creature of the particular State in which the bank is
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located. National banks and State banks exist side by side in the
various States; and if in any State the law of that State grants a
power to the State bank which the laws of Congress deny to its
neighbor, the national bank, and if this power be a valuable business
privilege, the tendency is for the State bank to grow at the expense
of the national bank until ultimately the stockholders of the national
bank abandon their national charter and take out a State charter.
With the development of banking some States have increased the:
powers of their banks, and in some particulars Congress has also
liberalized the national bank act to equalize privileges between the
two classes of banks. For example, under certain conditions a
national bank may exercise trust powers in a State where like priv- -
ileges are given to State banks. This is fair to each and is a policy
which should be followed by Congress, except in such cases as the
privilege granted to a State bank is:in the opinion of Congress
unsound from a banking standpoint.

In the former Congress what has been known as the McFadden
bill was introduced, based on the principle of the equality of power
I have mentioned above and which also clarified some of the pro-
visions of the national bank act. The bill failed of passage in the
former Congress, was reintroduced in the present Congress, passed
- both Houses, but in different forms, and is now pending in confer-
ence between the Senate and the House. I am advised that the prin-
cipal matter upon which agreement has not yet been had between
the two Houses is on the question of the Hull amendment.

The original McFadden bill gave national banks the right to estab-
lish branches within the corporate limits of the city in which they were
located in States where a State bank was authorized to have branches.
The provisions of the bill were general and applied to any State in
the Union in which, at the time the national bank sought to establish
its branch, the policy of that State permitted branch banking. The
sole object of the Hull amendment was to limit the right of national
banks in establishing branches to those States in which at the time
of the passage of the McFadden bill the policy of the State was in
favor of branch banking. Therefore, if any State, which prohibits
branch banking, should after the passage of the McFadden bill
change its policy in favor of branch banking, the Hull amendment
would deny to national banks the right to have home city branches
in such a State. In other words, under the Hull amendment a na-
tional bank in New York City, a State where to-day branch banking
is permitted, might establish branches within the city, but in St.
Louis, in a State where to-day branch banking is not permitted, if
the State policy changed in the future to favor branch banking, a
national bank might never have branches. Thus the unfairness to
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national banks sought to be removed by the McFadden bill Would
. be removed in New Y01k State but not in Missouri. :
A Federal law which would give certain powers to national banks
in 22 States and would deny the same powers in the future under the
- same conditions to national banks in the remaining 26 States is not
proper Federal legislation. The Hull amendment adds nothing to
the protection given by the origina] McFadden bill to those States
-which do not permit branch banking. Under ‘the original bill na-
tional banks may not have branches in such States. But if the policy
of a State should change and it permit State banks to have branches,
then it seems to me that the principle which gives limited branch
banking facilities to national banks in States now permitting branch
banking should equally apply to States which may adopt a similar
policy in the future. Want of equality between competitors is the
reason given for.any Federal branch-bank ledislation, and I can not
see Why that reason is not a,pphcable to to-morrow ’s want of equahty
as well as to to-day’s.

At the annual meeting of the American Bankers Assomatlon, held
n October, 1926, in Los Angeles, Calif., the association adopted a
resolution recommending to Congress the enactment of the so-called
McFadden bill, including the provisions rechartering the Federal
reserve banks, with the following restrictions upon branch banking:

First, that no national bank be permitted in any State to establish a branch
beyond the corporate limit of the municipality in which the bank is situated;
second, that no national bank be permitted to establish a home city branch
in any State which does not at the time of such establishment permit the State
banks to establish branches; third, that no State bank be permitted to gnter
or to retain membership in the Federal reserve system if it has in operation
any branch which may have been established after the emactment of H. R. 2
beyond the corporate limits of the municipality in which the baunk is situated;
fourth, that no branches which may have been established ‘after the enactment
of H. R. 2 beyond the corporate limits of the municipality in which the parent
bank is sitnated be permitted to be retained when the State bank converts into
or consolidates with the national bank, or when two or three national banks

consolidate. :

. With this recommendation and under the limitation therein set
forth, I thoroughly agree. The national banks have waited patiently
for constructive banking legislation from Congress. Owing to the
unfortunate injection of the Hull amendment into the McIfadden bill,

relief has not yet been had. Many banks have withdrawn from the
national bank system, and unless action is taken by Congress I am

- fearful that the national bank system will be further weakened. The

Federal Government owes to its own banking corporations treat-
ment which. will permit them to meet their competitors, the State
banks, upon at least fairly equal terms. We can not afford to destroy
the natlonal banks, which are and must be the backbone of our Fed-
eral reserve system.
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Dzsposmon of sequestrated German property and payment of mixed
claims '

It'is eight years since the war ended, but reconstruction is difficult
and the task is not yet completed. America still has a duty to
remove sources of possible friction, and there is no greater cause of
misunderstanding between nations than the existence of unsettled
international questions. For this reason the administration has
urged the funding of inter-allied debts. As a further step in the
program of adjustment, the Treasury prepared last March a com-
prehensive plan for the settlement of the existing questions between
‘Germany and the United States, and a bill to accomplish this plan
was introduced in Congress by Representative Mills, of New York.
(A copy of the Treasury statement describing this plan appears as
Exhibit 44, page 266, of this report.)

This plan proposed in general: :

1. That their property be returned to the German nationals.

2. That the United States advance the money necessary to pay the
private American claims.

- 3. That the United States pay compensatlon for the ships, radio
stations, and patents taken from German nationals and used by the
United States.

4. That the Treasury be authorized to borrow the money necessary
to make these payments and all receipts from Germany under the
Dawes plan go to pay interest and principal of the public debt, thus
reimbursing the Treasury.

This plan proposed to dispose of the three matters between the
United States and Germany left unsettled since the war.

" Germany promised to pay the American claims, but Germany also
agreed to pay to the Allies an enormous bill for reparations. This
was more than Germany could do, and in effect it went into receiver-
<ship Under the reorganization plan proposed by the Dawes Com-
mission and accepted by all of Germany’s creditors, including the
United States, by the Paris agreement, we are to receive a share of |
the Dawes payments on account of the American claims, amounting,
when the plan is fully operative, to $11,000,000 a year. It would,
however, take 80 years to pay the awards of the Mixed Claims Com-
mission if this share alone is used. Unless we should confiscate the
private property of the German nationals which we hold and apply
the. proceeds against these claims, the American claimants, receiving
only a fraction of their awards each year, would get little real com-
pensation .for their losses. Payments in small installments over a
long period of time mean little to an individual, but are of benefit to
a government which is expected to continue in existence for cen-
turies. It would be no particular hardship, therefore, for the United
States, out of the money borrowed for the purpose, to pay off the
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private American claimants and to rely upon subsequent receipts
from Germany for reimbursement.

The alternative is to confiscate the private property of German
nationals to pay the debt of their Government.

Although Germany is obligated to make good to her nationals
for any property taken to pay the debt of their Government to
American citizens, unless we know as a practical matter that such
payment will be adequate, for us to take the private property is
confiscation. It has always been American policy to recognize this
sanctity of private property of others, even though we are at war
with their government, and we should not change now. As a com-
mercial nation with large interests abroad, the continuation of this
policy as a part of international law may be to our own material
advantage in the future should another war ensue. And, finally, we
took the property as trustee, negativing the intention to confiscate
it, and under the Berlin treaty and joint resolution of Congress we
have agreed to hold the property only until suitable provision is
made for the payment of the American claims. Our own conduct
appears to have estopped us from using this private property to pay
Germany’s debt even if the Constitution would permit confiscation,
now that we are at peace.

The payment for ships, radio stations, and patents, is but a recog- -
nition of fair dealing that the United States, having received the
benefit of property taken and used, should pay just compensation.

The plan embodied in one piece of legislation all of the principal
matters left over from the war and would, if adopted, be a settlement
with honor to the United States. ,

Objection arose to the plan in the Committee on Ways and Means
of the House of Representatives because the plan imposed a burden
on the Treasury, and various other plans have been suggested. The
Treasury undertook the preparation of the plan in the first instance
for the purpose of presenting some constructive solution of the entire
problem. I have not considered that this particular plan is the only
" one which Congress should adopt. I am quite ready to support any
legislation for the solution of.the question which meets the two
requirements which I believe to be essential. First, that the United
States shall not take the private property of enemy nationals without
insuring adequate compensation to the owners; and, second, that the
United States shall not adopt a fair policy to foreign nationals with
whom we were at war at the expense of individual American citizens,
whose complete protection should be the first care of our own country.

The suggestions which have appeared up to the time of the writing
of this report as alternatives for the Treasury plan have recognized
the first of these principles, but not to the full extent the second.
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I think it might be well for me to repeat some of the reasons why I
think the second priuciple is even more important than the first:

First. It is the duty of a nation as a nation to protect its citizens
against harm by another nation. Therefore, the burdens suffered
by an individual through the unlawful aggressions of Germany should
be borne not by the individual alone who has suffered, but by the
United States as a whole. ‘

Second. In the Berlin treaty, which embodied certain provisions
of the Versailles treaty, Germany agreed that the alien property could
be used to pay American claims and that Germany would reimburse
her own nationals.. In the Winslow Act, passed in 1923, for the pay-
ment of certain earnings to the owners of the alien property, Congress
seems to have ignored the right of the American claimants and in
effect estopped itself from. making use of the property as it was
originally empowered to do under the Berlin treaty. In our partici-
pation in the Dawes plan through the Paris agreement, without the
consent of the American claimants, America in effect postponed and
placed upon an indefinite basis the American claims, both as to the
amount to be paid and time of payment. The action of Congress by
the Winslow Act and the United States’ participation in the Dawes
plan, by taking rights away from the American claimants, put upon
this country the duty to see that American claimants do not suffer
from these acts. _

In discussing the authority of Congress over enemy property the
Supreme Court, in the recent case of United States ». Chemical
‘Foundation (Inc.) (decided October 11, 1926), said:

There is no suppdrt for a construction that would restrain the force of the
broad language used. Congress was untrammeled and free to authorize the seiz-
ure, use, or appropriation of such properties without any compensation to the
owners. There is no constitutional prohibition against confiscation of enemy
properties. * * * And the act makes no provision for compensation. The
former enemy owners have no claim against the patents or the proceeds derived
from the sales. It makes no difference to them whether the consideration paid
by the Foundation was adequate or inadequate. The provision that after ‘the
war enemy claims shall be settled as Congress shall direct conferred no rights
upon such owners. Moreover, the Treaty of Berlin prevents the enforcement of
any claim by Germany or its nationals against the United States or its nationals
on account of the seizures and sales in question. )

Under this decision a return of the property to the German owners
represents not a legal but a moral duty. This decision has not
changed my view that America can and should be generous in its
treatment of this private property. There has been set up a mixed
American-German Commission, which has determined the justice and
amount of the American claims. Payment of these claims must be
insured by the United States before the property of German nationals
should be returned. We can not be generous to the nationals of
Germany at the expense of individual American citizens.

11439—F1 1926——4
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RECEIPTS

The continued high level of Government receipts during the fiscal
year ended June 30, 1926, evidences the prosperity which has pre-

vailed in the nation since the early part of 1925.

The increased

“receipts from taxation, as shown in the following table, have more
than offset the reduction in miscellaneous receipts, and total ordinary
receipts for the fiscal year 1926 were $3,962,755,690, compared with
$3,780,146,684 for the fiscal year 1925, an advance of $182,609,006:

Ordinary receipts, fiscal years 1920 to 1926

[Basis of daily Treasury statements, unrevised)

Miscellaneous revenues,
including Panama Canal

Year ending Income and | Miscellaneous
June 30— Custorns profits taxes |internal revenue, Proceeds Total
from foreign All other
N obligations

$322 902, 650' | $3, 944, 949, 288 | $1, 460,082,287 | $74, 296, 622 | $892, 334, 542 | $6, 694, 565, 389
308, 564, 391 | 3,206, 046,158 | 1,390,379,823 | 114,821,206 | 605,121,383 | 5,624,932, 961
356,443,387 | 2,068,128,193 | 1,145, 125, 064 75,222,068 | 464,185,439 | 4,109,109, 151
561, 928, 867 | 1,678,607, 428 045, 865, 333 | 232,989,156 | 587,744,697 | 4,007, 145,481
545, 637, 504 | 1,842, 144, 418 953,012,618 | 221,774,675 | 449,475,487 4,012,044, 702
547, 561,226 | 1,760, 537, 823 828,638,068 | 183,637,677 | 459,773,890 | 3,780, 148, 684
579, 430, 093 855, 599, 289 351, 448, 263

1, 982, 040, 088

194, 237, 957

3, 962, 755, 690

Income taxes returned $1,982,000,000, compared with $1,760,000,-
000 in 1925, and $1,842,000,000 in 1924, notwithstanding the reduc-
tion in individual income tax rates in the revenue act of 1926 affecting
Collections on account of
income tax returns of prior calendar years were $19,000,000 larger

receipts the last half of the fiscal year.

than similar collections in 1925.

The increased tax receipts, however,

reflect primarily the marked growth in incomes of individuals and
corporations during the calendar year 1925, an increase which more
than compensated for the reduction in normal and surtax rates and
the increased personal exemptions and credits on incomes of indi-
viduals. Receipts from income taxes, corporation and individual,
in" March and June, 1926, were $500,000,000 and $443,000,000 as
compared with $441,000,000 and $377,000,000 for the same months,
respectively, in 1925.

During 1926 imports reached their highest level since the postwar
adjustment. Customs receipts totaled $579,430,093, the largest in
the history of the country, nearly $32,000,000 more than was received
in the fiscal year 1925, and an increase of about 35"2 000,000 over
recelpts estimated in October, 1925.

The increase in miscellaneous internal revenue for the fiscal year
1926 was not as great as estimated in October, 1925, largely because

of tax reductions in the new revenue act.

However, receipts from

these sources were $27,000,000 more than in 1925, due to increased




)

SECRETARY OF THE TREASURY 19

collections on taxes on estates of decedents, tobacco and tobacco
manufactures, automobiles and parts, and corporation capital stock
tax. Recelpts from miscellaneous sources fell off, primarily because .
of a decline in receipts on account of Government-owned railroad
securities from $143,911,421 in 1925 to $36,735,327 in 1926.

Trend in receipts

The distribution of receipts for the fiscal year 1926 among the
different sources, as compared with a similar distribution in imme-
diately preceding years, shows. again the trend of adjustment in-the
peace-time revenue system.. Diagram 1 shows the percentage dis-
tribution of ordinary receipts by sources for the fiscal years 1920 to

MILLIONS oF
"POLLARS

7,000 ¥
13%
6,000 4
5,000 4
4,000 | ALL OTHER.
PROCEEDS FROM
FOREIGN OBLIGATIONS
3,000+ & CUSTOMS
MISCELLANROUS
. INTERNAL REVENVE
2,000 4
£ INCOME' AND
1000 PROFITS TAXES
o-L

1920 1921 1922 1923 1924 1925 .1926
DisgraM 1.—Principal sources of ordinary receipts of the Government for the fiscal years 1920 to 1926

1926. Income taxes, a comparatively new source of Federal revenue,
have produced about half the ordinary receipts during all these
years. However, the proportion of receipts coming from these
sources dropped off considerably in 1921, 1922, and 1923 subsequent
to the first downward adjustment in tax rates in 1921, and during
the business-depression of 1921 and 1922. Since 1923 the propor-
tion of receipts coming from_income taxes has risen steadily, from
42 per cent of total recelpts in 1923, to 50 per cent in 1926. This
has been due partly to increasing yield of income tax rates adjusted
to synchronize with the general prosperity of the country, and partly
to decreasing receipts from miscellaneous internal revenue resulting
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from. reductions in +4ax rates and the repeal of taxes levied during
the war. _ :

The postwar tax system thus evolved from the widespread use of
income taxes, first levied on corporations in 1909 and on individuals
in 1913, is quite different from the pre-war system. Diagram 2
shows the distribution of tax receipts (warrant basis) between cus-
toms, income and profits taxes, and miscellaneous internal revenue
during the period 1900 to 1925. ’

In the years immediately preceding the war more than 90 per cent
of tax reeccipts came from indirect taxes, customs duties, and taxes
on articles of domestic consumption, largely tobacco products and
alcoholic beverages. Now, although receipts from customs and from
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DiaGraM 2.—Government receipts from customs, miscellaneous internal revenue, and income and profits
taxes for the fiscal years 1900 to 1926

miscellaneous internal revenue are larger than in pre-war days,
these sources are of minor importance compared with the income
taxes paid by individuals and by corporations. Indirect taxes, the
burden of which is distributed rather generally among the consum-
ing public, have been largely replaced by taxes on the income of
Andividuals, graduated according to the size of the income, and by
taxes on the income of business..

Receipts from miscellaneous sources other than taxation have
declined considerably since 1920. The following table shows these
receipts, distributed among the more important sources. Liquida-
tion of surplus supplies and of war corporations was responsible for
much of the high level of receipts from 1920 to 1923, and this liqui-
dation is now practically complete.
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Miscellaneous receipts, 1920 to 1926

[Basis of daily Treasury ’statemeuts, unrevised; in millions of dollars)

Proceeds from Government-
owned obligations Saleof | poom

: surplus 2

Fiscal year . war Canal | Al other| Total

‘ : supplies | PolIs

Foreign | Railroad | All other

74.3 ") (O] 309.3 5.6 2577.4 966. 6
114.8 ") ) 183.7 12.3 2400.1 719.9

75.2 O] 326.1 113.6 11.7 312.8 539. 4
233.0 99.3 46.3 91.7 17.3 333.1 820.7
221.8 9.4 9.6 46.8 27,1 271. 6 671.3
183.6 143.9 19.8 23.8 23.1 249. 2 643. 4
194, 2 36,7 34.6 25.6 4.7 229.9 546.7

1 Receipts on account'of securities other than foreign-owned not ishown separately for 1920 and 1921.
C;rlr;nocrl}‘ltcllg]sl in {1920 $350,000,000 and in 1921 $100,000,000 {rom liquidation of the United States Graiw

3 Receipts on account of railroad securities not segregated.

Beginning with 1923, receipts on account of Government-owned
securities have been large, amounting to about half the miscellaneous
receipts. However, some of these sources are fast disappearing. Re-
ceipts on account of railroad securities, which ran from $94,000,000
to $144,000,000 for the years 1923 to 1925, can not be expected to
continue at this level. The amount of these obligations outstanding
has been greatly reduced by the large repayments. Most of the
strong roads have already paid, so less may be expected in the future.

‘Receipts from ‘“other securities” have increased in the last two
years with the repurchase by the Federal Farm Loan Board of the
Government holdings of farm loan bonds. Since the holdings of
these bonds had been reduced below $5,000,000 by October 1, 1926;
this source is now practically exhausted. ‘“All other”” miscellaneous
receipts include a small amount of revenue from each of a large
variety of sources. These receipts have declined since 1923, from
$333,000,000 to $230,000,000. Therefore, with the war supplies
liquidated, the holdings of railroad and other securities- almost ex-
hausted, and receipts from ‘“all other’” sources declining, miscellane-
ous receipts can not be looked to in the future to make up for any
falling off in the yield of taxes.

The revenue act-of 1926

As the Treasury has pointed out in connection with other revenue-
acts passed since the war, revenue revision must introduce not only
tax reduction but also tax reform, if the tax system is to be put on a
basis to furnish the maximum revenue with the minimum deterrent
effect on business. We probably have not yet reached the state of
having a permanent basis for our tax system irvolving sources of
sufficient stability and breadth to insure adequate revenue fer the
Government’s needs during good and poor years, and without putting
undue burdens on the productive forces of the country, but as I have
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discussed elsewhere in this report I do not recommend a change in
the law until we have had the benefit of further experience in its
returns of revenue.

The revenue act of 1926 accomplished many of the reforms which
the Treasury believed the tax system needed and which the revenue
act of 1924 failed to incorporate and went further in the reduction
of the tax burden. Reductions were made in individual income taxes
in both normal and surtaxes. "Personal exemptions have been in-
creased, thus freeing from tax about 3,400,000 taxpayers in the lower
income brackets. 'The credit for earned incomes was increased. The
effect of all these changes in individual income taxes for a typical case,
a married taxpayer without dependents, is shown in the following
table:

Tazation of individual income of varyisg amounts under the revenue acts of 1924
and 1926

] Ta‘(payer assumed a married man, wholly independent, with no children or other dependents, earned
income of $5,000]

Revenue act of 1924 Revenue act of 1926
.
Net income Percentage Percentage
o Tax tax to Tax tax to
income -| income
0 0 0 0
0 0 0 0
$7. 50 0.25 0 0
22.50 56 $5. 63 0.14
37. 50 75 16.88 34
207. 50 2.08 129. 38 1.29
6, 137. 50 12.28 5,079.38 10.16
22 617. 50 22.62 | 16,259.38 16. 26

Excise taxes on manufacturers’ and dealers’ sales were removed,
except taxes on pistols and revolvers and on passenger automobiles
.and motor cycles, and the tax rate on the last was reduced. Certain
stamp taxes were removed. Taxes on distilled spirits and on admis-

" sions were reduced. The corporation capital stock tax was repealed.
These revisions are reforms to the extent that the tax system is sim-
plified. Although the productivity of the tax system as a whole has
not been increased by the elimination of these sources, the loss of

‘revenue from many of the taxes is comparatively insignificant.
The repeal of the corporation capital stock tax was oﬂ’set by an
increase in the tax rate on corporation income, from 1234 to 13 per
cent for the calendar year 1925 and to 1314 per.cent for the following
calendar years. Therefore this repeal was really a change in method’
of taxation and not in the burden of taxation on corporations. An
outline summary of the principal changes made in taxes and tax
rates by the revenue act of 1926 is given in Exhibit 51, page 291.

Although many of the tax changes in the revenue act of 1926
affected collections between March and June, 1926, the fiscal year

[ Tt S
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ending June 30, 1927, will be the first to reflect the effect of the
majority of the changes. Some minor revisions will not be in com-
plete operation until subsequent. fiscal years. The changes in the
" following taxes will be in effect for the entn‘e fiscal year 1927

(1) Income taxes, corporation and 1nd1v1dual

(2) Repeal of gift tax.

(3) Reduction of rates on cigars. -

(4) Increased exemption for admissions.

(5) Changes in excise taxes.

(6) Capital stock tax.

{7) Miscellaneous occupational taxes, including tax on use of boats.

(8) Stamp taxes.

(9) Tax on cereal beverages.

Other reductions which will be fully reflected in receipts of sub-
sequent fiscal years are those in estate taxes and in taxes on distilled
spirits. '

The loss in collections from certain taxes repealed can be definitely
estimated, such as the capital stock tax, excise taxes, and miscella-
neous occupational taxes. However, the losses due to the reduced
rates on cigar products, passenger automobiles and motor cycles, and
distilled spirits, the increased exemption on admissions, and the
repeal of certain stamp taxes can be only roughly estimated, -either
because the effect of the reduced rates on production is uncertain, as
in the case of cigars and automobilés, or because the lack of segregated
data on past collections makes it impossible to know what has been
collected from the taxes now removed, such as certain stamp taxes.
Until a full year’s returns come in, the loss in revenue from these
sources can be only approximately known. While the difference in a
smgle tax may be slight, the total effect is cumulative. Although the
loss in revenue is not large compared with total tax collections, it is
significant in comparison with the estimated surplus of about
$383,000,000.

Compared with the internal revenue system in existence during the
war, which reached its most extensive development under the revenue
act of 1918, the revisions concluded by the revenue act of 1926 have
been far-reaching. Individual incomes in all brackets have been

_relieved through two reductions in normal tax rates, three reductions
in surtax rates, successive increases in personal exemptions, and the
addition of a credit for earned income. The war-profits and excess-
profits tax on corporations has been removed. A substantial reduc-
tion has been made in estate taxes. Of the long list of about 26
excise taxes on the value of sales of articles, only two are remaining.
From the special taxes, including the capital stock tax and a variety
of occupational taxes, all have been repealed except the tax on
brewers and distillers, on the use of boats, and on the use of narcotics.
Some reductions have been made in taxes on documentary stamps,
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admissions, distilled spirits, and tobacco products. Taxes on
transportation, on telegraph and telephone, on insurance, and on
nonalcoholic beverages have been. removed. In brief, an internal
revenue system of relatively few taxes has been evolved from an
elaborate war-time tax system composed of numerous taxes on
commodities and activities, some yielding a large amount of revenue
and others a comparatively insignificant amount.

“ Tax reduction

The revenue act of 1926 marks the third reduction in the Federal
tax burden since the end of the war. Two of these reductions-have
taken place within two years of each other, through the revenue act
of 1924, approved June 2, 1924, and through the revenue act of 1926,
approved February 26, 1926. 'The extent to which the revenue acts
have relieved the tax burden from year to year varies, depending on
the total volume of taxes collected. A rough measure of the reduc-
‘tion under each act is a comparison of the receipts during the first
fiscal year under the new act with what might have been collected
had the old act remained in effect a year longer. On this basis the
following annual reduction in tax burden under the revenue acts of
1921, 1924, and 1926 is estimated: '

Estimated reduction
in tax burden a year

Revenue act of 1921 -« ... __._..__.__ $663, 000, 000
Revenue act of 1924 _ _ . ____.____ P 519, 000, 000
Revenue act of 1926 _ . . . ___._._.. 422, 000, 000

Total . il 1, 604, 000, 000

As previously stated, the Treasury is of the opinion that no further
alterations in our tax system should be made until the full effect
of the revenue act of 1926 has been demonstrated. The revenue act
of 1921, approved November 23, 1921, was in effect for over two
years, and in full effect one complete fiscal year before the passage
of the revenue act of 1924. Furthermore, the productivity of the
act was tried -out during the recovery period following a depression
and not during a period of great prosperity. Government expendi-
tures were declining rapidly with the termination of war activities
and the rigid program of economy pursued. Before the revenue bill
of 1926 was enacted, the revenue act of 1924, approved June 2, 1924,
had been in effect for a full fiscal year, and income tax receipts had
come in for the calendar year 1924, when business was only moder-
ately prosperous. The revenue act of 1926 had been in effect only
a few months by June 30, 1926. Receipts under the act must be
expected in following years to meet an upward trend in Governmeént
expenditures. The decline resulting from the cessation of war
activities has ceased, and expenditures are beginning to increase with

&
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the normal expansion in Government activities. The most important.
receipts under the new act, the receipts from corporation and indi-.
vidual income taxes, have thus far been based on incomes of 1925,
one of the most prosperous years since the war. The real measure.
of the productivity of a revenue act depends on the receipts it will
vield not only during the most prosperous years the country has.
seen, but also during years of more moderate prosperity or of business.
depression. '

Large Government receipts similar to those for the fiscal year 1926.
can not certainly be counted on for the years immediately following-
1927. The increase in income of individuals from 1924 to 1925 just
about made up for the increased exemptions and credits and the
reduction in normal and surtax rates. Corporate income and taxes.
increased in 1925 over 1924 more than estimated by the Treasury.
Collections on the miscellaneous taxes and on customs have been
similarly affected by the high level of prosperity. The prosperity of
the calendar year 1925 has continued thus far through the calendar
year 1926, with corresponding prospects for large corporate and indi-
vidual incomes and taxes to be reported for 1926. Large collections.
for 1927 are certain because income taxes constitute about half the
internal revenue receipts and because collections for 1927 will be on,
incomes of 1925 and 1926.

If the main sources of taxation were not affected by the ups and
downs of business and the large tax receipts of recent prosperous years.
were thus certain for succeeding years, the prospect for tax reduction.
would be somewhat different. However, income and profits taxes,.
the source of about half the internal revenue receipts, vary with:
changing business conditions. The following table shows fluctua-
tions in net income and income tax (exclusive of war-profits and excess-
profits taxes) returned by corporations reporting net income for the.
calendar years 1919 to 1924: '

Corporation'net‘ income and income taxes returned, 1919 to 1924

Net -income| Income tax;

Caiendar year (milliens) | (millions)

$9, 412 $744,
7, 903 637
4,336 366.
6,964 | 755
8,322 937-
7, 587 882
9,037 1,101

1 Preliminary report.

During the moderate business recession of 1924 the amount of
income taxes returned declined $55,000,000. During the depres--
sion from 1919 to 1921 the decline in taxes returned amounted to.
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$378,000,000. If a decline should take place in business during 1927,
corporation taxes collected during 1928 on these incomes would
decrease. The amount of reduction would depend on the severity
" of the business decline. Similarly, individual net income has flue-
‘tuated with changing business conditions, although less widely than
corporation income. Other tax collections affected are customs, taxes
on sales of passenger automobiles, admissions, and documentary
stamps. : -
Thus to the uncertainty of the effect of the new revenue act on
~ Government receipts, even under the present prosperous conditions,
is added the uncertainty of the effect of possible changes in business
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DiaGRaM 3.—Expenditures chargeable against ordinary receipts for the fiscal years 1890 to 1926

prosperity on tax yield. Since the Treasury must have receipts
sufficient to cover Government expenditures, and these expenditures
are no longer declining as in the early postwar days, the Treasury
must take account of this possibility for smaller tax receipts in the
years immediately following 1927 before recommending further per-
manent tax reductions.

EXPENDITURES ) .

The expenditures of a government summarize its activities. Both
the scope and relative importance of the various tasks required of the
Federal Government are shown more clearly by a summary of its
disbursements than in any other way. Furthermore, an analysis of
the trend of expenditures in the last few years furnishes the best
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basis for judging the probability of a further reduction in the cost
of government in the immediate future—a question which is of wide-
spread interest on account of its bearing on the feasibility of tax
reduction. In any comprehensive survey of the Government’s
fiscal condition, therefore, it is necessary to carefully examlne its
expendltures

‘ Total expenditures

The totdl expenditures chargeable against ordinary receipts for each
year since 1890 are shown in the accompanying chart, diagram 3.
(Corresponding figures may be found in Table 7, page 456.)

The period from 1890 to 1916 depicts the so-called normal
growth of expenditures, while in the decade 1917 t0'1926 the abnormal
demands of the World War and the subsequent return to a new peace
- level are shown.

The mounting tide of governmental costs under normal conditions
is exhibited in the following table of the amounts of annual ordinary
expenditures from 1890 to 1915, and the corresponding per cent of
increase over the figure for 1890. Even after allowance is made for
price changes, the same trend is apparent as is shown in the last two
columus of the table.

Increase in total ordinary expendilures, 1890 to 1915, with and without allowance
for price changes

Increase
over 1890

Increase | Total ordinary | expendi-

Tiscal year Total ordinary | over 1890 | expenditures tures

aly expenditures | expendi- | at 1913 price | after cor-
tures level rection

for price

changes

Per cent Per cent
$318,000,000 }_ ... ... $418,000,000 (...
356, 000, 000 12 495, 000, 000 18
521, 000, 000 64 685, 000, 000 64
567, 000, 000 78 692, 000, 000 66

694, 000, 000 118 723 000 000 73

761, 000, 000 139, 739 000 000 77

The tendency for expenditures to increase in ordinary times is not .
confined to any one period or.country but, on the contrary, seems to
be a universal phenomenon. Among the principal causes may be
enumerated :

. the rising level of general prices,
2. the increasing population, :
. the increasing cost of armaments and accumulation of

—

3
expenses attributable to past wars, - .
4. the expanding sphere of governmental activity required by the

increasing congestion of population and made possible by
augmented national wealth, and
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5. the rising standards in governmental activities and efficiency,
a necessary concomitant to a rising general standard of
living in a progressive country

Expenditures that expand only in proportion to rising pnces and
the growth of population signify no change in the quality or quantity
of service performed per capita. It is interesting to note that almost
one-half of the increase in Federal expenditures from 1915 to 1926 is
of this nature. But there has also been a real and permanent in-
crease. From the World War there has emerged a new and much
higher level of expenditures than has ever before been attained. For
not only were there created large continuing expenditures ascribable
to the war itself—such as interest on the public debt, public debt.
retirements, and relief of veterans, which taken together account for
half of the Federal expenditures in the last five years—but the ex-
pansion of the civil establishment was also stimulated. This is the
usual result of war readjustments. In times of peace the expansion
of governmental activities lags behind the current demand, since the
burden of proof that enlargement is needed lies with those who favor
it. When expansion has once taken place through war necessity,
however, the new scale of operation becomes the accustomed one,
making a return to old limitations practically impossible, especially
if the new activities are supported by a rising general standard of
living.

The Federal Government, although it alone was directly involved
in military activity, has not been the only one to feel the war’s
stimulus to expansion. In the decade 1915 to 1925 the govern-
ment-cost payments of States increased 226 per cent, and the corre-
sponding increase for 146 cities having a population of over 30,000 .
was 156 per cent. That the total ordinary expenditures of the
Federal Government during the same decade increased only 224 per
cent, in spite of the large amounts necessary for interest on the
public debt and the other legacies of the World War, is mainly due
to the aggressive economy campmgn of the administration during
the last five years.

Functional distribution of expenditires

The accompanying chart, diagram 4, shows the expenditures of
the Federal Government since 1915 divided according to function
into four great classes.

Of these classes, the first in 1rnportance at present is the service of
the public debt, which includes debt retirements and interest payments.
From the chart it can readily be seen how the énormous national debt,
_left as a legacy from the World War, dominates our national finance
and will continue to do so until it has been reduced to an easily man-
ageable size. The fiscal importance of rapid retirement of the debt
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is apparent, for while these huge charges hold their predoininant _
positien it will be difficult to alleviate materially the present burden
of taxpayers through reduction in the cost of the Government. To
retard retirement appreciably means to lengthen correspondingly the
period during which these heavy expenditures will be required.
The second major class of expenditures may be described as those
for military functions, a special province of the Federal Government.
This group includes aid to war veterans and the cost of special
agencies for strictly military purposes, as well as the military expendi-
tures of the War, Navy, and other departments. The expenditures
uander this head have, of course, been unusually expanded in the last

BILLIONS
OF DOLLARS
20 "

| MiLITARY }
FUNCTIONS \

1915 1949 - . {923 1926
Di1AGRAM 4.—Main classes of expenditures for the fiscal years 1915 to 1926

decade because of the World War, but seem to have reached their
‘new peace-time level.
~ A temporary group of expenditures appeared during the fiscal
years 1917 to 1921, when loans were made on a large scale for various
emergency purposes. The three major categories were loans to for-
eign governments, loans to special war agencies, and loans for agri-
cultural purposes. Since 1922 only the last type of loan has been
continued, and in no subsequent year has there been a significant
amount compared with total expenditures. In calculating future
expenditures, therefore, loans may be disregarded.
The fourth group includes expenditures for all other purposes.

After subtracting the amount of refunds, losses, contingencies, pay- .
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ments from trust funds, and other nonfunctional miscellaneous dis-
bursements, the cost of the ordinary civil activities of -the Federal
Government is obtained. This amount, distributed under six main
heads, is shown in the following table:

Functional distribution of ordinary civil expenditures, fiscal years 1915 to 1926

[Millions of dollars]

Public Local
Develop- B N
General p domain, | govern- | Foreign
: Internal | ment and ’
Fiscal year govern- ; works, ments rela- Total
ment | SCUrity reigigll]a- and in- | and In- | tions

dustries | dians
45 24 52 119 27 * 5 272
46 21 51 87 27 5 237
. 49 22 59 112 28 5 275
68 24 102 1,051 31 9 1,285
105 31 160 2, 300 33 9 2,638
122 141 101 1, 661 38 10 2,073
119 53 119 934 44 | 8 1,277
105 45| . 103 198 42 -0 10 503
105 51 105 345 41 14 661
106 50 106 221 44 14 541
104 74 108 290 54 15 645
102 74 109 274 56 16 631

Under “General government’ are included expenditures for the
Congress and the Executive Office, and for administrative operations
of a general character, such as, for example, the Treasury fiscal
service, the work of the Civil Service Commission, and the mainte-
nance of public buildings.

Disbursements for law enforcement, immigration, naturalization,
public health, and special relief are grouped under ‘“Internal secur-
ity.””  The large amount shown for 1920 is due principally to special
relief expenditures. ‘“Development and regulation’ includes, be-
sides education and research, the promotion or regulation of special
groups or industries, such as, for example, agriculture, banking,
commerce, labor, and railroads. The scope of the next division is
indicated by its name, “Public domain, works, and industries.”
An important item in public works is the promotion of good roads,
for which expenditures amounted to $98,000,000 in the fiscal year
1926. The large expansion shown by this group in the years from .
1918 to 1921, inclusive, is .due almost entirely to expenditures for
the Emergency Fleet Corporation and the Federal control of railroads.
In the fifth classification, designated ‘“Local governments and
Indians,” are included expenditures for the governments of the
Territories and the District of Columbia, subventions to States, and
the cost of the Indian wards of the Nation. The term ‘“Foreign
relations’” explains the nature of the itéms grouped under the sixth
heading. ‘ ‘

The total amount of all classes of ordinary civil expenditures has
more than doubled since 1915. Each of the six subdivisions of the
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group has also increased more than 100 per cent in the same period.
Expenditures for “Local governments and Indians’’ and for ““Foreign
relations” have shown a consistent expansion, stimulated to a
certain extent by the World War and, in the latter case, by the con-
sequent change in our international position. The other subdivisions
show an increase during the war period and a subsequent decrease
which now seems to have reached its limit. In the two classes where
decreases still continue, viz, those designated * General government”’
and ‘“Public domain, works, and industries,” respectively, little if
any further reduction can be reasonably expected. Good roads, for
example, account for 36 per cent of the 1926 figure for the latter
group, and this basic item is not likely to decrease in the near future.
It seems evident, therefore, that a further reduction in total expendi-
tures is not to be expected by a contraction in eivil functions.

An interesting exhibit of the relative importance of the functions
of the Federal Government is shown in the following table, in which
the amounts spent for the various classes of activity in each of the
fiscal years 1920 to 1926 are reduced to percentages of total expendi-
tures. Figures for pre-war years are not included in the table as
comparisons of such percentages would bé entirely vitiated by the
enormous growth of the public debt.

Functional dist"ribution of expenditures, by percenlages, fiscal years 1920 to 1926

1920 | 1921 1922 1923 1924 1925 1926
: Per cent| Per cent| Per cent|Per cent|{ Per cent| Per cent| Per cent
General government 1.7 2.4 2.5 2.7 2.6 2.7 2.6
* Internal security......_.._. 1.9 1.1 1.1 1.3 1.2 2.0 1.9
Development and regulation.__ - 1.4 2.4 2.5 2.7 2.6 2.8 2.7
Public domain, works, and industries_....... 22.7 19.1 4.7 8.9 5.5 7.7 6.9
Local governments and Indians_..._..._ - .5 .9 1.0 1.1 1.1 1.4 1.4
Foreignrelations. ... _____....___..... .1 .2 .2 .4 .3 .4 .4
Total ordinary civil functions. 28.3 26.1 12.0 17.1 13.3 17.¢ 15. 9
Military functions 32.2 36.6 36.3 34. 4 29.9 30,5 298
Public debt._.._ 30.2 20.0 47.5 43.3 50. 4 42,9 43.2

L,0ans. - .__ 8.2 8.0 .4 1.9 .3 ®) ®
Trust funds .5 1.2 1.7 2.0 2.1 4.7 5.6
ERefunds, 10sses, €tC. oo icacoloas .6 1.1 2.1 4.1 4.0 4.9 5.4
100.0 | 100.0 | 100.0 100.0 | 100.0 | 100.0 100. ¢
1 Credit. ? Less than one-twentieth of 1 per cent.

As stated previously, in the discussion of total expenditures,
when disbursements increase only in proportion to rising prices and
the growth of population, it is prima facie evidence that no change
has taken place in the average quality or amount of service performed
per capita. Hence, after the expenditures for each function are
corrected for price changes and reduced to per capita figures, the
trends of real significance are more readily apparent. The following
table glves for each function, the per capita expenditures corrected
for price changes, beginning with the fiscal year 1915. The price
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index used in this calculation is composed of price indexes of com-
modities and services entering into Government expenditures,
weighted according to their relative importance in the fiscal years
1924 to 1926, which constitute the base period.

Functional distribution of per camta expenditures reduced to 1924—1926 price
level, fiscal years 1915 to 1926

AN

[In dollars of 1924-1926 purchasing powerl

1815 | 1916 | 1917 | 1918 | 1919 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926

General government-___. 0.651 0.64) 0.62] 0.76] 1.07] 1.18 1127 0.99] 0.97) 0.96; 0.9 Q.88
‘Interpal security ... .34 .28 .28 .27, .32 1.36] .49 .42 .47 .45 .65 64
‘Development and regula- .
tion. ..o L7607 .76) 1.13)  1.64] .98 1.12] .97t .97p .95 .95 .95
"Public domain, works,
. and industries.........- 1,71 1.22] 1.42| 11,64 23.51] 16.10[ 8.78 1.86| 3.18] 2.00[ 2 56 237
Local governments and
IndiansS. c coccocecaan.. .39 .38 .37 .34 L34 .86 .41] .39 .38 .39 .47 .49
Foreign relations. ... .07 .07 .07 .09 .09 .10 .08 .09 .13} .12 .13} .13
Total ordinary civil | .
functions. 3.92| 3.30| 3.52| 14.23| 26.97| 20.08| 12.00] 4.72| 6.10| 4.87| 5.67| 5.46

Military functions 6.28] 6.29 10.71| 8I1.43| 119.80| 22.86] 16. 80! 14. 36| 12. 27| 10. 89| 10. 17| 10.20
Public debt.__. L3310 .33 .321 2,18 6.29( 21.39) 13.341 18.79( 15.41] 18.34| 14, 24| 14.79
Loans..._...___ X I 11.46] 54.30( 39.63) 584 276 .15 1.32] .09f ® | @

"Trust funds_.._.. | o.200 o4 .26 .24 .25 .33 .55 .65 .69 .78 157 1.91
Refunds, losses, ete....._ .| .220 .30 . 30] . 38 69| 44| 51 .83 146 143 163 1 85

10.95| 10.35{ 26. 57| 152.76| 193.63| 70.94| 45.96] 39. 50| 35. 61| 36. 40| 33.30| 34.21

1 Credit. . 2 Less than one-half cent.

While total per capita expenditures adjusted for price changes are
three times as large in the fiscal year 1926 as in the pre-war fiscal
year 1915, the corresponding increase in expenditures for ordinary
civil functions is only 39 per cent and for military functions only 62
per cent. Most of the remaining enlargement of total per capita
expenditures is due to interest or retirement payments on the enor-
mous World War addition to the public debt. Of the $23.26 dif-
ference between the 1915 and 1926 total per capita disbursements on
a 1924-1926 price level, $14.46, or 62.2 per cent, is due to interest on
this new debt or its retirement; $3.92, or 16.8 per cent, to military .
functions; and $1.54, or 6.6 per cent, to ordinary civil functions.
The remaining $3.34, or 14.4 per cent, is largely explained by the
growth of nonfunctional transactions in trust funds, and by an
increased amount of refunds of taxes.

In the various subdivisions into which the ordinary civil functions
are divided, the largest proportional growth is shown by the smallest
group, viz, “ Foreign relations,” aninteresting indication of the changed
status of our Nation in international affairs. In this group, as in
“Internal-security’” and ““Local governments and Indians,”’ no great
war expansion took place. ‘‘Public domain, works, and industries,”
the most irregular of all the groups, expanded enormously during the
World War, but by 1922 attained what will probably prove to be its
new peace level. The two other divisions show moderate war expan-
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sion followed by moderate retrenchment. ‘General government”
costs are still declining, while expenditures for ‘“Development and
regulation,” since reaching their lowest postwar level in 1924, have
barely kept pace with increases in population and prices. Itisto be
expected, however, that a steady expansion in the latter group will
begin in the near future, since it is along this line that insistent
demand comes for new activities whenever the people find need for
a governmental agency to counteract the effects of increasing con-
gestion or to effect higher standards in governmental usefulness.
The amount and per cent of increase in per capita expenditures (of
1924-1926 purchasing power) from the fiscal year 1915 to (1) the
peak of war expansion and (2) the fiscal year 1926 are given by
subdivisions of ordinary civil functions in the following table:

Functional distribuiion of amount and per cent of increase in per capita ordinary
civil expenditures (of 1924—1926 purchasing power) from the fiscal year 1916 to
(1) the year of war peak and (2) the fiscal year 1926

{Per capita figures corrected for price changes]

Increase from 1915 | Increase from 1915
to year of war peak to 1926

Amount | Per cent | Amount | Per cent

General GOVeIrNmMenta oo oe e eeemccmacceecccccccacaccmnan $0. 532 82 $0. 237 37

Internal SeeuritY - v e a e e cemece e ac e 1,018 295 . 295 85
Development and regulation. .. ... . 880 116 . 186 25
Public domain, works, and industries -] 21799 1,276 . 664 39
Local governments and Indians__.. - .016 4 . 093 24
Foreign relations.ccceee  cocccceann - . 035 53 . 068 103

Total ordinary civil funetions. ... ...l .. .. 123.033 1588 1.544 39

! Increase from 1915 to 1919, the peak year for total ordinary civil functions.
Prospect of reduction in expenditures

The prospect of further retrenchment in expenditures has been
touched upon to some extent throughout this discussion. A summary
can be stated in a few words. First, ordinary civil expenditures have
already been reduced by every possible means, and the limit has been

-reached. The only reasonable prospect of their future is a gradual
increase corresponding with the growth of the country. Secondly,
military expenditures, after undergoing a reduction culminating in
1925, have shown a small increase in 1926, Their future depends
largely on the nature of our foreign relations and the attitude of the
country toward preparedness, that is, upon policy and not upon
considerations of economy. Thirdly, we must consider the public
debt—the remaining major item and the most important of all. As
long as there are enormous fixed debt charges approximating two-
fifths of all expenditures each year, no large reduction in total expendi-
tures is possible in this direction. But the more rapidly the debt is
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retired, the sooner will come the time when these charges can be
practically eliminated. A reduction in the amount of total expendi-
tures, therefore, is not to be expected in the near future, but will
become. a reasonable certainty when the public debt has become
.2 negligible factor in Federal findnces.

THE SURPLUS

An excess of ordinary receipts over expenditures chargeable against
those receipts is a surplus, and is the amount by which the income of
the Government, largely taxes paid by the people, exceeds the outgo
©of the Government in performing its functions. Since 1920 there has
been a surplus each fiscal year varying, as shown in the following
table, between $86,723,771 in 1921, and $505,366,986 in 1924, and
totaling $2,056,000,000 for the seven-year period:

Ordinary receipts and expenditures éhargeable against ordinary receipts, 1920 to 1926

[Basis of daily Treasury statements, unrevised]j

Expenditures

Total otdinary chargeable
receipts against ordinary

receipts

Fiscal year Surplus

$6, 694, 565, 388 $6, 482, 090, 191 $212, 475,197

5, 624, 932, 960 5, 538, 209, 189 86, 723,771 - -
4,109, 104, 150 3 795 302 499 313 801, 651
4, 007, 135, 480 3, 697 478 020 309 657, 460
4,012, 044, 701 3, 506 677,715 505, 366, 986
3,780, 148, 684 3 529 643 446 250, 505, 238

3, 962, 755, 690 3, 584, 98/, 873 377,767,817

The surpluses since 1920 have occurred largely because expendi-
tures have been reduced in greater amount than have revenues under
the various revisions in the tax system and the liquidation of war
facilities. The expenditures each year, compared with the receipts,
are shown in diagram 5.

Although receipts fell off rapidly during 1921 and 1922 on account
of the cut in taxes in the revenue act of 1921 and the depression of
those years, receipts exceeded expenditures because expenditures
were cut in greater proportion. In 1923 and 1924 total receipts
changed little, but expenditures continued to decline, and the surplus
increased. In 1925, when expenditures increased slightly and receipts
declined, the surplus of the previous year was cut in half. The
increase in surplus from $251,000,000 in 1925 to $378,000,000 in 1926
was due to the large yield of taxation. Had expenditures not con-
tinued the tendency to increase begun in 1925, but remained instead
at the 1924 level, the surplus in 1926 would have been almost $80,-
000,000 larger.

- The surpluses since 1920 have been used to reduce the public debt.
Public debt retirements thus made do not occur at the end of each
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fiscal year from excess receipts accumulated during the year but as
a part of Treasury financing from quarter to quarter. A few weeks
prior to the 15th of each September, December, March, and June
the Treasury determines what income it will need to meet expendi-
_tures during the coming quarter, taking into account, on the receipt
side, the cash in the general fund and the Government receipts to be
expected, and, on the expenditure side, the amount of cash required
to meet obligations maturing during the quarter, and the probable
expenses of the Government during the quarter. The difference
between the receipts and expenditures is met by the issue of new
“securities. If, therefore, receipts are exceeding expenditures charge-

BILLIONS
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DiacraM 5.—Ordinary receipts and €xpenditures chargeable against ordinary receipts for the fiscal years
. 1920 to 1926

1925 1926

able against ordinary receipts, the amount of new securities sold is
less than the amount of maturing securities. Thus surplus revenues
are applied to debt reduction. To consider a concrete case, ‘the
Treasury had some $333,000,000 of certificates maturing on the 15th
of June, 1926, but with the cash then available in the general fund,
plus the expected income taxes and other receipts for June and the
succeeding two months, the Treasury found that these certificates
could be retired and Government expenses paid to the next
borrowing date in September without. a new flotation of securities.
Therefore, no new securities were sold in June to replace the $333,000,-
000 paid off, and the excess of receipts over ordinary expenditures
was automatically used to reduce the debt.

)
v
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The existence of a surplus in any particular year or g;réup of years
is not prima facie evidence that the Government has sources.of reve-
nue in excess of normal needs for the exercise of its functions. As I
have pointed out in the more detailed analysis of receipts and expendi-
tures, Government expenditures and (Government receipts for a num-
ber of years in succession can not be known with any fine degree of
accuracy, especially for years when the Government and business are
both getting into their normal stride following a war. Since Gov-
ernment, expenditures must be met year in and year out, especially
when there is a national debt, the Treasury must use the best method
possible to plan a sure balance between income and outgo. Unusual
revenues which are not certain for the more immediate future must be
discounted in estimates for coming years. Normal increases in ex-
penditures must be provided for in case those expenditures arise. If
surpluses persist in the face of such calculations, then taxes can safely
be cut to leave in the hands of the people that income which is un- .
necessary for the execution of Government activities.

The Treasury has always had and will always have this particula,r
problem to face. During the period of its operation, since 1791,
there have been two years of surplus for every year of deficit. Dur-
ing much of the time these surpluses have occasioned relatively
little difficulty, as they were promptly absorbed in paying off the
public debt. This was especially true for the 45-year period from
1791 to 1835 when the debts of the Revolutionary War and of the War
of 1812 were being paid; and it was true again for about 20 years
following the Civil War.

However, during years of surplus when excess receipts could not
be turned readlly to debt payments, the Treasury has struggled with
the problem of adjusting receipts to expenditures. The surpluses of
1836 and 1837, the two years following the extinguishment of the
debt of the Revolutionary War and the War of 1812, amounted to
over 40 per cent of receipts. Revenues from customs duties and the
sale of public lands, the principal sources, were tremendously inflated
by the great prosperity prevailing. The Treasury was embarrassed
‘'with revenue for which there was no immediate use and which could
not be easily returned to taxpayers. Large outlays were planned for
public works and improvements and for a. distribution of revenue
among the States. Then with the depression of 1837 receipts were
cut more than 50 per ceflt compared with the high level of 1836.
Increased expenditures could not be reduced immediately, and six of
the seven years from 1837 to 1843 showed deficits.

During the 10-year period 1881 to 1890, when revenue was plentiful
and when the Civil War debt redeemable at the option of the Govern-
ment had been reduced to a low figure, surpluses amounted to over
25 per cent of ordinary receipts. Again the Government was faced
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with the problem of either decreasing receipts or increasing expendi-
tures. In spite of reductions in internal taxes in 1883, surpluses con-
tinued. Appropriations began to increase, especially for pensions,
and total expenditures which ranged between $243,000,000 and
$299,000,000 for the 10 years following 1880, ranged from $345,000,000
to $443,000,000 during the years 1891 to 1898. After 1890 when
revenues fell off on account of further tax reductions in 1890 and a
severe business depression, the Treasury lacked funds with which to
meet the increased expenditures. The surplus dwindled and several
years of deficit followed. ,

The history of Federal finances thus shows that a precise adjust-
ment of Government receipts to Government expenditures has
never yet been achieved. However, a balance of revenues has com-
plicated Government finances only when the unnecessary receipts

could not be absorbed in public debt retirements. The most serious »

difficulties which the disposition of such surpluses has yet given the
Treasury are those of the two periods just described. Similar mal-
adjustments for shorter periods and with less deplorable consequences
have been experienced in other years. The fault has been largely
the revenue system which in pre-war days consisted of customs
duties and indirect taxes on domestic articles for consumption.
Excessive revenues could not be cut easily since such reduction in-
volved a change in tariff rates and in taxes on articles of consumption,
the effect of which on business and on Government receipts was
uncertain. Extravagant appropriations were a surer but less fortu-
nate solution. The new budget of expenditures could neither be met
nor quickly reduced in less prosperous years when revenues declined.
Furthermore, the added outlays were largely the result of an abnormal
development in Government activities.

The present surplus offers the Treasury none of the difficulties
involved in surplus financing just described. The Government is
still in the process of paying a large war debt. The ordinary receipts,
_since 1920, in excess of expenditures chargeable against those receipts
have been no larger, relatively, than the surplus revenues immedi-
ately following the Civil War. 1t has always been the policy of the
Treasury during a postwar period to use surpluses for debt reduction
‘and thus to effect comparatively prompt relief from heavy debt
charges. Because the present balance of receipts can be thus readily
absorbed in the retirement of the public debt, there is no possibility
that large revenues will stimulate abnormal increases in expenditures.
In fact, the history of postwar financing of the Federal Government
is merely repeating itself, a history which has always resulted in
systematic and prompt reduction of a large war debt.

Furthermore, the more permanent solution of the surplus problem
during years of peace-time receipts is no longer as difficult as formerly.
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The tax system has so developed that revenues which are temporarily
in excess of Government expenditures can be adjusted more easily
than in fornmier years. The Government is in more direct contact
. with the general body of taxpayers than in pre-war days through the
income taxes, first levied on corporations in 1909 send on individuals
in 1913. Under the revenue act of 1926 this group of taxes reaches
about 4,000,000 individuals and 400,000 corporations. If receipts
are unusually large and the general fiscal situation does not justify
a permanent adjustment of taxes, a return to taxpayers can be made
as a credit on income tax payments, thus leaving with the people
~ that share. of the prospective income of the Government over and
above fiscal requirements of the particular year, and eliminating
one of the most serious phases of earlier surpluses, the pressure for
increased expenditures. Over a period of years the surplus resulting
from a particular tax system will gradually be absorbed in expendi-
tures for the ever-increasing sphere of Government activities.

THE PUBLIC DEBT
Summary of transactions since July 1, 1925

During the fiscal year 1926, public debt receipts aggregated
$3,008,453,761.83 and expenditures aggregated $3,881,431,334.54.
The total gross debt accordingly was reduced from $20,516,193,887.90
to $19,643,216,315.19. Thereduction of $872,977,572.71 was effected
(1) through retirements of $487,376,050.69 chargeable to ordinary
receipts in accordance with the established debt-payment program,
(2) application of the entire surplus of $377,767,816.64 to debt pay-
ment; and (3) reduction of $7,333,705.38 in general fund balance,
this amount being applied to debt reduction.

During the year the short-dated interest-bearing debt, that is, the
debt maturing within five years, was reduced from $6,253,994,504.52
to $4,943,764,740.05, 'a reduction of $1,310,229,764.47, and the
interest-bearing debt maturing after five years was increased $483,-
093,710—from $13,956,912,410 to $14,440,006,120.

At the beginning of the year the annual interest charge was
$829,525,300.72 on the basis of the interest-bearing debt then out-
standing. The corresponding charge at the end of the year was
$793,423,960.81. This saving of $36,101,339.91 in annual interest
charge is due to (1) reduction in principal outstanding, and (2)
average lower rates on refunding issues.

During the year it was necessary to offer only three reo"ular issues -

of interest-bearing public debt securities of the United States, all,
as usual, on tax-payment dates—issues of September 15 and
December 15, 1925, taking the form of Treasury tax certificates of
indebtedness, and the issue of March 15, 1926, taking the form of
Treasury bonds. It was not necessary to offer an issue on June 15,
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1926. In the latter connection, on June 8, 1926, the following
announcement was made’ by the Secretary of the Treasury:

The Treasury will make no offering of Government obligations for sale on.
June 15, 1926. This departure from the usual procedure on the quarterly tax-
payment dates has been made possible on account of the increase in income
tax and other receipts over earlier expectations, and the fact that the aggregate
public debt maturities due June 15 are somewhat less thanusual, The amount
of taxes to be received in June together with the balances now on hand is expected.
to be sufficient to meet the Treasury’s cash requirements until September, when
further financing will be necessary.

New issues of public debt securities in regular course are made
only on tax-payment dates and the amount of the issue is determined
by the estimated cash requirements of the Treasury to the next pay-
ment date in excess of the cash in hand and the estimated current
receipts from taxes and other sources of revenue. Treasury require-
ments, of course, are based on estimated expenditures during the
three months’ period for all accounts, including public debt maturities.

Details of the new issues offered during the fiscal year 1926, together
with those for the issue of September 15, 1926, are given hereafter in
this report.

The following tables show the interest-bearing securities (1)
matured, and (2) issued during the fiscal year, excluswe of spemal:
" short-term certificates of indebtedness:

Securities matured during the fiscal year 1926
[On basis outstanding June 30, 1925}

Issue Inrt:fgSt Date of issue n]ia?;fgiotgr Amount
Certificates of indebtedness: . Per cent, 3 ’
Series 1 8-1925. . i ieeeacaaaeann 2%4| Sept. 15,1924 | Sept. 15,1925 | $229, 576,000 *
Series TD-1925. ... - 3 | Mar. 16,1925 | Dec. 15,1925 179,.462, 000+
Adjusted servxce series. . e 4 | Jan. 11925 | Jan. 1,1926 45, 400, 000-
Series TJ-1926_ . . .. ool 3 | June 15,1925 | June 15,1926 124, 247, 000
Series TJ2—19"6 ................................ © 3Y4| Sept. 15,1925 |.... - do.......| 1251,936,000
‘Treasury notes: ’
Series B-1925 . . i eiememeaes 4341 June 15,1922 | Dec. 15,1925 299, 659, 900
Series A~1926_ i ciceaes 434 Mar, 15,1922"| Mar, 15,1926 615, 677,900 -
Treasury (war) saving certificates, series 1921......_ 24 | Jan., 3,1921 | Jan. 11,1926 | . 11,187,468
B 03 ) DU APUR NPT AU 1,757, 146, 268
! Represents amount of 6riginal issue in fiscal year. 3 Approximate.
Securities issued during the fiscal year 1926
Issuer Ian:trgst Date of issue | Date of maturity |- Amount
Postal savings bonds: ' Per cent
20th series. 15 July  1,1925 | July 1, 1926-1945 $238, 340.

Jan. 1,1926 { Jan. 1, 1927-1948 305, 820-

4
30th series. 244
334| Mar. 15,1926 | Mar. 15,1946 1956 494, 898, 106

Treasury bond
Treasury notes:

Adjusted service series A~1931._ . ..ccne.... 4 | Jan, 11,1926 | Jan. 1, 1927-1931 | . 53, 500, 000-

Adjusted service series B-1931__._._.. .. .... 4 | Mar. 5,1926 | Jan. 1, 1927-1931 70, 000, 000-
Certificates of indebtedness: '

Series TJ2-1926.. e ccacecacans 31| Sept. 15,1925 | June 15, 1926 | - 251, 936, 000.

33| Dec. 15,1925 | Dec. 15, 1926 452, 879, 000-
4

Series TD-1926
Adjusted service series A-1927 Jap. 11,1926 | Jan. . 1, 1927 38, 200, 000

L 10T N ARSI SN AU 1,361, 957, 260
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334 per cent Treasury bonds of 1946-1956 .

Some $615,000,000 434 per cent Treasury notes became payable
on March 15, 1926. At the same time the Treasury was arranging
to purchase an amount of third 414 ’s for the sinking fund, and sub-
sequently did purchase something more than $120,000,000 for this
account. . This meant the withdrawal from the market and the
redemption of more than $735,000,000 Government securities. To
meet this redemption and to provide for the Treasury’s cash require-
ments to June 15, 1926, the next quarterly tax-payment date, the
issue of about $500,000,000 new securities was indicated to supple-
ment the cash balance on hand and the March tax receipts.

Accordingly, on March 8, 1926, through Department Circular No.
367, announcement was made of an offering of 20-30 year Treasury
bonds, dated March 15, 1926, maturing March 15, 1956, and redeem-
able at the option of the United States on and after March 15, 1946,
on four months’ notice of redemption. The offering was for $500,-
000,000, or thereabouts, the rate of interest was 334 per cent per
annum, and the price was 10014. Subscriptions for this .offering
were closed on March 11, 1926, and aggregated $647,243,900, of
which amount allotments of $494,898,100 were made. Allotments
on subscriptions were made as follows: Subscriptions in amounts
not exceeding $50,000 were allotted in full; subscriptions in amounts
over $50,000 but not exceeding $100,000 were allotted 80 per cent,
but not less than $50,000 on any one subscription; subscriptions
in amounts over $100,000 but not exceeding $500,000 were allotted
60 per cent, but not less than $80,000 on any one subscription; and
subscriptions in amounts over $500,000 were allotted 50 per cent
but not less than $300,000 on any one subscription.

As shown above the face amount of the issue was $494,898,100.
For these bonds the Treasury received a premium of one-half of 1
per cent, amounting to $2,474,490.50. At the issue price the bonds
will yield 3.714 per cent to March 15, 1946, and 3.722 per cent to
March 15, 1956.

With this offering four issues of Treasury bonds in three series
have been made, all for refunding purposes as follows:

Issues of Treasury bonds

: " Inter- | : Issue Amount
Title of series estrate Date of issue price issued
Per cent

Treasury bonds of 1947-1952. ... cooae Speemmmeemaeas 434| Oct. 16,1922 100 $763, 962, 300
Treasury bonds of 19441954 . _____ ...l ... 4 | Dee. 15,1924 100 756, 933, 800
Mar. 15,1925 100%4| 290, 154, 700

Treasury bonds of 1946-1956. - .. - veecnomececce e cmaeean 334 Mar. 15,1926 10014} 494, 898, 100
03] 7 ORI PR PP N 2, 305, 948, 900
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Treasury certzﬁcates of indebtedness and Treasury notes

To cover the cash requlrements of the Treasury to December-,_»,15;“-
1925, an issue of 314 per cent Treasury certificates of indebtedness,
series TJ2-1926, due June 15, 1926, in amount $251,936,000, was
made on September 15, 1925. Details of this issue were set forth
in my report for the fiscal year 1925.

On December 7, 1925, the Treasury announced an offering of 334
per cent Treasury certificates of indebtedness, series TD-1926, dated
and bearing interest from December 15, 1925, maturing December
15, 1926. The amount of the offering was placed at $450,000,000,
or thereabouts, and the Treasury offered to accept in payment for
the new certificates, Treasury certificates of indebtedness of series
TD-1925, and 434 per cent Treasury notes of series B-1925, both
- maturing on December 15, 1925, giving preferential allotment to
subscriptions for which payment was tendered in such certificates or
notes.

About $480,000,000 of Treasury notes and certificates of indebted-
ness became payable on December 15, 1925, and the offering on that
date was intended, with the cash balances.on hand and the Decem-
ber tax receipts, to meet these maturities and to cover the- Treasury s
further cash requirements until March. Subscriptions for-the issue
closed on December 9, 1925, the aggregate amount of subscriptions
entered being $875,911,000. Of these subscrlptlons payment for
. $167,340,700 was tendered in Treasury notes of series B-1925, or
Treasury certificates of indebtedness of series TD-1925,-and such
subscriptions were allotted in full. Allotments on other subscriptions -
were made as follows: All subscriptions in amounts not exceeding
$100,000 for any one subscriber were allotted 50 per cent, but not
less than $500 on any one subscription; and subscriptions in amounts
over $100,000 were allotted 30 per cent, but not less than $50,000
on any one subscription. The total amount finally allotted was

$452,879,000.

" In accordance with the requirement of law that the Secretary of the
Treasury invest and reinvest the moneys appropriated and held in
the adjusted service certificate fund so as to return 4 per cent com-
pounded annually, an issue of Treasury certificates of indebtedness,
adjusted service series A-1927, in amount $38,200,000, was made
on January 1, 1926, and an issue of Treasury notes, adjusted service
series A-1931,in amount $53,500,000, was made on the same day.
A further issue of Treasury notes, adjusted service series B-1931,
in amount $70,000,000, was made on March 5, 1926. The funds
for these three issues, in aggregate amount $161,700,000, were
derived from the proceeds of the redemption of Treasury certificates
11439—r11926——5
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of indebtedness; adjusted service series, maturing January 1, 1926;
from interest on investments of certificates of mdebtedness and
ATreasury notes; and’ from the annual approprlatlon for 1926 granted
by Congress for the purposes ‘of ‘the adjusted service certlﬁcate fund.
~On September 7,:1926; the Treasury annhounced an offering of -
3350 000,000; or thereabouts, of 314 per cent Treasury certificates
of mdebtedness, dated and bearlnﬂr interest from September 15,
1926, and maturmg June 15, 1927. - The Treasury: further offered to
accept in payment for the new certlﬁcates 414 per cent Treasury notes
of ‘Series B-1926, ‘maturing: September 15,1926, and provided for-
preferentlal allotment ‘of certificates for Whlch such Treasury - notes
were tendered in peyment A ‘
The offering was necessary 'to' provide- for the Treasury’s cash
requlrements until the December quarterly tax period, such require-
merts including provision for the redemption of about $400,000,000
414 per cent Treasury notes'due for payment September 15, 1926.
Subscriptions for the issue closed on September 9, 1926, the
total amount “offered” being $996,660,000. Of these subscriptions
$144,953,000 represented subscriptions for which Treasury notes of
- Series B-1926 were tendered in payment, all of which were allotted
in full: Allotments on other subscriptions were made as follows:
Subscriptions in amounts not exceeding $1,000 for any one sub-
scriber were allotted 50 per cent, and subscriptions in amounts over
$1,000 were allotted 25 per cent but in no case less than $500 on any
one subscription. The total amount of the issue allotted was -
$378,669,500. I - ' : o

Purehase of third 414’s }‘or tbe sinking fd’nd

The early matunty of the third Liberty loan, and the fact that no
right exists of calling the issue before maturity, have indicated the
importance of discharging, from time to time, important amounts
of the bonds, when they may be acquired on terms advantageous
to the Government. Any retirements before the maturity date will -
reduce to that extent the problem of financing for the payment of the
loan on September 15, 1928. During the fiscal year 1926 it was
found possible to apply the entire appropriation for the cumulative
sinking fund to the purchase of third 414’s. In making purchases
for the sinking fund it has been the policy of the department to
make such purchases on the market or through brokers. In Novem-
ber, 1925, it was proposed to determine the feasibility of making
such purchases, in part at least, directly from the holders, and thus
give all holders of third Liberty loan bonds the opportumty to sell
their bonds to the Government, with 4 saving of commission charges
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" not only to the Treasury but to the sellers. Accordingly, on Novem-
ber 27, 1925, under Department Circular No. 363, the Treasury
made a definite offer soliciting from the holders of third Liberty
loan bonds proposals to sell such bonds to the Treasury, and speci-
fying that from the lowest proposals received the Treasury would
purchase an aggregate amount of $50,000,000 par amount, or there- -
abouts, if offered below or at 10114 and accrued interest. The
privilege of tendering third Liberty loan bonds for sale to the United
States under this offer expired on December 10, 1925, on which date
$176,000,000 face amount had been tendered for sale within the -
announced limit of 10114 and accrued interest, at prices which
averaged 101.34375. The Treasury accepted $66,274,750, at a
“total principal cost of $67,069,605.07, the average cost being 101.19933.

A similar offer to purchase third Liberty loan bonds direct from
holders was made on March 1, 1926, under Department Circular
No. 366. In making the announcement it was stated that from the -
lowest proposals received the Treasury would purchase third Liberty
loan bonds to an aggregate amount of $100,000,000, or thereabouts,
at the lowest. prices offered, plus accrued interest from March 15,
1926, provided such prices were acceptable to the Secretary of the
Treasury. The privilege of tendering the bonds for sale to the
United States expired on March 10, on which date over $148,000,000
face amount of honds had been tendered. All proposals for sale at
prices not exceeding 101.3125. were accepted, such proposals aggre-
gating $121,584,750, the total principal cost being $123,103,626.70,
and the average cost 101.24923.

During the year an additional amount of $129,232,250 third Liberty
loan bonds was otherwise purchased for theé sinking fund at a total
principal cost of $131,011,236.43, or an average cost of $101.37658.

A recapitulation of the purchases during the year follows:

Purchases of third 434’s for the cumulative sinking fund

Faceamount | Principal cost Average cost

Under Circlar 363. .. - oeomommmeee $66, 274, 750. 00 | $67, 069, 605. 07 | 101.19933 (or 101x%+

Under Circular 366 ..ccocecooccoaacaaooacn 121, 584, 750. 00 | 123, 103, 626. 70, | 101.24923 (or 1014%—,

Otherwise__.._ -| 129,232,250.00 | 131, 011, 236.43 | 101.37658 (or 10143+
Total 317,091, 750. 00 | 321, 184, 468,20 | 101.2907 (or 1014%+)

Review of the last seven years

During the past seven fiscal years the total gross debt has beer
reduced $5,841,289,845, as shown by the following table, which set:



44

REPORT ON THE FINANCES

- forth the debt reduction and the means by which it was effected during
each fiscal year'from 1920 to 1926, inclusive:

Debt retirements classified by source, for the fiscal years 1920 to

1926

Fiscal year

Retirements

Retirements

Retirements | through reduc-
ohaxgeablq_ through sur- tions in the Total debt
against ordi: plus net balance in reductions -
nary receipts general fund
$78, 746, 350 $212, 475,198 $803, 963, 145 | -$1, 185, 184, 693
1427, 123, 566 | ¢ , 723,772 1191, 976, 423 321,870,915
422, 694, 600 - 313, 801, 651 277, 572, 593 1, 014, 068, 844
402, 850, 491 309, 657, 460 2 98, 833, 608 613, 674, 343
457,999, 750 505, 366, 986 135, 527, 640 1, 098, 8%4, 376
466, 538, 114 250, 505, 238 17, 575, 749 734,619, 101
487, 378, 051 377,767,817 7,833, 705 872,977, 573
2,743,328,922 | 2,056,208,122 | 1,041, 662, 801

5,841, 289, 845

1 Includes $4,842,066.45 written off the debt Dec. 31, 1920, on account of fractional ’currency estimated to
have been irrevocably lost or destroyed in circulation.-
3 Increase in et balance in general fund—operates as an increase in total gross debt.

During the seven-year period taken as a whole 47 per cent of the
retirements were chargeable against ordinary receipts, 35 per cent
were made through surplus receipts, and 18 per cent through reduc-
tion in the net balance in the general fund of the Treasury.

The established debt-payment program made effective in 1920
provides for definite retirements each year from ordinary receipts.
The following table shows for each fiscal year from 1920 to 1926,
inclusive, the debt retirements chargeable against ordinary receipts
classified by the source of the funds:

Débt retirements chargeable against ordinary receipts

[In thousands of dollars]

Received
Puircbases from for- R N P_u[rchases
RN rom eign gov- eceive rom N
Fiscal year s}ﬁ‘ggg foreign ernments | for estate | franchise Fgoi}gt&rces, Total
repay- under taxes tax 4 .
ments debt set- receipts
tlements
............ 72,670 3,141 2,922 1 78,746
261, 100 73,939 26, 349 60, 725 15,011 1497,124
276, 046 64, 838 21,085 60,333 393 422, 695
284,019 32,140 6, 568 10,815 855 402, 860
295, 987 38, 509 8,897 3,635 93 458, 000
306, 308 386 48 794 208 466, 538
317,092 4,393 165,260 |coecamennn 568 63 487,376
1, 740, 552 286,875 503, 686 66, 088 139,792 6,336 2,743,329

t Includes $4,842,000 written off the debt Dec. 31, 1920, on’account of fractional currency estimated to
have been irrevocably lost or destroyed in circulation,
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Y

Of the total retirements chargeable against ordinary receipts set
forth in the above table, the sinking fund accounts for 63.4 per cent,
receipts from foreign Governments 28.9 per cent, and miscellaneous
receipts 7.7 per cent. For 1927 it is estimated that debt retirements
through the sinking fund and through application of payments by
foreign Governments under ratified debt agreements will amount to

$507,600,000, and that similar retirements during 1928 will amount

to $529,600,000. The sinking fund and payments by foreign gov-

ernments under debt.agreements are the only two permanent sources

for debt retirement that can be definitely counted on.
The distribution of pubhc debt maturities is shown in the followmg
table for the present year in comparison with prev1ous years:

Interest-bearing debt, distributed by maturities, and total gross debt August 31, 191 9
to October 81, 1926 ! )

[Millions of dollars]
Maturing within five years .
Matur- | Total
T : : Total
Date One Two Total” mgﬁafter 11])] terest- | - o5
Within | year to | years to | within ve Caring | debt
one year | ~ two five five years debt
years years years
Aug. 31,1019 .. ... ___.__ 4,201 oo ‘:.. 5,045 9, 246 17,103 26, 349 26, 594
Apr. 30, 1921___ - 2,820 | 572 4, 209 7,602 16, 158 23, 760 23, 994
June 30, 1921. .. 2,699 4,494 425 7,618 16,119 23,737 23,976
June 30, 1922 4,336 { . 366 2,044 6, 746 15, 965 22,711 22, 964
June 30, 1923 1,393 1,432 2,647 5,473 16, 535 22,008 22, 350
June 30, 1924 2,328 927 4,817 8,072 12,910 20, 982 21, 251
June 30, 1925 1, 505 1,182 3, 567 6, 254 13, 957 20, 211 20, 516
June 30, 1926... 1, 664 500 2,780 4,944 14, 440 19, 384 19,643
Oct.31,19262 oo cccicaoaaas 1,628 2,807 291. 4,726 14 440 19, 166 19,420

! Exclusive of interest-bearing obligations redeemable at the pleasure of the Government but not matur-
ing within the period covered.
7 From nreliminary statement of the public debt, Oct. 31, 1926,

From the above table it will be noted that the total debt maturing

. within five years was reduced $1,310,000,000 during the fiscal year

1926, and that the debt maturing after five years: was increased
$483,000,000. A comparison of the maturities within ‘the five-year
period, as between June 30, 1925, and June 30, 1926, shows an
increase of $159,000,000 in debt maturing within one year, a decrease
of $682,000,000 in debt maturing after one year but before two
years, and a decrease of $787,000,000 in debt maturing after two
years but before five years. However, an important change in the
distribution of maturities occurring within five years takes place in
the first quarter of the fiscal year 1927, when the third Liberty loan
falls into the class of debt maturing within the period from one to
two years. - .
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" The composition of the short-dated debt and changes in its com-
posmon since 1919 are shown in detail in the followmg table:

Short-dated debt August 31, 1919 to October 31, 1926' t.

[Mllhons of dollars]

Total ‘Pittman
short- Thied |~ - "{ - Certifi-, | Act and |Treasury; 4 per-
Date dated debt | Liberty| Victory| Treasury | cates of | special cer- (war) ‘cent
(maturing | loan | notes notes’ indebt- | tificates of | savings'|loan of
within bonds edness | indebted- |securities| 1925
five years) ness N
Aug. 31,1919 ... 9, 246 3,938 263
Apr. 30,1921 __._ 7, 602 2,548 | - 1272
June 30 1921_-- 7,618
June 30, 1922. 6, 746
June 30, 1923. 5,473
June 30, 1924 8,072
June 30, 1925 6, 254
June 30, 1926_____ .. 4,944
Oct. 31,1926 2 __.__._._ 4,726

1 Exclusive .of debt on which interest has ceased and interest- -bearing obligations redeemable at the
pleasure of the Government but not maturing. within the period: covered.
? From Preliminary Statement of the Public Debt, Oct. 31, 1926,

TREASURY FINANCING AND THE CREDIT SITUATION

“Of the many direct relations of the Treasury operations with the
money market, at least two deserve some statement in this report:
(1) The issue and redemption of short-term certificates of indebted-
ness and Treasury notes, and (2) the issue and redemption of long-
term Treasury bonds. :

Short-term financing

The new issues of certificates of indebtedness during the fiscal
year 1926 bore somewhat higher rates of interest than thé issues of
the fiscal year-1925. - The accompanying schedule of issues for the
two years and diagram 6 on page 48 indicate the course of these rates,
although in interpreting them caution should be taken to observe that
the dates of issue, the terms, and the amounts issued are not strictly
comparable. It will be observed that the tendency of the rate borne
by the certificates to increase, which was evident in the latter part of
the fiscal year 1925, continued until the issue of December, 1925, when
it reached 334 per cent, or 1 per cent higher than on September 15,
1924. The issues of September 15, 1926, were effected at 314 per cent;
whether this slight decline means a real turning point in the trend of
these rates is, of course, not known, but.the fact that this issue had
to be floated to meet Government requirement at the he1ght of the
seasonal demand for finds and at the height of the business prosperlty
which has reigned during the year- is some warrant for that surhiise.

. The rate of interest on the new issues of certificates of indebtedness
is set by the Treasury in harmony with the rates ruling in the money
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market for loans of comparable maturity and security. The follow-
ing table presents somewhat comparable short-term interest rates,
averaged monthly: o Lo C

" Shori-term interest rates

Rate Yield ‘New issues of certificates of
Rate |onbills| gt Rate fon .cer-| . indebtedness . .
C on’ dis- on | Rate |, o0 tifi- :
Fis-| Calendar |prime|count-l .| on bank-| cates [Nomi-
cal | month and | com- | ed by money!| call ers’ | ofin- | nal .
year year m%ﬂ' Fed]-, 1508 leons ac—t gebt- rate Date of i o Amour
ci era cept- [edness, ate of issue | “Term A ;
paper |reservel20nths ances| 4 to 6 - issued
bank months|
1924 B
July oooo... 3.52 ) 3.89| 293|205 ]206| 213 |ccomae |cmcmmaceaacecceaan -- ——
August____. 3.25| 3.78) 2891200210} 226 _____. . FU —
September..] 3.12 | 3.691 3.09 ;206 2.22 | 235 2.75| Sept. 15,1924 12 [$391, 369, 600
October__..| 3.12| 3.65| 3.00|2.40 2.18 2 :
November_| 3.22( 3.63 | 3.22| 238|234
December..| 3.55| 3.56 | 3.64|3.70 | 2.92
1925
1925
January....| 3.62| 3.53| 3.70| 3.12 [ 3.00! 2.83
3.62| 3.441 3.80|3.66|312| 281
391} 368; 415381 13.25| 2.95
3.95| 3.73| 402|400 3.17| 2.8
.3.88 | 3.71| 3.78|3.81]3.18| 2.93
3.88 ] 3.69| 3.85|3.94319 | 3.02
3.90| 3.68) 3.99|415|3.19| 3.21
3.97| 370 4354191319 3.33
September..| 4.28 | 3.70 | 4.51 14.50 | 3.38; 3.29
October.._.| 4.38 | 3.69! 4.8814.81|38.44{ 3.65
November..[ 4.38| 3.77 | 4.91 | 475 3.44| 3.74
Deceraber..| 4.38 | 3.82 | 4.99 | 538 |3.44| 3.60
1926 1026
January....| 4.31| 3.97( 4.76|4.3813.69] 3.68
4191 400 | 470|488 (3.69| 3.37
428 4.00| 4.66]4.60(3.62( 3.28
4,19 3.96( 4.22|4.00{ 3.42|. 3.16
4,05 3.87 ] 4.06|3.88)3.23| 3.33
3.88 | 3.80| 4181 4.18| 3,31} 2.82 -
3.93 ] 3.84).4.41|4.25;3.38] 3.20 - PO
1997 | 420| 3.94| 470 |4.44]3.53| 3.45 - BB IR,
September._| 4.39 |._.____ 4.9215.08]3.817 3.50| 3.50 | Sept. 15,1926 9 | 378, 669, 500
October__..| 4.50 |--._... 4.96 (4.693.81 | 3.66 ..o} oo .oo_.. ce-

While these rates differ among themselves on account of differences
in risk, marketability of the loans, seasonality, period, and other
factors, they all-show:a tenderdy-'to ‘risequite stéadily from the
beginning of the fiscal year 1925 to December, 1925, and then to
‘decline slightly until May or June. This decline in the first half of
1926 had, however, been practically regained by October, due in part
no doubt to the usual seasonal tightening of money in the crop-
moving period.

To this movement of short-term interest rates the yield on the
United States certificates of indebtedness has closely conformed,
ranging for the most part slightly below the rate on even the best
of the other loans, This close conformity is, of course, due to the
fact that these investments are all competing in the loan market and
capit-al«is{ easily diverted from.one type to the other according to the
slight relative advantages that may-exist amorg them, ~i%:



\48 ’ .. REPORT ON THE FINANCES

‘When, therefore, the quarterly periods of refinancing are approach-
ing, the Treasury. affixes a rate to the new issues of certificates which
approximates that ruling in the market on investments as nearly
similar as exist. As the rates of the market increased from July,
1924, to December, 1925, the successive issues of certificates bore
higher and higher rates, rising.from 2.75.per cent in September,
1924, to 3.75 per cent in December, 1925. - But the fall in market

PER
- CENY

AW 5 i/[\@/\’\v//

2
- YIELD ON C.OF I'S.
® NOMINAL RATE .ON
‘ NEW ISSUES

1924 . 1925 , 1926
DIAGRAM 6.—Nominal rate of mterest carried by new issues of certificates of indebtedness and
yield of outstanding issues for the calendar years 1924 to 1926
rates since Janusry 'this year made it poss1ble to place the Sept’ember

certificates at 3.50 per cent.

The three chief lines of demand for short-term money are (a) the
1ssue of short-term securities, (b) funds to support the stock and bond
market oper&t.lons, and (¢) the needs of commerce and industry for
working capital. The followmg schedules present the situation
durlng the past two fiscal years in respect to these three categories:
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Variations in the demand for short-term loans

(a) (b) Stock and bond market activity (c) General business activity
. Shares Bonds
N Sbort- Short- : ; .
Fis- . . ’ _ sold on sold on Index | Per | Passen- a3 :
cal || Calendar year and month terimi el terggact%r Prices | Ne¥ | prices | New | Index | of raw | cent of | ger auto- g)l;'gg‘gé Igagg%atd Employ-| Whole- | Mail
year seourity | bond of York of - | York |ofmen- mate- | blast | mobiles [STTIECS] HEEAL JETD OV " sale | order
- | issues issues | stocks | SE0CE | yongs | Stock | ufac- | rials | ‘fur- | produced (000,000 | (000,000 | index | Prices | sales
- (000,000 | (008,000 Exchange Exchange| turing | produc-inaces in| _ (000 omitted) | omitted) index | index
omitted) | omitted) (%Otg 4 (00%0%0) tion |- blast | omitted) ;
B ) omi omitte: : -
$78 $47 | $88.44 24,226 | $75.81 $341 101 98 35.7 236 $347 $340 85 147 69
72 30 89.85 22,427 | 75.93 306 109 123 37.5 250 354 359 85 150 74
129 18 | 89.90 18,150 | 75.40 265 114 153 42.9 257 344 399 87 149 106
126 37 | 90.25 17,826 | 75.74 293 116 180 45.2 255 410 439 88 152 141
131 29 | 97.77 41,370 | 76.08 389 114 156 50.9 198 380 " 381 88 153 131
] 37 43 | 99.65 42,876 | 75.77 392 112 143 56.6 175 328 362 89 157 148
1925 [§- < .
0 .january 53 118 | 105.06 41,431 | 76.07 . 352 17 - 120 62.3 206 296 351 | 80 160 108
:February . 58 45 | 105.64 32,750 | 76.82 307 124 95 63.0 243 299 337 92 161 105
1 March 9N 14| 99.78. 38,568 | 76.38 315 129. 97 61.1 321 480 361 42 N 161 119
1 i 97 23 | 101.90 24,836 | 76.51 278 130. 86 56.1 378 - 47 347 |- 92 156 | 117
S| w|lomes| sk | Teas| awr| i ox| @1| | sn| elm | 1|
- 2| m|uam) mas) el I o) om) oge) ) ) amom) oW
, 865 4
' September 76 221 115,71 36,886 | 76.92 . 264 122 151 62.4 264 420 91 160 114
October.._., . 93 23 | 121.39 53,423 | 76.73 281 1317 - 158 53.9 394 520 450 92 158 170
‘November N 40 20| 120.05 48,981 | 77.12 242 128 146 57.6 329 465 402.1- 93 158 144
December.. ......._... X 142 41 | 121.84 42,876 | 77.56 268 122 141 |- 61.9 279 511 380 931 156 _ 1681
1926 o A .
: 79 43 | 120.42 39,088 | 78.59 293 122 111 59.3 273 443 348 93 156- 116
32 | 119.92 35,462 | 78.69 236 130 92 60.3 320 374 340 94 155 111
|- |l | diow| sote| as| 32| 0| ans| om|. sm| o 0| w| til 1w
3 . 1 .
36 30 | 108,13 23,188 |- 80.68 248 129 94 61.5 373 521 385 .92 152 105
] 58 20 | 111.50 , 980 | 80.82 277 131 99 59.6 340 523 397 91 152 113
1927 52 39 | 112,75 36,732 | 80.56 242 . 127 116 { 58.5 316 501 409 - 90 151 98
. 38 -17 | 115.64 44,189 {. 80.48 215 135 121 57.7 379 574 429 91 149 8

AIASVIYL THI 0 XUVITIDIAS
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In: these 'schedules the variation in the demand for short-term
funds for governmental purposes is represented by the volume of
‘\temporary loans floated by the State, county, city, and other civil
divisions. It will be noted tha,t these loans were heavier in the fiscal
year 1925 than in 1926, but that they are at all times very erratic,
depending more upon. fiscal exigencies of the issuing governments’
than upon the condition of the money market. The only period
when the Federal Government refinancing of its certificates competed
with unusually heavy municipal issues was in December, 1925, and,
as previously stated, this was the time when the rates borne by the
certificates reached their highest point. The issues of short-term
corporate bonds are a much less important factor in the market
than: of municipals, but it happened also that the only financing
period in which the Government met much competltlon from the
corporate issues was in December.

The stock market has shown exceptional activity. Stock prices
rose steadily - through 1924 and 1925 to unprecedented ‘heights and -

the 'slump of March, 1926, proved only temporary. Throughout
the period the number of shares sold has run extraordinarily high, .
the course being frequently punctuated with two or three million -
share days. Bond prices have also risen, with a slight interruption
in late summer of 1925, to new helghts To finance this speculative -
market at higher prices and margins bank loans grew apace sup~_ :
ported by security collateral.

The calendar years 1925 and 1926 have been marked with the very
flush of prosperity, as measured by any of the standard barometers.
For the past year and a half the output of our manufactures has stood
between 25 and 30 per cent higher than in midsummer, 1924. Since
that date ‘the three. basic, industries—iron and steel, automobiles,
and building construction—have made new records at production,
as shown by the increase in the percentage of blast furnaces in blast,
the number of automobiles produced, and the volume of building
contracts awarded. The large figures for railroad freight revenues
and for mail-order sales signify a.parallel. prosperity in the distrib-
utive side of business. In the throes of this general prosperity
wholesale prices-moved through a range of less than 10 per - cent,
the course durmg the last fiscal year being steadlly downward. With
the exception,:therefore, of the commodity price level, the business
situation has called for a growing amount of short-term working
capital.

With such an active bulhsh stock and bond market and with such
high ‘activity in general busmess the banks of the countrj have

“prospered.. . The following table gives the figures significant of this
prosperity: for. ‘the members of the Federal reserve system that-report
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weekly their condltlon to' the Federal reserve banks and for the
Federal reserve banks themselves:

Changes tn volume of bank credit of reporting member banks

)
[In millions of dollars)

Govern-
Fis<| ~ - |, Total :|' Collat-* | Commer-| Total seglliﬁges
cal | Calendar year and loansand | Invest- eral cial earning an Redis-
year month - irlxlnvegstts- ments | yoans loans assets | bankers’ | counts
1. accept-
ances
4,880 4,431 7,941 825 531 204
5,133 4, 570 7,868 915 613 302
5,411 4, 663 8,120 983 716 267
5, 551 4, 547 8,217 1, 024 802 222
5,612 4,721 8,194 1,187 938 249
5, 531 4, 863 8, 205 1, 249 935 314
1925
5,489 4,888 8,163 989 715 274
5,396 4,940 8,193 1,130 696 434
5,498 4,978 8,228 1, 087 687 400
5,484 5, 079 8,153 1,028 628 400
5, 603 5, 141 8,039. 1,064 652 412
5, 516 5, 347 8,029 1,127 615 512
5, 506 5 8,013 1,021 553 468
5,443 5, 302 8,173 1,126 549 577
5, 440 5,471 8, 361 1, 257 624 633
5,443 5,472 8,430 1, 250 660 590
November._ 19, 399 5,393 5, 583 8,423 1,352 709 643
December- . occcoeaeoo. 19, 697 5,462 5,930 8,305 1, 501 751 750
1926 1926 : .
JanUArY..cceccaeoaooa| 18,454 5,478 5,691 8,285 1,149 662 488
February. 19, 512 5, 503 5, 605 8,404 1,207 624 583
March__._ 19, 54 5,495 5, 568 8,484 1,226 593 632
April___ 19, 525 5, 576 5,454 8,495 1,114 601 514
May. .. 19,678 5,716 5, 568 8,304 1,186 661 525
: June. 19, 816 5, 681 5,723 8,412 1,158 643 515
1927 July___ 19, 627 5, 652 5, 595 8,380 1,106 585 521
3 August- -- 19 777 5,599 5,711 8,468 1,202 576 626

. . For week ending nearest the end of the month.

Of the reporting member banks the loans and investments have
increased ‘during the fiscal year approximately $1,000,000,000, of
which increase less than one-sixth -was in investment holdings. The
collateral loans, which rose steadily from' $4,431,000,000 to $5,347,-
000,000 during the fiscal year 1925, continued upward to $5,930,-
000,000 in December, 1925; this movement was in pace with the
rising stock market on which presumably a’'large part of this type of
loan was used. The declension in stock prices in the first part of 1926
found a parallel in collateral loans, which dropped to $5,454,000,000
in April; since that date the general tendency, along with the stock
market, has been upward, standing at $5,711;000,000 in August.

The increase in commercial loans has been' much less pronounced,
and is properly more consonant with the course of general business,:in
it seasonality and trend, than with the stock market. Comparing
the July figures of the last years, the status of commercial loans of the
reporting member banks was in .July, 1924, $7,941,000,000; in 1925,
$8,013,000,000; and. .in 1926, $8,380,000,000, a total increase of
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$440,000,000, or less than 6 per cent. This was about oné-third of
the increase of collateral loans during the period. Here is a remark-
able demonstration of banking capacity: Of a total expansion of
loans and investments of the reporting member banks from $17,252 -
000,000 in July, 1924, to $19,627,000,000 in July, 1926, or $2,375,-
000,000, only $439,000,000 went to commercial loans, at a time when
business was enjoying unwonted prosperity and commercial interest

-rates hovered in the general vicinity of 4 per cent. The banking
capacity proved to be greatly in excess of commercial and industrial
needs and the banks have been forced to find employment for their
current funds through financial borrowers.

This great banking capacity springs (a¢) from the heavy gold im-
portations of the war and postwar period, which have flushed the
bank reserves; (b) from the accumulating savings of the people and
corporations during the recent prosperous years; (¢) from the de-
clining price level, which makes it possible to float the same physical -
volume ‘of business on less current capital; (d) from the broadfy
spreading method of hand-to-mouth buying, with less money tied
up in inventories; (¢) from the disinclination of business men to carry
speculative inventories in the face of a steady or falling commodity
price level; and (f) from the better organization of transportation,
both. of railroad and autemobile truck, the greater speed reducing
the total amount of goods in transit and the capital so tied up, as
well as the waste en route. These and other factors have tended
either to increase the supply of short-term loanable capital or to
reduce the demand for it, with the consequence that the expansion
of commercial loans has been small in spite of the extraordinary
business activity and the low interest rates. Of course, it is likely
that a portion of the proceeds of the collateral loans is devoted to
commercial purposes, but banking statements do not réveal just
what this portion is; probably it is small. :

During the past ﬁscal year the total earning assets of the Federal
reserve banks. have fluctuated with seasonal demands, rising from
$1,021,000,000 in July, 1925, to $1,501,000,000 in December, then
dropping suddenly to $1,149,000,000 in January, and fluctuating
within a narrow range of about $100,000,000 thereafter. The invest+
ments of the Federal reserve banks in Government securities and
bankers’ acceptances rose $200,000,000 during the first half of the
fiscal year 1926, after which- they declined and fluctuated within
parrow range. Similarly the rediscounts rose from $468,000,000 to
$750,000,000 during the first half-of. the last ﬁscal year and dropped
off suddenly to $488,000, OOO i January,1926; sincé thén:they in-
creased with the spring revrvall in February and March, and dropped
off again until the harvest refinancing period in August.

It is evident from this review of business and banking that the
seasonal increase in demand for commercial and industrial uses.

i
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‘which occurred in the autumn and early winter months of 1925 was
‘conjoined with the demand for funds to finance the very crest of the
big bullish stock market. The higher rates which it was necessary
to put on the certificates issued by the Treasury in the September and
December refinancing periods are thus explained. On the other
hand, the severe drop in the stock market in March released funds
for investment in the long-term Treasury bonds floated then and
made possible the lower rate thereon.

Long-term financing

The only long-term financing done by the Treasury during the
fiscal year ending June 30, 1926, was the issue on March 15, of
$494,898,100 of 334 per cent Treasury bonds of 1946-1956, at a pre-
mium of one-half of 1 per cent, the proceeds of which, together with
tax receipts and funds then in the Treasury, were designed to meet
the Treasury notes, series A-1926, maturing March 15, and to pro-
vide for the purchase for the sinking fund of $121,750,000 of the third
Liberty 414 per cent bonds, and to furnish cash funds for the last quar-
ter of the fiscal year.

The condition and trend of long-term interest rates during the
past two fiscal years are shown in the following table: '

Yield on long-term investments

. On United
O0n10 4 45,y | States

- Calend 'and month AAA icipall G
C -alendar year and mon B municipa. overn-
railroad | 0 G ment

year
_ bonds bonds

September__.___ 4,64 4,08 4,037
October.....
November. . 3
[{December......._........ 4.65 4,12 | 4. 068

1925

November._ ... I ’
December.......... eeecemeccecnmr e —e—an
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! Average of average mont‘hly' yields of second and fourth Liberty bonds and of Treasury bonds of 1947-1952
-calculated to date of maturity (not to first callable date).
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The schedules of this table indicate that the yields of railroad,
municipal, and Government bonds had similar trends during the
last fiscal year, rising from June until November, 1925, and then fall-
ing until May, 1926, and rising slightly thereafter. Over the whole
period since June, 1924, the general tendency of all yields has been
slightly downward. The long-terins financing in March, 1926,
occurred, therefore, at an opportune time, whén interest rates were
low and falling, and the Government was able to float its require-
ments at a rate lower than the current yield of its outstanding bonds
and to refund the Treasury notes into bonds bearing a 1 per cent
lower rate.

Changes in certain important factors in the supply of and demand
for long-term investment capital during the last two fiscal years are
shown in the accompanying table:

Long-term investment capital

[In millions of dollars; i. ., 000,000 omitted]

Demand (new security issues) Supply
Fis-! Calendar year New in- | o : dIt?s- . Total
cal | “and month | Total | Total |Foreign corpota- | yore | Life | gy | interest.
year : Real tions, insur- iui. | bearing
cor- |munic-|gOVEIN+ (oors | guthor- | S8 | ‘apge | HVE: | gepeof
porate | ipal | ment - “ized savings | o100 dend United
capital | deposits Igeag;s States
279 112 10 27 572 [ 3,267 591 55 20, 990
288 121 48 19 399 3, 261 508 45 20, 981
312 93 42 40 479 3,302 |, 488 42 20, 982
418 96 214 - 31 © 543 3,308 572 64 20,978
243 120 102 38 574 3,318 545 30 20, 951
373 74 o 47 735 3,388 T4 52 20,711
1925.
509 121 8 48 678 3,409 560 65 20, 789
504 78 63 31 431 3,418 611 44 , 658
353 110 28 53 806 3,462 703 52 20, 608
483 107 52 887 3,469 716 61 20, 605
296 188 40 618 3,464 738 30 20, 602
379 145 140 108 1,003 3,517 695 41 20,210
423 123 145 60 1, 067 3, 502 692 59 20, 198
241 87 9 36 973 3, 503 651 46 20, 165
311 121 62 52 572 -3,487 591 45 20, 143
371 85 40 1 585 3,529 669 66 20, 140
376 72 138 66 1,241 3,533 637 32 20, 139
518 166 58 1 020 3,603 804 55 19, 982
1926. o E :
January.......... 615 7% 25| - 54| 1,040| 350 573(. e8| 20,019
414 146 4 41 2,675 3,625 641 46 20,015
480 119 22 50 748 3,671 791 53 19,814
443 118 83 42 1,012 3, 669 744 63 19,
453 142 42 50 867 3,668 736 31 19,803
472 146 27 83 757 3,727 750 62 19,384
1927. 474 90 13 69 455 -8,721 702 48 19, 367

While these factors are not inclusive, they do indicate that the
volume of long-term financing in the fiscal year 1926 exceeded greatly
that of 1925, being particularly heavy both in corporate and municipal -
lines in the period from December, 1925, until the end of June, 1926.
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This swelling volume of demand for permanent capital reflected: the
prosperity and expansion that have prevailed :in business. - But so
prolific have capital accumulations been that an excess has found its
way into foreign securities and real estate operations in unprecedented
amounts. The demand for fixed capital in industry has not expanded .
as much as might ordinarily be expected, on account of the sﬁrplné,fe—f
capital equipment erected during the war, the increased efficiency in
the use of equipment through better organization and hand-to-mouth
practices, and the falling price level. '

Moreover, the supply of capital has been growing at an accelerated
rate. Steady employment at high wages but with fallmg cost of
living has resulted in a rapid increase in savings deposits. This is
‘the more remarkable when it is remembered that installment buymg
of merchandise has made great inroads on the normal increase of

savings accounts, for the practice of buying and then paying from

current earnings removes the occasion of accumulating funds in the
savings bank in advance of purchase. The rapid expansion of life-

insurance sales is similar evidence of high prosperity and thrift. All

savings kept on deposit or put into insurance reach the investment -
market. High general prosperity has also put corporate dividend
_payments on a new level. A further important factor of supply of

capital is the funds released by the Government’s policy of reducing

its debt, a reduction amounting to $841 000,000 from July, 1925 to

July, 1926.

The net result of all influences aﬁ’ectmg the demand and supply of
long-term capital the past two fiscal years has been an excess of
supply, permitting the market rate to fall and, as said above, the
flotation of the Treasury bonds of 1946-1956 at the favorable rate of
3 / per cent.

OBLIGATIONS OF FOREIGN GOVERNMENTS .

The total principal amount of obligations of foreign governients
originally beld by the Treasury was $10,338,058,352.20. For a state-
‘ment showmg the principal amount of such obligations by countries
and. classes and payments on account of principal thereof see Table
54, page 579, of this report. '

Debt-funding agreements executed pursuant to the authority of
the act of February 9, 1922, as amended by the act of February 28, .
1923, and as further amended by the act of January 21, 1925, provid-
ing for the funding of $9,811,094,094.03, principal amount of obliga-
tions of foreign governments held by the Treasury, have been con-~
cluded with the Governments of Belgium, Czechoslovakia, Estonia,
Finland, France, Great Britain, Hungary, Italy, Latvia, thhuama, .
Poland, Rumama and Yugoslavm
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* ‘There is set out below a statement showing by countries the prin-
cipal amount of obligations funded and the amount of accrued interest
thereon mcluded in the principal of the debt as funded:

Date of Original

Country agreement principal (net)

Funded jnterest Funded debt

.Aﬁg., 18,1925 | $377, 029, 570. 06 $40, 750, 429. 94 $417, 780, 000. 00
Oct. 13,1925 901, 879, 671. 03 23, 120, 328.97 1135, 000, 000..00

"Oct. 28,1925 12, 066, 222. 15 1,763, 777. 85 13, 830, 000. 00

May 1,1923 8,281,926, 17 718, 073. 83 , 000, 000. 00

.| Apr. 29,1926 | 3, 340, 516, 043.72 684, 483,956. 28 | 4, 025, 000, 000. 00

June 19, 1923 4 074, 818, 358, 44 525, 181, 641. 56 | 4, 600, 000, 000. 00

Apr. 25,1924 685 835. 81 253 164.39 1,939, 000. 00

Nov. 14,1925 | 1, 647 869 197.96 394, 130, 802.04 | 2/ 042, 000 000. 00

i..| Sept. 24,1025 5, 132, 287. 14 842, 712. 86 5, 775, 000. 00

Lithuania . Sept. 22,1924 4,081, 628. 03 1,048, 371.97 6, 030, 000. 00
LPoland.. oo oiooomian. Ceencnen Nov. 14,1924 159 666 072.39 18, 893, 027. 61 178, 560, 000. 00
Rumanis, Dec. 4,1925 36 128 494,94 8, 461, 505. 06 44, 590, 000. 00
‘Yugoslavia " .| May 3,1926 51, 037, 886. 39 11,812, 113. 61 " 62, 850, 000. 00

9,811,094, 094. 03 | 1,711,259, 905.97 | 11, 522, 354, 000. 00

.The funding agreements with Estonia, Finland, Great Britain,
Hungary, Lithuania; ‘Poland,.and Rumania_have been. ratified by
the United States and by their respective Governments and the
new obligations provided for in the funding agreements have been
delivered to the United States. The agreements with Belgium,
Italy, and Latvia have been ratified by the United States and the
several debtor Governments. The agreement yvith Czechoslovakia
has been approved by the United States. The commission has not
yet been notified that action to ratify the agreement has been taken
by the Czechoslovak Republic. The agreements with France and
Yugoslavia have been approved by the House of Representatives,
but not by the Senate. -The French -Government has not yet ratified
the agreement with France, while the ,agreement with Yugoslavia
has been approved by that Government.

Tor brief reports regarding: the negotiations and executlon of the
funding agreements, see the annual reports of the World War Foreign
Debt Commission contained in the annual reports of the Secretary
of the Treasury for the fiscal years ended June 30, 1922, 1923, 1924,
and 1925, and pages 57 to 79 of this report.

There is set out below a statement showing the pajfments on
account of principal of the funded obligations up to November 15,
1926:

In United States obligations

Country . Cash - - Accrued in- Total
: Face amount | terest to date .
of payment
Belgium. . ... . $2, 100, 000. 00 $2, 100, 000. 00
Czechoslovakia_. 3, 000, 000. 00 3, 000, 000. 00
-Finland » 000. 00 137, 000. 00
QGreat Britain 35,723. 62 70, 000, 000. 00
Hungary 19, 680. 50 19, 690. 50
173 RN P mrmocaaoas 5, 000, 000. 00
LLithuania —- 60, 225. 00 60, 225, 00
RUMANIA. e cceececiccmcacacacaaae 200, 000. 00 . 200, 000. 00
Yugoslavia. ..o ceiaaaaas - 200, 000.00 |... .- - 200, 000. 00

§,707,639.12 | 74, 787, 560, 00 221,726.38 | 80, 716, 915. 50
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There is set out below a statement showing the payments on
account of interest on the funded obligations up to November 15,
1926:

In United States obligations

of depion
of debtor
Country Govern- Cash ) Acerued in- Total
’ ments Face amount | terest'to date
of payment
© o
Belgiom____ . femcaaaeet $1,740,000.00 | o |eecceccacieeaas $1, 740, 000. 00
Estonif. cen o ocoaaaaccaca]anan 50,000.00 |..eon oo ferciceaciaaas 50, 000. 00
Finland.-... 783, 594. 28 $154, 750. 00 $550. 72 938, 895. 00
Great Britain. ..o |occeomoanao 49, 761, 339, 43 | 428, 742, 600. 00 1,376, 060.57 | 479, 880, 000. 00
Hungary._.. $43, 555. 50 103, 245. 06 . 146, 800. 56
Latvia oo e in 87,000.00 |.._ 87, 000. 00
Lithuania_ ... 135, 225. 00 2217, 708. 76 362, 931,76
Poland. ..t 1,750,000, 00 |- oo oo iiaiiacanas 1, 750, 000. 00

178, 780. 50

54, 502, 885. 53

428, 897, 350. 00

1,376, 611. 29

484, 955, 627. 32

For a detailed statement of the principal amount of the indebted-
ness of foreign governments as of November 15, 1926, payments
made on account of the principal thereof, and the interest accrued
and unpaid thereon as of the last interest payment date prior to or
ending with November 15, 1926, see Table 54, page 579.

A statement of the payments made on account of interest on obli-
gations. of foreign governments, funded and unfunded, appears as
Table 55, page 580. :

WORLD WAR FOREIGN DEBT COMMISSION

The present members of the World War Foreign Debt Comm1ss1on :
are:

Andrew W. Mellon, Secretary of the Treasury, " Chairm

Frank B. Kellogg, Secretary of State. \

Herbert Hoover, Secretary of Commerce. SN

Reed Smoot, United States Senator. e

Theodore E. Burton, Member of the House of Representatlves

Charles R. Crisp, Member of the House of Representatives.

Richard Olney, formerly Member of the House of Representatives.

Edward N. Hurley, formerly chairman of the United States Ship-
ping Board. ‘

Garrard B. Winston, Undersecretary of the Treasury, is secretary
of the commission.

There have been no changes in the membership of the commission
since the publication of the last annual report.

Summary of activities

There is set forth in the annual reports of the Secretary of the
Treasury for the fiscal years ended June 30, 1922, 1923, 1924, and
1925, a complete report of the activities of the commission to



58 " REPORT ON THE FINANCES

November 15, 1925.. The present report covers the period from
November 15, 1925, to November 15, 1926.

At the time of the creation of the commission the United States
held obligations of foreign governments, representing indebtedness
incurred in connection with the World War or arising out of conditions
resulting therefrom, aggregating in principal amount approximately
$10,102,000,000; Debt-funding agreements have been concluded
with Belgium, Czechoslovakia, Estonia, Finland, France, Great
Britain, Hungary, Italy, Latvia, Lithuania, Poland, Rumania, and
- Yugoslavia. These settlements represent $9,811,094,094.03, principal
amount of the obligations held by the United States, or more than 97
per cent of the total principal amount of obligations held when the
commission was created.

The World War Foreign Debt Commission was created by Congress
February 9, 1922, for a period of three years, and in 1925 its life was
extended for an additional two years. The existence of the World
War Foreign Debt Commission terminates, therefore, on February 9,
1927. The commission has’ pracmcally completed the work intrusted
to it by Congress, and I do not now believe that its life need be
extended. Greece has not funded its debt, but has requested addi-
tional advances under credits heretofore established. In this case
the commission has taken the position that it will not make such"
advances without specific authority from Congress, and the matter
is now before that body. If the occasion should subsequently arise
to undertake negotiations covering debts not yet funded, the matter
might be handled informally by the Secretary of the Treasury with
such former members of the debt commission as are in Washmgton
and reported direct to Congress. o

The prmclples applied by the debt commission in the negotlatlons
consummated since the last annual report of the Secretary of the
Treasury are discussed in the statements made by the Secretary of
the Treasury to the Ways and Means Committee of the House of
Representatives under date of January 4, 1926, and May 20, 1926,
copies of which appear as Exhibits 12 and 36, pages 206 and 251, of
this report, and in various press releases, which appear as Exhibits
13, 15, 24, 30, 32, and 34, pages 213, 216, 230, 241, 243, and 249,
respéctively. ‘It seems unnecessary, therefore, to. discuss in detail
again the principles of these settlements, but it might be well to
repeat the general considerations which in the opinion of the debt
‘commission controlled ‘the terms of payment. :

After the war the United States held large amounts of demand,
obligations of many nations in Europe. These notes of hand
could not be paid according to their terms, and it became necessary -
for the United States to make ad] ustments so that definite settlements
could be had. The debt commission was established by Congress and
undertook the negotiation of funding agreements. The policy
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pursued was to -treat each debtor nation on the basis of its particular
capacity to pay the debt. The first element was time. It would
have been preferable, of course, to have the matter out of the way
- within a generation, but to insist upon such a period, brief as nations
- go, would have been out of the question. This very extension-of
time has been criticized as not an indulgence but a hardship to the
debtor nation.. No one likes to pay a creditor over a 62-year period.
But if the whole debt can not be paid on demand, no other course was
open except to extend the period of repayment. This was done in the
first settlement, that with England, and similar extensions have
been granted to all other nations. The second problem was the
amount to be paid in the earlier years. It is these years that are the
most difficult, because postwar readjustments are still incomplete,
and it is here that America has been most lenient. No debtor nation
will deny that the payments provided for these earlier years-are
well within its capacity. The third question was the later years.
No one can insure the fufure, but given normal conditions, it is
believed a true balance has been held between the duty of the debt
commission to the American taxpayer and fairness toward those
nations to which was extended aid during and after the war. The
debts-have not been canceled, but the impossible has not. been
demanded. Since these settlements, England’s excepted, have but
recently been completed, the American debt has meant practically
nothing to continental Europe in the eight years since the armistice,
and it can not become too heavy a load in the next few years. There-
. after, much depends upon .the progress of the world. With peace and
the development of trade internally and externally, these settlements.
are quite workable. The principal fact is that settlements have been
made and a fair trial can be had, not on theory but in practice. The
debtor nations know what should be provided in their budgets and
uncertainty is eliminated.

From abroad has come again the suggestion that the indebtedness
of the nations of Europe between themselves and with the United
States should be canceled or should be pooled and a general joint
settlement take place. There has been some repetition of this sug-
gestion in the United States, and my position on the question of debt
cancellation appears in a letter from me to Mr. Frederick W. Peabody,
of July 14, 1926, Exhibit 40, page 259. This suggestion- has been
presented in various forms, but upon analysis its essential basis seems
to be a belief that the advances of the United States during the war
were in the nature of subsidies and were, theréfore, not loans gt all,
or that these advances were contributions to a joint undertaking and
should be settled jointly by clearing one against the other. The
position of the debt commission that the advances were loans to be
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repaid and that each debt must be funded on the basis of the capacity
to pay of the particular debtor has been the consistent policy of the
United States from the first. Until the war ended no intimation was
made that these advances were subsidies, or that they were contribu-
tions to a joint cause, or that they would be the subject of a general
pooling after the war.

Contemporaneous construction by the parties involved is the most
conclusive evidence of the true meaning of their actions. In this
connection the quotation following is interesting. On April 5, 1917
(war was declared April 6, 1917), our ambassador was instructed at
the instance of the Secretary of the Treasury to learn from the French
Minister of Finance the amount of loan or credit that would most.
assist the French Republic during the next six months. The ambas-
‘sador immediately conferred with the French Premier, Ribot, who
had been for several years previous Minister of Finance. Mr.."
Thierry was then Minister of Finance, but was out of Paris. Our
ambassador had a conference with the Premier and wired the Secre--
tary of State on April 11, 1917:

The Premier personally expressed the hope to me that no resolution would be-
introduced or debated in Congress tending to make a gift to the Government of”
France from the United States however much the sentiment of good will prompt-
ing it might be appreciated by the French people. In view of France’s action in.
the Franklin agreements in the years 1782 and 1783 in the time of our own distress,’
I hope I may be permitted to suggest that it would appear to be a generous and.
gracious thing should such an arrangement prove feasible in making the French
loan at this time to stipulate that no interest shall be charged or be payable on.:
such a loan during the war and thereafter for a limited number of years.

An article in Le Matin of June 28, 1926, purports to contain copies.
of cables between Ambassador Jusserand and the French Premier-
about the time when the first advances were being made. The:
following are. trauslations of the dispatches:

DirLoMATIE Paris:
ApriL 12, 1917.

I have just had an interview with the Secretary of the Treasury regarding our-
financial needs. The amount of $133,000,000 a month drew no observation from
him; the amount of $218,000,000, which would be reached by adding our expenses:
outs1de the United States, a.ppealed hlgh to h1m, but it is not lmp0s51ble that we-
shall get it.

As one of our allies has made some remarks on the necessity of equal treatment.
for all, under the pretext that the contrary would be humiliating, special favors
for France are no longer spoken of, although it is possible that more will be heard-
of this later.

The rate of interest will be the same that the Government of the United States.
will be able to obtain, probably 314 per cent, with a guarantee that if subsequent
loans are made at & higher rate, the same interest will be paid to the holders of:
the first loan.
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This interest, by the terms of the law, shall be paid by all the allied countries
concerried: As to the ‘term for repayment, I mentioned (supposing this to be
desirable) that of 15 years. Mr. McAdoo said that he had no objection to that.

(Signed) JUSSERAND.

ApriL 17, 1917.

I shall do my best in the matter of repayment in 25 years, but I can not refrain
from pointing out how much easier things would have been made for me if,
instead ‘of speaking, as was done, in the imprecise terms, in your telegram No.
536, of & term “as long as possible,” the department had told me 25 years, since
'it had a settled idea on this subject. .

I believed that I had good reason to suppose that 15 years would be consid-
ered satisfactory.

I can not too urgently recommend the utmost possible precision in all these
. practlcal and urgent affairs with which I am now occupied.
(Signed) . JUSSERAND.

Paris, April 19, 1917.

i

- FRENCH AMBASSADOR, Washington:

The Minister of Finance insists that the term of amortization shall be 30
years, a normal:and miihimum term in such operations. While thoroughly
understanding the difficulties indicated in your telegram No: 477, I transmit
the pressing communication which I have received.

(Signed) Risor.

The foregoing shows that no idea of subsidy existed at the time
the loans were made.

The principles upon which the Amerlcan Treasury acted in deter-
mining the purposes for which war loans should be made are described’
in an article by former Assistant Secretary of the Treasury Rathbone
in Foreign Affairs for April, 1925, as follows:

The financial requirements of each of the allied and associated Governments
fell into three classes—according as they arose at home, in allied or associated
countries, or in neutral countries. In general, the view of the United. States
Treasury was that the first class-could and should be met by the Government
concerned through taxatlon ‘of domestic loans; that as regards the second class,
each country (if necessaty)* should stand ready to provide or arrangé firance for
the requirements of its allies for expenditures within its borders; and that expend-
itures in neutral countries should, for reasons of finance, be reduced to s mini-
mum and should be met under some equitable arrangement by those countries
sble to provide the necessary finance in the required currency.

* % * * * * *

For its own war purposes in Great Britain, France, and Italy, the United States
did not boiréw pounds or francs or lite. Our' Treasury was obliged to procure
“these currencies for the use of our ‘Army abroad. We bought pounds, francs,
and lire from the Governments of Great Britain, France, and Italy, and made
payment therefor in dollars here. The dollars thus obtained by Great Britain,
France, and Italy were applied by them toward the cost of their war purchases
here, and thus the amount of the dollar loans required by these countries from
our Treasury was diminished in a corresponding sum. * * *

The United “States financed  its own- requirements-in: neutral-countiiess To™
some extent our loans to support sterling exchange (which are referred to here-

" after) provided the means necessary to pay for British purchases in neutral
countries, and to the extent they did not suffice Great Britain ‘obtained for
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herself the neutral currencies she required. Direct aid was required, however,
chiefly by France and Italy, to finance much of their necessary war purcliases in
neutral countries. It was evident that the United States or Great Britain or
both would-have to find much of the finance required by France and Italy in
neutral countries. There was no particular principle under which all such
finance should be furnished by one of those countries and none by the other;
both the United States and Great Britain were financially able to assume and
to carry the burden. Great Britain before we entered the war had supplied
such neutral finance as France and Ttaly required and had riot’ been able them-
selves to supply.- Until we declared war on Germany the war. had been the
Allies’ war, not ours, and our Treasury therefore could not accept the theory
that, because before we entered the war Great Britain alone had furnished the
assistance required by France and Italy for finance in neutral countries, it was
our duty alone to furnish such assistance after we entered the war. .
Various considerations had to be taken into account in determining how and
to what ‘extent the United States should aid in financing, in neutral countries,
necessary requirements of France and Italy arising from the time we entered
the war. Great Britain, as the great creditor nation, had available facilities for
obtaining neutral finance which we, at that time a debtor nation, did not have.
The apparent large balance of trade in favor of the United States, after there
had -been-eliminated therefrom the United States exports paid.-for by.the dollars.
which we had loaned the allied Governments, became a heavy adverse balance-
against the United States, and this seriously handicapped the ability of the
United States to furnish financial aid to allied Governments in neutral countries.
Through its pre-war commerecial interests and its well-established war organi-
zations, Great Britain was actually in a better position than we were in, or
could put ourselves in, to handle the obtaining and utilizing of such neutral
finance. Great Britain had capital interests in many neutral countries, and for
years the ocean transportation of exports and imports of neutral countries had
been largely carried on by British ships. Between April, 1917, and November, .
1918, as compared with the currencies of Sweden, Norway, Denmark', Holland,
Switzerland, Spain, India, Japan, the Argentine, Chile, Peru, and Bolivia, the
dollar was at a discount and generally at a very heavy discount, and the pound
was at-an even heavier discount than the dollar. Consequently, purchases ip
these countries, if paid for in dollars or in pounds at their ¢urrent exchange value,
meant-costs. largely in excess of the high .war. prices as-measured in terms of the,
“~eurrencies of these countries. If we alone were t0 finance-these neutral require-~
ments, it was as a practical matter impossible for us to delegate to Great Britain
the control of the expenditure of our dollar loans for the neutral requirements
of France and Italy for which they were unable themselves to provide. For
the reasons elsewhere referred to, from the financial standpoint it was to our
interest, and to the interést of Great Britain as well, that purchases which France
and Italy could make in the United States or in Great Britain should be made
there rather than in neutral countries. After we entered the war, in view -of
the considerations mentioned, Great Britain continued to furnish in the first.
instance most of the neutral finance required by France and Italy; -but the.
United States Treasury, heing prepared to bear its fair portion of the burden
of securing finance for France and ltaly in neutral countries, effected arrange-
ments by which, after we entered the war, such purchases were ultimately in
part financed by our dollar loans to France and Italy. The.cost of the.neutral.
finance,so found after we entered the war was ultimately furnished, in the case
of Italy, approximately one-half by the United States and one-half. by Great
Britain, and in the case of France somethmc over one-half by the United States -
and the balance.by Great Britain. o - : :
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.Having thus fixed its general policy as to which: countries should be the
lenders, the United States Treasury formulated its general policy as to the.allied
Governments which should. be the borrowers. This.was; that our loans should
be .made to each allied Government to meet the cost of commodities purchased:
here for its own use; that we would not.loan to one Govérnment the dollars:
needed for purchases to be made by or on behalf of ansther Government, and:
that neither the financial condition of the borrower nor questions of political .

~expediency in our-own. country. should be factors in.determining the Govern-
ment to which our dollars should be loaned and -whose. obligation we would
consequently take. : : -

"The question of a general joint adjustment of all debts arising out'
of the war did not arise until after the armistice. It first appears to
have been informally suggested by the British Chancellor of-the
Exchequer to Assistant Secretary of the Treasury Crosley, who
was then in Europe, repudiated by him and apparently dropped for
the time being.

On January 15, 1919, Mr. Edouard de Bllly, French Deputy ngh
Commrssmner, wrote Secretary of the Treasury Glass as follows:

You are undoubtedly aware that several times lately I have had occasion to-
call the attention of Mr. Leffingwell and Mr. Rathbone to the question of defi-
nitely settling the status of the advances made up to the present by the United-
States Treasury against the demand obligations of the French Government. ‘

‘The procedure to be followed in this connection appears of such importance
to my Government that I deem it necessary, at the request of Mr. Klotz, to’
give you in writing the French Government’s point of view as already gwen
verbally to Messrs. Leflingwell and Rathbone.

Although prepared to abide by your final decision, my Government is desirous
of submitting to your kind consideration the reasons for which it appears that
the question of the reimbursement of the debts of the Allies can be satisfactorily’
settled only at a conference to be held in Paris during the peace negotiations.

- The financial relations among the Allies, brought-about by the war, are closely
interwoven. The British and French Governments have both  borrowed from
the United States; but France-is also a.debtor of England. The French and
Italian Governments have both borrowed from' the United States; but Italy’
is also a debtor of France. Although a debtor of the United States and of Great
Britain, France has loaned about 10,000,000,000 francs to its allies. .

It appears to. my Government that, if the future adjustment of such mutuak
accounts is to be made the object of separaté and distinet agreements, privileged
situations might arise to the prejudice of some of the governments concerned.
If, on the contrary, all questions of debit and credit were considered at the same
time, and as a whole, it would be easier, accordlng to equlty, to settle the respec-
tive situation of these governments. . J ’ g

-"On the other hand, it appears that the poss1b1hty of reithbursement by certam*
governments may be deeply affected by the conditions of the Treaty of Peace,

- especially by the indemnities to be received -evéntually from Germany and, in’
the case of some countries, as Serbia for instance; by the dxstnbutlon of terrltory
and the estabhshment of new boundary lines. - R o

““In short, the French Government looks upon these questions. as concernmg"
all the Allies and demanding a general and simultaneous settlement; in- which),
at ‘the same time, would be taken into consideration the respective- pos1t10n8‘
of each of the interested governments toward the others, and the reaction which
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the peace conditions might have on the financial poss1b111t1es of these Govern- .

ments.

My Government would consider it a favor to know the views of the Treasury
on this most complex problém, especially as in the beginning my Government
had understood that its views corresponded to those expressed on various
occasions by the representatives of the Treasury. : :

On January 29, 1919, Secretary of the Treasury Glass rephed to
Mr. de Billy’s letter of January 15, 1919, as follows:

I have received your letter of the 15th instant, in which you set forth certain
considerations’in regard to the formulation of the scheme of repayments by your
Government of loans made to it by the United States.

I am entirely in accord with the view that the scheme should take into account
the recoveries from the enemy which are likely to be effected by your Govern-
ment. I de not, however, feel that these considerations lead to the conclusion
that discussion of the plans for repayment of debts due to the United States can
advantageocusly be undertaken in Paris in conjunction with the Peace Conference.
The conclusion I draw therefrom is rather that the United States should be
willing to postpone discussions until the probable amount, time, and form of
recoveries from the enemy can be estimated and the financial position of the
receiving Government considered in the light of this information.

I have heretofore stated to representatives of various of the allied Govern-"‘ )
ments, that, if they desire, I am quite ready to discuss with them the questions:
relating to any plan for the repayment of their obligations held by the United

.States. This I am prepared to do as I do not think the arrangemerts between -
the United States and the Governments to.which it has made advances can
well be uniform or should necessarily be entéred into simultaneously. On the
other hand, I have no wish to press the immediate cons1derat10n and discussion
of these questions upon any Government.

I recognize that in case a country has borrowed of more than one of the Govern-
ments associated in the war, it would be difficult to reach an equitable arrange-
ment unless the arrangements which could be made by the borrowing country
with - the other associated Governments which had lent it important amounts
were taken into account, but I can not see that any country is concerned in such:
~arrangements other than the borrowing country and the particular countries
which have made advances to it. I agree with you that where two or more of the
associdted 'Governménts have made loans to the same Government, none should

seek any unfair priority or advantage over others’ in terms of" repayment tand T

T am confident that all the associated Governments will be animated by this
principle. I assume that consideration of the advances to Russia must for a
time be postponed and the other cases, where both the United States and France -
made advances to the same Government, are few in number, and only Great
Britain, besides the United States, has made loans to France, and I do not
anticipate that the treasuries of the respective countries will have any difficulty-
in-arriving at arra_ngerr“xents which will be equitable and free from discrimination.
After giving the views of your Government as expressed in your letter
careful consideration (the more so in view of the cordial expression of readiness to ..
accept the conclusion of the United States Treasury.upon the question), I feel
that discussion of the scheme of repayment of debts due to the United States
should take place in Washington as soon as possible after the financial terms

of the peace settlement have been: decided, or earlier in the case of any Govern-. »

ment which so desires. I should: expect that whe t e it
tiated by any country that country will join with me in the desire that any. other,

N
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associated governments which shall have made loans to the,country in question
- will be asked at the same time to discuss with the borrowing country the scheme
for the repayment of the debt held by such other associated Government, and
that no final conclusion would be arrived at in respect to the obligations,
acquired during the war, of any one of the associated Governments without the
previous knowledge of all the associated Governments which have during that
period made loans of an important amount to the Government in question.

Mr. J. Simon, of the French High Commission at Washington,
wrote Secretary Glass on February 5, 1919, as follows:

The attention of my Government has been called to an article published recently
in the Washington papers, according to which President Wilson is said to have
been approached by French officials with a view of having the United States
share the war expenditures of the Entente in the same proportion as if your

+ Government had entered into the war in August, 1914.

The Prime Minister of France has cabled me in order to deny most emphati-
cally that such a suggestlon has ever been made to Pres1dent Wilson by any
French official.

On March 8, 1919, Assistant Secretary of the Treasury Rathbone
wrote to Mr, de Billy, Deputy French High Commissioner at-Wash-
ington, as follows:

I learn that at a meeting of the Financial Drafting Committee appointed by.
the Executive Council of ten at the peace conference one of the allied govern-
ments having proposed as one of the financial questions affecting peace, the
reapportionment and consolidation of war debts, this proposal was strongly .
supported by the representatives of your Government, Mr. Klotz taking the ’
position that this question must be discussed while the delegates of all the powers
are in Paris. While I understand that the drafting committee did not report
this question as one to be dealt with in the peace treaty, I understand that it
did report to the Executive Council as a question which had been raised, ‘ Inter-
allied agreements as to the consohdatlon reapportionment, and the reassumption
of war debts.”

I need not dwell on my surprise at the position taken by Mr. Klotz on beha.]f

-of .your :Goyernment, particularly.in.view:of.your. letters of. December 27, 1918,
and February 5, 1919, as to which T testified before the’ Ways and Means Com-
mittee of the House of Representatives of the Congress at the recent hearmg on
the Victory Liberty bond bill.

I have, however, to state most emphatically that the Treasury, which, as
- you are aware, is clothed by the Congress with full authority to deal with foreign
loans which it has made, will not assent to any discussion at the peace conference,
or elsewhere, of any plan or arrangement for the release, consolidation, or reap-
portionment of the obligations of forelgn Governments held by the United
States.

You will appreciate also that the Treasury can not contemplate continuance
.of advances to any allied Government which is lending its support to any plan
which would create uncertainty as to its due repayment of advances made to it
by the United States Treasury.

I should be obliged if you would commumcate to your Government the views
of the Treasury as expressed above, and 1 shall be anxious to receive its reply.

~ Assistant Secretary Rathbone was advised by Mr. de Billy on
March 10, 1919, that the contents of his letter had been transmitted
. b9, his Government by.cable.




66 "."REPORT ON THE FINANCES

'On March 18;°1919, Mr. de Billy wrote'Mr. Rathbone as follows:
" By your letter of March 8 you informed me that at a meeting of the financial
drafting committee in Paris one -of the allied Governments having proposed,
‘as one of the questions affecting peace, the reapportionment and consolidation
of war-debts, this proposal was strongly supported by the representatlves of
the French Government.

You expressed your surprise at the position taken by Mr. Klotz, and you
fequested me to communicate to my Government the v1ews of the Treasury

concerning ‘this question.
B | have just-received an answer from Mr. Klotz by cable, the gist of whxch I
glve you below:

The . proposition referred to was presented to the commission encharged by
_the executive committee with the study of the financial questions at a time
when the rdle of this commission was reduced to the establishment of a list of
the questions to be submitted to the executive committee, which had subse-
‘quently to decide which questions should be retained, and'in such case, to whom
their examination.should be confided. The Italian delegation of the said com-
mission having proposed that the question of the division among the allies
of the total of the war expenses be inscribed on this list and a discussion having
begun on this. point, the- French delegate asked that the Italian proposition be
not discarded a pr10r1

The purpose of the commission was purely and srmply to make a list of the
questions which the representatives of the Powers now assembled in Paris might
-find it expedient to consider either in the general meetings or in meetings limited
to the governments directly interested; the inscription of the Italian proposition
on this list would not in any way preclude the decision of the executive committee.

Furthermore, Mr. Klotz points out that with reference to the attitude of the
French officials toward the principle involved in this question, the French Gov-
‘ernment never made any ‘declaration favoring either the Italian proposition or
any other similar proposition reproduced in the press or in the French chambels.

It is to. be noted that Assistant Secretary Rathbone’s letter of
March 8, 1919, to Mr. de Billy, Deputy French High Commissioner,
stated that the Treasury could not contemplate continuance of
advances to any allied government lending its support to a plan which
would - create uncertainty.as to its due repayment of advances made
to it by the United States Treasury. Mr. de Billy in his reply of
March 18, 1919, removed this uncertainty as to due repayment.
The cash advances of the United States to France subsequent to
Mareh 18, 1919, aggregated $690,000,000, and in addition there was
an indebtedness of $407,000,000 incurred by France to the United
States in the purchase of war stocks, 8 total of approximately
$1,100,000,000.

. The correspondence then shlfted to England On November 8,
1919 Mr. Basil P. Blackett, British ﬁnancml representative in Paris,
wrote to Assistant Secretary of the Treasury Rathbone, also in Paris,
as follows: .

I have now had an opportumty of dlscussmg Wxth the Chancellor of. Exchequer o

,'the questlon of the conversion 'of ‘the demand’ obhgatxons ‘of “the ' British ‘and -

‘allied Gévernments held by the: United States' Treasury into the form of long-
term bonds. The Chancellor of Exchequer desires me to say that,-on the under-~
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standing that such conversion will not in any way prejudice the general question
of interallied indebtedness, to the ultimate settlement of which along broad
lines he attaches great importance, he is of opinion that a satisfactory solution
of the particular question of conversion of demand obligations can quickly be
reached along the general lines tentatively proposed in the memorandum which
you gave me on Saturday, November 1st. As I stated to you.in - Paris, the
-Chancellor of Exchequer is prepared to give analogous treatment to the obliga-
tions of allied governments held by the British Treasury. In this connection
he desires me to express his‘entire concurrence in your view that their commu-
ity of interests as the two chief creditors.makes close cooperation between the
‘British and American Treasuries of vital importance in these matters.

It is his strong hope that the two treasuries will work together with a view to
finding the right solution for the important problems which have arisen and

will arise in regard to questions of interallied indebtedness and German reparation.

On November 18, 1919, Assistant Secretary Rathbone rephed
‘stating in part: '

I note that the chancellor attaches great importance to the ultima;te settlement
:along broad lines of the general question of interallied indebtedness. Just what
is meant by that expression I do not know, but feel confident there is no such
-question now .under discussion or consideration. The United States Treasury
has in no wise changed the views it has expressed, or modified the positionthat it
‘hag taken in the past, and regards the several obligations of the various allied
‘Governments held by the Government of the United States as representing the
debt of each to the United States.

Op February 4, 1920, Mr. Blackett wrote Mr Rathbone and
referred to the mteralhed debt problem, saying:

They have more than once suggested informally to representatives of the
United States Treasury that steps should be taken by the two Governments
in concert to find some large solution of this problem, and as you are aware the
‘Chancellor of the Exchequer expressed himself ready to take any steps towards
relieving the Governments which are .debtors to the British Government of the’
‘burden of their debts which the United States Treasury might feel able to
propose in-regard-to the obligatiens of the Governments which . it,.holds.- . The

:suggestions have not'hitherto been placed ‘on formal record and it is- for the pur- .

'pose of formal record that they are mentloned here.

On February 9, 1920, the British chargé d’affaires at Washmgton

handed Assistant Secretary Leffingwell a message from the Chan-
cellor of the Exchequer in thch the following appeared:
#* % * we should welcome a general cancellation of intergovernmental war
debts. © The moral effect would even be a greater practical change and fresh hope
and confidence would spring up everywhere. The existence of these mternatxona]
debts deters neutrals from giving assistance, checks private credits, and will, I
fear, prove a disturbing effect in future international relations.

" On March 1, 1920, Secretary Houston sent the Bntlsh chargé
»d’aﬁmres a reply for transmission to the chancellor:

Your recent. message through the British Embassy in whlch .among other"'* s

things you suggest. a general cancellation of intergovernmental war debts, has
been received, and Rathbone has transmitted a copy of the communication



68 ) REPORT ON THE FINANCES

sent him by Blackett dealing with the funding o the demand obligations of the
allied Governments held by the Umted States and England, respectlvely, in

which the same subject is raised. i ‘
* * * * * . * *

. As to the general cancellation of intergovernmental war debts suggested by
you, you will, I am sure, desire that I present my views no léss frankly than you
have presented yours. Any proposal or movement of such character would,
I am confident, serve no useful purpose. On the contrary it would, I fear, mis-
. lead the people of the debtor countries as to the justice and efficacy of such a
plan and arouse hopes, the disappointment of which could only have a harmful
effect. I feel certain that neither the American people nor our Congress whose
.action on such a question would be required is prepared to look with favor upon
such a proposal.

. Apparently there are those who have been laboring for some time under the
delusion that the inevitable consequences of war can be avoided. As far back as
January a year ago, before it could possibly be foreseen whether any measures
were necessary other than the adoption of sound economic policies, various schemes,
including that of a cancellation of intergovernmental war debts, were launched.
Of course I recognize that a-general cancellation of such debts would be of advan-
tage to Great Britain and that it probably would not involve any losses on her
_.part... As there are no obligations of the United States Government which
would be canceled under such a plan, the effect would 'be that, in consideration
of a cancellation by the United States Government of obligations which it
holds for advances made to the British Government and the other allied
Governments, the British Government would cancel its debts against France,
Italy, Russia, and her other allies. Such a proposal does not involve
mutual sacrifices on the part of the nations concerned. It simply involves a
contribution mainly by the United States. The United States has shown its
desire to assist Europe. Negotiations for funding the principal of the foreign
obligations held by the United States Treasury, and for postponing or funding
the interest accruing during the reconstruction period are in progress. Since
the armistice this Government has extended to foreign governments financial
assistance to the extent of approximately four billions of dollars. What this
Government could do for the immediate relief of the debtor countries has been
done. Their need now is for private credits. The indebtedness of the allied
..Governments to each other and to the United States is not a present burden
" apon the. debtor Governments since they are not paymg intereést or even, as far
as I am aware, providing in their budgets or taxes for the’ payment of either
principal or interest. At the present time the foreign obligations held by the
.Government of the United States do not constitute a practical obstacle to obtain-
ing credits here, and I do not think that the European countries would obtain
a dollar additional credit as a result of the cancellation of those obligations. The
proposal does not touch matters out of which the present financial and economic
difficulties of Europe chiefly grow. The relief from present ills, in so far as it
can be obtained, is primarily within the control of the debtor Governments and
peoples themselves. Most of the debtor Governments have not levied taxes
sufficlent to enable them to balance their budgets, nor have they taken any
energetic and adequate measures to reduce their expenditures to meet their
income. Too little progress has been made in disarmament. No appreciable
progress has been made in deflating excessive issues of currency or in stabilizing
the currencies at new levels, but in Continental Europe there has been a constant
increase in note issues. ~Private initiative has not been restored. Unnecessary
and unwise economic barriers still exist. Instead of setting trade and commerce
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free by appropriate steps there appear to be concerted efforts to obtain-from the
most needy discriminatory advantages and exclusive concessions.” There is. not
yet apparent any disposition on ‘the part of Europe to make a prompt and
reasonable definite settlement of the reparation claims against Germany or to
adopt policies which will set Germany and Austria free to make their necessary
contribution to the economic rehabilitation of- Europe

After taking all the measures within their power, one or more of the debtor
Governments may ultimately consider it necessary or advantageous to make
some general settlement of their indebtedness. In such a case they would, I
presume, propose to all creditors, domestic and foreign, a general. composition
which would take into account advantages obtained by such debtor country
under the treaty of peace. How the American people or the American Con-
gress would view participation in such a composition I can not say. It is very
clear to me, however, that a general cancellation of intergovernmental war
debts irrespective of the positions of the separate debtor Governments is of no
present advantage or necessity. A general cancellation as suggested would,
while retaining the domestic obligations intact, throw upon the people of this
country the exclusivé burden of meeting the interest and of ultimately: extin-
guishing the.principal of our loans to the allied Governments. This Nation has
neither sought nor received substantial benefits from the war. On the other
hand, the Allies, although having suffered greatly in loss of lives and property,
have, under the terms of the treaty of peace and otherwise, acquired very con-
siderable accessions of territories, populations, economic and other advantages.
It would therefore seem that if a full account were taken of these and of the
whole situation there would be no desire nor reason to call upon the Government
of this country for further contributions.

On March 13, 1920, the British chargé d’affaires at Washington
transmitted to the Secretary of the Treasury a message from the
Chancellor of the Exchequer, from which the following ‘appears:

I am much obliged for the full and interesting reply which you have been good
enough to make to my message to Leffingwell.

I fully appreciate the attitude of the United States to any proposal for a mutual
cancellation of international war indebtedness. I had no intention of renewing
this proposal to which I referred only in order to respond fully to Leffingwell’s
request for my appreciation of the general situation of Europe as well as of this
country.

On May 21, 1920, Austen Chamberlain wrote Assistant Secretary
Rathbone at Parls as follows:

The Cabinet has this morning given prolonged and careful consideration to
the proposals which have been discussed between us for the treatment of British
indebtedness to the American Government and the parallel treatment by both’
the United States and Great Britain of the debts due to them by France, Italy,
and other allied Governments.

Since I had my last meeting with you the dlscusswn between the Prime
Ministers of France and Great Britain at Lympne have on the initiative of the
French resulted in an agreement that in order to provide a solution for the
economic difficulties which are gravely weighing upon the general situation of the
world and in order to mark a definite beginning of the era of peace the settlement
of the debts between them and the other European Aliies should proceed on par-
allel lines with that of the reparation debts of the Central Empires.

The question of European indebtedness to America was not discussed at this
conference at which no American representative was present, but before proceed-
ing further with the consideration of detailed proposals for the treatment of the
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British debt to.the United States Government which as explained by you were’
intended  to form the basis for similar arrangements between the United States
and .Great- Britain on- the one hand and the allied nations indebted to both of-
them on the other, we feel that their applicability to the general situation must
be further explored and that it raises questions of great importance unsuited for-
departmental treatment between our two Treasuries.” Discussions.on the subject:-
took place at an earlier stage between President Wilson and ‘the Prime Minister
and the Prime Minister proposes now to resume these discussions and will send
a communication - on this subject.for the President’s consideration.

On May 24, 1920, Assistant' Secretary Rathbone rephed:

In view of the communication which the Prime Minister is about to send to the
President, I have referred your letter to the Secretary of the Treasury and shall
not now attempt to discuss the matter you refer to beyond restating the view of:
the United States Treasury that the questions relating to the debt of the British
Government to the United States Government must be settled by those two.
Governments only, and that the indebtedness of other governments to the Ameri-
can Government or to the British Government, and the payment by Germany
of reparations, are in no way related to the postponement of interest upon and
‘funding of the obligations of the British Government held by the United States.
Treasury, nor to the other matters which were discussed dunng my month’
stay in England for tHat purpose.

On June 26, 1920, Secretary Houston handed to Sir Auckland.
Geddes a memorandum, section IT of which follows: ’

It has been at all times the view of the United States Treasury that questions:
regarding the indebtedness of the Government of the United Kingdom of Great
Britain and Ireland to the United States Government and the funding of such.
indebtedness had no relation either to questions arising concerning the war loans.
of the United States and of the United Kingdom to other governments or to
questions regarding the reparation payments of the Central Empires of Europe.
These views were expressed to the representatives of the British Treasury con--
stantly during the period when the United States Government was making loans.
to the Government of the United Kingdom and since that time in Washington,
in Paris, and in London. The views of the President on the subject were stated’
at length to the Prime’Minister in a letter dated May 5, 1919. :

In aletter of J uly 23, 1920, to Mr. Celier, of the Ministry of Finance-
of France, Mr. Norman H. Davis, Undersecretary of State, wrote-
as follows:

I may say, however that the vague reports to the effect that it had been
decided that the various intergovernmental debts and the settlement thereof
would be made to depend directly upon the settlement of collection from Ger--
man reparations appeared to have a rather adverse reaction here:

It is felt here-that the obligation, on the part of debtor countries to liquidate-
war debts is:a matter, entirely independent of the reparation problem. The-
moneys were loaned before the question of reparations from Germany could be-
considered. It is of course realized that: the ability to pay these war debts in.
full will in some-cases depend upon the economic recovery of the debtor country,.
and that the amount received by way of reparations will be one of the elements.
in such recovery. It is hard for the people of this country; however, to see the-
justification for any plan of assignment of German reparation obligations in.
payment: of war debts, or the using of reparation payments as a controlling index.



SECRETARY OF THE TREASURY 7L

of paymerits to-be required on war loans, when these loans and reparation obliga-:
tions have no connection and regeipts from reparations have at hest only an
indirect and partial relation to the ability of the debtor nations to pay. It would:
be impossible for me to express a personal opinion on any contemplated settle=
ment of the reparations problem without more specific information than is con-:
tained in your letter. If the Secretary of:the Treasury were inclined to tie up
the reparation question with -intergovernmental indebtedness, which I believe:
is'not the case, it would be impossible for him to-do so without congressional.
approval, which, in my judgment, is out of the question. Under existing cir-
cumstances, I fear that any agitation along this line will simply be misleading -
and make it more difficult eventually for this country to participate and coop-
eratewi’th other countries in the adjustment of existing economic problems.

* On August 5, 1920, Mr. Lloyd George, Prime Minister of England,
wrote President Wilson as follows: '

= I come now to the other guestion I wish to write to you about, and that is the
knotty problem of interallied indebtedness. Indeed, I promised Mr. Rathbone:
long ago that I would write to you aboutit, but I have had to putit off for one reason:
and another till now. The British and French Governments have been discussing
during the last four months, the question of giving fixity and deﬁnlteness to
Germany’s reparation obligations. The British Government has stood steadlly
by the view that it was vital that Germany’s liabilities should be fixed at a
figure which it was within the reasonable capacity of Germany to pay, and that
this figure should be fixed without delay because the reconstruction of Central
Burope could not begin nor could the Allies themselves raise money on the
strength of Germany’s obligation to pay them reparation until her liabilities
. have been exactly defined. After great difficulties with his own people, M.
Millerand found himself able to accept this view, but he pointed out that it was
impossible for France to agree to accept anything less than it was entitled to
under the treaty unless its debts to its. Allies and assocmtes in the war were
treated in the same way. :

This declaration appeared to the British Government eminently fair. Bu‘t
after careful consideration they came to the conclusion that it was impossible
to remit any part of what was owed to them by France except as part and parcel
of all round settlement of-interallied indebtedness. I need not go into the
reasons which lead to this conclusion which must be clear to you. But.the
principal reason was that British public opinion would never support a one-
sidéd arrangement at its sole expense, and that if such a one-sided arrangement
. were made it could not fail to' estrange and eventually embitter the relations
between the American and the British people with calamitous results to -the
future of the world. You will remember that Great Britain borrowed from the
United States about half as much as its total loans to the Allies, and that after
America’s entry into the war, it lent to the -Allies almost exactly the same amount
as it borrowed from the United States of America. Accordingly the British
Government has informed the French Government that-it will agree to any
equitable arrangement for the reduction or cancellation of interallied indebtedness,
but: that such an arrangement must be one that applies all round. As you know,
the representatives of the Allies and of Germany are meeting at Geneva in a
week or two to commence discussion on the subject of reparation..

I recognize that in the midst of a presidential election and with Congress not
in session it is impossible for the United States to deal with this question in a’
practical manner, but the question is one of such importance to the future -of
Europe, and indeed to the relations between the allied and associated powers
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that I should. very- much welcome- any-‘advice’ which ‘you mlght feel yourself .

able to give me as to the best method of securing that. the whole. problem could::':' E

be considered and settled by the United States Government in concert with its

associates at the earliest possible moment that the political situation in America

makes it possible.

- There is one other point whlch I should like to add. When the British Gov-

ernment decided that it could not deal with the question of the debts owed to .
it by its allies except as part and parcel of an all-round arrangement of inter-

allied debts, the Chancellor of the Exchequer told Mr. Rathbone that he could

not proceed any further with the negotiations which they had been conducting

together with regard to the postponement of the payment of interest on the- -
funding of Great Britain’s debts to America. I should like to make it plain
that this is due to no reluctance on the part of Great Britain to fund its debt,
but solely to the fact that it can not bind itself by any arrangement which would
prejudice the working of any interallied arrangement which may be reached in
the future. If some method can be found for funding the British debt which
does not prejudice the larger question, the British Government would be glad
to fall in with it.

~ On November 3, 1920, President Wilson, in replying to Mr. Lloyd
George’s letter of August 5, 1920, said in part as follows:

I turn now to the problem of interallied indebtedness which you-raise. I
must deal with this matter with great frankness, as I am sure you wish me to do.
It is desirable that our position be clearly understood in order to avoid any
further delay in a constructive settlement of reparations which may arise from
the hope that the debts to this Government can form a part of such settlement.
It will be helpful if first of all I indicate our legal situation.

The Secretary of the Treasury is authorized by United States law to arrange
for the conversion of the demand obligations of the British Government into-
obligations having a fixed date of maturity, in accordance with the agreement
of the British Government to make such exchange on demand contained in its
existing obligations. In connection with such exchange, the Secretary of the
Treasury has authority to arrange for the postponement of interest payments.
No power has been given by the Congress to any one to exchange, remit, or
cancel any part of the indebtedness of the allied Governments to the United
States represented by their respective demand obligations. It would require
congressional authority to authorize any such dealing with the demand obli-
gations and the Congress has the same authority to authorize any disposition
of obligations of the British Government held by the United States, whether
represented by demand obligations or by obligations having a fixed date of
maturity: It is highly improbable that either the Congress or popular opinion
in this country will ever permit a cancellation of any part of the debt of the
British- Government to the United States in order to induce the British Govern-
‘ment to remit, in whole or in part, the debt to Great Britain or France or any
other of the allied Governments, or that it would consent to a cancellation or
reduction'in the debts of ‘any of the allied Governments as an inducement towards
a practical settlement of the reparation claims. As-a matter of fact, such a
gettlement in our judgment would in itself increase the ultimate financial strength
of the Allies.

You will recall that suggestions looking to the cancellation or exchange of the
indebtedness of Great Britain to the United States were made tc me when I’
was in Paris. Like suggestions were again made by the chancellor of the ex-
chequer in the early part of the present year. The United States Government
by its duly authorized representatives has promptly and clearly stated its unwill-
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ingness to accept such suggestions each time they have been made and has pointed
out in detail the considerations which caused its decision. The views of the
United States Government have not changed, and it is not prepared to consent
to the remission of any part of the debt of Great Britain to the United States.
Any arrangements the British Government may make with regard to the debt .
gwed to it by France or by the other allied Governments should be made in the
hght of the position now and heretofore taken by the United States, and the
United States, in making any arrangements with other allied Governments regard-
ing their indebtedness to the United States (and none are now contemplated
beyond the funding of the indebtedness and the postponement of payment of
interest), will do so with the understanding that any such arrangement would
not affect the payment in due course of the debt owed the United States by
Great Britain. It is felt that the funding of these demand obligations of the
British Government will do more to strengthen the friendly relations between -
America and Great Britain than would any other course of dealing with the same.

The United States Government entirely agrees with the British Government
that the fixing of Germany’s reparation obligation is a' cardinal necessity for the
renewal of the economic life of Europe and would prove to be most helpful in
the interests of peace throughout the world; however, it fails to perceive the
logic in a suggestion in effect either that the United States shall pay part of
Germany’s reparation obligation or that it shall make a gratuity to the allied
Governments to induce them to fix such obligation at an amount within Ger-
many’s capacity to pay. This Government has endeavored heretofore in a most
friendly spirit to make it clear that it cannot consent to connect the reparation
question with that of intergovernmental indebtedness.

" The long delay which has oceurred in the funding of the demand obligations
is already embarrassing the Treasury, which will find itself compelled to begin

" to collect back and current interest if speedy progress is not made with the
funding. Unless arrangements are completed for funding such loans, and in,
that connection for the deferring of interest, in the present state of opinion
here there is likely to develop a dangerous misunderstanding. I believe it to be
highly important that a British representative with proper authority proceed to
Washington without delay to arrange to carry out the obligation of the British
Government to convert its demand obligations held by our Treasury into long-
time obligations.

The United States Government recognizes the importance, in the interests
of peace and prosperity, of securing the restoration of financial and industrial
stability throughout Europe. The war debts of the allied Governments, the
treaty obligations of Germany under the reparation clauses of the Treaty of
Versailles and the annexes thereto, and of other enemy and ex-enemy countries
under the treaties negotiated with them, the administration of countries under
the mandates provided for by such treaties, and the existing arrangements
between the Governments of various countries have or may have an important
bearing in making plans to accomplish such restoration.

Negotiations with the several countries

There is set out below a brief statement. by countries summarizing
the work of the commission since the last annual report:

Armenia

There is no Armenian Government in existence.
11439—¥1 1926——7



'74 REPORT ON THE FINANCES
Austria

As stated in the last annual report, the time of payment of principal
and interest of the Austrian obligation held by this Government was
extended until June 1, 1943, and the lien of the obligation subor-

"dinated pursuant to special authority conferred by joint resolution
of Congress approved April 6, 1922. See Annual Report of the
Secretary of the Treasury for the fiscal year ended June 30, 1923, -
page 33. ‘

Belgium

The funding agreement with Belgium executed on August 18,
1925, was approved on the part of Belgium by the law of March 2,
1926, and on the part of the United States by the act of Congress of
April 30, 1926. A copy of the act of Congress approving the settle-
ment appears as Exhibit 18, page 219. For a statement of amounts
payable to the United States under the funding agreement see the
Annual Report of the Secretary of the Treasury for the fiscal year
1925, page 287. The exchange of obligations provided for in the
agreement has not yet been made. .

Czechoslovakia

The funding agreement with the Czechoslovak Republic executed
on October 13, 1925, was approved on the part of the United States
by the act of Congress of May 3, 1926. A copy of the act of Con-
gress approving the settlement and a statement of the amounts
payable annually to the United States appear as Exhibits 27 and 28,
pages 234 and 235. The commission has not yet been advised that the
agreement has been ratified by Czechoslovakia. The exchange of
obligations provided for in the funding agreement has not yet been

made. .
Estonia

The funding agreement with the Republic of Estonia executed on -
October 28, 1925, was approved on the part of Estonia by the law
of March 26, 1926, published in Official Gazette No. 36 of April
22, 1926, and on the part of the United States by the act of Congress
of April 30, 1926. A copy of the act of Congress approving the
settlement and a statement of the amounts payable annually to the
United States appear as Exhibits 19 and 20, pages 220 and 222. The
exchange of obligations provided for in the agreement took place on
October 18, 1926.

France

For a discussion of the negotiations with the French Debt Com-
mission, headed by M. Joseph Caillaux, see the Annual Report of
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the Secretary of the Treasury for the fiscal year ended June 30,
1925, pages 59 to 63. o

After the Caillaux commission returned to France negotiations
for the settlement of the debt were informally continued through the
French Embassy at Washington.

On December 1, 1925, the commission received and considered an
unofficial proposal of settlement. The proposal was further consid-
ered at a meeting of the commission on December 3, 1925, when it
was decided that it did not furnish a satisfactory basis for discussion.

On January 23, 1926, Senator Henry Berenger, the newly appointed
French ambassador at Washington, called on the chairman of the
commission and indicated that he desired to reopen negotiations for
the settlement of the debt. Further informal conferences were held
from time to time with representatives of the commission. Settlement
of the debt was authorized at a meeting of the commission on April 29,
1926. The funding agreement was signed and approved by the Presi-
dent the same day. It has been approved by the House of Repre-
sentatives, but has not yet been approved by the Senate. It has not
yet been ratified by France. Copies of the agreement and of the
statement issued to the press appear, respectively, as Exhibits 29 and
30, pages 236 and 241. ‘

‘The amount of the debt funded was calculated on the same basis
as in previous settlements; that is, with interest at 414 per cent to
December 15, 1922, and 3 .per cent thereafter to June 15, 1925, the
date of the agreement. After deducting a cash payment of $386,-
686.89, made upon execution of the agreement, the total indebtedness
funded into bonds was $4,025,000,000. This amount is to be paid

" in annuities commencing with $30,000,000 in the first year and rising
to $125,000,000 in the seventeenth year, continuing at this figure
until the sixty-second year, when the amount will be $117,674,104.17.
A statement of the amounts payable annually to the United States
appears as Exhibit 31, page 242. TUnder these annuities the total
principal funded will be repaid in full with interest thereon as follows:
after the first 5 years and for the next 10 years, 1 per cent per annum;
for the next 10 years, 2 per cent per annum; for the next 8 years,
214 per cent per annum; for the next 7 years, 3 per cent per annum;
and for the remaining 22 years, 314 per cent per annum. Over the
entire period the United States will receive $6,847,674,104.17. The
principal of the debt of France at the time of funding amounted to
approximately $3,340,000,000.

Greece

The Governments of Great Britain, France, and the United States
executed an agreement with Greece on February 10, 1918, providing
for advances to be made to Greece under certain conditions. As a
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result of this agreement the United States made advances to Greece
in 1919 and 1920 aggregating $15,000,000. Greece from time to time
has urged certain claims for additional advances, but none have been
made.

On November 16, 1925, the Secretary of State was notified that the
Greek Government had designated Mr. George Cofinas, former
Minister of  Finance, and Mr. Drossopoulos, Director of the Public
Debt, to come to the United States to discuss questions bearing upon
the agreement. On December 26, 1925, the Greek minister at Wash-
ington notified the Secretary of State that a special commission,

- consisting of Mr. George Cofinas and Mr. Michel Eulambios, one of
the directors of the National Bank of Greece, would arrive in Wash-
ington on December 28, 1925. The special commission, consisting
of Mr. Cofinas and Mr. Eulambios, accompanied by Mr. C. Diaman- -
topoulos, First Secretary of the Greek Legation at Washington,
appeared before the commission-on January 14, 1926, and presented
a memorandum setting forth the claims of Greece for additional
advances under the 1918 agreement and making certain proposals
regarding an adjustment of the indebtedness of Greece to the United
States conditional on the receipt of further advances. A second
meeting of the two commissions was held on January 18, 1926. On
January 22, 1926, the following announcement was made by the
chairman of the World War Foreign Debt Commission:

In view of some questions which have arisen in the course of the meetings with
the American Commission, the Greek Delegation have found it desirable to consult
with their Government and have suggested a postponement of the negotiations
pending the receipt of further instruetions. M. Cofinas will return to Athens
for this purpose and the negotiations will be continued for the present through
the Greek minister. v

Since then negotiations for the settlement of the questions between
the two Governments have been carried on with the Greek minister

at Washington. .
: : Italy

The funding agreement with Italy executed on November 14, 1925,
- was approved on the part of Italy by the law of February 14, 1926,
published in the Official Gazette of February 20, 1926, and on the
part of the United States by the act of Congress of April 28, 1926.
A copy of the act of Congress approving the settlement and a
statement. of the amounts payable annually to the United States
appear as Exhibits 16 and 17, pages 216 and 218. The exchange of
obligations provided for in the agreement has not yet been made.

Latvia

The funding agreement with the Republic of Latvia executed-on
September 24, 1925, was approved on the part of the Republic of
Latvia by the Saeima of Latvia on March 26, 1926, and on the
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part of the United States by the act of Congress of April 30, 1926.
A copy of the act of Congress approving the settlement and. a
statement of the amounts payable annually to the United States
appear as Exhibits 21 and 22, pages 223 and 224. The exchange of-
obligations provided for in the agreement has not yet been made.

Liberia

There have been no developments regarding the settlement of this
debt since the last report. The amount involved is only about $30,000.

Nicaragua

The Republic of Nicaragua is making payments from time to time
on account of the original obligations of Nicaragua held by the
United States. It is expected that this indebtedness will be fully
liquidated by June 30, 1927.

Rumania

As stated in the annual report for the fiscal year ended June 30,
1925, & Rumanian Debt Commission, headed by Mr. N. Titulescu
Rumanian minister at London, appeared before the commission on
November 9, 1925, to enter into negotiations for the settlement of
the Rumanian debt to the United States. Subsequent meetings of

-the two commissions were held on November 19, November.21, and

December 1, 1925. A settlement was agreed upon at the final meet-
ing on December 1, 1925. A debt-funding agreement was signed on
December 4, 1925, and was approved by the President the same day.
It was ratified by Rumania by law of March 26, 1926, published in
the Official Monitor of March 29, 1926, and was approved by act of
- Congress of May 3, 1926. Copies of the funding agreement, of the
press statement issued at the time the settlement was reached, and
of the act of Congress approving the settlement appear respectively
as Exhibits 23, 24, and 25, pages 225, 230, and 231.

Under the terms of the settlement the principal of the debt funded
is fixed as of June 15, 1925. Interest on the $36,128,494.94 original
indebtedness was calculated at 414 per cent per annum to December
15, 1922, and from then until June 15, 1925, at the rate of 3 per cent
per annum, making the principal of the debt funded $44,590,000,
after deducting a payment in cash of $4,451.54 made by Rumania
upon execution of the agreement. The principal of the funded debt
is to be paid over a period of 62 years with interest at 3 per cent per
annum for the first 10 years and 314 per cent per annum thereafter.
During the first 14 years, however, the following total amounts are
to be paid, the balance of each annuity at the above interest rates
being funded over the remaining 48 years: June 15, 1926, $200,000;
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June 15, 1927, $300,000; June 15, 1928, $400,000; June 15, 1929,
$500,000; June 15, 1930, $600,000; June 15, 1931, $700,000; June 15,
1932, $800,000; June 15, 1933, $1,000,000; June 15, 1934, $1,200,000;
June 15, 1935, $1,400,000; June 15, 1936, $1,600,000; June 15, 1937,
$1,800,000; June 15, 1938 $2,000,000; June 15, 1939, $2,200,000.
A statement of the amounts payable annually to the United States
appears as Exhibit 26, page 232. The exchange of obligations pro-
vided for in the agreemeilt took place on October 28, 1926.

Russia
There is no Russian Government recognized by the United States.
Yugoslavia

On January 27, 1926, a Yugoslav Debt Commission cons1st1ng of
- Dr. Milan Stoyadinovitch, Minister of Finance and chairman of the
commission; Mr. George Diouritch, Minister of Yugoslavia in Lon-
don; Mr. Milan Radosavljevitch, Director of the Ministry of Com-
merce; Mr. Ranislav Avramovitch, former Assistant Minister of
Communications; Mr. Ivan Shvegel; Mr. Rudolph Steinmetz; and
Dr. Pavle Karovitch, general secretary of the commission, appeared
before the commission to enter into negotiations for the settlement
of the Yugoslav debt to the United States. The commission was
accompanied by Dr. A. Tresich Pavichich, minister at Washington,
and by Prof. M. I. Pupin, of New York, as advisers. Further meet-
ings of the two commissions were held on January 30, and February
8, 1926. On February 17, 1926, the chairman of the commission
made the following announcement to the press:

Negotiations for the settlement of the debt of the Klngdom of the Serbs,
Croats, and Slovenes to the United States are continuing between the American
Debt Commission and the Yugoslav Delegation. Owing principally to the pend-
ency of the tax bill in Congress, which has occupied Senator Smoot exclusively,
and to the absence of some of the members of the Debt Commission from Wash-
ngton, a final agreement has not yet heen arrived at. Doctor Stoyadinovitch,
the Minister of Finance of the Kingdom, has been obliged to return to Yugo-
slavia to take charge of his budget in Parliament. The other members of the
Delegation remain here to complete the negotiations. Many of the difficulties
in the way of a settlement have now been disposed of and it is hoped an agree-
ment will be reached in a short time.

The Yugoslav commission returned to Yugoslavia with the excep-
~ tion of Dr. George Diouritch and a Yugoslav expert. Negotiations
for the settlement of the debt were informally continued with Doctor .
Diouritch. On May 1, 1926, a settlement of the debt was reached.
A funding agreement was signed on May 3, 1926, and was approved
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by the President the same day. The agreement has been approved
by the House of Representatives but has not yet been approved by
the Senate. It was approved by Yugoslavia on June 19, 1926.
Copies of the funding agreement and of the press statement issued
at the time the settlement was concluded appear respectlvely as
Exhibits 33 and 34, pages 244 and 249.

The amount of the debt funded was calculated on the same basis
as other debt settlements at 414 per cent interest to December 15,
1922, and at 3 per cent interest thereafter until June 15, 1925, as of
which date the debt was funded. The total debt funded, after
allowing for a cash payment of $7,112.39, made upon execution of
the agreement, was $62,850,000, of which $51,037,886.39 represented
principal and $11,812,113.61 represented accrued interest.

Under the agreement annuities commence with $200,000 a year
for the first 5 years, increasing $25,000 a year the 7 succeeding years.
During the remaining 50 years payments on account of principal-
increase annusally. Beginning with the 13th year interest commences
at the rate of one-eighth of 1 per cent for 3 years, one-half-of 1 per
cent for the next 14 years, 1 per cent for the next 3 years, 2 per cent
for the next 3 years, and 314 per cent for the last 27 years of the
debt-funding period. A statement of the amounts payable annually
to the United States appears as Exhibit 35, page 250.

THE CURRENCY

The United States has been unique among the larger nations of the
world regarding the postwar status of its currency. Practically
every other important country has undergone a period of monetary
instability that has seriously retarded its recovery from the dis-
turbances of the World War. Such monetary disturbances in foreign
nations are of immediate concern to our own country, as to the rest
of the world, because of the direct bearing they have on international
commerce and finance. It is desirable, therefore, after summarizing
briefly the present composition of our currency, to review the events
of the year which have affected gold and silver, the bases of the
monetary systems of the world.

The composition of United States currency

The money in circulation in the United States consists of gold,
silver, nickel, and bronze coins, and various kinds of paper currency.
The gold dollar of 25.8 grains of gold 0.900 fine is the standard unit
of value. The depominations, fine metal and alloy content, and
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weight of the various coins of the United States as at present issued
are shown in the following table:

'

Denominations, fine metal, alloy, and weight of the coins of the United States

Fi}:le gold, .
. silver or Alloy :
Xind and denomination copper | contained ! (W elignlg
contained | (grains) gra
(grains) .
Gold: ? Gold 3 Copper
Double eagle ($20) ..ol 464. 40 51. 60 516. 00
Eagle ($10). . ... o 232.20 25. 80 258. 00
Half eagle (35) 116.10 12.90 129. 00
Quarter eagle ($2.50) 58.05 6.45 64. 50
T
41. 250 412. 50
19. 290 192. 90
9. 645 96, 45
3.858 38.58
Minor coins: . Copper Alloy
Pive cemtS et ccmecne—ae- R 57.87 19.29 - 7716
Ome centl . i cceccmeccmceeenn 45. 60 2.40 48.00

! The alloy neither adds to nor detracts from the value of the coin.

? The coinage of the gold dollar was discontinued by the act of Sept. 26, 1890.

f gggﬁ?ﬁﬁ??ﬁéf?éﬂi 233?&13 ggopggggn%f r}[)ilé]r(%l,\%'old. or pure silver and 100 parts of copper alloy.
¢ Ninety-five per cent copper, 5 per cent tin and zine.

There are seven kinds of paper currency in circulation in the
United States: Gold certificates, silver certificates, United States
notes, Treasury notes of 1890, Federal reserve notes, national-bank
notes, and Federal reserve bank notes.

Gold and silver certificates certlfy on their faces, respectlvely,
that “thereﬂ has been deposited in the Treasury of the United States
of America —— dollars in gold (or ——— standard silver dollars)
payable to the bearer on demand.” Gold and silver certificates are
in fact mere ‘“‘warehouse receipts’’ issued by the Government in
exchange for gold coin or bullion deposited in the one case, or stand-
ard silver dollars deposited in the other case, or against gold or
standard silver dollars, respectively, withdrawn from the general
fund of the Treasury.

United States notes are often referred to as “greenbacks” or
“legal tenders.” They were first issued during the Civil War and
must now always be reissued when redeemed, the amount outstand-
ing consequently remaining at $346,681,016. United States notes
are protected by a gold reserve of approximately $154,000,000 held
in the Treasury.

Treasury notes of 1890 were issued in payment of silver bullion
purchased under the so-called Sherman Act, which also provided
for the coinage of the silver purchased into standard silver dollars.
Only about $1,350,000 now remain in circulation, since they are
canceled and retired whenever received, and no more may be issued.

The Federal reserve act, approved December 23, 1913, which
established the Federa reserve system, provided for an elastic
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currency in the form of Federal reserve notes, to be issued at the
discretion of the Federal Reserve Board. Applications of the
Federal reserve banks for the issue of notes must be accompanied
by tender of collateral in amount equal to the amount of the Fed-
eral reserve notes applied for, and each Federal reserve bank is
required to maintain a reserve in gold of not less than 40 per cent
against its Federal reserve notes in actual circulation. '

Any national bank may issue national-bank notes upon the deposit
in trust with the Treasurer of the United States of certain prescribed
United States bonds bearing the circulation privilege, the amount
issued not to exceed the par value of the bonds so depositéd nor the
amount of the capital stock of the issuing bank actually paid in. .

Federal reserve bank notes are identical in their legal attributes
with national-bank notes, except that the amount issued is not
limited to the paid-in capital stock of the issuing Federal reserve
bank. Since it is now the poliéy of the Federal Reserve Board to
retire all of these notes as they are received for redemption, only
about $5,500,000 are now outstanding.

Gold certificates, United States notes, Treasury notes of 1890,
and Federal reserve notes are directly redeemable in gold. National-
bank notes, Federal reserve bank notes, silver certificates, subsidiary
and minor coins are redeemable in lawful money of the United States,
which (including standard silver dollars), if not directly convertible
into gold, is, in the final analysis, legally on a par with gold under the
act of March 14,1900. This act makes it the duty of the Secretary
of the Treasury to maintain all forms of money issued or coined by -
the United States at a parity of value (equality -of purchasing power)
with the standard unit of value—i. e., the dollar, consisting of 25.8
grains of gold 0.900 fine. The Federal reserve act reaffirms the parity
provisions mentioned above and the authority of the Secretary of the
Treasury to borrow or buy gold to maintain such parity. Each of
the various types of money discussed is either full legal tender or
convertible into money which does possess this quality. The mone-
tary system, therefore, though diverse in origin and external features,
is uniform in its essential characteristics of value in purchasing power
and legal tender attributes.

‘ Improvements in the supply of paper currency

In my last annual report I spoke of the serious situation existing in
regard to the supply of United States paper currency and the meas-
ures being taken to correct it. These measures were (1) the adoption
of a definitive program for inéreased printing to extend over a period
of years, (2) the establishment of a currency board to determine re-
. quirements and control printing and distribution, and (3) a restudy

of paper currency designs.
11439—¥F11926——8
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The increased printing program was formulated in October, 1924.
To make it effective, increased appropriations were necessary.
These were granted in part only for 1925, but were granted in full
for the past year, 1926, and for the year 1927 in accordance with the
department’s estimates. During 1925, 160,644,000 sheets of com-
pleted currency were delivered to the Treasurer of the United States,
an increase of 10,684,000 over 1924. This increase provided for
-additional payments. During 1926, 176,242,000 sheets were delivered,
an increase of 15,598,000 over 1925 and 26,282,000 over 1924.

. During the same year an adequate working reserve of incomplete
faces and backs was established in the Bureau of Engraving and
Printing. For 1927 provision has been made for the delivery of 191,-
500,000 sheets to the Treasurer, an increase of 15,258,000 over 1926,
and for 1928 the estimates submitted provide for the delivery of
approximately the same number of completed sheets. If the esti-
mated appropriations are granted for 1928, the close of that year will
find the printing program, adopted in October, 1924, fully executed.

- During 1926 the working reserve in the bureau was established; .
increased demands for payment purposes were fully met; the Treas-
urer's reserve stock of completed currency was increased from
5,951,000 sheets at the beginning of the year to 20,625,000 sheets
at the end; the balance of new one-dollar notes in the cash of
the Federal reserve banks was increased from 23,000,000 notes, or
5,750,000 sheets, to 40,000,000 notes, or 10,000,000 sheets. The stand-
ard of fitness of the notes in circulation has not been raised. The
programs for 1927 and 1928 include the printing necessary to replace
all unfit notes and each year to add to the Treasurer’s reserve of

-completed notes approximately one month’s normal requirements.

The currency board has continued as an effective control over
supply and distribution. A complete check of the situation is now
made each month and printing and distribution directed in accord-
ance with the known requirements.

A restudy of paper currency designs made necessary initially
through mechanical difficulties arising at the Bureau of Engraving
and Printing in the execution of the new designs adopted in Septem-
ber, 1923, as applied to Federal reserve notes, has been extended to
include many other matters in connection with the production of
currency with a view to improving the wearing qualities of the notes,
and if possible reducing the cost. On August 20, 1925, a committee
was appointed with the fiscal Assistant Secretary in charge, with the
best qualified experts in the Treasury as members, and with experts
from the Bureau of Efficiency and the Bureau of Standards as as-
sociate members. This committee was charged with the considera-
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tion of every phase of design and of all matters having any relation
thereto. The studies of this committee have not been finished and
conclusions have not yet been presented for my consideration. A
report of the committee’s work accordingly will not be made at this
time. ’

For some time past the Bureau of Efficiency and the Bureau of
Standards have been cooperating with the Bureau of Engraving and
Printing and the contractor for distinctive paper, with a view to
improving the wearing qualities of the notes in circulation. The
particular investigations are very technical and involve the character
of the paper, resizing, and finish. Extensive laboratory experiments
and tests have been conducted. Subsequently the laboratory experi-
ments have been transferred to a production basis at the paper mill
and at the bureau. These investigations are very largely in associa-
tion with the committee on design and are not yet completed. How-
ever, due to the improvements as a result of the investigations, and
to the established reserve in the bureau and the partially established
reserve in the Treasurer’s office and the Federal reserve banks—the
reserves permitting ageing of the product—the life of the notes in
circulation has been considerably lengthened. Before the War one-
dollar notes remained in circulation approximately one year and
subsequently the life of these notes was reduced to about six months.
Now their life has been increased to between 9 and 10 months, and it
is confidently believed this span will be further increased.

The problem of currency supply is largely a problem of one-dollar
bills, for more than 80 per cent of the total printing of United States
currency is of this denomination. During the past year included in
total deliveries of 176,242,000 sheets of United States currency to
the Treasurer of the United States were 144,000,000 sheets (or
576,000,000 bills) of the one-dollar denomination. The supply of
this denomination was adequate in 1926 for payment purposes for
the first time in many years. At the same time a good start was made
on building up very necessary reserve stocks with the Treasurer and
the Federal reserve banks. Currency transactions as between the
public and the Treasury are handled almost entirely through Federal
reserve banks acting as distributing and redemption agents for the
Treasury. The volume of business may be appreciated from the
statement following showing transactions in one-dollar bills at the
Federal reserve banks during the fiscal years 1925 and 1926.
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1925 1926

Balance at beginning of year_ . e earacaaan & 40, 065, 000 65, 964, 000
Received from circulation. . _.__.._.. 925, 057, 000 . 975 600 000
New notes received from Treasury.._... 501, 782, 000 517 150 000
Fit notes received from other Federal reserve banks_.._.__.__.__.. - 11, 200, 000 32, 830, 000
Increase in balance of unassorted notes on hand during year 4, 758, 000 3,722,000

B 7Y O ON 1,482,862,000 | 1,595, 166, 000
Paid into circulation. - [ 931,982, 000 -986, 453, 000
Unfit sent to Treasury......... - mmemmmetecennn 473, 716, 000 501, 773, 000
Fit notes to other Federal reserve banks 11, 200, 000 31, 832, 000
Balance at end of year ..o cccaeaccaaa emmmeam 6. 5 964 000 75 108 000

Total. U, . .l 1,482, 862, 000 1, 595, 166, 000

Gold

Since gold is the basis of our currency and large amounts of silver
are used in the coinage of standard silver dollars and subsidiary
silver coins, the prevalence of the gold standard and the international
position of both gold and silver are of practical importance in connec-
tion with our currency, and are treated in the following sections.

Since the World War placed a large number of European countries
on a paper currency basis and added to America’s holdings a third of
the world’s store of gold, the supply, production, possession, and
movement of gold have assumed even greater than their usual impor-
tance.

The event of greatest world signiﬁcance relating to gold during the
past year has been the increase in the number of countries whose
currencies are based on gold. The movement back to gold, begun in
Europe as early as 1922, continued by Sweden, Germany, and certain
other European countries in 1924, and definitely established in the
spring of 1925, when Great Britain, the Netherlands, the Dutch
East Indies, Australia, New Zealand, and South Africa announced
the reestablishment of gold as the basis of their monetary systems,
has been augmented in the last year by the addition of Canada,
Switzerland, Finland, Hungary, Chile, and more recently Belgium,
" to the list of countries maintaining some form of gold standard.

The return to gold by a large part of the world records the im-.
provement in the international economic and financial situation the
stability of which is the necessary basis for the growth of our foreign
trade and the expansion of our industry. Stabilization by Belgium
is looked upon as the initial step in a movement which will put the .
remaining countries of the Latin Monetary Union on a gold basis.
If the recommendations of the Royal Commission on Indian Cur-
rency and Finance are adopted so that India, one of the greatest
oriental countries, is also included in the group of gold nations, a
broadening of commercial and industrial opportunities and increased
prosperity for.India and the world as a whole should result.
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In the following table an attempt has been made to indicate, as
completely and currently as the information is available to the
Treasury, the status of the currencies of the several countries with
reference to gold. The Treasury, however, does not vouch for the
absolute accuracy of the data presented.



Gold status of gold-par currencies

Country

Date legally
or practically
effective of
most signifi-
cant change

New
un

or old gold
it or par

Convertibility of notes
(in actual operation)

Free export of gold | i

Obligation
or practice of
purchasing gold
at fixed ratg

go

Gold circulation

United States
Sweden.......
Qreat Britain

Australia........._..

New Zealand....__..
Netherlands......._.

Dutch East Indies..

South Africa__......
Switzerland- -
Finland

Belgium._.___._..___

.| Apr.

_| Jan.

_| Jan.

Auvstria. . oooo.ooo

Jan: 1,1879
Apr.
Apr. 28,1925
Apr. 28,1925

Apr. 28,1925

Apr, 28,1925

June 1,1925
May, 1925
1,1926

July 1,1926
T1915

Jan. 15,1920

11,1026
July 6,1926
March, 1924
Oct. 25,1926
1922

Gol

Not convertible.__-.._____.._.

Gold or gold exchange at
option of bank.

L€ 743 [+ IO
Gold exchange in amounts of
pot less than 5,000 cordoba.
United States gold coin.___...
Gold, but notes negligible in
amount and silver at a dlS-

count.

Gold !

Gold

Gold or gold exchange at
option of the bank.

Gold or gold exchange at
option of the bank.

No notes. United States
paper circulates.

Part of notes convertible in
gold exchange.?

Not convertible d.______...____

Not convertible ®.___.__.._____

If bank reserve
does not fall be-
low level of Jan.
1, 1925.

By license liber-
ally granted.

If rate is above
gold point.

If rate is above
Ygold point.

| Bank buys at rate

slightly below
par.,

) Only for Bank of

Enpgland.

Cuban and UGnited
States.

No
No.

98

SHONVNIZ THI NO I490d3Y




Germany__._.._.... 1923-24 Not convertible 3. ... . oo ermmmm oo eem e |l No.
Hungary 1925 Not convertible 3 .| No.
Czechoslovakia 1925 Not convertible ¢ .| No.
Russia.___......___. 1923-24 Not convertible 2 .| No.
Latvia__ - 1922 Not convertible & .| No.
Lithuan - 1924 Not convertible 3 .| No.
Danzig.. - 1925 Not convertible 8 o e e No.

L A certain amount of inconvertible paper still outstanding but legally required to be retired by-government dividends on bank stock. Circulates at par with convertible notes.
- 2 Inconvertible paper much larger in amount than convertible, but circulates at par and is being retired. Reform not considered complete.
& Convertibility into gold or gold exchange is contemplated by laws already enacted, but the operation of the provision has been postponed. Currencies, however, have been
naintained at a fixed ratio with gold, either by legal requirement or volurtary action, accomplished usually through foreign exchange operations and control.
¢ Bank has been instructed to maintain currency within fixed limits in relation to gold. Reform not yet complete.
8 Stabilized.on the English pound through foreign exchange operations. Convertibility into sterling exchange contemplated by law.

NoTe.—Where spaces are not filled-in, information is not available.

AYASVIYL AHI 40 AYVIAIOES

L8
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The most striking fact relatfngto the gold situation in the United
States in the past year is the reversal of the gold export movement
which began in December, 1924, and continued definitely through
June, 1925. In the fiscal year 1926 0old has again flowed into the
United States.

The import movement of 1926, however, has been slight compared
with the similar movement of 1920 to 1924, After the gold export
impulse which followed the lifting of our gold embargo in June, 1919,
had spent itself, gold flowed into the country in a continuous stream
for more than four years, amounting in all to about $1,700,000,000.
In December, 1924, however, we began to feel that long-predlcted
demand for gold from Europe for purposes of monetary reconstruc- °
tion and stabilization, and during the following seven months about
$180,000,000 in gold was exported from the United States. At that
time it was the general belief that a considerable part of the billions
of gold which had flowed to us during the war and postwar period
would probably return to those countries from whence it had come
and where it was apparently needed as a basis for a return to gold.
Instead of net exports, however, the year 1926 brought to the United
States net imports of $97,000,000. The following table gives the
imports and exports of gold for the fiscal years 1920 t01926:

Gold imports and exports of the United Siates for the fiscal years 1920 to 1926

* -
Fiscal year Gold imports | Gold exports | Net imports | Net exports

$150, 540, 200 | $466,420,606 |-_._____.___._ $315, 880, 406
638, 560, 805 | 133, 537,902 | $505, 021, 903
.| 468,318,273 27,345,282 | 440,072,991
.| 284,089, 550 49 021,975 | 235,067, 575
aeea| 417,025,638 10 206 941 | 406, 818, 697

-l 134,145,136 248 729 698 | ...
.| 210,726,485 113 438, 459 97, 288, 026
179, 349, 361 100, 743,771 78, 605, 590

The import movement started in July, 1925, and while September
and November, 1925, and April and May, 1926, showed net exports,
net imports appeared in the remaining months amounting in March,
1926, to $39,000,000. The inward movement continued in July and
October; August and September, however, have shown net exports,
the former being the largest net export in any month since -the
beginning of the fiscal year.” Net figures for each month beginning
with July, 1925, are shown below:
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Net gold imports and exports of the United States, by months, July, 1925, to
October, 1926

Net imports | Net exports

$5, 787,660 |-ocoooeeena...

2,726,046 |......._....o.
.............. $2, 656, 149
22,701,450 |oeoooar .
.............. 13,903, 956
1,248,277 |

16, 264, 332 |

Februar, 21, 564, 281
March. 39,188, 012
N 132 | DU RIPUIURIN SUUUNIP
BV RPN PRI
June... 15, 544, 558
July_._. 14, 750, 518
. N5 E=0 T S S ISP I 17,764,423
(S50 817:3 1 01 T3 PN AR 7,147, 555
[016170) -3 7,328,862 |oooooooeaoas

Before the World War shipments of gold occurred in response to
fluctuations in the exchange rates of different currencies, to changes
in the comparative levels of money rates in the different money
markets, or took place in the settlement of international balances.
The large movement of gold to the United States in the postwar
period, 1920 to 1924, however, instead of settling irreducible inter-
national balances, represented largely straight payments for goods
purchased in the United States; in other words, gold was shipped as
any other export commodity.

During the past year, however, with the return of England and
other countries to a gold basis, exchange fluctuations and money
rates have once moré become important factors affecting the move-

ment of gold. The following table shows gold imports and exports
by countries for the fiscal year 1926:

Gold imports and exports of the United States, by countries, fiscal year 1926

Countries Gold imports | Gold exports | Net imports | Net exports

Canada. . $05,838,438 | $67,735,050 | $28,103,388
United Kingdom.... 44, 502, 454 44, 502, 464
Chile. 16, 067, 502 16, 067, 502
Japan. 15, 000, 666 60, 000 14, 940, 666
Mexico.... 14, 147, 968 8,672,105 5,475, 863
France 6, 195, 641 18,488 6,177,163
Australia.... 4,877,516 4,877,516
Peru.. . 2, 606, 894 2, 608, 894
Dutch East Indies. . . 1, 889, 036 1, 551, 260 337,776
Colombia. 1,523,753 2,007,889
Costa Rica.. 1,253,438 14, 486 1,238,952 |
Ecuador.... 1,078,726 9,927 1,068, 799
Venezuela.... 636, 849 2,300, 000
Hongkong. . 480, 000 8,489, 421
Argentina. 6,021 2,316,640
Germsany.... 650 3,158,126
British Malaya.._. 160 8, 600, 763
Salvador. 2, 850, 040
British India.. 2, 851,152
China... 1,453,666 | cvecccameon
All other 4,620,773 1, 349, 446 3,211, 327

Total.... 210, 726,485 | 113,438,459 97, 288, 026
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. Thelarge import from England oc¢curring mainly in October, 1925,
was due to changes in relative exchange and money rates in London
and New York. The position of Canadian exchange brought almost
one-third of our net imports during the year. Other shipments
represent payments of various kinds. Gold from Mezxico, especially
large in June, July, and September, came in discharge of foreign
debts and other obligations abroad. The gold received from France
built up her balance in this country to meet an interest payment due
by the French Government on her debt to the United States Govern-
ment. . -

The gold export movement of 1925 was largely connected with the
reform and stabilization of foreign currencies. The effect of cur-
rency conditions on the gold movement in 1926, though not pre-
dominating, can still be traced. Gold from Chile came as reserve
for the new central bank organized as a part of that country’s currency
reform program. Shipments from the Japanese Government from’
October to February were for the purpose of improving the exchange
situation of the yen. The large export of gold to Germany in August,
September, and Octoberrepresents gold previouslylisted in the Reichs-
bankstatement as ‘‘gold held in foreign banks,’’ the total item amount-
ing to about 260,000,000 marks before the Reichsbank began to with-
draw its New York holdings. This is what is known as ‘“earmarked ”’
gold, a term applied to dollar credits acquired in this country by
foreign banks which are converted into gold and held in trust here
for such banks. The title to this gold is actually vested in the foreign
bank. Although still physically present in this country and included
in statistics of our gold stock, this gold can not form the basis of
credit here; consequently the withdrawal of gold for earmarking
has the same effect upon credit conditions as the withdrawal for
export; vice versa, the actual export of earmarked gold is without
effect creditwise. 4

Our gold exports to India in the fiscal year 1926 have amounted to
less than $3,000,000, while in the fiscal year 1925 the United States
exported $67,000,000 in gold to that country. In the calendar year
1925 India absorbed about $200,000,000, more than one-half of the
world’s gold production, about $60,000,000 of which was supplied to
her by the United States. Since 1900, when India began her rapid
absorption of gold, she has taken $1,508,910,000 of the world’s gold.
The disappearance of the gold sovereign from circulation means that
this immense absorption of gold by India has gone practically entirely
into the arts and hoarding, since the gold reserve held in India is
negligible in amount. One object of the recommendations of the
Royal Commission on Indian Currency and Finance is to secure for
India a currency system of such stability and obvious safety as to
bring these hoardings from their hiding places and through bank
deposit and investment add them to the world’s credit b}gses.
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“While the commission recommends for India a currency system
based on gold, it does not recommend a gold circulation. In their re-
turn to gold the nations have not aimed at a return to a gold currency.
Great Britain has avoided the reintroduction of gold circulation; in
fact, with the exception of certasin South and Central American
countries where gold has been in circulation for some time, the only
important countries which now have & gold circulation are the United
States, Switzerland, the Netherlands, and the Union of South Africa;
in the United States and certain of the South and Central American -
countries gold circulates rather in theory than in practice, while the
circulations in Switzerland and the Netherlands seem to be of an
experimental nature and tend to return to the issuing banks.

When gold is not placed in circulation it would appear that large
amounts of the metal are not necessary to the maintenance of gold
parity, especially where credits in gold countries are held. The
following table shows the gold reserves, the foreign credits (balances
abroad, bills of exchange, foreign currencies, and foreign government
securities), and note liabilities of the principal European central
banks at the close of June, 1925, and June, 1926, as they appear in the
published statements of these banks. Note liabilities are converted
at current rates of exchange, as are foreign credits, except where
shown in gold. The gold reserve, of course, is converted at par.

Gold reserves, foreign credits, and note liabilities of principal European central banks,
last statements of June, 1925 and 1926

[Amounts in thousands of dollars] *

Gold
Gold Gold Net foreign | reserves

Country reserves, reserves, ¢redits,? | and net for-
. ; 19261 1926 3 leign credits,

‘ . 1926
1,597 2,622 83, 537 86,159
52, 551 52, 856 15,833 58, 689
7,85 8,190 2,220 10, 411
30,513 27,232 38,022 65, 254

56,131 56, 051 14,232 70,
32 23, 83 32,161
4710, 696 4711,126 1113,910 4 825,036
252,901 355, 450 577,341 432,781
764,935 725,089 | ____ 725, 089
y 4,096 17,020 31,116
8, 865 21,188 18, 801 39, 989
218, 403 219,180 20, 597 239, 777
183, 040 171,457 79,736 251,193
39, 457 39, 457 17,829 57,285
23,193 25,986 26, 883
9, 268 10, 438 82,106 12, 589
726,020 749, 022 [ N R,
87,013 75, 554 26,863 102, 418
489, 565 491, 238 5,158 496, 395
62,915 61,223 43,376 104, 599
96,174 80, 941 2,771 83,712

1 Converted at par. -

2 Balance abroad, bills of exchange, foreign currencies, and foreign government securities.

3+ Converted at current rates when not otherwise speclﬁe

4 Excluding gold held by Bank of England.

§ Held as cover for notes; additional foreign assets held but not shown separately for this date. .

6 Foreign government securities. Bank statement shows in addition about $18.6 million in foreign
exchange, but this seems to be largely deposited as security for advances to the govemment

7 Excluding gold transferred to Russia.

8 The actual gold value of foreign assets is not known.
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Gold reserves, foreign credzts, and note liabilities of principal European central banks,.
last statement of June, 1925 and 1926—Continued

[Amounts in thousands of dollars}

Per cent

Per cent | Per cent r%ggfégs

i Note Note rorsg:)\lgs r%rsegroxlrgs and net

Country liabilities, | liabilities, | I foreign

1925 9 10263 |, o mote | tomote | oragicsy
liabilities,|liabilities, Dote lia-
1925 1026 | Yiiities,
1926
116, 345 117,744 J. 4 2.23 73.17
340, 533 234,132 15.4 22. 58 25. 07
30,391 25,779 25.8 31.77 40.38
205, 820 213, 834 14.8 12.73 30. 51
94, 405 106, 262 59.5 52.75 66. 14
32,431 32,714 25.8 25. 45 98, 30
1,999,506 | 1,466, 467 35.5 48. 49 56. 26
91,030,534 ) ® 1,034, 343 245 34.36 41. 84
102,126,967 191, 847, 058 36.0 33.26 39. 26
86, 861 55, 489 10.0 25.40 56. 08
64, 398 69, 396 13.8 30. 53 57.62
11740, 287 | 1737,985 20.5 29. 70 32. 49
356, 136 325, 148 51.4 52.73 77.25

69, 227 75,285 56. 9 52,41 76. 09
96, 513 41, 441 24.0 62.73 64. 87
83,377 94, 385 . 111 1L 11 jeoeooiaao.

89, 387 100, 157 29.1 48.95 ...
316, 450 373, 582 27.5 .20.22 27.42
629, 279 698, 762 71.8 70.30 71.04
140,128 125, 779 4.9 48. 67 83.16
161,972 154, 954 59. 4 52,24 54.02

3 Converted at current.rates when not otherwise specified. - 10 Includes notes in currency notes account.

9 Includes Reichsbank and Rentenbank notes.

1 Includes thrée banks of issue and government,

The gold holdings of European banks as a whole have increased
only slightly over the holdings of a year ago.
has added over $100,000,000 to her gold reserve.
than doubled the amount of her gold for the completion of her currency

reform, and Austria has increased hers in the same cause.

Germany, however,
Hungary has more

The

National Bank of Rumania holds contracts with the chief gold-
mining enterprises in Rumania for the sale of their entire output to
the bank. The gold holdings of Greece and Bulgaria also materially
increased. In the Netherlands and Switzerland some of the reserve
has gone into circulation. Great Britain’s holdings fell somewhat

-

and Czechoslovalkia.

with her return to the gold standard. Gold was a,lso lost by Russia

Decrease in the gold reserve has resulted in a lower gold reserve
ratio to note circulation except in the Netherlands where notes also
decreased, producing a slight improvement in the reserve ratio.
Slight decreases in that ratio occurred in Denmark, due to an increase
in note liabilities, and in Norway because of improvement in the
exchange position All other countries in the above table showed

improvement in their gold reserve ratios.

When holdings of foreign

credlts, most of which are against gold currency countries and can
be used to secure gold, are added to the gold holdings, no reserve
ratio in the above table-is below 25 per cent, and more than half are

above 50 per cent.
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In the present status of our international balance sheet the only
means in the final analysis by which Europe can secure gold from us is
through new loans. The fundamental reason for our gold imports,
of course, is that payments running to the United States from foreign

"countries are very much larger than payments running from the
United States to foreign countries.. The merchandise balance is
constantly in our favor, as are also interest payments to us on past
investments abroad. Such investments were estimated at the end
of 1925 at about $10,500,000,000, which included the following

_amounts of new capital invested in foreign securities for years since
1922:

New. capital invested in the United States in foreign securmes, 1922 to 1925

(par values) ]
Calendar year 1 Amount ‘ Calendar year Amount
1922 el $694, 000, 000 {1 1925....__ .; ....................... $1, 031, 000, 000
1923 s 377,000,000 | 1926 (9 months) .. .coeoin.L. 788, 000, 000
1924l 878, 000, 000

"Our main debit items of tourists’ and charitable expenditures,
immigrant remittances, and ocean freight payments are not capable
of absorbing this favorable balance from trade and interest. Loans
to Europe are not only the natural means of balancing international
accounts at present but will assist in that rehabilitation of Europe
so0 desirable for the growth and expansion of our foreign trade.

The world’s gold production figures for the calendar year 1925
show a slight increase. The total production stood at $394,000,000,
as compared with $393,500,000 in 1924 and $470,000,000 in 1915,
the peak of production. The increase over the preceding year is
only slight in spite of a new high record for Canadian productmn
further revival on the part of the Russian industry, and.some increase
in the Transvaal output. Canadian production has increased from
about $19,000,000 in 1921, the first year in which postwar produc-
‘tion attained the pre-war peak, to $36,000,000 in 1925. The total
production of Russia and Siberia was $29,000,000 in 1914; the war
and the revolution, however, gradually brought the gold mines to a
standstill and in 1921 the output was only about $900,000. In
recent years a recovery has been made, and in 1925, with a produc-
tion of $22,000,000, Russia is supplying almost 75 per cent of her
pre-war output. Produetion in the United States declined slightly,

_ being $49,860,200 in 1925. -The United States, however, after South
Africa, is the largest gold-producing country in the world.
" Gold used in the arts in the United States in the calendar year 1925
was estimated at $65,953,870, of which $36,161,849 was new metal.
‘Gold reclaimed from the arts during the same period was about
$29,792,021.
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The monetary stock of gold held by the United States reached its
highest point in the history of this country on December 1, 1924,
when it amounted to $4,570,000,000. It again reached the
$4,500,000,000 mark on July 1, 1926. Gold imports during the fiscal
year 1926, together with our own production, increased our total stock
by $114,000,000. On November 1, 1926, our gold stock amounted
to $4,491,000,000. Since 1923 the gold stock in this country has
equaled about one-half of the visible stock of gold in the world.
Our present stock is 2.4 times as great as it was in 1913.

The gold holdings of the Federal reserve banks decreased during the
first half of the fiscal year, but during the last half of the year a
sufficient part of our import flowed to these banks to place their
holdings gbove the figure of July, 1925. Their proportionate hold-
ings of the total gold stock is slightly lower than at the close of the
fiscal year 1925.

The following table shows the monetary stock of gold in the United
States on the 1st of July of each year from 1913 to 1924, inclusive,
and on the first of each month from July 1, 1925, to November 1,
1926, together with the gold holdings of the Federal reserve banks
on or about the same dates:

Stock of monetary gold in the United Staies and total gold holdings of Federal reserve
banks, 1913 to 1926 )

N Ratio of
Holdings | *
) inslt?yfjléed Per cent | of Federal h(;g](()]l%y
Date States (in | o 0f | FeSIVe | Federal
millions of in 1913 | millions of | feserve
dollars) dollars) b%%lé:lto
Per cent
July, 1913. 1,871 -
July, 1914, 1,891
July, 1915, 1,986
July, 1916._ 2,450
July, 1917 3,019
July, 1918___ 3,075
July, 1919 e cee e am—naa 3,113
July, 1920. ——- 2,709
July, 1921, ... 3,298
July, 1922 .. 3,785
July, 1923. 4,050
July, 1924 4,491
July, 1925 4,386
August, 1925. . 4,391 235 2,783 63.38.
September, 1925 ____ 4,400 235 2,767 62. 89
October, 1925 ... 4,399 235 2,760 62.74
November, 1925_ 4,442 237 2,783 62. 65-
December, 1925.. . - 4,426 237 2,743 61. 97
January, 1926__. - 4,409 236 2, 704 61.33.
February, 1926 4,415 236 2,792 63.24
March, 1926 4,445 238 2,765 62. 20«
April, 1926. . 4,495 240 2,767 61. 56
May, 1926. _ - - 4,497 240 2,797 62.19
Jupe, 1926. . oo cacenae macmeemmee—c—eeee—eae—an 4,494 240 2,797 62.24
July, 1926 e ieeeaaeas b 4,500 241 2,835 | 63. 00>
August, 1926..._.. - 4,519 242 2, 851 63. 09~
September, 1926... - 4,511 241 , 8 62. 69
October, 1926..... - 4,499 240 2, 807 62.39
November, 1926 . oo e cacia i cccncemnaas 4,491 240 2, 807 62: 50+
L

1 Excluding gold held abroad, which is not included in the monetery stock in the United States.
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Gold and gold certificates in circulation and the proportion of
the gold circulation to total circulation has increased but slightly
during the past year. In March, 1922, the Treasury and the Fed-
eral reserve banks inaugurated the policy of paying out gold cer-
tificates with other forms of money in the ordinary course of business,
and since that date to November 1, 1926, gold certificates in circula-
tion have increased by about $675,000,000. At present about 30
per cent of the total money in circulation in the country consists of
gold coin and gold certificates; about 22 per cent is gold certificates
alone. The following table shows the total money in circulation
and the amount of gold coin and gold certificates in circulation out-
side the Treasury and the Federal reserve banks on July 1, 1922,
and subsequent dates:

Total gold and total money “in circulation in the United States, by quarters, 1922 to

1926
Ratio of
Gold fi g%d coi% .
9 . old certifi- and certifi-
Gold coin Total gold Total money
‘ Montb . in circulation |; ci?glg?zti on in circulation | in circulation tof:]tgiotgey
in circu-
lation
July 1,1922_ ..ol $415, 937, 553 .| $173, 342, 199 $589, 279, 752 | $4, 374, 015, 037 13.5
Oct. 1,1922___ o-..| 412,894,448 | 214,956 729 627,851,177 | 4, 520, 895, 293 13.9
Jan. 1,19237.. oo--] 429,192,179 | 302, 743, 899 731,936,078 | 4,732, 898,991 15.5
Apr.1,1923___ o---| 410,102,015 | 319, 068, 349 729, 170 364-| 4,655, 675,790 16.7
July 1, 1923. . --| 404,181,003 | 386, 456, 080 790, 637 092 [ 4,729,378, 516 16.7
Oct. 1, 1923 --| 397,980,664 | 465,279, 009 863 259,673 | 4,849, 921,139 17.8
Jan. 1, 1924_ 415,319, 417 | 582, 029, 209 907, 348 626 | 4,951, 085 383 20.1
Apr. 1, 1924 408, 061,873 | 687,252,519 | 1, 095, 314, 392 4 812 861, 042 22.8
July 1, 1924, -] 395,746,934 | 801,380,819 [ 1,197,127,753 4 754 772,754 25.2
Oct. 1, 1924. 2| 421969721 898, 165, 500 | 1,326,135, 230 4, 806, 366, 540 27.6
Jan. 1,1925._.____ JIT7| 458,206,331 | 970,564.239 | 1, 428,770, 570 4 992, 930, 842 28.6
Apr.1,1925.. ... TT| 469,447,591 | 914 968,019 | 1. 384,415,610 | 4,776,167, 142 29.0
July 1, 1925 _. ceao| 423, 860 506 |1, 004, 823, 302 1,428, 683 808 | 4,736,464, 237 30.2
Oct. 1,1925._. T 413,973,005 1, 050 056,659 | 1, 464, 029,754 | 4,827,005, 324 30.3
Jan. 1, 1926___ JIT] 424,037,335 (U114, 330,649 | 1. 538, 367, 984 5,008, 120, 908 30.7
Apr. 1, 1926... ----| 450,787,416 1,089,002, 939 | 1,539, 790,355 | 4, 805, 884, 836 32.0
July 1, 1926__ . 72| 445 068,360 |1, 057, 364,119 | 1,502 432,479 | 4, 834, 710, 681 311
Oct. 1, 1926. .. Tl 422052228 |1 100, 919,789 | 1. 522,972,017 | 4, 906, 198, 326 3.0
Nov. 11,1926 .o ceoae.o 407, 456, 265 {1,101, 452,799 | 1, 508, 909, 064 4 933 169 057 30.6

The coinage of gold during the last year has decreased by about
70 per cent from the coinage of the preceding fiscal year. The
amount of gold coin in the Treasury decreased from $615,000,000 in
July, 1925, to $580,000,000 in November, 1926. Gold coin held in
the Treasury above the legal requirement that at least one-third of
. the gold held against gold certificates in circulation be in the form of
gold coin; was less on November 1, 1926, than the amount so held
on July 1, 1925, by about $65,000,000.

Silver

Purchases of silver by the Government during the fiscal year 1926
amounted to about 5,000,000 fine ounces, costing about $3,500,000.
Deliveries of silver purchased under the terms of the act of April 23,
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1918, were completed in October, 1924, but sbout 11,400,000 silver

- dollars were coined during the past year under the terms of this . act,
Jeaving silver sufficient for the coinage of 6,500,000 dollars. About
55,000,000 subsidiary silver coins were executed during the year.

The New York market price of silver. was sustained very near the
level of 1925 during the fiscal year ended June 30, 1926. The
. -average price for the year of $0.68317 per ounce varied very little
from the average price of $0.68813 for the fiscal year 1925. The
range varied somewhat from that of 1925, the highest price being
$0.731875 on September 5, 1925, and the lowest $0.633025 on April
22, 1926, as compared with $0.66125 and $0.72375 in the fiscal year
1925. Influences operating favorably on the price of silver in the
late summer were the demand froma Chinag and purchases by the
United States Treasury for subsidiary coinage The high point of
silver prices in September was followed by an almost steady down-
ward drift to the low point of April 22. Some reaction in price
occurred in the late spring and early summer, but by October 19,
1926, the prlce of silver had dropped to $0.515 in New York, the
lowest point in eleven years.:

Much concern has been evidenced in the possible effect upon silver
of the adoption of the plan of the Royal Commission on Indian
Currency and Finance. While the plan of the Royal Commission
leaves undisturbed the place of the silver rupee in the circulation of
India, no more silver for coinage will be required at present. How-
ever, India’s consumption of silver for coinage purposes in recent
years has been very small as compared with her total net imports
of the metal. For 1923 and 1924 the figures are:

1923 1924
Fine ounces Fine ounces
Total net imports of silver_ _ _ . __________ 92, 825, 822 86, 523, 908
Consumption of silver for coinage purposes_._._.___ 2,279, 994 911, 715+
Percentage of imports used for coinage..._________ 2.5 1.1

India’s demand for silver would seem to depend more on the
general prosperity of the country and a favorable trade balance than
“on the currency situation. India’s trade position has been definitely
~and increasingly favorable in the last few years, due largely to good
crops resulting from successively good monsoons. At least a normal
monsoon this fall seems assuréd at the present writing.
Exports of silver from the United States to India in the fiscal year
1926 were less than those for 1925, the amounts being, respectlvely, '
$42 794,176 and $54,803,754. A
- India and China have for many years, of course, been the large
absorbers of silver. In the calendar year 1925 the two countries ab-




SECRETARY OF THE TREASURY 97

sorbed moreé than 70 per cent of the world’s silver production. The
total net imports of silver into China during 1925 were more than twice
those of 1924." Influences affecting the Chinese demand for silver dur-
ing the past fiscal year, however, have been very diverse. Active
warfare in China caused hoarding and at the same time a demand
for silver coin to pay troops, both tending to increase the demand for
silver. On the other hand, disturbed conditions tended to the accu-
mulation of silver stocks in the foreign banks of the treaty ports for
security, a condition which was aggravated by the boycott of British
and Japanese goods. Shipments of silver from China to London
resulted, an event which had not occurred for many years. This
had a depressing effect on the price of silver and indicated that the
import of silver to China had exceeded that country’s power of absorp-
tion. The United States exported $43,742,077 in silver to China in
the fiscal year 1926 as compared with $23,022,808 in 1925. A more
settled condition in China would seem to promise a more stable
silver demand. ‘

‘The world’s silver production in the calendar year 1925 increased
over that for 1924 but was not quite up to the 1923 production.
Silver production for each of the last three years, however, has been
higher than in any previous year of the world’s history. American
silver production in 1925 exceeded the 1924 production by $2,089,050,
being $45,911,864.

In addition to her own production, the United States received
silver imports amounting in all to $69,400,686, coming almost entirely
from Mexico, Peru, Canada, and Chile, in the order named.

The following table shows the world’s production of silver, the
. proportion thereof absorbed by India and China, together with the
average price of the metal in New York:

World production of silver and net imports into Indie and China, 1916 to 1926

[Iﬁ millions of fine ounces]

Percentage
World Total net | of world Average
production { imports |production| price of
of into India | absorbed | silver in
silver and China | by India | New York

" Calendar year

and China
180.8 72.4 40 $0. 67
186.1 83.5 45
203.2 208.8 103 98
179.8 235.0 131 1.12
173.3 115. 5 67 - 102
171.3 90.9 . 53 63
209.8 116.3 55 .68
246.0 173.9| 71 .65
239. 5 117.9 49 .67

245.1 175.2 71 .69
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FUNDS ADMINISTERED BY THE TREASURY
Adjusted service certificate fund

* Investments for the account of the adjusted service certificate
" fund were made during the fiscal year 1926 in special issues of Treas-
ury notes and certificates of indebtedness bearing interest at the
rate of 4 per cent per annum, in accordance with the procedure
outlined in the Annual Report of the Secretary of the Treasury for
the fiscal year 1925. The investments made January 1, 1925, were
$100,000,000 face amount of the adjusted service series obligations
of which $4,600,000 were redeemed to June 30, 1925, to provide
funds for authorized payments to that date.

In the fiscal year 1926 the investments in similar obligations
aggregated $123,500,000 face amount. The funds available for this
purpose were appropriations of $50,000,000 and $70,000,000 available
January 1 and March 5, 1926, respectively, and $3,500,000 available
January 1, 1926, from interest on investments paid on that date.
Redemptions aggregating $15,000,000 face amount were made to .
provide funds for authorized payments; $38,200,000 face amount of
the one-year certificates of indebtedness held in the investment
account of the fund matured January 1, 1926, and after redemption
the proceeds of the principal amount were invested in like obligations
~ maturing January 1, 1927. ‘

When funds are requ1red for authorized payments by the Veterans’
Bureau, approved requisitions are made on the Treasury for advances
- to the disbursing clerk on accountable warrants in the same manner
as with other advances from appropriations expended through dis-
bursing clerks of the several departments and establishments. The
Treasury then redeems a sufficient, face amount of the obligations to
. honor the requisitions and deposits the principal amount and accrued
interest to the credit of the appropriation account of the fund and the
total is simultaneously advanced to the disbursing clerk. Under
that procedure the fund receives the full benefit from the investments.

A statement of the condition of the fund as of June 30, 1926, is as
follows: ,

Adjusted service certificate fund as of June 30, 1 956‘

FUND ACCOUNT

Appropriations:
Jan., 1, 1925 . i $100, 000, 000. 00
Jan. 1, 1926 e ieoooo_. 50, 000, 000. 00
Mar. 5, 1926 _ . o e cacae—an- 70, 000, 000. 00
Interest on investments_._______._ e emmmecmmm—nem 3, 876, 975. 34

223, 876, 975. 34
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Checks issued by Veterans’ Bureau against credits from the i
fund and paid by the Treasurer of the United States.____. $19, 587, 982. 61

Balance in fund June 80, 1926 _____ .. __ .. _________._ 204, 288, 992. 73

FUND ASSETS
finvestments:

4 per cent Treasury notes—
Dated Jan. 1, 1925, maturmg Jan 1

1930 o oL $50, 000, 000
Dated Jan. 1, 1926, maturing Jan. 1,
1931 oo 53, 500, 000
Dated Mar. 5, 1926, maturmg Jan, 1,
1931 . e mmmmmmmm——m s - 70,000, 000
4 per cent one-year Treasury certificates—
Net issues. ..o __.. - an- $50, 000, 000
Redemptions to June 30,
1926 . .. 19, 600, 000
_—— 30, 400, 000
Net investments. - oo oo ______1__ 203,900, 000. 00
Balance to credit of disbursing officer of Veterans’ Bureau (in-
cludes outstanding cheeks) - e e_.- 388, 992. 73
Total fund assets._ - _ _ o e aaaas 204, 288, 992. 73

District of Columbia teachers’ retirement fund

Investments for account of the District of Columbia teachers’
retirement fund are made by the Treasurer of the United States as
and when funds are available upon reports received from the Com-
missioners of the District of Columbia. Purchases during the fiscal
-year 1926 were made as follows: $48,750 face amount second Liberty
loan 414 per cent bonds at a principal cost of $49,039.45, and $241,100
face amount of Federal farm loan 414 per cent bonds at a principal
cost of $246,701.68. The securities held in the investment account
June 30, 1926, and their principal cost are as follows:

Face Principal
amount cost

First Liberty loan 434 per cent bonds.- ..
‘Second Liberty loan 4} per cent bonds.
“Third Liberty loan 414 per cent bonds. _ 165, 450 157, 611,47
Fourth Liberty loan 414 per cent bonds. ... 735,750 704,371, 27
“Treasury 434 per cent bonds, 1947-1952 - . oo cemecmm—m—aam 10, 000 10, 000. 00
Federal farm loan 414 per cent bonds.... - - 288, 840 295, 754, 53

L 7 T 1,429,040 | 1,399,221, 53

$26, 850 $27, 529. 64
202, 150 203, 954. 62
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The following statement shows the transactions under the com-
bined appropriated and trust fund accounts during the fiscal year
1926, and includes cumulative figures from date of the approval of
the act, January 15, 1920, to June 30, 1926:

Jan. 15,

Fiscal
1920, to
vear 1928 yune 30, 1926
$52,792.80 |-oooooooo..

263,919.72 | $1, 410, 128, 04
49, 471. 88 155, 900. 00
60, 807. 86 268, 429. 47

426,992.35 | 1,834,457, 51

Charges: ’
Apnnuities, refunds, etC .. .. et e imiacamccmcceccecamemeaneen 94, 632, 45 397, 656. 44
Investments, principal cost. . ........ .- 2295,741.13 | 31,399, 221. 53

Accrued interest on investments. .. [ 1, 295, 74 42, 256. 51
Unexpended balance, June 30, 1926 5___. .| 85,323.03 35,323.03
Total...... e ns e eeeemoememanene.] 426,992.35 | 1,834,457.51

1 Exclusive of amounts carried to surplus fund.

1 Face amount $289,8!

8 Face amount §$1, 429 040

{ Repayable in 1927,

8 Exclusive of unexpended balances in hands of District of Columbia dxsbuxsmg officer, but includes
$7.73 unexpended balance of funds advanced to Treasurer for investment.

United States Government life insurance fund

The Secretary of the Treasury is required to invest in interest-
bearing obligations of the United States or in bonds of the Federal
land banks all moneys received in payment of premiums on converted
insurance in excess of reserve requirements and authorized payments,
pursuant to the provisions of section 18 of the act approved Decem-
ber 24, 1919, as amended March 4, 1923. Investments are made
as and when funds are available, upon advice received from the
Director of the United States Veterans’ Bureau. During the fiscal
year 414 per cent Federal farm loan bonds were purchased for the
fund aggregating $37,350,000 face amount, at a principal cost of
$37,846,769.40. These purchases were made pursuant to an arrange-
ment between the fiscal agent of the Federal land banks, the director
of the bureau, and the Treasury. All securities purchased for this
account are registered in the name of the Secretary of the Treasury
for account of the United States Government life insurance fund. The
obligations of the United States in the fund are held in safe-keeping
by the Division of Loans and Currency of the Treasury Department,
and the Federal farm loan bonds are held by the Treasurer of the
United States. Monthly reports are made by the Treasury to the
Veterans’ Bureau of all securities in the fund and the principal cost
thereof, and periodic verifications of the security holdings are made
through reports rendered to the director by the safekeeping offices

¢



SECRETARY OF THE TREASURY 101

above mentioned. The securities held in the fund on June 30, 1926,
were as follows:

Par value | Principal cost

First Liberty loan converted 414 per cent bonds....-..;--....-._, ......... $6, 639, 900 $6, 316, 209. 21
Second Liberty loan converted 414 per cent bonds. c-- -] 18,089,300 16 247 357.00
Fourth Liberty loan 434 per cent bonds_ . _________ 42, 661, 550 39, 495 573. 60

434 per cent Treasury bonds. - ...--—---.--wmoooooooooon TN 491730200 1 49,201,905, 28
' ) . 116,563,950 | 111,261, 045.09
434 per cent Federal farm 10an bonds. oo« .o oo aaas 69, 200, 000 69, 742, 644. 40

L S 185,763,950 | 181,003, 689, 49

Cinl service retirement and disability fund

Under provisions of the amendment of July 3, 1926, to the act
“approved May 22, 1920, establishing the civil service retirement and

disability fund, and the regulations issued pursuant thereto by the
Comptroller General of the United States, it was necessary to make
certain changes in the accounting procedure beginning July 1, 1926.

Under the former procedure, expenditures for.salary, pay, or com-
pensation of persons entitled to the benefits of the act were exhibited
in the official reports at 9714 per cent of the appropriations therefor
and the remainder appeared as (1) authorized payments of annuities,
refunds, etc., under the act, and (2) expenditures on account of
investments of funds not required for payments indicated in (1)
above. Under the new procedure, expenditures for salary, pay, or
compensation from applicable appropriations are exhibited at 100
per cent, and deductions of 314 per cent from salary, pay, or com-
pensation are paid by checks of disbursing officers making salary .
payments, which are sent to the disbursing clerk, Bureau of Pensions,
who subsequently deposits them with the Treasurer of the United
States for credit of the civil service retirement and disability fund.

Section 11 of the act as amended authorizes the Secretary of the
Treasury to invest from time to time in interest-bearing securities of
the United States or Federal farm loan bonds such portions of the
civil service retirement and disability fund as in his judgment may
not be immediately required for the payment of annuities, refunds,
allowances, etc., and that the income derived from such investments
shall constitute a part of such fund for the purpose of paying such
annuities, ete.

Where, under the provisions of section 12 of the act as amended,
gross-or net returns are made of funds previously contributed by em-
ployees, accrued interest is required to be included therein, computed
at the rate of 4 per cent per annum compounded on June 30 of each

“fiscal year.
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The same considerations as to savings and simplified procedure
are accordingly now applicable to investments made by the Treasury
for account of the fund as are indicated in connection with invest-
ments for account of the adjusted service certificate fund appearing
inthe arti¢le in the Annual Report of the Secretary of the Treasury
for the fiscal year 1925, page 118.

The following procedure, therefore, was prescribed, effective July
1, 1926:

(1) Investments for account of the fund will be made in special
issues of Government obligations bearing interest at the rate of 4 per
cent per annum payable on June 30 in each fiscal year, or on earlier
redemption, as follows: Certificates of indebtedness, civil service
‘retirement fund series; Treasury notes, civil service retirement fund
series. Such obligations will be issued in denominations of $100,000
or multiples thereof, and at par as of dates of issue.

(2) The Treasurer of the United States will act as disbursing officer
for the investments in the same general manner as at present, making
payments therefor from approved advances from the fund upon
accountable warrants. The Commissioner of Accounts and Deposits
will be responsible for the investments from available funds and the
" Commissioner of the Public Debt for issuance of the securities and
safe-keeping thereof in the same general manner as is done with the
adjusted service certificate fund. Credits to meet monthly requisi-
tions of the disbursing clerk of the Bureau of Pensions for suthorized
payments will be provided from current deductions and through
redemptions of the special issues, after such deductions or the pro-
ceeds of the redemptions bave been covered into the Treasury to
the credit of the fund.

During the fiscal year 1926, $2,050,000, face amount of Treasury
notes, series A—~1926, were redeemed at maturity, March 15, 1926.
The investments during the year aggregated $11,335,700, face amount,
of which $8,000,000 was in second Liberty loan 414 per cent bonds
and $3,335,700 in fourth Liberty loan 414 per cent bonds.  The net
investments during the year aggregated $9,285,700, face amount,
purchased at a principal cost of $9,472,154.96. The interest on
investments amounted to $2,204,513.36, and from August 1, 1920,
the effective date of the retirement act, to June 30, 1926, the earn-
ings amounted to $7,350,317.47.

The following statement shows the securities held in the fund as of
June 30, 1926:

Par value Principal cost

Second Liberty loan 4% per cent bonds. . $30, 500,000 | $30, 656, 870. 50
Fourth Liberty loan 414 per cent bonds... - ce- 23, 524,050 23, 217, 656. 54

Total......... 54,024,050 53,874, 527. 04
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The receipts and expenditures on account of the fund for the
. fiscal year 1926 and cumulative totals to June 30, 1926, are as follows:

Fiscal year 1926

Aug. 1, 1920, to
June 30, 1926

Unexpended balance June 30, 1925
Credits: .
On account of 2% per cent deductions from basic compensation of
employees subject to the civil service retirement act 2_._...........
Receipts— .
Interest on profits on investments
1l other.._.

Total. . -

Charges:
On account of refunds to employees, annuities, ete_ - _....o......
On account of investments at cost ... _...___...___
Accrued interest on investments (net) paid.
Unexpended balance June 30, 1926 ... ____..____

Total.

141, 487,116. 89

17, 871, 530. 80

$01, 584, 071. 63

2, 204, 513. 36 7,350, 317. 47
97,647.70 334,934.78
21, 660, 808. 75 99, 269, 323. 88

10, 275, 000. 00

-} # 10, 872, 854. 96

8 57,111. 94
570, 065. 73

44, 823, 885. 72
4 53, 874, 527. 04
845.39

570, 065. 73

21, 660, 808. 75

99, 269, 323. 88

1 This amount includes $1,407,868.33, representing $1,400,700 prinecipal cost and $7,168.33 accrued interest
on $1,380,000, face amount, of second Liberty loan 414 per cent bonds purchased on June 29, 1925, but not
cleared through the records in time for inclusion in the investment figures for the fiscal year 1925.

. 2132? of July 3, 1926, vol _ 44, p. 910, sec. 10, increases amount of deductions to 314 per cent, effective July
, .

8 Face amount, $10,665,700.

4 Face amount, $54,024,050.

8 Excess credits, deduct.

Foreign service retirement and disability fund

The foreign service retirement and disability fund, established
by section 18 of the act of May 24, 1924 (vol. 43, p. 144), was credited
during the fiscal year 1926 with the sum of $160,743.25, including .
$7,589.86 earnings on investments. The fund wa$ charged with
$63,946.25 on account of annuities, and so forth, and $100,033.44
on account of investments, leaving an unexpended balance on
June 30, 1926, of $304.77. The administration of the fund is vested
in the Secretary of State, but the Secretary of the Treasury is re-
quired to make investments from time to time of such portion of
the fund as may not be required for authorized payments and to
credit the fund with the income. Part of the investments for 1926
were made in short-term obligations during a period when the funds
were not required for immediate disbursement. Such part of the
fund estimated not to be required for use during the fiscal year was
invested in longer-term securities. During the fiscal year 1926,
$1,500 face amount of Treasury certificates of indebtedness, series
TS-1925, held in the fund on June 30, 1925, matured and were
redeemed. Investments during the year and remaining in the
fund June 30, 1926, were as follows: $74,600 face amount of second
Liberty loan 414 per cent bonds purchased at a principal cost of
$75,532.50, and $26,000 face amount of 33{ per cent Treasury
certificates of indebtedness, series TD-1926, purchased at par.

With the exception of the 33/ per cent Treasury certificates of
indebtedness, series TD-1926, all of the securities in the investment
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account on June 30, 1926, are registered in the name of the Secretary
of the Treasury in trust for account of the fuind, and are held in
safe-keeping by the Division of Loans and Currency of the Treasury
Department. The total interest and profits earned and collected
on investments made to June 30, 1926, are $9,797.69,
The following statement shows the securities held 1 n the fund as
of June 30, 1926:

Face Principal
amount cost
Second Liberty loan converted 434 per cent bonds. .-| $74,600.00 | $75,532.50
Fourth Liberty loan 434 per cent bonds.__. meececeen———— 79,150.00 81,069. 85
334 per-cent Treasury certificates of indebtedness, series TD1926. oo 26, 000. 00 26, 000. 00
Total.... [N 179,750.00 | 182,602.35

The transactions in the fund for the fiscal year 1926 and cumulative
figures to'June 30, 1926, are as follows:

5 May 24,1924,
Fls%lzg €8T | "to June 30,
Unexpended balance June 30, 1925...«.o o oo ececemcmmcecamecimanearcmaaennn $3,540.21 | ...
Credits: )
On account of 5 per cent deductions {rom basic compensatlon of employees
Rsubject to foreign service retirement actavoooo oo ocoaeioaiiaiaeailan 152, 207. 30 $294, 382. 30
eceipts—
Interest and profits on investments. ... ... 7,589, 86 9, 797. 69
A O her o et 946. 09 2,673.38
Total ... e 164,284.46 | 306, 853.37
Charges:
On account of refunds to employees, annuities, ete 63, 946. 25 123, 946. 25
On account of investments at cost. ... ...____..... 1 100 033.44 2182, 602. 35
Unexpended balance June 30, 1926. o nmealieiircceiccramcaeaan 304.77 -804, 77
T N 164,284.46 |  306,853.37
! Face amount $99,100. ’ ? Face amount, $179,750.

Library of Congress trust fund

Under provisions of the act approved March 3, 1925, the Library
of Congress Trust Fund Board consists of the Secretary of the
Treasury, the chairman of the Joint Committee on the Library,
the Librarian of Congress, and two persons appointed by the Presi-
dent. The act authorizes the board to accept, receive, hold, and
administer such gifts or bequests of personal property for the benefit
of, or in connection with, the library, its collections, or its service
as may be approved by the board and by the Joint Committee on
the Library. The moneys or securities given or bequeathed to the
board are required to be receipted for by the Secretary of the Treas-
ury, who is authorized to invest, reinvest, or retain investments, as
the board may determine. '
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As indicated in the Annual Report of the Secretary of the Treasury
for the fiscal year 1925, the first donation was made by Mr. James
B. Wilbur, of Manchester, Vt., and consisted of 1,000 shares 7 per
cent preferred capital stock of the Public Service Co. of Northern
Illinois. The donor reserved the right to receive six-sevenths of the
income during his lifetime, the remaining one-seventh to be credited
to the fund account of the board until' such time as he might forego
a larger part or all of the income.

During the fiscal year 1926 a donation of $10,000 par value of
bonds was made by Mr. R. R. Bowker, of New York City, subject
to the condition that six-sevenths of the income therefrom be paid
to him during his lifetime, or to his wife during her lifetime should
she survive him, thé remaining one-seventh to be credited to the
fund. These securities consisted of $5,000 face amount first mort-
gage 5 per cent gold bonds of the Detroit Edison Co., due January
1, 1933; $2,000 face amount 7 per cent gold bonds of the German
external loan, due October 15, 1949; $2,000 face amount 614 per
cent gold sinking-fund bonds of the Imperlal Japanese Government
external loan of 1924, due February 1, 1954; and $1,000 face amount
7 per cent sinking-fund bonds of the Austrian Government guaran-
teed loan of 1923, due June 1, 1943. '

All of the above-described securities are.held by the Treasurer of
the United States, subject to the order of the Secretary of the Treas-
ury, for account of the board. The earnings credited to the fund
during the fiscal year 1926 amounted to $774. 29 whlch is the total
received. to June 30, 1926. .

OTHER FINANCIAL OPERATIONS

Federal farm loan system

Federal land banks.—During the fiscal year ended June 30, 1923;
the Federal land banks closed 36,803 loans, amounting in the aggre-
gate to $125,253,591.  Net earnings for the same period amounted
to $8,596,543.62, a portion of which was used to increase reserve
accounts from $7,544,700 to $8,467,500. The net amount of out-
standing mortgage loans made by Federal land banks aggregated, as
of June 30, 1926, $1,043,954,725.03. The amount of farm loan bonds, .
issued by Federal land banks, outstanding as of June 30, 1926, was
$1,029,375,635.

A notable achievement in this period was the reductlon in the loan
rate from 514 per cent, which ohtained in all the banks of the system,
to 5 per cent in five of the banks and to 54 per cent in one other.
This was made possible both because of the favorable terms on which
farm loan bonds were being sold and because of the volume of business
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now on the banks’ books, enablmg them to operate on narrower
margins of profit.

The Treasury originally subscribed practically all the - capital
stock in the Federal land banks. The law provides that this capital
is to be retired out of the proceeds of stock subscriptions by national
farm loan associations. On June 30, 1926, Government capital had
been reduced to $1,180,440. All Government capital has been retired
in seven banks.

The national farm loan associations, subsidiary orgamzatlons
through which Federal land bank loans are made, increased in number
- ‘during the fiscal year from 4,652 to 4,664. The combined capital
stock in all Federal land banks on June 30, 1926, amounted to
$55,816,545, of which $54,066,950 is owned by national farm loan
associations, and the remainder, with the exception of $569,155, is
owned by the Federal Government.

Joint-stock land banks.—During the fiscal year two joint-stock land
banks were chartered and four banks were liquidated. At the end
of the fiscal year there were 57 joint-stock land banks in actual
operation in all the States of the Union except the New England
States, Delaware, Florida, New Mexico, and Montana.

Loans amounting to $133,187,999 were made by ]omt-stock land
banks during the year to 21,220 borrowers.

_ The combined capital stocl\ of all joint-stock land banks on June 30,

1926, was $43,494,020; reserve, $4,637,239.50; surplus and undi-
vided profits, $6,876,014.81. The net amount of outstanding mort-
gage loans made by joint-stock land banks aggregated, as of June 30,
1926, $600,149,835.63. The amount of farm loan bonds issued
by joint-stock land ‘banks outstanding as of June 30, 1926, was
$571,476,800."

Federal intermediate credit banks.—The 12 Federal intermediate
credit banks authorized by the agricultural credits act of 1923 have
been in actual operation practically three years. Each bank has a
paid-in capital .of $2,000,000, with a call upon the Treasury for an

additional $3,000,000.
The followmg statement indicates the volume of their business and

- the extent of their service:

Direct original advances to cooperative marketing associations from
- the beginning of operations to June 30, 1926, aggregated $149,160,-
099.65. In addition, renewal notes equaled $108,643,976.32. Total
loans, therefore, amounted to $257,804,075.97. Of this sum $224,-
488,164.96 has been repaid, leaving outstanding at the close of the .
fiscal year $33,315,911.01. These advances were distributed by
commodities, as follows:
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TobaCeO . . oo $52, 239, 909. 50
Cotbon . e 58, 281, 163. 06

" RalsinS . oo eoo.- 12, 600, 000. 00
Wheat- - - - - oo e 10, 138, 075. 26
Wool . e e 3,.850, 145. 49

O PIUNeS e 1, 900, 000. 00
Canned fruit and vegetables_ ... _____.________ 6, 630, 837. 09
Peanubs _ - i 565, 530. 00
Rice . . .. e 1,914, 731.°65
Broom eorn. _ _ ___ . __ ... __.__ 335, 447. 60
Redtop seed. - . lco_ao.- 95, 800. 00
Olive oil_____.___. e e mmmmmeeeemeeees 51, 960. 00
Coffee . . oot o__ 406, 500. 00
Hay. .. 75, 000. 00
Grimm alfalfa seed_ ... ___________________.___ 75, 000. 00
Total. .o o oo 149, 160, 099. 65

Original rediscounts ' aggregated $90,409,465.35 and renewals
$43,987,367.04 additional, or a total of $134,396,832.39. Repay-
ments have been made in the sum of $91,262,725, leaving outstanding
at the close of the fiscal year $43,134,107.39. The agencies through
which these rediscounts were made are classified as follows:

Agricultural credit corporations_ .. ___.___._____ $62, 453, 694. 09
National banks_ o 196, 215. 02
State banks._ . _ ... 2, 853, 393. 11
- Livestock 16an companies. _ ... . ___________ 24, 376, 484. 71
Savings banks and trust companies._ . __ .. ______ 529, 678. 42
Total . oo e 90, 409, 465. 35

The Federal intermediate credit banks paid into the United States
Treasury, as provided in section 206, paragraph (b) of the agricultural
credits act of 1923, 50 per cent of the net earnings of said banks for
the calehdar year ending December 31, 1925, or $508,589.86. On
June 30, 1926, the surplus, reserve, and undivided proﬁts accounts
aggreoated $2,088,618.32.

It is estimated that approximately 90,561 farmers have been
served through the rediscount of their 1nd1v1dual notes and 882,129
served as members of cooperative marketing associations. The in-
terest rate on direct loans to cooperative marketing associations
continued at 414 per cent until early in November, when, due to the
condition of the debenture market, it was increased to 5 per cent
Again, on June 15, 1926, it was reduced to 414 per cent. The rate on
rediscounts was 5 per cent throughout the perlod covered by this
report.

@eneral—While the operations of the farm loan system have , gener-
ally speaking, proceeded in a satisfactory manner, there appear to be
many opportunities for substantial improvement in both the adminis-
trative and operating functions of the system. Some of these improve-
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ments may be accomplished through revision of regulations,

readjustments of personnel, or standardizing of procedure. The

remainder, and unquestionably the more important, may be achieved
only by amendment of the farm loan act.
With respect to those defects which may be remedled without

_ legislation, the Treasury has already taken steps to apply corrective
measures,

As an example of what has been accomplished along these lines,
reference may be made to the revision of the regulations of the Farm
Loan Board. In October, 1925, attention was drawn to the fact that
some of the joint-stock land banks had evidenced an inclination to
interpret the regulations of the Farm Loan Board in such manner as
to enable them, by certain bookkeeping devices, to pay dividends
which, when viewed from a conservative standpoint, might be deemed
excessive. ' It is appreciated that under the act, which permits a
joint-stock land bank to sell its bonds to the extent of fifteen times its
capital, the business of the bank may be extended and satisfactory
service rendered the public only if the capital stock of the bank may be
increased as may be found necessary. Sound banking principles
~demand, however, that dividends to investors in joint-stock land
bank stocks should be paid at a rate that can be maintained, and that
wide fluctuations should.be avoided in the market values of the stock.

As soon as the Treasury was advised of the situation as above set
forth, an examination was directed to be made of certain of the banks
of the system. As a result of this examination it developed that the
regulations of the Farm Loan Board were not sufficiently compre-
hensive to enforce the adoption of standardized methods of account-
ing and banking practice by the joint-stock land banks. To remedy
this condition, revised regulations were prepared and promulgated in
June, 1926. While there continue to be many apparent opportunities
for the further strengthening of these regulations, it is felt that the
recent revision will prove an adequate remedy for at léast some of the
former defects in management.

Among the other improvements attained in the administration of
the system is the reinforcement of ‘the bureau’s examining facilities.

- Due, in all probability, to the rapid growth of the system, the Federal
Farm Loan Bureau has fallen considerably in arrears in the examina-
tion of the banks of the system. An investigation was directed to be
made of this situation, as a result of which there has been formed in
the bureau an examining -division, headed by a chief examiner, with
three assistant chief examiners and a force of examiners and reviewing
appraisers sufficient to conduct examinations of the banks of the.
system, as required by the farm loan act. This division, in addition,
will assist the banks in standardizing methods of accounting and
banking practice and of preparing reports of condition.
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The Treasury will continue to study the operations of the system
and will from time to time make such other 1mprovements as are
shown to be necessary. '

There are, however, several fundamental weaknesses in the organic
law. Thisis notintended, and should not be construed, as a criticism
of the framers of the original act, for the defects in question could be
ascertained only through several years of actual operation and could
not have possibly been foreseen at the time the law was enacted.
It is not possible at this time to set forth in full the particular pro-
. visions which experience has demonstrated to be faulty. In brief,
they pertain to. the administrative powers vested in the board and
to the control exercised by the Treasury over the operations of the
system. A careful analysis is being made of the situations which
have arisen in the past and which may be avoided in the future only
through revision of the organic act. As a result of such analysis
appropriate recommendations will be made to Congress.
~ The system has fully demonstrated its capacity for providing va]ua-
ble service to the farmer. Bonds of the system, offered to the invest-
ing public, are entirely sound and their popularity is continually
increasing. It is earnestly believed that with the passage by Con-
gress of the necessary remedial amendments to the act, and with the
continued introduction of improved methods of administration, the
system will in the future be able substantially to surpass the very
creditable record attained during the 10 years of its existence.

Federal reserve banks as fiscal agents of the United States

In considering the Federal reserve banks as fiscal agents of the
United States a brief sketch of some of the outstanding incidents
leading up to their designation is in order.

‘Prior to the establishment of the Treasury Department in 1789,
the Government finances had been handled by boards or commissions,
appointed by the Continental Congress. This policy was due to the
reaction’ against centralized control arising in the Colonies through
the appointment of colonial governors by the King of England; and
the antipathy toward a centralized Treasury system continued on
this account for some time, despite the fact the commission plan had
. proved most unsatisfactory.

The fiscal history of the United States from 1789 to 1916 may be
said to consist of a number of experiments in an attempt to liberate
the revenue of the Government to the use of the country as a whole,
provide means of transferring currency to those points where it was
most needed, and to develop through the banking system of the
country a means of financing the Government’s requirements.

The First Bank of the United States was chartered in 1791; and
although its charter made no specific provision for the deposit of
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Government funds, Secretary Hamilton felt that it was his duty to
- use the bank as a fiscal agent and pointed out that the Government
‘would derive the following advantages: :

(1) The bank would render the Federal Government special aid
in a sudden emergency, such as might arise through war.

(2) The bank would assist in collecting and handling taxes and
other revenue accruing to the Government.

(3) The bank would assist in making payments on foreign debts.

(4) The bank would assist in meeting the interest payments on
the public debt. .

It may be said that during its life the bank carried out sll of these
provisions in a manner at least more satisfactory than theretofore.
Funds were transferred with a saving to the Treasury Department
through its foreign-exchange operations it assisted in making remit-
tances on the foreign debt; and it advanced loans to the Government
to an extent that proved a handicap to the bank itself.

Prior to the closing of the First Bank of the United States there
was considerable growth of State bank organizations, and to these
Secretary Gallatin transferred many of the Government ﬁscal agency
functions when he realized that the First Bank would not be rechar-
tered. The State banks with inadequate capital attempted to fill

~ the gap left by the closing of the Bank of the United States, and this
additional financial burden, together with financing the War of 1812,
caused a large number of these banks to fail. Speculation and note
inflation depleclated their issues in some cases to 50 per cent below
par, causing a suspension of specie payment and a breakdown in
the ability of the Treasury to transfer its funds, causing great incon-
" venience and loss. :

This condition led Secretary Dallas in 1815 to recommend the
establishment of a national bank to strengthen the State banks,
restore the currency to a specie basis, and give public confidence.
The plan met with considerable opposition in Congress and it was not
until 1816 that the Second Bank of the United States was chartered.

The First Bank of the United States was organized principally
to extend public and private credit, and there was no special provision
for the keeping of public funds, but the act organizing the Second
Bank specifically authorized the Secretary of the Treasury to deposit
Government funds ‘“‘in places in which the said bank and branches
thereof may be established.”” The Government funds were not at
once transferred to the Second Bank, owing to the inability of a large
number of the State banks to resume specie payment; and the effort
to collect them proved a difficult and thankless task and caused
considerable friction.

Under its charter the Second Bank paid no interest on Government
deposits but performed a certain number of banking functions free of
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charge. These consisted, as in the First Bank, of offering the neces-
sary facilities for transferring public funds from place to place within
the United States, and distributing the funds in payment of the
public creditors without charging commissions or claiming allowance
" on account of difference of exchange. These two functions were
performed in a satisfactory manner and at a saving to the Treasury.
Moreover, during its life the Second Bank made loans to the Govern-
ment and rendered timely aid in meeting pension claims payments
and paying both installments of principal and interest on the public
debt. -

Opposition led by President Jackson prevented the renewal of the
charter of the Second Bank, and it ceased functlomng as a national
institution in March, 1836, and the Government again relied upon
State banks as depositaries, of which by 1836 there were slightly
more than 700 chartered and doing business.

The year 1837 brought with it a panie, suspension of specie pay-
ment upon the part of the banks, and the usual inconvenience and
loss to the Government due to the unavailability of public deposits
or payment only in depreciated State bank notes.

From the founding of the Treasury Department to 1846 the public
debt bore a very close relationship to the-public deposits and the
banks. During a large part of the period covered by the first two
banks of the United States, the Government leaned very heavily
upon them in its financial operations, and although they performed
their fiscal duties in a fairly efficient manner, they were abandoned
for reasons either of jealousy or politics in favor of the State banks.
The latter, with their undercapitalization and unregulated organiza-
tion, fell down under the burden. As a result public sentiment
demanded a complete separation of public finances from all banks in
general. :

In 1846, after several years of vacillation and discussion, Congress
finally passed a bill establishing the Independent Treasury. The act
provided for four Assistant Treasurers and for a like number of sub-
treasuries, to be located at New York, Boston, Charleston, and St.
Louis. These officers were “required to keep safely, without loaning,
using, ‘depositing in banks, or exchanging for other funds than as
allowed by this act, all public money collected by them.” In other
words, the fiscal duties of holding public money on deposit and trans-
ferring it from point to point, heretofore performed by the banks,
were to be performed by these new 1ndependent branches of the
Treasury Department.

From 1846 until the outbreak of the Civil War, the Treasury De-
partment continued to keep the public money out of banks. The
financing of the Mexican War was relatively easy, as it was of short
duration and such loans as the Government made were well sub-
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scribed. The country itself was entering a period of prosperity and
the only problem the Treasury had was the use to be made of its
surplus funds. In 1853 this became a matter of considerable moment
and was met by purchases of silver bullion. When this did not ease
the stringency the Secretary of the Treasury purchased Government-
bonds in the open market, forcing them to a high premium. Receipts
from customs duties continued to increase faster than Government
expenditures, thus piling up a large surplus in the subtreasuries;
and again in 1857 the Secretary of the Treasury entered the market
as purchaser of bonds, but the aid was poorly timed and had the
double effect of encouraging speculation and so reduced the Treasury
surplus that assistance could not be rendered When most needed
during the actual financial crisis of that year.

The advent of the Civil War at once proved the inadequacy of the
Independent Treasury system to meet unaided a great emergency.
Practically the first step of Secretary Chase’s financial program was
" to ask the banks for a loan of $50,000,000. This was followed two
years later by a complete break away from the independent idea
through the establishing of the national-bank system and the designa-
tion of these banks as depositaries of public funds.

One of the great disadvantages of thie Independent Treasury and
one which existed until its abolishment was its inability to supply
business with sufficient note circulation when needed, and to contract
the circulation when speculation reached a danger point. From
1870 to 1893 was a time of considerable prosperity in the United
States. Government receipts exceeded expenditures almost con-
tinually, thus piling up a Treasury surplus just at the time that
business needed currency in circulation. On at least three different
occasions during this period the Secretary of the Treasury entered
the bond market and purchased Government bonds with the intention
of relieving the monetary stringency. As Government bonds were
used by the natioril banks to secure their note circulation, the pur-
chase and retirement of any appreciable amount of bonds by the
Government had the tendency to reduce the national-bank note cir-
culation by an equal amount, thus defeating the purpose of the pur-
chase. Another expedient put into practice about 1880 to relieve
. the money market was the depositing of public moneys in private
banks. This policy once reinaugurated was continued, but it was
not until 1890 that the Secretary of the Treasury made a serious
effort to force a wide distribution. This he did by allowing national
banks accepting Government deposits to secure them by pledging
other securities than Government bonds. Under this practice the
growth of national-bank depositaries increased quite rapidly, and by
1907 there was a distribution of deposits among about 1,400 banks
throughout the country. While this method of relieving the money
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market produced some beneficial results, it placed too great a responsi-
bility upon the Secretary of the Treasury to decide in what sections
of the country deposits were most needed, and the further responsi-
bility of choosing banks that had satisfactory managements and would
not use the Government funds for speculative purposes.

It may be said of the Independent Treasury system that it had
the advantages of safety and of inspiring public confidence which the
early banks had lost. On the other hand, it was not capable of
keeping pace with the growth of business in the United States and had
far outlived its usefulness at the time the Federal reserve system was
inaugurated in November, 1914.

In order to give the Federal reserve banks full opportunity to
become properly organized, the Secretary of the Treasury did not
appoint them as fiscal agents of the Government until January 1,
1916, and they did not take over all of the duties of the subtreasury
system until the latter was abolished by act of Congress approved
May, 1920. A :

Space will not permit a description of the many ramifications
of the Federal reserve act, the composition of the Federal Reserve
Board, and the organization of the 12 banks, nor of the development of
the system since its inception to meet the trying times of the war and
the inflation that ensued. Suffice it to say that the Government
received the greatest cooperation from the Federal reserve system
and its member banks apd other banking institutions in all the intri-
cate financial operations made necessary by the war and its after-
math. These operations proceeded smoothly and on a scale never
before conceived, and at all times the Federal reserve system guided
its policy that it might coordinate with the requirements of the
Government on the one hand and care for the expanded requirements
of business on the other.” It is conceded by all students of finance
that the system made possible this Government’s full participation
in the war, and after its termination brought the country back to
something approaching normal in a comparatively short time, with
a minimum of radical readjustment and in a manner that would have
- been impossible under any of the former fiscal agency systems.

With the exception of certain depositary functions performed by
national and State banks, and which will be described hereinafter,
the Federal reserve banks to-day are the sole fiscal agents of the
United States Government. In commenting on their many duties,
first mention may be made of Government receipts. The Federal
tax legislation provides that payments of income taxes may be made
quarterly on the 15th day of March, June, September, and December.
These payments are forwarded by the taxpayers to the collector of
internal revenue of the locality, and by that collector in turn for-
warded to the Federal reserve bank of the district. Upon the receipt
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of these moneys the bank credits them to the account of and advises
the Treasurer of the United States. Besides the quarterly income
~ tax payments, the Federal reserve banks are in receipt of various day-
to-day payments, such as miscellaneous taxes and the receipts from
general national-bank depositaries of excess funds deposited by
collectors of customs and other Federal collecting agencies. -

A word of description should now be given of the three classes
of depositaries other than the Federal reserve banks which receive
and hold public money.

The policy of the Treasury Department is to estabhsh general
national-bank depositaries only at points where there is a necessity
to meet the requirements of Government officers. for cash for pay-
roll or other expenditures, or to Teceive deposits of cash from de-
positors of public moneys, and only where there is no Federal reserve
bank or branch located in the same city. These general depositaries
are given a fixed balance which they may retain on deposit, and all
moneys received in excess of this amount must immediately be
sent to the Federal reserve bank of the district.

Limited depositaries may be designated among national banks, at

“such points as are required, to receive, up to specified maximum
amounts, deposits made by United States courts and their officers
and by postmasters for credit to their official checking accounts with
such depositaries.

Both of the above classes of national-bank depositaries must
qualify, before receiving any public deposit, by pledging as collateral .

" certain authorized securities. These securities are held for the
depositary bank by the Treasurer of the United States.

The third class, and the one receiving by far the largest deposits,
i1s known as the special depositary, carrying a “war loan’’ account.
Any incorporated bank or trust company desiring to participate in
deposits of public moneys arising from the sale of bonds, Treasury
notes, or Treasury certificates of indebtedness may make application
for designation as such depositary to the Federal reserve bank of its
district, and qualify by the pledging of certain authorized securities
with the Federal reserve bank to secure such account.

New offerings of public debt securities are, before their issue,
announced to the Federal reserve banks, which in turn notify banking
institutions and others in their districts as to the terms of the issue.
Beginning with the day of the offering, the Federal reserve banks
receive subscriptions and daily advise the Treasury of the total
received. The Treasury fixes a time for the closing of subscriptions
and after final reports are received notifies the Federal reserve banks

“of the basis on which to allot the securities to subscribers.

Payments for subsecriptions to public debt offerings are made in -

the form of exchanges of maturing issues or in cash by nonmember
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banks or others; by exchanges of maturing issues, cash, or checks om
their reserve account when made by member banks; or in case the
bank making the subscription is a special depositary having a “war
loan’’ account, by a credit to that account in favor of the Feders
reserve bank of its district as fiscal agent of the United States, which
account, as has already been mentioned, is secured by the pledging
of authorized securities with the Federal reserve bank of the district.

Too great emphasis can not be placed on the importance of the
special depositary system. Since the new issues of securities are
" offered on tax-payment dates, if the subscribing banks were required
to make payment therefor in cash, such payment, together with the
heavy withdrawals by depositors for the purpose of meeting quarterly
installment of taxes, would créate a serious financial disturbance
unless prompt redeposit of the funds was made in the same localities
from which drawn. Under the existing system, whereby the sub-
scribing bank is permitted to make payment for the securities by
credit in its “war loan’’ account, the full amount of the subscription
is for the time being retained by the bank. Withdrawals are subse-
quently made as the Government has need for funds, but such with-
drawals are.gradual, covering a period of several months following
the deposit, with the result that there is complete avoidance of the '
shock which would be inevitable if these subscriptions, in the first
instance, were required to be paid in cash on the date on which the
securities were issued.

Besides merely assisting the Treasury Department in oncrlna‘ly
. offering a loan to the pubhc, the Federal reserve system has enabled
the Treasury to adopt a system by which short-term securities once
purchased can easily be traded in and a broad market assured. For
instance, if a citizen in Kansas City desires to sell a certain short-
term Government security, his purchaser may be some trust company
in. New York. In order to make dehvcry it is not necessary to
forward the security to New York; it is merely delivered to the
Federal reserve bank in Kansas Clty, which wires the Treasury
in Washington for authority for the New York Federal Reserve
Bank to make delivery from its ‘‘denominational exchange stock”
to the New York purchaser. This is done, and the ‘Treasury De-
partment credits New York’s stock account and debits that eof
Kansas City. This service insures the quickest sort of delivery and
makes an even market for short-term Government securities over
the entire country. - '

The Federal reserve system also pays Government securities and
coupons upon presentation at maturity. This transaction is com-
pleted by merely paying cash or crediting the reserve account of
the presenting bank, if the latter is a member bank, and debiting
the account of the Treasurer of the United States. Besides paying
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Government securities at maturity, the Federal reserve bank acts
as agent for the Treasury Department in purchasing Government
securities for the account of Government trust funds or for retire-
ment. This is completed in exactly the same manner as when
securities are paid at maturity, except, in the case of purchase for
a trust fund, that fund is debited through the account of the Treasurer
of the United States.

Perhaps the most important duty of the Federal reserve system,
so far as it affects the average citizen, is its function as depositary
of public money. As United States currency becomes available in
the cash the Treasurer of the United States ships new currency to
the Federal reserve banks in such amounts and denominations as
will' provide an equitable proportion among all the banks of the
system. The receiving bank at once credits the account of the
Treasurer of the United States as a transfer of funds.

As the currency in circulation becomes worn and unfit for further
use it comes in to member and nonmember banks of the system,
which Wanks present it to the Federal reserve bank of their district
in exchange for new and fit currency or for credit to their reserve or
correspondents’ accounts. The Federal reserve bank then sorts
" and counts its receipts of unfit United States money, cancels it by
punching holes and cutting it in halves longitudinally, and forwards
the upper half to the Commissioner of the Public Debt and the
lower half to the Treasurer of the United States for accounting, and
at the same time debits the account of the Treasurer of the United
States as a transfer of funds. .

The Federal reserve system’s function of issuing its own notes to
supply the wants of commerce and industry and to augment the
supply of United States currency at times of business expansion is
well understood and will be only commented on here. Suffice it to
say that this ability to issue currency based on sound and extremely
- liquid security has added to the currency structure of the United
States an elasticity never known prior to the establishment of the
Federal reserve system.

The account of the Treasurer of the United States with the Federal -
reserve banks has been mentioned in connection with the public
debt and the transfer of funds. These, however, are a small portion
of the business, at least in volume, that passes through it. Checks
are drawn by the Treasurer of the United States directly against his
. account in settlement of what are known as “preaudit’ claims, or
ones that have already been audited by the Comptroller General of
the United States. This represents about 10 per cent of the total.
The balance of the checks are drawn by Government disbursing offi-
. cers against credits established through advances from appropriations
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by law and placed to their credit on the books of the Comptroller-
‘General of the United States.

Government checks after issue follow the course of most checks in
commercial business and are ultimately deposited in some bank.
The bank then presents.them to the Federal reserve bank of its dis-
trict for payment or for credit in its ‘“reserve account,” andthe
Federal reserve bank in turn debits the account of the Treasurer of
the United States. R

The constant debiting of the Treasurer’s account in due course
depletes it to such an extent that it has to be built up, and this process
brings us back to the income-tax receipts, the sale of securities, and
the special depositary with a “war loan’’ account.

Prior to each quarterly tax-payment date the Treasury Department
estimates the amount of taxes it expects to receive, its probable
expenditures until the next tax date, and the amount of short-termx
securities maturing. The difference between the total of the expendi-
tures plus the amount of securities maturing and the income tax and
other receipts and the balance on hand determines the amount of
new securities that must be offered.

As has been described, upon the sale of the new securities banks
which hold the designation of special depositaries do not make im-
mediate remittance for their subscriptions in cash, but make pay-
ment by credit in their “war loan’’ accounts, and it is to these accounts
that the Treasury Department turns when it wishes to build up the
Treasurer’s depleted balances with the Federal reserve banks. By
this method public moneys, instead of being tied up in subtreasuries,
as they were under the old system or being redeposited more or less
arbitrarily in national banks throughout the country, as was later the
. practice, to meet estimated demands for currency, are now left in
the hands of the banks from which in the first instance the money
came, and thus continue to be available to supply the needs of busi-
ness.  Moreover, as the banks pay the Treasury Department 2
per cent interest on the average balance in their ““war loan’’ accounts,
the Government has an interest earning which under the independent
subtreasury system was lost.

Prior to the war the Treasurer kept balances with the natlonal
banks, subtreasuries, and the Federal reserve banks, amounting on an
average to.about $100,000,000. Under the present system of reduc-
tion of all depositariés to only the essential ones the Treasury, with a
total annual Government expenditure of about $3,600,000,000, is
able to operate with an average working balance of $36,000,000, or
1 per cent of its annual budget of expenditures. At times just before
a tax-payment date, when it is known that sufficient cash will be
coming into the Federal reserve banks within a few days, it would be
unwise to call cash which is earning interest from the special deposi-
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“ taries to build up the account of the Treasurer of the . United States.
At these times all balances with the Federal reserve banks are de-
posited in one account with one bank and the excess of receipts or
expenditures of all the banks are cleared daily through this one
account until money commences coming in from tax receipts and the

¢ strain is over. At such times the Treasurer’s balances in the Federal

reserve banks will run down as low ag five or six million dollars.

The foregoing outlines the more important of the-fiscal agency
operations of the Federal reserve system. Its advantages over the
old subtreasuries, even in the short 12 years of its existence, are so
numerous that there are scarcely any grounds for comparison.
" However, the following facts are so outstanding that they deserve
special mention:

The Federal reserve system (1) avoids accumulation of idle balances
of public moneys; (2) provides an elastic currency; (3) permits the
.Government to earn interest on balances of public money deposited
- with special depositaries; (4) avoids disturbance of money and secur-
ity markets by the balancing of current income and outgo; (5)
enables the Government to operate on a smaller working balance.

Depositaries of Government funds

_Experience has demonstrated the fact that the orderly and econom-
ical fransaction of the Government’s fiscal business requires the
maintenance of deposits of Government funds with banks at all
points where the receipts or disbursements of the  Government are
sufficiently large to justify such action. Accordingly, deposits of
Government funds are maintained with Federal reserve banks and
their branches, special depositaries, foreign depositaries, national-bank
depositaries, and depositaries in the insular possessions of the United
States. Comparative statements, showing the number of these
depositaries by classes and the Government deposits held by them on
the basis of Treasury statements, revised, at the end of the fiscal
years 1925 and 1926, are shown in the abstract of the report of the
division of deposnts, on page 411 of this report.

Such ‘deposits, in general, serve a threefold purpose: First, through
the utilization of the facilities afforded by the Federal reserve system
~ and the banking institutions in this country and abroad, the essential
fiscal business of the Government is handled without unnecessary
delay; second, this system of deposits provides the best possible
means of safeguarding the public funds;.and third, prevents any
unnecessary financial disturbance during the quarterly income-tax"
payment periods and upon the sale of Government securities. Fur-
thermore, the maintenance of fixed deposits with national-bank
depositaries and demand deposits with special depositaries for- re-
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plenishment of the working cash balance of the Treasury with the .
Federal reserve banks at and when required enables the Treasury to
derive a considerable revenue from the interest paid upon such
deposits. In recent years the policy of the Treasury with respect to
Government deposits has been directed to the establishment of a sys-
tem based strictly upon busiriess principles. This policy has resulted
in very material economies by the elimination of allidle or unnecessary
Government deposits. During the fiscal year ended June 30, 1926,
the total of all Government deposits with banks was substantially
the same as in the preceding fiscal year, and, so long as the Govern-
ment’s business continues upon its present basis, it is not believed
that there can be any further material curtailment of such deposits.-
The bulk of the Government’s fiscal business is now transacted
through the Federal reserve banks and their branches. The Govern-
Jnent accounts therewith are very active, and the balances from
day to day are subject to broad fluctuation. Supplementing the
Federal reserve banks and branches, the Treasury maintains deposits
with general national-bank depositaries and with depositaries in the
insular possessions of the United States and in foreign countries to
the number of approximately 325. Deposits to the credit of the
Treasurer of the United States with these depositaries are fixed in
direct proportion to the amount and character of the essential business
of the Government transacted, and the balances are adjusted from
time to time as conditions change. During the fiscal year ended
June 30, 1926, such deposits averaged about $7,000,000, and substan-
tially the same average maintained during the preceding fiscal year.
With these depositaries and limited national-bank depositaries, other
Government officers, such as postmasters and officials of the United
States District Court, also maintain official checking accounts to
facilitate local disbursements. Deposits of that character during the
past fiscal year averaged about $19,000,000, as against an average of
$21,500,000 during the fiscal year 1925. This reduction was largely .
due to the transfer of a considerable number of postmasters’ accounts
from national-bank depositaries to the books of the Treasurer of the-
United States. - '

- With special depositaries of public moneys is maintained the .
greater part of the Government’s deposits. Such deposits result
from the subscription of incorporated banks and trust companies,
which hold designation as special depositaries, to offerings of bonds,.
Treasury notes, or Treasury certificates of indebtedness, for which
payment is made by crediting the Treasurer of the United States
in a war loan account on the books of the depositaries: These
deposits are in the nature of a reserve fund and are withdrawn by
- the Treasury through the Federal reserve banks as needed to meet
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current expenditures in the interim between quarterly tax-payment
periods.

Ad]ustments affecting the various classes of depositaries are set
forth in the abstract of the report of the division of dep0s1ts on
pages 410 to 413 of this report.

The interest received on Government deposits, exclusive of deposits
with special depositaries' of public moneys, during the fiscal year
ended June 30, 1926, totaled $517,313.83. The total amount from
this source received from June 1, 1913, when this requirement became
effective, to June 30, 1926, was $18,410,380.25. The interest received
on deposits with special depositaries during the fiscal year 1926 was
$3,922,066.76, and the total amount received from April 24, 1917, to
June 30, 1926, was $69,433,735.62. Statements showing the revenue
derived from interest on Government deposits by fiscal years and,
in the case of special depositaries, by Federal reserve dlstrlcts, are
attached as Tables 14 and 15, page 488 of this report.

Customs

The statement in the last annual report that valuable results
would be accomplished with the use of forfeited automobiles in
connection with the enforcement of the customs laws, as provided
by the act of March 3, 1925, has been fully justified by the experi-
ence of the past fiscal year. This will appear from the fact that
with the operation of an average of 131 automobiles during the
year, 866 seizures were made, consisting of liquors valued at $195,156;
alcohol valued at $17,642; 499 automobiles valued at $201,284; 42
boats valued at $22,680, séized when landing their cargoes; and
other commodities valued at $16,321. In connection with these
seizures fines were imposed amounting to $22,495, bringing the to ta
value to the Government, exclusive of liquors, to $280,422. '

These patrol automobiles covered 1,301,065 miles and consumed
134,287 gallons of ‘gasoline during the year. The cost of acquiring
these machines was $5,552, and the total cost of maintenance and
operation was $82,471. '

Notwithstanding the severe strain under which the patrol auto-
mobiles are operated, the department has been able to reduce the
average cost of maintenance and operation to $0.0634 per mile and
the average cost per annum per machine to $672. The average cost
on January 31, 1926, was $0.07 per mile and $1,007 per annum per
machine. The reduction in ‘cost has been effected by establishing
repair shops at certain points where the number. of automobiles in
operation® makes this economically possible; by the purchasing of
parts and accessories in quantity; and by the prompt replacement of
automobiles beyond economical repair and operation with more
serviceable machines, the unserviceable automobiles being sold as
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surplus property in accordance with the prows]ons of section 3 of
the act of March 3, 1925.

The values of the seizures made by the patrols operating forfeited
automobiles and boats make their operation desirable even from the
standpoint of direct financial returns. Their greatest benefit, how-
ever, lies in the more strict enforcement of the law and the moral and

preventive effect exerted by such enforcement.

The efficiency of a patrol is measured not so much by the seizures
1t makes as by the control it exercises over traffic and the influence
it thereby exerts for law observance. With the knowledge of almost
certain detection and capture, with the resultant penalties, the indi-
vidual, who before the establishment of the patrols was willing to
take the risk of smuggling because of the chance of successful evasion
of duties on his merchandise, now reports at the customhouse, regu-
larly enters his products, and pays the duties thereon.

This is demonstrated by the remarkable increase in customs re-
ceipts in the district of Maine and New Hampshire and the district
of St. Lawrence, in which the strongest border patrols were estab-

- lished and operated during the past fiscal year. In the former, the
amount of duties collected was increased from $755,798 in 1925 to
$1,283,786 in 1926, an increase of 69 per cent; and in the latter, from
$1,743,077 in 1925 to $2,745,736.in 1926, an increase of 57 per cent.
In the district of Maine and New Hampshire the patrolmen checked
up the foreign crops along the border and the capacity of the storage
warehouses, so that in a given locality any excessive introduction of
products could be immediately detected.

~ While not as decided as the percentage of increase in the northern
border districts, the increase in customs receipts for the entire service,.
nevertheless, was such as to make the collections for the year an
outstanding feature, the amount being the highest in customs history.
Approximately $580,000,000 was collected in customs duties, exceed-
ing by about $18,000,000 the previous high record of 1923. This
substantial increase contributed in no small way to the favorable
financial condition of the Treasury.

Thus does the tariff act of 1922, after approximately four years of
operation, continue to bear out the official forecasts that it would be
productive of considerable increased revenue. To such an extent has
this been true that repeated revisions of the official estimates have
had to be made to keep pace with the increased collections.

Contrary to the predictions made in some quarters, not only has
there been a great increase of revenue but also” a corresponding
increase in our foreign trade. The value of imports for the year
increased by $642,485,446, having amounted to $3,824,128,375 for
the fiscal year 1925 and $4,466,613,821 for the fiseal year 1926. The

atter figure, considering unit values, represents a larger quantity of
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merchandise than has ever been imported in any previous 12-month
period.

Nor has the tariff act operated to reduce wages. The statistics of
the Department of Labor show an increase in union wages of more:
than 20 per cent, as against an increase of only about 5 per cent in
the cost of living in the last four years. A

Notwithstanding the large increase in collections duunfr the year,
the total expense of collection was increased by only $288,762, the
total expenditures for the maintenance and operation of the service
for the fiscal year 1925 having been $16,675,461, and for the fiscal
year 1926, $16,964,223. The proportionate cost of collection per
dollar was reduced from $0.03 in 1925 to $0.0292 in 1926. ‘

It was possible to handle the greater volume of customs business’
without an appreciable increase in the total expense of collection and
at a reduced cost per dollar collected by the practice of the most
rigid economy generally, and particularly by the holding open of
vacancies as they occurred in the service, and through the faithful
and efficient cooperation of all the employees of the service. despite.
_the severe handicap of transactmg an increased volume of busmess
with & decreased force. ;

Durlng the year there has been an average of apprommately 200
vacancies in the field service not. filled at the end of each month.
This reduction in the working force was made necessary to bring the
expenses within the appropriation available; but it is felt it exceeded
the limits of sound economy, particularly in view of the decided
increase in receipts in districts where an adequate customs super-
vision was provided, as herembefore detailed in this report.

The inadequate salaries paid in many positions in the service have
made it difficult to maintain the high standard of customs personnel
and have exerted a depressing influence on its morale. . It is generally
felt throughout the service that customs salaries in many instances
are pot commensurate with the grave responsibilities involved, a-
view which is shared by administrative officers. The dutiable value
and classification of merchandise are frequently predicated upon an
examination made by one man; and on his ability and judgment
depend the interests of both the Government and the importer, as
well as the domestic manufacturer -of competitive merchandise.
Furthermore, a few hours’ delay in the passing of merchandise or in
the clearance of a vessel may cause a loss of many thousands of
dollars. From the very necessity of the work, in many instances,
customs officers are so situated that they must exercise independent
judgment and act on their own responsibility. The importance,
therefore, of paying salaries sufficiently adequate to attract to the
service, and to retain in the service, employees of the highest ability
and integrity can not be overemphasized.
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In view of this situation, the Bureau of Efficiency is cooperating
with the department in making a detailed study of all field positions
with a view to determining a fair rate of compensation for each
position based on the rates fixed for comparable positions in other
branches of the Government service.

- Shipments from point to point in the United States through con-
tiguous foreign territory are protected by United States customs seals.
At no time has the number of employees been sufficient to enable
customs officers to check and test all customs seals applied to “in
transit”’ freight cars. This led to a serious situation as the incentive
of high profits from the introduction of contraband liquors, and the
increasing difficulty of introducing such contraband through the usual
channels as the Government’s enforcement activities expanded,
caused smugglers to attempt to make shipments. mto the United
States under “in transit’ seals.

Changes in procedure were made and systems installed which made
possible a complete control and check of all seals issuéd, and enabled
the department to fix definitely the employee responsible for -the .
handling of any seal. However, the testlng by customs officers of all .
seals after their application to the cars was not established until a sup-
plemental appropriation was secured. This change facilitates the
detection and prevention of improper sealing which would allow a
later manipulation of the seals without showing evidences of tamper-
ing, and also makes it possible to ascertam that all seals were used
as reported.

The results obtained from the complete check and test of all cus-
toms seals fully justify the employment of the additional inspectors
‘pecessary. At Buffalo during a period of 30 days, out of 8,500 cars
which departed from the yards at Black Rock, only 16 cars were
found nnproperly sealed. These were immediately resealed under
the supervision of the inspector. During the same period no reports
of improper sealing were received at Buffalo from the ports of desti-
nation, showing that all imperfectly sealed cars were detected before
leaving the yards. Out of 11,000 cars entering Black Rock only 11
cars were found improperly sealed, and these were opened and the
contents examined and checked. At Detroit during a similar period
no reports were received of cars imperfectly sealed arriving at ports
where such cars reenter the United States, showing the effectiveness
of the thorough inspection at that port.

Good progress is being made in the installation of large, automatic
scales for weighing general merchandise in truck-load lots. Eight of
. these scales have beén installed at the port of New York and one each
is in course of installation at the ports of Philadelphia and Boston.
The saving in labor effected by the use of these scales has exceeded

4
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expectations, and the department contemplates the installation of
additional scales of this type at other ports.

During the year the regulations governing the customs accounting
procedure were revised and amplified, particularly with reference to
the examination of accounts by comptrollers of customs, as provided
by section 523 of the tariff act of 1922. The provisions of this act,
under which the examination of accounts by comptrollers of customs
was authorized to be extended to all customs districts, resulted in
great benefit to the Government, making possible a thorough and
complete audit of customs transactions with a minimum of expense
and no delay or interference with the transaction of customs business
in the offices of the collectors. Documents also are always available
for official use in connection with protests, hearings before the United
States Customs Court, etc. Durmg the year the Government col-
lected the sum of $1,129,549.72 in increased receipts as a result of the
examinations made by comptrollers of customs.

The system works smoothly, enables the Secretary of the Treasury
to discharge his statutory duties in connection with the collection of the
customs revenues with promptness and, except as process of appeal
is provided by law, with finality, subject to no review by any other
officer of the Government which is as contemplatéd by various exist-
ing statutes. The procedure, it is generally conceded, is in accord-
ance with existing law, which view is supported by an opinion of the
Attorney General. However, in order that some difficulties because
of certain claims by the Comptroller General as to his duties in con-
nection with the review of customs transactions may be removed, a
bill has been introduced, which has the department’s approval, and
is now pending before the Congress, so specifically’ prescribing the
procedure now followed as to eliminate all misunderstanding. .

As the outcome of the investigation into the needs of the division
" of customs referred to in my annual report for the fiscal year 1925, a
bill. for the creation of a Customs Bureau was introduced in the
Congress, with the approval of the administration, which has passed
the House of Representatives and is now pending in the Senate.

Bureau of Internal Bevenue

Collections of internal revenue from all sources during the fiscal
year 1926 amounted to $2,835,999,892.19, compared with $2,584,-
140,268.24 for the fiscal year 1925, an increase of $251,859,623.95.

Income tax collections for the year 1926 amounted to $1,974,104,-
141.33 ($1,094,979,734.17 corporation and $879,124,407.16 indi-
vidual), compared with $1,761,659,049.51 for the year 1925 ($916 -
© 232,697.02 corporatlon and $845,426,352.49 individual).
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Collections of miscellaneous taxes amounted to $861,895,750.86,
compared with $822,481,218.73 for the year 1925, an increase of
$39,414,532.13.

In the foregoing statement of receipts no deductions have been
made on account of refunds, which during the fiscal year 1926 were
made from the following appropriations:

Refunding taxes illegally collected 1924 and prior years______ $737, 093. 65
Refunding taxes illegally collected 1926 and prior years___._.._ 58, 944, 780. 59
Refunding taxes illegally collected 1927 and prior years>_..___ 114, 475, 022. 77

Total_._____._ SRR S SEP I 174, 156, 897. 01

Less amount by which repayments exceeded disbursements in
connection with the appropriation refunding taxes illegally )
collected 1925 and prior years__ . __ . ___.______ 36, 719. 27

Net 60881 - - - - o . 174,120, 177. 74

The above total includes interest allowed on claims under pro-
visions of the revenue acts of 1921, 1924, and 1926.

The fiscal year 1926 was the most productive in the history of the
Income Tax Unit. In all of its activities marked advance was
made toward bringing the work to a current basis.

During the year 1926 the Income Tax Unit audited 2,155,933
income and excess profits tax returns, compared with 1,751,613 for
the previous fiscal year. The number of unaudited returns on hand
at the end of the fiscal year 1926 was 742,740, compared with 2,011,084
on hand at the end of the fiscal year 1925, a net reduction of 1,268,344.

The total number of cases by tax years, including those reopened
as a consequence of claims filed, and pending before the Income
Tax Unit at the close of the fiscal year, compared with the number
on hand at the close of the three previous fiscal years, was as follows:

Onhand | Onhand { Onhand ! On hand Total

Return year June 30, June 30, June 30, 1 June 30, audited
1923 1924 1925 I 1926 to date

8,773 3,417 1,372 1, 309, 864

19, 364 6,002 1,877 1, 268, 770

61, 327 12,155 2,628 1,489, 170

166 484 90,746 | | 7,121 1, 620, 296

353, 781 171, 221 8,192 1,442,228

719 902 380, 045 141, 084 1,319, 830
1, 100, 624 372, 200 154,329 1,019, 265

............ 975 208 | 170,786 873, 062
________________________ 253, 402 165, 813
........................ | 1,949 1,296

] S 3,032,544 | 2,430,055 | 2,011,084 } 742,740 | 10, 510, 494

Note.~The tabulation does not include returns in the 60-day file on which the unit has completed its
audit work,

Further evidence of the trend toward currency in the work is
shown by the reduction of the number of claims on hand June 30,
1926, compared with the number on hand at the close of the previous
fiscal year. The number of claims received during the fiscal year
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1926 was 72,195, involving $1,008,290,704.43, compared with 65,613
involving $1,147,707,744.54 received during the fiscal year1925. The
number of claims on hand June 30, 1926, was 29,234, compared with
73,441 on hand June 30, 1925, a net decrease-of 44,207.

Indicative of the bureau’s purpose to effect a just settlement as
promptly as possible, 53,848 certificates of overassessment were
scheduled during the year 1926 in cases in which the taxpayer did
not file claims. The object of this method is to relieve the taxpayer
of the necessity of filing and proving claims for taxes overpaid or
overassessed. Under the old procedure claims would have been
invited and filed before any certificates of overassessment could issue:

Reorganizations were made within the Income Tax Unit during
the year, predicated upon three considerations: '

(@) Avoidance of duplication of activities.

(5) Better coordination of effort and elimination of divided
responsibility, with corresponding improvement in the flow of
work from one branch of the unit to another.

(¢) Concentration of activities, with accompanying reduc-
tion of overhead cost of .administration and personnel.

Certain divisions and sections were abolished, and the work com-
bined with that of others. The number of sections in the personal
audit division was reduced from 6 to 2; in the corporation audit
division, from 6 to 4; in the consolidated returns audit division,
from 8 to 6; and in the engineering division, from 5 to 4.

The decentralization program—transference to the ficld of functions
performed in Washington prior to August, 1923—was amplified with
advantage to both the..Government and taxpayer. Important
changes in the procedure and organization were made with a view to
placing in the jurisdiction of field offices the largest measure of duty
and responsibility consistent with uniform procedure. The result of
these changes is to simplify the handling of returns; to expedite the
final closing of the audit; and to effect valuable economies, conse-
~ quent to prompt settlement of income tax differences in a manner
agreeable to the Government and taxpayer. Under the decentraliza-
tion program, the taxpayer is more conveniently served. Usually he
is able to adjust his income-tax differences with the Government’s
representative in the taxpayer’'s home district, thus avoiding an
expensive trip to Washington. Uncertainty as to whether a case
should be submitted to the field for verification also is eliminated.

Arrangements-were made whereby returns in collectors’ offices are
segregated by revenue agents into three classes, viz, returns accepted
as filed, returns requiring field investigation, and returns requiring
office audit only. ' - '

All fiduciary and partnership returns now are retained in the field
offices. This step was determined upon by reasoun of the fact that

)



- SECRETARY OF THE TREASURY _ 127

the major portion of such returns report distributive income of indi-
viduals, whose returns ordinarily are retained in the offices of col-
lectors and there audited.

~ In the discussion of dlsputed points between ta*zpayers and revenue
agents results have been most satlsfactory Agreements were
reached in more than 50 per cent of the cases in which change in ta,x
hablhty was recommended by revenue agents.

It is believed the production program of the Income Tax Unit for
the fiscal year 1927 will result in bringing all work to a current basis
by June 30, 1927. This contemplates the final closing of returns
reporting income earned in 1924 and prior years.

Notwithstanding material reduction in personnel, the work of the
Miscellaneous Tax Unit is practically on a current basis. In conse-
quence of the repeal of various taxes by the revenue act of 1926, the
miscellaneous division was organized March 1, 1926, taking over the
work of the former sales tax division and the administration of the
miscellaneous taxes from the tobacco and miscellaneous division.
From that date the unit has been composed of four divisions: Capital
stock tax division (for the completion of- work in connection with the °
capital stock tax, repealed effective June 30, 1926), estate tax division,
miscellaneous division, and tobacco division.

Reports of the Accounts and Collections Unit show that of a total of
approximately 4,300,000 individual income tax returns filed, collectors
* of internal revenue retained for audit approximately 3,670,000. Indi-
vidual returns retained by collectors show a gross income of $25,000
‘or less. During the previous year collectors retained for audit
approximately 7,350,000 out of a total of approximately 7,556,000
individual returns filed. - The revenue act of 1926 materially reduced
the number of individuals required to file returns. The audit of
returns in collectors’ offices is progressing satisfactorily. Indications
are that a large majority of returns retained by collectors for audit
will be completed well before the close of the calendar year 1926.

"The Accounts and Collections Unit and the Income Tax Unit,
working in cooperation, prepared instructions with reference to the
preliminary examination of returns in collectors’ offices. All indivi-
dual returns showing a gross income in excess of $25,000, as well as
all corporation returns filed during the 1926 filing period, were ex-
amined in collectors’ offices for mathematical errors. The returns
then were reviewed by revenue agents, and a large number of cases
were definitely closed within a few weeks after the returns were filed.
As a result of this procedure, taxpayers were notified promptly of
corrections in the returns, and a substantial amount of revenue was
produced.

The field work was reorganized. During the year 106 le]SlOI]
offices and 30 stamp offices were discontinued, resulting in an annual
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‘saving of $204,469 in personnel cost and rental. At the close of the
fiscal year there were 65 collectors’ offices, 43 division offices, and
48 stamp offices, 21 of which were operated in conjunction with divi-
sion offices. As the division -chiefs assigned to these 106 division
offices have been assigned to the productive work of a zone deputy
the department has every reason to expect increased revenue with
no additional cost to the Government,

The office of General Counsel for the Bureau of Internal Revenue
was created by the revenue act of 1926, taking over the work of the
former office of the Solicitor of Internal Revenue. The general
counsel is appointed by the President, by and with the consent of
the Senate. Attorneys from the general counsel’s office, represent-
ing the Commissioner of Internal Revenue, appeared in all cases
tried before the Board of Tax Appeals during the year.

The unsatisfactory conditions under which the bureau has been
forced to operate because of inadequate housing facilities continued
unchanged during the fiscal year 1926. However, under the act
passed by the Sixty-ninth Congress to enable the Secretary of the
Treasury to provide suitable accommodations in the District of Co-
lumbia for the executive departments, plans are being prepared by the
Supervising Architect, Treasury -Department, for the construction
of an office building suitable for the housing of the personnel and
records of the bureau.

Checking accounts of Government corporations and agencies

Checking balances with the Treasurer of the United States have
been maintained during the year by the United States Shipping
Board Emergency Fleet Corporation, the United States Housing
Corporation, the War Finance Corporation, the several Federal
land banks, the Railroad Administration, and the United States
Sugar Equalization Board (Inc.) in the manner outlined in previous
annual reports of the Secretary of the Treasury.

There are shown in the following table the total amounts of checks
on these accounts and on similar accounts formerly maintained by
the United States Grain Corporation, the Russian Bureau of the
War Trade Board, and the United States Spruce Production
Corporation, paid by the Treasurer from the dates of the establish-
ment of the account to October 31, 1926, and the balances on deposit
with the Treasurer on the latter date: ‘
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Checks paid by the
Treasurer of the
Trnited States

Period

Balances with
the Treas-
urer of the

United States

Oct. 31, 1926

Emergency Fleet Corporation_ _._....
United States Housing Corporation
War Finance Corporation......_...
United States Grain Corporation
Russxan Buresu of the War Trade

Railroad Administration

United States Sugar Equalization
Board (InC.)eeooocooooooocuaoooos

* United States Spruce Production

Corporation. ... oo cieicciiaccanaas :

$7, 568, 554, 987. 65
169, 987, 733. 33

3, 937, 749, 323. 06
933,967, 229. 41

13, 333, 773. 99
36, 241, 165. 32
1, 860, 731,457. 19
15, 437, 256. 78

6,085, 275. 15

Feb. 28, 1918-Oct. 31, 1926___
July 27, 1918-Oct. 31, 1926
June 2, 1918-Qct. 31, 1926...
Oct. 31, 1918-Feb. 2, 1922____

Nov.'30, 1918-Sept. 28, 1920..
June 2, 1920-Oct. 31, 1926.._.
Apr. 13, 1918-Oct. 31, 1926__.
Apr. 7, 1922-July 15, 1926._..

Dec. 20, 1921-Apr. 14, 1924....

$30, 563, 173. 03

692, 912. 55

36,815, 224. 50
®

44, 687,439. 37
®
®

1Closed Feb. 2, 1922.

8 Closed July 15, 1926.

3 Closed Sept. 28, 1920. ¢ Closed Apr. 14,1924, B

The plans worked out by the Treasury for handling these accounts
have operated to the entire satisfaction of all concerned. The
results have been to assure absolute security to the funds and to save
withdrawals of large amounts from the Treasury until actually needed
to pay obligations of the Government, thus reducing the amount of
Government borrowings, with consequent savings in interest charges.

War Finance Corporation

The War Finance Corporation has made steady. progress in the
liquidation of its affairs. The corporation ceased active operations
.on December .31, 1924, and since that date the only advances that
have been made are those designated as “expense advances’’—that
is, advances necessary for the care and preservation of the corpora-
tion’s security in connection with the orderly liquidation of its
assets. The last annual report indicated the status of the -cor-
poration’s business on October 15, 1925. From that date until
October 15, 1926, the expense advances made by the corporation
aggregated $344,000. During the same period the repayments on
account of the corporation’s agricultural and livestock loans, including
$498,000 on account of expense advances, totaled $14,536,000. Of
this amount, $6,895,000 was repaid by banking institutions, $7,209,000
by livestock loan companies, and $432,000 by cooperative marketing
associations, while $230,000 including $5,000 on account of expense
advances was repaid on the corporation’s war loans, bringing the total
repayments for the year to $14,766,000. Of the total of $690,041,000
advanced by the corporation for all purposes since its creation in
May, 1918, $663,310,000 has been repaid, and the amount outstand-
immg on October 15, 1926, was $26,111,000, of which $16,745,000
represented war loans and $9,366,000 agricultural and livestock loans
(including expense advances of $31,000). '
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- With the decline in the volume of outstanding loans, the corporation’s
personnel and operating expenses have been steadily curtailed both
in Washington and in the field, and further reductions are being made
as rapidly as consistent with the proper handling of the corporation’s
business and the protection of its interests.

Railroads

The total principal amount of railroad obligations owned by the
.Government on June 30, 1926, which were acquired under the Federal
control and transportation acts, as amended, was $299,112,850.64,
as against $316,300,324.29 on June 30, 1925, a reduction of
$17,187,473.65. This reduction applies to obligations acquired
under Federal control act and transportation act, 1920, as follows:

.Equipment trust notes._ __.______________________. $950, 600. 00
Section 207, transportation act..___.__ Y e m—m————e 5, 919, 609. 00
Section 210, trans porta,tlon act . ... 10, 317, 264. 65

Total.______. e 17, 187, 473. 65

The chief reduction in equipment trust notes was due to the sale
of the notes of the Atlanta, Birmingham & Atlantic' Railway Co.
in the aggregate principal amount of $917,000 at par and accrued
interest to date of sale. The Director General of Railroads sold
at par and interest obligations acquired under section 207 aggregating
$5,913,000 principal amount. The payments on account of loans
under section 210 amounted to $10,317,264.65, of which $2,678,- -
764.65 represented payments on account of maturities and $7,638,500
payments before maturity due to refinancing: For a detailed state-
~ment of the holdings of railroad obligations on June 30, 1926, see

Table 53, page 576 of this report.
" The total receipts on the basis of the daily Treasury statements
from railroad securities during the fiscal year were $36,735,326.87, of
~ which $19,415,364.65 was on account of principal and $17,319,962.22
on account of interest. . The total net expenditures during the fiscal
year were $2,725,800.85, leaving net cash receipts for the fiscal year
of $34,009,526.02.

Under the transportation act net payments made durmcr the fiscal
year for reimbursements of deficits under section 204 were
$74,253.27, and net guaranty payments under section 209 were
$3,275,222.11, while no new loans were made under section 210.
The total payments of $2,495,948.41 by the Railroad Administration
during the fiscal year were more than offset by receipts of $3,119,-
622.94, leaving excess receipts on account of Federal control of
$623,674.53.

During the period from July 1 to October 31 1926, the proceeds.
of railroad securities received by the Government amounted to
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$26,223,969.35, while net expenditures were $161,267.68, an excess of
receipts for the period amounting to $26,062,701.67. Of the total re-
ceipts, $18,562,214.16 was on account of principal and $7,661,755.19
on account of interest.

The payments under sections 204, 209, and 210 of the transporta-
tion act, 1920, as amended, are made by the Treasury in accordance
with certificates issued by the Interstate Commerce Commission.
The payments are summarized below.

Section 204.—This section provides for ‘reimbursement of deficits

of the so-called “‘short-line” railroads during Federal control. In
making payments thereunder the Treasury is required, upon request
of the President; to deduct from the amount certified to be due the
carrier the amount certified to be due from the carrier to the Presi-
dent as-operator of the transportation systems under Federal control
and payable to his agent, the Director General of Railroads. From
- November 1, 1925, to October 31, 1926, $91,655.67 was paid under
this section, $72,907.89 to the carriers directly and $18,747.78 to the
Director General. Total payments under this section to October 31,
1926, amounted to $10,252,394.68, of which $8,333,876.77 was paid
to the carriers directly and $1,918,517.91 to the Director General.
(See Table 56, page 581.) .
"~ The indebtedness of $5,361.54 of the Texas State Railroad arising
out of an overpayment under this section referred to in the Annual
Report of the Secretary of the Treasury for the fiscal year ended
June 30, 1924, has not been paid.

Sectzon 209. -—Thls section prov1des for the guaranty of net railway
operating income during the six months’ period immediately following
the termination of Federal control on March 1, 1920.

From November 1, 1925, to October 31, 1926, there was paid to
carriers under the provisions of this section $1,047,390.69, making
total payments up to October 31, 1926, of $532,909,298.21.

From November 1, 1925, to October 31, 1926, carriers have paid
into the Treasury on account of excess earnings during the guaranty
period pursuant to the provisions of paragraph (d) of this section, the
sum of $562.52, making total receipts of $446,637.81.

“In the last annual report it was stated that the Interstate Rail-
road Co. was indebted to the United States in the amount of
$194,882.31 on account of excess earnings during the guaranty period.
The carrier refused payment of the claim on the ground that it did
not accept the provisions of section 209 of the transportation act, and
was not bound thereby. The collection of the amount due the
United States as certified by the Interstate Commerce Commission
was turned over to the Solicitor of the Treasury. The solicitor
brought suit through the United States attorney for the western
district of Virginia. On August 3, 1926, the court rendered a de-
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cision in favor of the defendant. -The Government will appeal from
the decision of the district court.

The following is a list of carriers indebted to the United States as
of October 31, 1926, by reason of overpayments under the prov1s1ons
of paragraphs (g) and (A) of this section:

Alabama, Tennessee & Northern Railroad Corp.__._._________ $32, 906. 93

Buffalo & Susquehanna R. R. Corporation_________.______..__. 21, 749, 31
Chicago, Indianapolis & Louisville Ry. Co- . o oooomano oo 198, 484. 95
Fort Dodge, Des Moines & Southern R. R. Co____..___. een 69, 065. 55
Great Northern Ry. Co. and subsidiaries. . ..o . _____.____ 1, 322, 053. 27
Minneapolis & St. Louis R. R. Co., receiver. . _________________ 292, 022. 23
Missouri & North Arkansas R. R. Co., receiver_ _______________ 41, 375. 46
Northern Pacific Ry. Co. and subsidiaries_ .. _ .. ... ...__.._ 1, 269, 905. 20
Waterloo, Cedar Falls & Northern Ry. Co..___ ecemeccmmm—na 6,072. 49

Total e 3, 253, 635. 39

In the last annual report attention was called to the rehearings
pending before the Interstate Commerce Commission of the claims
against the Chicago, Indianapolis & Louisville Railway Co., Great
Northern Railway Co. and subsidiaries, and the Northern Pacific
Railway Co. and subsidiaries. The commission has concluded these
-hearings and transmitted reports to the Treasury reaffirming, with
some modifications, its original certificates. The carriers have re-
fused payment of the amounts certified to be due the United States,
taking the position that there is no legal basis for the action of the
commission. The questions involved are to be litigated.

The Buffalo & Susquehanna Railroad Corporation has refused to
accept the findings of the Interstate Commerce Commission and has
requested a rehearing on its claim which is pending before the com-
“mission. The Fort Dodge, Des Moines & Southern Railroad Co. has
initiated legal proceedings to compel the Interstate Commerce Com-
mission to review its decision. A claim for the amount due from the
Minneapolis & St. Louis Railroad Co. has been filed with the receiver.
The claim against the receiver of the Missouri & North Arkansas
Railroad Co. has not been paid. The Missouri & North Arkansas
Railway Co., the successor corporation, has denied liability. The
Treasury is awaiting an opinion from the Department of Justice
as to the validity of the claim and the sction, if any, to be taken to
collect it. '

A detailed statement showing partial and final payments to car-
riers and amounts received from carriers under this section from
November 1, 1925, to October 31, 1926, is attached as Table 57,
page 581.

Section 210.—This section estabhshed a revolving fund of $300,-
000,000 to be used for loans to railroads authorized by the Interstate
Commerce Commission under the conditions set forth and also for




SECRETARY OF THE TREASURY 133

paying judgments, decrees, and awards rendered against the Director
General of Railroads.

No loans were made to railroads under this section of the act from
November 1, 1925, to October 31, 1926. The total loans made aggre-
gated $350,600,667, divided among 84 railroads. Repayments on
account of the principal of these loans from November 1, 1925, to Oc-
tober 31, 1926, aggregated $11,327,764.65, of which $10,064,464.65
represented payments on account of principal in advance of maturity.
Total repayments of principal up to. October 31, 1926, amounted to
$183,235,357.36. Payments received on account of interest on these
loans from November 1, 1925, to October 31, 1926, aggregated
$10,365,423.64, total receipts on account of interest amounting to
$65,837,787.96.

Advances made by the Treasury to the Dlrector General of Rail-
roads from November 1, 1925, to October 31, 1926, for the purposes -
authorized in the statu{;e aggregated $2,000,000, making the net
‘total of such advances to October 31, 1926, $32,363,602.68.

The balance to the credit of the revolving fund at the close of
business on October.31, 1926, was $166,108,875.64.

The followmg is a list, as of October 31, 1926, of the carriers in
default in respect to loans made under this section:

. Name of carrier Principal Interest Total
QGainesville & Northwestern R. R. CO_ oo onnooiieoii i oifecmeciccceaaas $15, 750. 00 $15,750. 00
Kansas City, Mexico & Orient R. R. Co. (recexver) ___________ 2, 500, 000 376,574.33 | 2,876,574.33

.............. 237, 342. 46 237,342.46

Minneapolis & St. Louis R. R. Co. -
J PR, eeeoe . 492,453, 54 492, 453. 54

Missouri & North Arkansas Ry. Co

Salt Lake & Utabh R, R: Co....... - 31,400 104. 778, 55 136,178.55
Virginia Blue Ridge Ry. C‘o 3 IO 4, 560. 00 4, 560. 00
Virginia Southern R. R. Co. . i caf e cccemaaane 5, 700. 00 5, 700. 00
Waterloo, Cedar Falls & Northern RY. COucrrnccmccaacecaea]eamcacccceans 377, 268. 24 377, 268. 24
Wichita Northwestern ) 3520 O KSR (TSP 57, 262. 50 57, 262. 50

Total o ieeas ammmmeanee- 2,531,400 | 1,671,689.62 | 4,203,089.62

A statement showing the amount of loans outstanding on October
31, 1925 and 1926; is attached as Table 58, page 582.

Director General of Railroads.—Hon. James C. Davis, Director
General of Railroads, resigned on December 31, 1925, his resigna-
tion becoming effective at midnight. Hon. Andrew W. Mellon,
Secretary of the Treasury, was appointed director general to succeed

"Judge Davis.” Proclamations of the President appointing the Sec-
retary of the Treasury Director General of Railroads and designat-
ing his successor in office as the agent provided for in section 206
of the transportation act, 1920, appear as Exhibits 42 and 43, pages
264 and 265 of this report. = A summary of the liquidation of- the
Government’s liability growing out of Federal control, released to the
press at the time of the resignation of Judge Davis, appears as Ex-
hibit 41, page 263. A report of the Director- General of Railroads
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for the period from January 1, 1925, to November 30, 1925, was
transmitted to the Congress of the United States by the Pres1dent\
on January 4, 1926. It was printed as House of Representatives
Document No 182, Sixty-ninth Congress, first session.

REPORT ON THE FINANCES

Securities owned by the United States Government

The aggregate amount of securities owned by the Government on
 June 30, 1926, compiled from latest reports received, was $11,037,-
161,411.66, as against $11,106,469,990.90 on June 30, 1925, a decrease
of $69,308,579.24. A summary comparison of the holdings at the

end of the last two fiscal years is as follows:

June 30, 1926

June 30, 1925

Foreign obligations:
Funded under debt settlements._ ..o ...coooooaaoamaooiaaoae
Al Other. . .o icceam i ccctcccm e cccmmeane

$4, 725,490, 865. 00
5,807, 062, 185. 73

$4, 743, 442, 883. 00
5,812,317, 438. 93

Capital stock of war emergency corporations. - ... ...oo....
Railroad obligations........ -
Capital stock of Panama R. R ... ____..__._.
Capital stock of Inland Waterways Corporation
Federal land bank securities:
Capital stock of Federal land banks.._..........
Federal farm loan bonds -
Capital stock of Federal intermediate credit banks ...............
Miscellaneous securities received by War and Navy Depart-
ments and United States Shipping Board. ... ... ...

10, 532, 553, 060. 73
53,167,076, 17
299, 112, 850. 64
7,000, 000. 00

1, 500, 000. 00

1, 180, 440. 00
60, 495, 000. 00
24,000, 000. 00

58,152, 994. 12

10, 555, 760, 321. 93
5, 863, 326. 35

316, 300, 324. 29
7,000, 000. 00

1, 500, 000. 00

1, 513,045.00
88, 885, 000. 00
24,000, 000. 00

55,647,973.33 .

11,037, 161,411. 66

11, 108, 469, 990. 90

The principal decreases, in round figures, were $23,000,000 in
foreign obligations, $17,000,000. in railroad -obligations, and $28,-
000,000 in Federal farm loan bonds repurchased by the Federal land
banks. The facts in regard to changes in the holdings of foreign.
and railroad obligations are treated elsewhere in this report under
separate captions. Since the close of the fiscal year and to October
31, 1926, the Federal land banks have repurchased $55,495,000 of
the Treasury’s holdings on June 30, 1926. It is understood that
the remainder of these securities will be repurchased by June 30,
1927. Treasury purchases of these securities aggregating $195,-
925,000, principal amount, were made under authority of the act
approved January 18, 1918, as extended by joint resolution approved
May 26, 1920, which appropriated $200,000,000 for that purpose
and required the resale to the Federal land banks at par and accrued
. interest. The respective receipts on account of interest and pay-
. ments for principal have been covered into the Treasury as miscel-
laneous receipts.

A detailed statement of the securities held June 30, 1926 will be
found as Table 53 on page 576 of this report
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Surety bonds

Fifty-four insurance corporations now hold certificates of authority
from the Secretary of the Treasury to do a surety business with the
United States, 10 of which have been authorized during the past
year. In addition to these authorized companies, about 30 other
companies report to the department for reinsurance purposes.

The certificate of one company has been revoked and the certifi-
cate and rating of another company has been suspended.

There is keen competition among insurance companies for the
Government’s bonding business, as will be noted by the additional
companies authorized each year. Since 1920 the number has more
than doubled and the resources of authorized companies have
materially increased.

The acceptance of insurance corporations as surety on bonds in
favor of the United States was originally authorized by the act of
Congress of August 13, 1894. This law was amended by the act of
March 23, 1910, to the extent that jurisdiction over these insurance
corporations was transferred from the Attorney General to the Sec-
retary of the Treasury. At that time 25 companies were authorized
to do a Government surety business. The annual reports of these
companies showed combined premium income of $31,759,637.71,
admitted assets of $60,460,402.71, liabilities of $27,511,113.46, and
combined capital and surplus of $32,949,289.25.

During the 10-year period, 1910 to 1920, the number of companies
competing for the Government’s bonding business averaged about
25, but beginning with the year 1920 there has been a notable in-
crease both in the number of such companies and in their resources,
as will be noted in the following table:

S Com- : oTigd Capital and
Year panies Admlt.ted assets Liabilities surplus

$60, 460, 402, 71 $27, 511, 113. 46 $32, 949, 289, 25
270, 299, 865. 08 188, 465, 595, 74 81, 834, 269. 34
299, 353, 927. 88 208, 641, 351. 53 90, 712, 576. 35
382, 148, 311. 57 259, 289, 577. 78 122, 858 733.79
429, 516, 394, 52 289, 724, 507. 58 139 791, 886. 94
- 480,917, 244,89 328, 813, 168, 84 152, 104, 076, 05
544, 528,471. 28 377, 991, 586. 86 166, 536, 884, 42

274, 228, 606. 20 189, 525,991.12 | . 84,702, 615,08

The above does not include the seven additional companies author-
ized during 1926, nor the 30 companies which report to the Treasury
for reinsurance purposes only. ) '

The above figures are especially interesting because of the notable
increase in resources and reserves over corresponding figures reported
in 1910 and 1920. All companies reporting to the Treasury for the
year 1910 showed combined premium income of about $32,000,000,
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while in 1925 it amounted to $379,000,000. Under the provisions of
existing law, the Secretary of the Treasury must value the assets of
all companies reporting to the department and pass upon the suffi-
ciency of the reserves to meet their liabilities. This valuation is
made largely from a desk audit, since each company is required by
law to report its financial status to the department four times a year.
Whenever these reports fail, however, to satisfy the department as
to the standing of a company, the Treasury makes an examination
of the company direct from its home office records.

~ In the case of new companies, the department has found it advis-
able to make a direct examination of such companies before issuing
“the initial authority in any case. This brings the Treasury in close
touch with both the management of the company and its organiza-
tion, so that first-hand information is available before the company

writes any business for the United States Government. The value of

this procedure has been satisfactorily demonstrated by the fact that
during the past few years a number of companies to which the
Treasury declined the issuance of authority .have since gone into
receivership or liquidation because of insolvency. It is believed that
in this particular connection the department renders a most valuable
service to the entire Federal Government -and its bonded principals,

since the discontinuance of a company places upon the Government .

the additional expense involved in taking out superseding bonds;
necessitates considerable expenditure in the preparation and prose-
éution of Government claims against the insolvent estate, and sub-
jects the principal to the necessity of paying for a new bond before
he can obtain reimbursement for any unearned premium paid on the
first bond. Such a condition is avoided in most cases if the Treasury
is provided with first-hand information before the company ertes
any bonds for the Government.

The Treasury has, however, experienced some difficulty in satis- -

factorily discharging the responsibilities imposed upon the Secretary
under the provisions of existing law. The original law was approved
in 1894, at about the time that the business of corporate suretyship
and fidelity insurance had its inception in the United States on a
national scale. Only a few companies then actively transacted the
business, while during the 32 years intervening about one hundred
companies have entered the field, many of which have been forced to
retire. The statutory regulations on this subject, both Federal and
State, were so meager as to meet only the experimental conditions
and requirements as they then existed. But the demand for this
type of protection has resulted in the formation of so many competing

companies and the standards of requirements for their operations

have so changed as to make it difficult to obtain adequate security

under the provisions of the present law, which exists in its original



SECRETARY OF THE TREASURY 137

form with the single exception of transferring its enforcement from
the Attorney General to the Secretary of the Treasury. The capital
stock requirement is-a striking illustration of the,inadequacies of the
existing law. Any company with a capital of only $250,000, without
any surplus, may now request authority to do business with the
United States. There should be a minimum capital of $500, 000, ‘and
an initial surplus of not less than $250,000.

It is recommended that this law be amended so as to meet more
adequately the standards of requirements as they exist to-day, includ-
ing a provision for ascertaining the amount of obligations in favor of
the United States carried by each of these companies. Under present
arrangement it would be most difficult, if not impossible, to deter-
mine the extent of such obligations or the value of all claims existing
under them. . Complete information of this character in a central
office would be most helpful whenever a company gets into financial
difficulty and it becomes necessary for the Secretary to revoke its
certificate of authority.

When jurisdiction over these insurance corporations was trans-
ferred to the Treasury in 1910 it was estimated that about 10,000

“bonds were taken by the Government annually, not including bonds

g

involved in the operation of the postal service and those taken by the
Federal courts. It is now estimated that between 50,000 and 100,000
bonds are being executed annually by these insurance corporations
for the Government, exclusive of the Post Office Department and
the Federal courts. These bonds range in pensalty from $100 to
several millions each. Consequently it is important that the Gov-
ernment should know the amount of potential liability which each
company carries for the United States. Such information would be
especially helpful in judging the status of a company whose financial
condition was considered unfavorable.

MISCELLANEOUS FUNCTIONS
Activities for prohibition law enforcement

Early in 1925 smuggling had become so extensively developed as a
source of illicit liquor traffic that the Treasury decided upon a com-
plete reorganization, placing under the direct charge of one Assistant
Secretary the three Treasury activities charged with its prevention.
On April 1, the immediate supervision of the Customs Service,
Coast Guard, and the Prohibition Unit was placed under one
Assistant Secretary, with a view to such reorganization and coordi-
nation of.these services as would result in more rigid enforcement
of the prohibition law.

The results of this remgamzatlon have been very gratifying.
Smuggling, as stated, had developed into tremendous proportions,

11439—F1 1926——11.



138 _REPORT ON THE FINANCES

hundreds of ships in international trade being employed in operations
of this nature. Congress had made adequate appropriations, and the
Coast Guard ‘had been rapidly expanded to meet the problem.
Treaties had been written with maritime nations, extending the
Government’s jurisdiction over vessels to within an hour’s sailing
distance from shore. A treaty had been negotiated with Canadas,
designed to stop smuggling along the northern border; and with
Mexico in May, 1925, and Cuba in February, 1926, both for the same
,purpose.

By the summer of 1925 the Coast Guard was suf_ﬁclently developed
in matériel and personnel to undertake the elimination of the so-
called “rum fleet,”’ lying off our eastern coast from Atlantic City to
Boston. This required arduous work, continued vigilance having
to be maintained at sea for extended periods. This campaign proved
successful. The fleet being dispersed, and smuggling by sea along
this front being made so difficult, expensive and dangerous, very few
ships, if any, are now engaged in this practice off these coasts.

The illicit liquor traffic then turned to other methods and other
ports of the coast to continue their smuggling practices: American
coastwise shipping was employed by the smuggler, the illicit cargoes
being loaded from rum ships far out at sea and brought into port
concealed by legal cargoes. Steps have been taken to combat this
method. ‘

Recognizing the fact that these extensive smuggling activities
required large capital and thorough organizstion, the Treasury
. established, in September, 1 925, s headquarters force calculated to
break up these organizations by obtaining information and evidence
of their operations. The detailed evidence acquired by the head-
quarters force clearly indicated that these operations were based
largely upon illegal practices involving international shipping.
Since it was through British colonial ports that these activities could
best be carried on, it naturally followed that most of the ships en-
gaged flew the British flag. It was believed, consequently, that if the
actual conditions as to illegal shipping could be brought to the at-
tention of British authorities, the latter would be prompt to furnish
the necessary remedy. Under the direction of our State Department,
a conference was held in London, attended by representatives re-
spectively of Great Britain and the United States. An agreement
was drawn under which facilities were made available for the ex-
change of such information and evidence as would render a continu-
ation of these illegal practices difficult, if not impossible. i’

Prohibition Unit reorganization and policy.—Prior to April, 1925,
the administration of the prohibition law, through the Prohibition
‘Unit of the Bureau of Internal Revenue, was largely centralized:in
Washington. As a consequence of this centralization the adminis-
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tration of the law was too far removed from the communities affected.
Moreover, there was need for better coordination hetween the field
forces of the Department of Justice and those of the Treasury. It
was recognized that this coordination was a prerequisite to successful
law enforcement, inasmuch as the Treasury representatives were
responsible only for the arrest of the offenders, while the Department
~ of Justice was responsible for prosecutions and penalties. This latter
consideration determined the plan of field organization adopted in
decentralizing the administrative force. The Federal judicial district
was made the basic geographic unit for the reorganization of the field
force.. These Federal judicial districts were grouped into prohibition
administrative districts, each supervised by an administrator. On
this basis, the territorial United States was divided into 22 prohibition
administrative districts, while Hawaii and Porto Rico were each
designated a district, making 24 districts in all. In each district the
administrator was given full authority and charged with full respon-
sibility for the enforcement of the law.

In August, 1925, the prospecmve admmlstrators were assembled
in Washington for instructions in the matter of administrative policy.
The administrators were appointed as of September 1, 1925, and were
allowed a preliminary period during which to effect their respective
organizations. This change in the administration of the law, while
radical in some respects, was generally recognized by business and
the public as offering many advantages over the previous method of
administration.

It has long been realized that the national prohlbltlon law will
be successfully enforced only when the law and its enforcement
shall have met with general approval. The underlying thought,
therefore, in instructions issued to the field forces, and in the formu-
lation of all regulations, is that the law must be so administered as to
win popular approval. The field forces are held to the strictest
personal observance of the prohibition law, and are enjoined to use
" only legal methods in their undertakings. The improvement in the
type of personnel employed, and in the conduct of office of this
personnel, is gradually becoming apparent. The Government’s
witnesses in court are meeting with better cooperation on the part
both of court officers and of juries, and our representatives are receiv-
ing greater consideration from the public, when they are seen to be
dignified officers who conduct themselves seriously, courteously, and
lawfully in the prosecution of their tasks.

In the matter of policy, other than that mentioned above, the
Treasury felt with respect to local law enforcement that too much
responsibility had been placed upon the Federal Government. Even
in those States which already had satisfactory State laws, and in
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which local machinery for enforcement had been provided, citizens
and officials were lookmg to the Federal forces for the performance
of police duties which were purely local. This misinterpretation of
jurisdiction, while perhaps natural and for. that reason excusable,
proved a serious hindrance to the successful enforcement of the
national prohibition law. Were the Federal Government to accept
this responsibility, it must organize large police forces in the various
. communities, and, in addition, must provide adequate judicial
machinery for the disposition of the local cases—an interference by
the Federal Government with local government which could not be
other than obnoxious to every right-thinking citizen.

In many jurisdictions this condition had already resulted in ﬁoodmg
the offices of Federal district attorneys, as well as the dockets of the
Federal courts, with thousands of untried cases.” In order to remedy
this situation it was decided that the Federal Government should
accept the responsibility for the enforcement of such provisions of
the law as the eighteenth amendment by clear intent placed under
Federal jurisdiction. The principal duty which the Federal Govern-
ment should assume is the prevention of commercialized traffic in
liquor. It is the function of the Federal Government to eliminate
the sources of supply for the liquor traffic; to prevent the manufac-
ture, transportation, importation, and sale, in commercial quantities,
of intoxicating beverages. It should be the duty of the Federal forces
to point out to State, county, and municipal officers the necessity for
the prompt reassumption of the responsibilities of self-government,
as well as the urgent need for prompt local enforcement of the law.
This policy has been in force for nearly a year, and gratifying results
are beginning to be attained. The Federal forces have not, however,
wholly withdrawn from local enforcement, and continue to engage
to some extent locally in those communities where local officers have
been either slow or reluctant to take action. Generally speaking,
however, communities are recognizing the necessity both of replacing
local officers who are unfaithful to their trust and of exacting from all
other officers a more vigorous performance of their duties.

Prohibition field officers, meanwhile, are more actively cooperating
with the United States attorneys in the enforcement of the law.
Administrators have been instructed to assist the district attorneys
in the prompt clearance of court dockets.

Following the Government’s vigorous attack on smuggling, the
liquor traffickers turned to the next available source—industrial
alcohol. This field, in fact, had previously been fairly well developed
by reason of the fact that the smuggled supply of liquor was insuffi-
cient to meet the demand. Imitation liquors made from alcohol,
moreover, were much cheaper than the genuine product, and provided
greater profit to the trafficker. The first important action to meet the
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alcohol situation was taken in August, 1925, when the granting of
permits, together with certain other functions relating to the permis-
" sive provisions of the law, was transferred from the Bureau of Internal
Revenue to the Prohibition Unit. - Many serious and delicate prob-
lems arose from’ this phase of enforcement. Thousands of permits
had been granted to so-called legitimate business concerns. While
the Treasury realized that the protection and encouragement of
legitimate industry should have first consideration, it appeared, on the
other hand, almost impossible to differentiate in every case between
the legitimate and the illegitimate. New regula,ﬁions have been
formulated, and others are being prepared, with a view to meeting’
these problems. Hundreds of permittees have been cited for hearings
and their permits revoked. In June, 1926, Congress appropriated
additional funds, enabling the department to establish a squad of
alcohol specialists, 75 in number, whose services have already in-
. creased the effectiveness of the administrators’ efforts to disclose
illegitimate industrial alcohol permittees. The Treasury confidently
feels that this source of supply will within a reasonable time be prac~
tically eliminated.

The liquor traffic is already feeling the effect of the Government’s
efforts to eliminate the diversion of alcohol for beverage purposes..
As this source of supply is removed, the trafficker is turning to the
manufacture of alcohol in illegitimate, unregistered distilleries. This
practice has been steadily developing and will unless prevented
continue to develop proportionately as other sources of supply disap-
pear.. This liquor is commonly known as ‘““moonshine.” Wherever
distilleries are of such size as to be substantial sources of supply, their
existence will soon become known to the Federal agents and they
will be confiscated. The problem then remaining will be the small
“moonshine” stills scattered over the country, manufacturing smaller
quantities for local consumption. This development should be
anticipated throughout the country. It must be handled by local
law officers. It is hoped that its elimination will hasten the final
stage of law enforcement. The department has already taken steps
to forewarn the communities of this growing practice in order that
law-respecting citizens may work toward the election or appoint-
ment of law-enforcement officers who will faithfully enforce the pro-
hibition laws locally.

Reference has hereinbefore been made to the coordination of the
operations of the Customs, Coast Guard, and Prohibition Unit.
Instructions early were issued establishing the Coast Guard as the

" first line of defense against smuggling, making that service responsible
for the interception of liquor boats before they reached shore. The
Customs’ forces constitute the second line of defense, and are respon-
sible for intercepting the liquor that actually reaches the shore. The
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forces of the Prohibition Unit constitute the third line, and are respon-
sible for the enforcement of the law behind the Customs’ line. It was
early recognized that this effort to stop smuggling with, as it were,
bare hands—actually trying to catch each boat as it arrived at any
unknown point along thousands of miles of coast line—was almost a
physical impossibility and demanded an unreasonable expenditure of
energy. The Treasury therefore applied its efforts toward stopping
this traffic, as above outlined, more nearly at its source, namely, at
the ports of embarkation. It is this last effort which should prove
successful in bre&nking up smuggling, and the direction of this work is
being carried on in close cooperation with the State Department by a
group established in the Prohibition Unit and designated the division
of foreign control. This division, as a result of the effective assistance
of the State Department, is reaching into many foreign ports and
intercepting ships before they start upon their unlawful voyages.
Meanwhile, however, the additional border patrolmen authorized by -
Congress in June, 1926, have been appointed and have not only aided
materially in' the capture of smugglers and smuggled cargoes on the
land borders, but are rendering valuable service in the prevention of
coastwise smuggling along the water borders.

Control of the manufacture and distribution of beer has been
. among the most important accomplishments of the Prohibition
Unit. While many cereal beverage manufacturers are endeavor-
ing to comply with the law, an equally large number of these manu-
facturers have proved the most determined group of law violators
with whom the Treasury has had to contend. It has been exceedingly
difficult, in many cases, to gain access to the plants and obtain satis-
factory evidence of illegal operations. Congress, at the request of
the Treasury, placed an internal revenue tax upon the manufacture
of cereal beverages. This has proved helpful. Congress also
authorized, in.June, 1926, an appropriation for a Federal squad of
75 expert brewery inspectors. As in the case of alcohol, this squad
is proving an effective aid to the administrators in preventing the
manufacture and distribution of beer.

Through the efforts of the division of chemical research of the
Prohibition Unit, the diversion of spirits through the illegitimate
use of permits to manufacture tonics, etc., has been materially de-
creased. In industrial alcohol, many formulas have been discarded
that were being used for the purpose of diversion to beverages.
New formulas have been devised after exhaustive research and ex-
periment, with a view both to assisting legitimate manufacture
and to rendering more difficult the diversion to beverage purposes.
The effort primarily has been to discover a denaturant, nonpoison-
ous, that either by taste or smell would be made known to the pur-
chaser for beverage purposes, so that he would have due warning
that the product contained industrial alcohol.
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The great source of liquor traffic in wine was the diversion, in the
larger cities, of wine issued for sacramental use. After extended
study of the many difficulties in the matter of supplying wine for
sacramental use by persons of the Jewish faith, and after consulta-
tion with several of the older and more prominent rabbis, a new
regulation was formulated as a result of which the amount of sacra-
mental wine issued has been reduced more than 50 per cent, and
which when in complete operation will create further reduction and
ultimately eliminate this source of supply.

The Treasury has emphasized to its field forces the valuable re-
sults to be attained by adopting the so-called “padlock’ procedure ‘n
connection with local law enforcement work performed by the Fed-
eral Government. In communities where liquor is sold in open vio-
lation of the law—where, in effect, the saloon is being reestablished—
there can be no question that these places are a public nuisance
and a menace to the community. The law provides a simple remedy
for the “abatement of this nuisance.” Effort is being made through
the service to establish and use this effective remedy against the
saloon and other similar illegal places of business.

Legislation.—While Congress has enacted legislation aimed to
‘strengthen the Coast Guard in the matter of both.personnel and
matériel, and has granted the required appropriations for the Pro- -
hibition Unit and the Customs Service, certain other measures which
have been recommended by the Treasury and which are deemed
equally essential to the enforcement of the national prohibition act
have not yet been passed. The most important of these measures is
the proposed reorganization bill, providing independent bureau
organizations respectively for the Prohibition Unit and the Customs
Service. It is earnestly recommended that Congress, during the
forthcoming session, be urged to give early consideration to this most
essential reorganization bill, and to those other measures affecting the -
enforcement of the national prohibition act, which have already been
discussed at length in committees or are otherwise advanced to the
“stage where their passage should be achieved without prolonged con-
troversy. In the hope that these measures previously discussed in
committee may meet with favorable action, the Treasury will, with
one exception, propose to the coming session of Congress no new
legislation affecting the enforcement of the prohibition act. The
single exception noted is a measure designed to provide for such-
distribution of medicinal spirits as will enable the Treasury to prevent
the diversion of such spirits to beverage purposes, and to furnish satis-
factory means for replenishing the existing national supply of medi-
cinal spirits which has been depleted to a point where replenishment
within the next year appears to be a serious necessity.
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. In conclusion, the Treasury feels that it has made real progress in
the solution of the many difficult problems arising in the administra-
tion of the national prohibition law. Certain legislation is, as stated
above, highly essential in order to obtain the maximum results.
Should this legislation be enacted, the Treasury feels confident that
its reorganized force, given the essential cooperation and assistance
of the Department of Justice, will be able, in the future, to achieve
even greater effectiveness in the enforcement of this law.

Narcotic law enforcement

The narcotic law enforcement has proceeded with increased vigor..
More of the large distributors of the illicit drugs were apprehended in
the past year than any previous year since the inception of the law.
There was an increase in the number of violations reported, as there
has been for each succeeding year for the past seven years. This
increase does not, as has been stated by some, indicate an increase in
addiction but, on the contrary, reflects the activity of the narcotic
force. Surveys recently made of narcotic addiction show that the
abuse of the use of narcotic drugs in the United States is not exten-
sive and is confined to a relatively small number of people. This.
nurnber is decreasing and the habit is not spreading.

The Coast Guard

The fiscal year 1926 witnessed another period of intense activity
on the part of the Coast Guard in practically every field of its en-
deavor. The enlargement of the service and the extension of its
duties along comparatively new lines within the past two years
naturally are accompanied with vastly increased labor, heavily-
multiplied responsibilities, and numberless problems of a complex
.and serious nature. There is not a section or an avenue of service
business that has not been so affected. The Coast Guard has met
and is meeting this unprecedented and unusually difficult situation
with a fine spirit of fortitude and with a confidence that carries an
inspiration to do, that have been characteristic of the service from
its beginning.

The year’s work was successful and noteworthy. During the year "
the riumber of persons saved or rescued from positions of peril was
3,037, a record never before attained in this form of service in-any
one year since the present organization of the Coast Guard in 1915,
and exceeding last year’s number by 553. This is an achievement in
itself. The total number of instances of assistance rendered in the
course of the year by the units of the service was 4,831, also- the
largest in the history of the Coast Guard and. exceeding last year’s
number by 429. The value of vessels assisted, including their cargoes,



SECRETARY OF THE TREASURY 145

amounted to $23,017,509. There were 15,398 persons on board the
vessels to which assistance was rendered. The derelicts and other
obstructions removed from the paths of marine commerce numbered
101, being 46 more than last year. The vessels boarded and exam-
ined in the interest of the enforcement of United States laws ran to
the unprecedented number of 53,080. This increase of 15,486 over
last year doubtless is due to the lately enlarged fleet of the Coast
Guard and to the continually increasing activity and watchfulness
of service craft. The law-enforcement activities of the Coast Guard
in connection with the prevention of the smuggling of liquor into the
United States from the sea have not resulted in any diminution of
the regular, normal work of the service having to do with the saving
of life and property at sea and along the coasts.

The law-enforcement program of the Coast Guard has been attended
during the year with satisfactory results. Foreign rum ships in vary-
ing numbers appear off certain sections of the coast, apparently
without regard to any fixed method or system, and seek to evade
the Coast Guard fleet and to reach our shores or to make contact
with the small-boat purchaser, but the “rum row’ that formerly
hung close to our coasts has been effectively dispersed by the con-
stant watchfulness and picketing of Coast Guard craft. Unremitting
activity on the part of the Coaqt Guard is essential to prevent the
reestablishment of “rum row’’ off our shores.

Very marked improvement as regards the prevention of liquor
smuggling into the United States from the sea has taken place since
my last annual report.

The Coast Guard continued to carry on the usual dumes whlch it

performs from year to year, including the irfternational ice patrol,
winter cruising, cruises in Alaskan and Arctic waters, supervision of
the anchorage and movements of vessels at ports where Federal
regulations are in effect, removal of derelicts from the paths of
marine commerce, patrol and supervision of regattas, and enforce-
ment of the customs, navigation, and motor-boat laws of the United
States.

The Secretary of the Treasury awarded durmg the year, under the
provisions of law, 68 life-saving medals of honor and 1 silver bar for
second service, in recognition of bravery exhibited in the rescue or
attempted rescue of persons from drowning in waters over which
the United States has jurisdiction or upon an American vessel; 11
of the medals were gold and 58, including the bar, were silver. '

Attention is invited to the report of the Secretary of the Treasury for
1925 concerning the physical conditions existing at the Coast Guard
Academy at New London, Conn. The need of appropriate measures
to correct what is regarded as a very unsatlsfac’oory s1tuat10n at this
mstltutlon is very great.

11439——~FI 1926——12
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There is need of the renewal of 16 miles of submarine cable
between Cape Henry and Cape Charles, Va., and 13 miles of sub-
" marine cable between the mainland and Block Island, R. I.

The modernization program of the radio equipment of the service
is proceeding with good results.

The necessary steps are in progress toward carrying out the pro-
visions of the act of July 3, 1926, entitled ‘““An act to readjust the
commissioned personnel of the Coast Guard, and for other purposes.”

The act of June 10, 1926,  authorized the construction and equip-
ment of 10 Coast Guard cutters, to be designed and equipped for
Coast Guard duties, in accordance with the view expressed in last
year’s report. Funds have been appropriated to commence the
construction of three of these vessels, and it is very important that
the department be authorized, without undue. delay, to enter into
contracts for the construction of the remaining seven cutters.

By act of March 3, 1926, an appropriation of $3,900,000 was made
for additional motor boats and their equipment, for five seaplanes
and their equipment, and for repairs or alterations to, or for equipping
and placing in commission, vessels or boats transferred from the
Navy Department to the Treasury Department. Five destroyers
were acquired from the Navy Department and are being reconditioned,
and thirty-three 125-foot patrol boats are in course of construc-
tion. Arrangements have been made with the Army and Navy
by which the seaplanes and engines will be obtained under Army
and Navy contracts for delivery to the Coast Guard. The additional
equipment provided by this legislation will be a great help in the
operations of the service.

Publw Health Service

The Public Health ‘Service, which with the close of the present
fiscal year has completed the one hundred and twenty-eighth year of
. its existence, is charged by law with manifold duties, among the
more important of which are: °

1. Protection of the United States from the introduction of dis-
sase from without.

2. Prevention of the interstate spread of disease and suppression
of epidemics.

3. Cooperation with State and local boards of health in health .
matters.

4. Investigation of diseases of man.

5. Supervision and control of biological products.

6. Publicl health education and dissemination of health informa-
tion.

" The researches of the service into the causes and prevention of
human diseases have been conducted at the Hygienic Laboratory.
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and in central stations in the field, and important advances have -
been reported during the year in a number of these investigations.
The studies have covered a wide range and have included investi-
gations of industrial hygiene and sanitation, child hygiene, stream
pollution, municipal health practice, mental health, milk, and in-
vestigations of individual diseases, such as malaria, pellagra, tubercu-
losis, influenza, pneumonia, cancer, tularemia, Rocky Mountain
spotted fever, leprosy, and typhus fever.

The plague-eradicative measures which were operative durmg the.
fiscal year 1925 at New Orleans, La., and Oakland, Calif., due to the
occurrence of rodent plague at those places, were terminated at
New Orleans, La., on September 30, 1925, and at Oakland, Calif.,
on February 28, 1926. At these places plague was completely
eradicated as far as it is within human ability to determine. It is
also considered that plague has been eradicated from Los Angeles,
Calif., and service activities were discontinued at that place on
June 30, 1926, except that at the request of the local authorities an
assistant surgeon general and four employees were authorized to
remain at Los Angeles until August 31, 1926, to assist in completing
the organization of rodent-control work which the city will conduct
as a permanent activity as a means of preventmg further widespread
outbreaks of plague.

At the present time plague exists nowhere on the North American
-Continent except in the ground squirrels of California. This infected
territory, however, extends from the Carquinez Straits on the north
. to Los Angeles County on the south, and embraces the central and
.coast counties in this area. Outbreaks of plague may be expected to
occur from time to time in the cities and towns in this area unless
squirrel-free zones are maintained around them and unless the trap-
~ ping and examination of rodents are conducted as permanent routine
measures in order that rodent plaoue infection may be determined in
its incipiency. :

Present methods of operation are not suﬁimently extenswe to
eradicate ground-squirrel infection in California.” Complete eradica-
tion can be accomplished only by an intensive, coordinated effort
covering the entire area known to have foci of infection, and main-
tained over a period of years. While work of this magnitude would
require a large sum of money, it is probable that the sums which
must be expénded by the varicus localities for plague prevention
and eradication over a period of years will far exceed the cost of
general complete eradication. :

Measures for safeguarding shellfish from pollution and contamina-
tion were continued in cooperation with the Bureau of Chemistry and
the Bureau of Fisheries. In this connection an important function
of the Federal Health Service is the promotion of reasonably uniform
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rules, regulations, and methods of enforcement in the various States,
and work toward this end has progressed satisfactorily.

Cooperative demonstrations of rural sanitation were conducted in
89 counties in 20 %ates under the same plan as in previous years.

The Twenty-fourth Annual Conference of State and Territorial
Health Authorities with the Public Health Service was held on May’
24 and 25, 1926, in accordance with the act of July 1, 1902. Dele-
gates were present from 35 States, 1 Territory, and the District of
Columbia. The transactions. of the conference covered subjects
of great importance to the public health of the country.

Certification of water supplies used on common carriers, supei-
vision of sanitation in the national parks, and trachoma eradication
work were continued as in former years. Public Health Service super-
vision of antimosquito work along the Texas-Mexican border was
discontinued June 30, 1926, due to the apparent eradication of yellow
fever in Mexico. The localities, however, are expected to continue
their activities to some extent.

The Public Health Service has continued its investigations, both
field and laboratory, of problems affecting particular industries and
industrial hazards. There is a growing appreciation on the part of
the public, employers, and labor of the importance of this work.

Marked exacerbations of cholera occurred in China, Siam, and the
Philippine Islands. A sharp outbreak in Japan, probably due to
importation from China, was quickly suppressed. The examination
of potential carriers and the prohibition of the embarkation of those
actually discovered at ports of embarkation in the Philippine Islands
effectually prevented the introduction of infection into the Hawaiian
Islands and the United States.

The widespread prevalence of plague mentioned in my last report
continued throughout the year, and in some parts of the world it is
invading new territory. Although there were considerable fluctua-
tions in the number of cases reported from specific localities, the gen-
eral distribution of this disease is remarkably similar to that during
the previous year, thus illustrating the difficulty of eradicating plague
once it has become established.

Smallpox continued to occur throughout the world, including the
United States of America. In the United States the number of cases
and deaths in 1925 was less than in 1924; but 144 deaths from this
disease in Minneapolis during 1925, 87 deaths in Milwaukee, and 44

in Camden, N. J., show that smallpox is a dangerous disease in any
' community where vaccination is neglected. Because of an epidemic
in Florida a quarantine was imposed against that State by the -
quarantine board of the Bahama Islands and maintained for several
weeks. The undue and prolonged incidence of smallpox in Los
Angeles, Calif., aroused the apprehension of the sanitary authorities
of the Territory of Hawaii, so that it was deemed advisable to require
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persons embarking at ports on the Pacific coast of the United States
to produce satisfactory evidence of immunity to smallpox before
embarkation. This restriction was continued in effect from April 5,
1926, to June 17, 1926. Similar measures were required for a time for
the protection of the Territory of Alaska. In England, where mild
smallpox has been prevalent for a number of- years, more than 6,000
cases were reported in 1925. In Russia the cases reported decreased
from 27,000 in 1924 to 16,000 in 1925. British India reported 41,000
deaths from smallpox in 1925 and 55,000 in 1924. Many countries in
Africa reported increased prevalence of smallpox.

There was relatively very-little change in the reported prevalence
of typhus fever, though most countries reporting noted a decrease in
the number of cases. Although this disease is widely distributed, it
is not regarded as epidemic except in Soviet Russia, where it is
apparently decreasing. Typhus reappeared in the Canary Islands
and Ttaly. It a]pparently increased in Czechoslovakia and Ireland
and diminished in Lithuania and Poland.

The number of cases of yellow fever reported was approximately
the same as was reported during the previous year. However,
the distribution was more extensive, since cases were reported from
- the Gold Coast, the Ivory Coast, Liberia, Nigeria and Senegal,
Africa, and Brazil in South America. The sharp outbreak at Para-
hyba, Brazil, has caused some apprehension, but, due to the eriergy
and promptness of the measures for its eradlcatlon, will probably
soon be brought under control.

One amendment to the quarantine regulations was promulgated,
authorizing the Surgeon General to prescribe rules under which the
six-month period between fumigations may be extended for vessels
plying regularly betweeh ports not infected with plague and for
vessels whose construction does not favor .the harborage of rats.
In: accordance with the terms of this amendment, quarantine officers
have been authorized to extend the period between fumigations for
an additional six months in the case of certain types of vessels if,
upon careful inspection, no evidence of rat infestation or harborage
is found. It is expected that this procedure will materially diminish
the number of vessels fumigated.

The official declaration that New Orleans, La., and Los Angeles
and Oakland, Calif., are free from plague, with consequent lifting of
the special restrictions made necessary during the last fiscal year, has
materially benefited commerce with foreign nations and relieved ship-
ping interests of the expenditures incident to quarantines imposed
by other countries or in accordance with international treaty obliga- -
tions. :

The question of the disinfection of the rags imported into the
United States for the manufacture of paper has for many years
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occupied the attention of the Public Health Service. On December
3, 1925, the medical officers in charge of quarantine stations were
advised that consular certificates of disinfection or origin will no
longer be required as a prerequisite to admission of shipments of
rags into the United States, its possessions, or dependencies, but
that, when rags are obv1ously filthy or infected, their admission
" should be refused.

Two meetings of the permanent committee of the International
Office of Public Hygiene were held during the year, one in October
and one in May. The United States was represented by Surg.
W. W. King. Subjects covering a considerable portlon of the field
of public health were discussed.

An international conference, called by ‘the French Government to
consider a revision of the sanitary convention of Paris in 1912, was
held in Paris from May 10 to June 21, 1926, and was attended by
delegates from 67 countries and dominions. The United States
was represented by Surg. Gen. H. S. Cumming, Senior Surg. Taliaferro
Clark, and Surg. W. W. King.

Since the changes in the treaty were, on the Whole, satisfactory,
the American plenipotentiaries signed the convention with two reser-
vations, the first of which, following the policy of our Government,
disclaimed any recognition of the so-called Soviet Government of
Russia by reason of the signatures of delegates from that country to
the convention. The second reservation reserved to the United
States the right to decide what foreign ports or places should be
considered infected and to determine the measures to be applied
under special clrcumstances to arrivals at ports of the United States
from such areas:

The immigration act of 1924, approved May 26, 1924, by author-
izing American consular officers to withhold their visas from pro-
spectlve immigrants to the United States if it appears that the appli-
cant is inadmissible under the immigration laws, made it possible to
comply with the growing popular demand for the examination of
immigrants in the countries of their origin previous to embarkation
for the United States.

About the beginning of the fiscal year it was decided, by mutual
"agreement of the Secretaries of the State, Treasury, and Labor
Departments with the British Government, to conduct for a period
of three months an experiment to determine the feas1b1hty of ex-
amining prospective immigrants in the country of orlgln It was
planned that medical officers of the Public Health Service and inspec-
tors of the Bureau of Immigration should act as technical advisers
in their respective lines to the consular officers who issue the immigra-
tion visas. In accordance with the plan, on August 1,-1925, medical
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officers were detailed for duty at the American consulates at Belfast,
Cobh, Dublin, Glasgow, Liverpool, London, and Southampton.

The great advantage to the three.classes of people directly concerned
in the medical inspection of immigrants abroad is evident. The
people of the United States are benefited because, when the pro-
spective immigrants are examined abroad, all those who are manda-
‘torily excludable under the law are refused visas, whereas, because
of the lack of funds and other factors, only a part of the immigrants
certified as ineligible upon -arrival in the United States are actually
deported. Thus the law is more strictly enforced when the immi-
grants are examined ubroad. The examination near their homes is
more satisfactory to the immigrants because, after they have success-
fully passed the examination, they are reasonably certain of admis-
sion to the United States. If, on the other hand, their visas should
be refused, they can return to their homes with but little expenditure
of time or money. The natural result is that the keen disappoint-
ment and great financial loss incident to rejection at the port of
arrival are either entirely avoided or, at least, greatly mitigated.
" Transportation companies consider examination of aliens before
embarkation to be logical and businesslike, as it reduces the number
of fines imposed upon them for bringing those found to be inadmis-
sible. The approval of the plan is practically unanimous, as the
immigrants, transportation companies, officials of the Departments
of State, Liabor, and the Treasury, and the press, both foreign and
domestic, are all convinced of its usefulness. - »

Because of the success of the experiment in Great Britain and
Ireland the examination of prospective immigrants has been extended
to Antwerp, Belgium, and Rotterdam, the Netherlands, and, it 1s
expected, will be introduced early in the next fiscal year at Berlin,
Bremen, Cologne, Hamburg, and Stuttgart, Germany; Copenhagen,
Denmark; Bergen and Oslo, Norway; Warsaw, Poland; and Gothen-
burg and Stockholm, Sweden.

With regard to local conditions in the United States other than
those mentioned, it may be said that, in general, the health of the
people of the United States was good during the calendar year 1925
as compared with preceding years, but the continued prevalence of
smallpox, diphtheria, and other communicable diseases which can
be easily controlled shows that much work remains to be done,
especially in educating the people and inducing them to take the
necessary measures to protect themselves and their communities
against the ravages of these diseases. Many thousands of lives could
be saved each year and much suffering and expense could be avoided
by the use of known methods of prevention of disease. Lack of
appreciation of these facts and indifference leave a large part of the
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people in most of our communities susceptible to these diseases, and
the tesults are unnecessary suffering, expense, and loss of life.

During the fiscal year no case of cholera or yellow fever was re-
ported in the United States. Our people have come to regard these
diseases as mere memories of the past and not now threatening;
but if we are to continue free from their ravages we must be ever
watchful to prevent their getting a foothold here.

‘Plague in human beings has not been reported in the United States
since January, 1925, when two cases occurred in. Los Angeles, Calif.,
the last of an outbreak which began four months earlier. However,
as already stated, plague exists among rodents in California and is
always a menace wherever commerce is carried on.

A mild form of typhus, known as “Brill’s disease,” exists in the

United States, and occasional cases of the virulent type are reported
near the Mexican border.
- Typhoid fever in the United States during 1925 showed a reaction
from the downward trend which has prevailed for many years:
Thirty-five States reported 30 cases of typhoid fever per hundred
thousand population in 1924 and 40.1 cases per hundred thousand
in '1925. Reports for the early part of 1926, however, indicate
more favorable rates for this disease.

Diphtheria continues to show a reduction in death rates as reported
from the various States and cities. The Public Health Service is
using every endeavor to encourage the use of toxin-antitoxin in the
immunization of children against this disease.

The birth rate in the United States appears to be declining. Thirty
States reported 21.2 births per thousand population in 1925 and 22.6
per thousand in 1924. The fact that foreign-born mothers usually
have larger families than American-born mothers may be worthy of
careful consideration.

In 30 States the death rate in 1925 was 11.7 per thousand popula-
tion, while in 1924 it was 11.8. The lowest death rate ever recorded
in the registration area was 11.6 per thousand population in 1921.
The general death rate in the United States has been decreasing for
many years.

The infant mortality rate in the United States for the year 1925
was just a little higher than that for 1924, but the figures for both
years are much more favorable than those of a few years ago. This
rate is the number of deaths under 1 year of age per thousand births,
and during the 11 years since the establishment of the birth registra-
tion area it has decreased from 100 in 1915 to less than 75 in 1925, a
decrease of more than 25 per cent.

Everyone realizes the benefits derived from the use of automobiles,
but the constantly increasing death rate from automobile accidents
demands consideration. About 18,000 deaths per annum are due
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to automobile accidents in the Umted States at present and the
number still appears to be increasing.

The marine hospitals and other relief stations, where beneficiaries
of the United States Public Health Service are given medical relief,
operated under reduced appropriations. A lower unit cost of service
resulted, but it was necessary to reduce the amount of relief in order
. to avoid a deficit. The average per diem cost for treatment in the
. marine hospitals was reduced from $3.89 in 1924 and $3.80 in 1925
to $3.71 in 1926. Attention is invited to the statement made in my
last annual report that there is reason to believe that the cost at that
time was below the minimum compatible with efficiency and that
further retrenchments would result in lessened efficiency and provoke
dissatisfaction and criticism. The limit of rational economy in
supplying medical care to sick men seems to have been reached, and
. perhaps passed. 'Itis a matter of regret that it was necessary because
of insufficient funds to limit the amount of hospital care, although
the policy adopted by the Surgeon General was well calculated to
reduce public criticism to the minimum. It is hoped that the appro-
priations for the maintenance of hospitals and relief will hereafter
be made sufficient for the high purpose to which they are devoted.

- The division of venereal diseases, as in other years, carried on
. activities in accordance with the law creating the division, which
requires that the cause, treatment, and prevention of venereal
diseases be studied, that the Federal bureau cooperate with the
State boards of health to control these diseases within the States,
"and that the spread of venereal dlseases in interstate traffic be
prevented. :

In the past year an especial effort has been made to enlist the aid
of probation officers and all social workers who come in contact
with the delinquent and defective classes. To this end a manual
was prepared covering not only the medical aspects of syphilis,
gonorrhea, and chancroid, but including chapters on sex education
and the venereal diseases, sex morality and the law, the legal aspects
of venereal disease control, etc. This publication has been widely
distributed, and the approval with which it has been received in-
dicates that it supplies this most necessary information in a very
acceptable form.

Social pathology for the socionomic aspects, and venereal disease
information for the medical aspects of the venereal disease problem,
- published monthly, are each year distributed to’ an increasing num-
ber of readers.

An undertaking which was satisfactorily completed in the past
year was the preparation of strip films depicting the various phases
of syphilis. These films are lent by the division to the State boards
of health. Their use within the State is directed by the health
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officer. As a means of instruction' in the diagnosis of the disease,
a graphic presentation of syphilis in its various manifestations is
invaluable to the clinician and the general practitioner. The educa-
tion of the general practitioner to recognize syphilis in all its forms is,
of course, a most necessary step in the general program of disease
" prevention. _

The education of the public as to the seriousness of the venereal
diseases and the necessity for control and prevention is of the utmost
importance. Lectures and exhibits, meetings for special groups, and
newspaper publicity have been employed to further this end, while
intensive work in the schools has been this year, as in former years,
one of the most important activities of the division. The interest
of such national organizations as the parent-teacher associations, '
men’s organizations, and nonofficial health associations, has done
much to carry forward the program, and insures continued interest
in the control of venereal diseases.

The total personnel of the service on June 30, 1926, was 8,865, of
which number 4,442 employees are designated collaborating epi-
demiologists and assistant collaborating epidemiologists and receive
nominal compensation. They are for the most part officers or em-
ployees of State and local health organizations who transmit to the
service current reports of the prevalence of communicable diseases.
The number of full-time employees of the service has materially
decreased since June 30, 1925.

In previous reports. I have emphasmed the unporbance of enlargmg
the corps of regular commissioned officers of the Public Health Serv-
ice. In order to discharge its full duties, the responsible scientific
personnel of this service should be mobile; and the method of appoint-
‘ment and status of medical and dental officers, sanitary engineers,
and other scientists having like qualifications should be the same.
Moreover, provision should be made for orderly promotions. By
means of legislation, provision should be made to thus insure the
efficiency of the personnel and to coordinate the public health activi-
ties of the Government.

Public buildings

An act entitled ““An act to provide for the construction of certain
public buildings, and for other purposes’’ was approved on May 25,
1926. The latest general public building authorization prior to the
above enactment was the so-called omnibus public buildings act of
March 4, 1913. Two omnibus public building bills had been passed
by the House of Representatives in the interval, viz, January 19, 1917,
and February 15, 1926, but each failed of passage by the Senate. -

The bill of February 15, 1926, referred to above, and the act of
“ay 25, 1926, present radical departures from the omnibus public
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puilding bills enacted at intervals between the years 1902 and 1913.
The evident purpose of the ensctment of May 25, 1926, was to get
away from a type of bill which has been characterized as ““a parceling
out of favors”’ and to substitute therefor a method based on business
considerations of determining where public buildings should be con-
structed or remodeled and enlarged. Under practically identical
bills introduced in each House of Congress large authority in this
direction was to be vested in the Secretary of the Treasury acting
jointly with the Postmaster General in cases where proposed build-
ings were to be occupied in. whole or in part for postal purposes.
The bill as enacted into law provides total authorizations to the
extent of $165,000,000, of which $50,000,000 may be expended for
sites and buildings in the District of Columbia, and $15,000,000 for
extensions of limits of cost of buildings authorized under the omnibus
public buildings act of 1913, and other acts, and not yet placed under
~ contract. There is thus left available for construction work in the
country at large the sum of $100,000,000. The act contains numerous
provisions limiting freedom of action. Expenditures may not exceed
$25,000,000 per annum, of which amount not more than $10,000,000
may be expended annually in the District of Columbia; and of the
expenditures made outside of the District of Columbia for the fiscal
years 1927, 1928, and 1929, respectively, at least one-third shall
be for buildings authorized in prior acts. The act contemplates
a survey of the public building needs of the country and provides
that the $100,000,000 authorized for public buildings outside the
District of Columbia shall be allocated to the different States, where
buildings are found to be necessary, in such manner as to distribute
the same fairly on the basis of area, population, and postal receipts.

A survey of the public building situation, embracing all com-
munities having postal receipts of $20,000 per annum and upwards
and in which no Federal building has been constructed or authorized,
" is in progress. There are approximately 860 communities of this
_character.. In these communities the gathering of data relating to the

postal service is being handled by the Post Office Department and the
gathering of data relating to all other branches of the Federal service
is being handled by the Treasury Department.

In addition to the foregoing communities there are in round
numbers 1,300 cities in which public buildings have been constructed.
These cities also are being surveyed and the gathering of data respect-
ing all branches of the Federal service therein is being handled by the
Treasury Department, except in certain places where a joint survey

by the Post Office and Treasury Departments is deemed necessary or
desirable.’
~ The object of the survey is to show what completed and occupied
buildings require enlargement, what new buildings should be con-
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structed to meet the needs of the Government and the public, and
to what extent such relief can be afforded within the authorization
contained in the recent public buildings act. These surveys are
proceeding satisfactorily. . .

The only construction work so far appropriated for under the
recent public buildings act, chargeable to the $100,000,000 provided
for buildings outside of the District of Columbia, is for an extension
of the power house, etc., of the Chicago marine hospital, and for
additional ‘stories on the Federal buildings at Sandusky, Ohio;
Birmingham, Ala.; Memphis, Tenn.; and Paris, Tex, In each of
‘these cases where additional stories are authorized, the limits of cost
fixed by Congress were rendered inadequate by reason of the increased
construction costs resulting from the World War. The contract for
the additional story for the Sandusky building has been let and in the
remaining cases the drawings are well under way.

The provisions in the act of May 25, 1926, hereinbefore referred
to, which authorize an increase of $15,000,000 in the aggregate
fimit of cost of buildings authorized previously, cover 69 build-
ings. It is expected that they will all be under contract within
the next three years. Drawings and specifications are. under way
for the first year’s program, and estimates for the necessary appro-
priations will be submitted in due course of business.

Under the provisions of the act of May 25, 1926, the Public Build-
ings Commission, created by.the act of March 1, 1919,.is charged
with the approval of assignment and general arrangement of space
in Federal buildings to be constructed in the District of Columbia;
and is empowered to approve the sites for such buildings and to
determine the order in which buildings, or enlargements thereof, in
the District of Columbia, authorized under the provisions of the act
of May 25, 1926, shall be constructed. The commission has desig- .
nated the following projects for the first year’s program:

Building : Project Thatod at
Archives. . oo e Additional land, and construction mcludmg stacks...{ $6,900, 000
Internal Revenue. .. _...... Additional land and construction . _______ .. .._.. 7,950, 000
Agricultural Department (a) Purchase of Economics Building.. ool 325, 600
. ()] C?Bmpllgtlon of central part of Admlmstratlon 2, 000, 000

1ain;
(¢) Addltxonal land and construction of an office build- 5, 750, 000
Liberty Loan____ . ____....oo...... Two addltlonal stories and remodeling .. .........__. 375, 000
Department of Commerce.......... Construction (land owned by Government)... --{ 10,000, 000
Government Printing Office. ....... Purchase of additional land .. ... ... ... 1, 250, 000

" The sites for some of the above buildings—the Archives, the Inter-
nal Revenue, and the Department of Commerce—are designated
to be within the area bounded by Pennsylvania Avenue, B Street
NW., Sixth Street, and Fifteenth Street. In the same area it will
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be advisable, probably, to locate other Government buildings, viz,
the Department of Justice, the Department of Labor, the General
Accounting Office, and the independent establishments of the
-Government.

A contract has been made for the purchase of the Economics
Building above referred to at a cost of $300,000. Steps havk also
been taken to acquire the necessary sites, and work on the plans for
the Internal Revenue, Archives, and Liberty Loan Buildings is well
under way. '

- Also, it should be borne in mind that the property extending along
the proposed Mall from Sixth Street to Third Street, south of Penn-
sylvania Avenue, will be required to safeguard the plan of the Park
Commission of the District of Columbia of 1901, based upon the
plan of Peter Charles L’Enfant, in its provisions for a fine approach
to the Capitol. .In this connection the views expressed in the report
of the Public Buildings Commission of December 18, 1917, supported
by those of the Fine Arts Commission in the same report, are con-
curred in by this present report. They are as follows:

First. Public buildings, other than those of the executive depart-

- ments, should face the grounds of the Capitol.

Second. New executive departmental buildings may well be
located * * * south of Pennsylvania Avenue along Fifteenth
Street to B Street, on the land already purchased and awaiting such
occupation.

Third. Both sides of the Mall, with the excepmon of the space
needed by the Department of Agnculture on its grounds, should be
occupied by museums and other buildings containing collections in
which the public generally is interested, but not by department
buildings.

Fourth. The space east of Fourteenth Street, between Pennsyl-
vania Avenue and the Mall, should be occupied by public buildings.

Congress has authorized a program for the location and construc-
tion of buildings to accommodate the departments and other execu-
tive offices now housed in temporary structures and in privately
owned buildings; and has limited the area of purchase and location
to the space between Pennsylvania and Maryland Avenues, Fifteenth
Street and the Capitol.

Within this area the Government has already acquired the squares
between Pennsylvania Avenue and the Mall, Fourteenth and Fifteenth
Streets, the square bounded by Eleventh, Twelfth, Little B, and C
Streets, and the block bounded.by Tenth, Twelft;h Little B, and B
Streets. This area is available for the con_structlon of department
buildings already authorized by Congress. :

Congress has also provided for a site within the specified area for
an archives building and for its construction. Congress has further
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provided for the extension of B Street east to the Capitol, thus throw-
ing into the Mall all of the area east of Sixth Street and south of B
Street and providing two building sites facing both Pennsylvania
Avenue and the Mall. Within the specified area the Government.
owns the Post Office Department building and the Center Market.

The available sites in the remainder of the area will be required for
Federal activities now occupying private buildings or temporary
Government structures, so that all of the land included within the
limits set by Congress must be acquired. From motives of economy
all of these squares should be acquired at once. Otherwise, Govern-
ment purchases made piecemeal will enhance the value of property
remaining in private ownership, and these increased prices must be
paid on later acquisitions.

The general character and bulk of the buildings of a departmental -
nature differ generally from those already occupying the Mall front-
age and those of future possibility of the Museum type. A sense of
order, harmony, and fitness seems to indicate the separation of these
~ two types of buildings into distinctive general locations.

The requirements as to space in architectural setting, accessibility,
and the number of people, both employeed of the Government and
others going to and from these buildings, are so dissimilar as to rein-
force strongly the argument for their collective separation. Again,
the buildings on the Mall, although not necessarily finer than those of
the departments, should be, archltecturally speaking, of a more
plastic, decorative, and a more generally varled form, suiting’ thelr
location in the park.

A large portion of the area designated as ‘the “triangle’ will be
necessary for the accommodation of the buildings now projected.
Even if it were not possible to foresee the ultimate use of all of the
land, nevertheless it may be stated with conviction that the choice
of the site for the buildings, the provision possibly of parking space
for automobiles and of adequate road circulation and approaches to
the buildings, and in short the economic and orderly planning of the
area immediately required, cah not be made unless the area is re-
planned as a whole for this purpose. It may well be urged, also, that
unless all the land, with minor exceptions, is now taken by the Gov-
ernment, the construction of the new buildings and the removal of
the markets as proposed will induce a rise in values of the remaining
land, making it more costly to acquire.

In the Capital an example should be set for the country as a whole
in the matter of planning. Our national monuments will attract

" seekers of the ideal in art. More and more it will become the tend-
ency to establish the headquarters of societies of literature and art
in Washington and to make bequests of collections to the National
Capital as well as to other great cities of the country. Already there
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is a definite project to establish here in Washington a national gallery
of painting. Thus the Capital may be foreseen as an art center
responding to the desire of visitors from all over the world and satis-
fying that demand.

Thé exaraple of the great capitals of Europe may be cited, that in
particular of Paris. Although the character of the cities of Washing-
ton and Paris differs in respects favoring the embellishment of our
own Capital, Paris besides being a capital is also a great business and
industrial center. Under the Haussmann plans of development of
Paris, during the period of some 30 years beginning about the middle
of the nineteenth century, the sum of $180,000,000 was spent oun the
opening of thoroughfares and in general civic embellishment. A
similar sum was authorized for further development at the beginning
of this century, and in between those periods other great sums were
authorized and spent, estimated in all as upward of half a billion of
dollars. The Great War delayed the later program, although the
work involved has been and is being slowly carried out according to
plan. It is generally recognized that the really splendid nature of
city development in Paris is responsible in a large degree for the
number of visitors and that this work has contributed very largely to
making Paris the artistic center of the world.

In the plan of future development of Washington the treatment
of the great triangle of land south of Pennsylvania Avenue to the
Mall will play an important part. Assuredly the character, height,"
and design of the great front to the south stretching from Fifteenth
Street toward the Capitol must be carefully considered as a whole.
It may be said to be the real frame or background of the Mall, with
its Museum buildings and memorials, present and to come. Oppor-
tunity must be given to treat it as a whole in relation to the Mall.
The problem of location of buildings to-day, although it involves’
difficulties, is made less. difficult by the existence of the general plan
of the commission of 1901. Correspondingly the work in the future
will be rendered easier and less costly if the plans of to-day are made
with foresight.

No expenditure of the magmtude contemplated under the new

. building bill should be undertaken without a comprehensive study

of the entire situation. As has been outlined above, many features
must be taken into consideration, but the outstanding one is that
the public buildings, as finally located and constructed, should place
Washington in the forefront of the architecturally beautiful cities of
the world. This result can only be obtained by a thorough and com-
prehensive study of the entire subject. No building should be lo-
cated or its architecture decided upon until study has been made of
its effect upon the neighboring buildings to be built in the future and

. the carrying out of the complete plan.
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Bureaw of Supply

Purchases and issues.—The Bureau of Supply has completed its
fourth full year of operation as the central purchasing, warehousing,
and distributing agency of the Treasury Department. Its organiza-
tion was the sequel to an inquiry by a representative of the Director
of the Bureau of the Budget early in the fiscal year 1922, and was

_created by Department Circular No. 283, of March 28, 1922, by au-
thority of section 161 of the Revised Statutes, following an opinion by
the Comptroller General of the United States, dated January 13, 1922,
that there was no legal objection to establishing such an agency in
and for the Treasury Department.

The bureau purchases supplies and equipment for all branches of

" the department both in Washington and the field, with the exception
of those for the Bureau of Engraving and Printing, whose purchases
are exempted by law from its supervision; those for the Coast Guard,
and to-some extent those for the mint. The purchases of miscellane-
ous supplies are made from allotments to.the Bureau of Supply from
appropriations for the several activities which it serves; while those
for stationery are made from' the departmental appropriation for
stationery, which has, since the organization of the bureau, been
under its supervision; and it is purposed to transfer also to the bureau
on or prior to July 1, 1927, the appropriation for printing and binding
as well as administrative supervision over the work and personnel of
the Division of Printing, which is now a separate d1v1s1on in the
office of the Secretary.

In addition to its purchasing, warehousing, distributing, and
accounting functions, administrative supervision over the work of
the Greneral Supply Committee and the traffic division of the Treasury
Department is vested in the Bureau of Supply.

Heretofore the Bureau of Supply has functioned with personnel
detailed to it from the various bureaus and offices of the Treasury’
Department, but as it has now demonstrated its value as an econom-
ical and efficient arm of the service it is believed that it ought to
be recognized and supported as a permanent institution. Accord-
ingly, there has been prepared for submission to Congress through
the Bureau of the Budget an estimate for its personnel as & distinct
unit of the office of the Secretary, and to provide for this personnel
deductions exceeding the proposed appropriation have been made
from the several bureaus and offices from which the bureau now draws
its personnel on a detailed basis. Thus funds for operating the
agency will be furnished without increasing the sum of the appro-
priations to the department. ,

At the time of the organization of the Bureau of Supply, and as
its functions have been gradually widened, its personnel has been



SECRETARY OF THE TREASURY 161

provided by assigning to it such employees of the several bureaus
and offices concerned as had previously devoted théir entire time to
purchasing, warehousing, and shipping supplies and equipment and to
the accounting incident thereto. In making allocations of employees,
however, no consideration was given to those who devoted only a
-part of their time to such duties, and as the work of the bureau
has become systematized approximately 15 employees have from
~time to time been dispensed with, in spite of which, in arriving at
the amount of the estimate for its continuance on a permanent basis,
it has seemed possible, after a careful study of the organization,
functions, methods, and needs of the bureau, to effect a still further
reduction of seven employees, with salaries aggregating $14,700. In
addition the bureau will attempt to carry on the traffic work of the
department, which will require the services of several employees,
without asking for additional personnel therefor. The estimate sub-
mitted has accordingly been prepared on this basis, with a resulting
considerable saving to the department in the cost of carrying on
this important service.
There was expended by the buresu in 1926 a total of $5,409,132.78,
a decrease of $237,610.46 when compared with the expenditures for
the preceding year, which totaled -$5,646,743.24.
The following table summarizes, for the past four fiscal years,
expenditures by the Bureau of Supply: from appropriations to the
several bureaus and offices for the purchase of supplies and equipment:

Bureau or office 1923 1924 1925 1926

Expended from allotments:

Chief Clerk and Superintendent. ... __._._.. $170,938.62 | $159, 562.45 | $133,812.92 | $120,102, 51
118, 506. 98 111, 436. 68 105, 606. 55 118, 528. 44
379, 971. 90 319, 293. 10 343,202. 28 368, 948. 86

General Supply Committee__._____
Division of Printing and Stationery

Supervising Architect ... .. ... ... 1768,419. 45 | 1,925, 066.63 | 2,031,804.68 | 1, 998, 537. 52
Bureau of Internal Revenue...._...._.._.__ 528, 231. 80 436, 254. 19 543, 413. 74 327, 992. 61
Treasurer of the United States___ 3,942.44 141.77 67.95 | oo iaaas
Commissioner of the Public Debt 263,124.79 72, 902. 39 49, 640. 01 40, 735. 39
Division of Bookkeeping and War 1, 493. 50 3,193.67 2,442, 41 1,269.92.

Public Health Service.co...o....__...

2,069,435.02 | 1, 983 116.44 | 2,188,128.86 | 2,067, 386. 85
Division of Customs. ...

? 46 117.78 179, 643. 84 233,483.02

Total from allotments. ......._...__._..... 4,104,064. 50 | 5,057,085.10 | 5, 577,763.24 | 5,276, 985.12
Purchases from appropriations from which no
allotments weremade. ... ... .. ... ..2 165, 942. 19 88, 953. 96 68, 980. 00 132, 147. 66

Grand tota] e cemmecea—aan 4,270, 006. 69 | 5,146, 039.06 | 5, 646, 743.24 | 5,409,132.78

1 Parchasing for Supervising Architect transferred to Bureau of Supply on Oct.’17, 1922,
2 Purcha@mg for the Commissiouner of the Public Debt transferred to Bureau of Supp]y on Sept. 15, 1922.
3 Purchasing (or Division of Customs transferred to Bureau of Supply on Apr. 1,

"The purchasing work of the bureau in 1926 involved the issue of
34,957 formal purchase orders; the preparation of 5,993 sets of speci-
fications and invitations for proposals; and the examination and audit
for settlement of 84,465 vouchers. Cash discounts for prompt
payments were utilized to the extent of $10,856.87, only $296.99
being lost, which was due in great part to inability to obtain certifica-
tions of vouchers in the field within the limited discount periods.
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The 1926 appropriation to the department for articles of stationery
was $437,760, of which $368,964.65 was expended and $68,795.35
reverted to the Treasury. The unexpended balance was a part of a
- special allowance by Congress for the installation of a new and
improved system of filing income-tax returns in field offices, but it
was not practicable to complete the installation, and consequently
the unused part of the appropriation lapsed. There was expended
also for stationery items $67,440.52 from other available appropria-
tions, making the total purchases of stationery supplies for the
entire department $436,405.17, compared with $426,285.29 during
the preceding year.

The value of stationery supplies issued in 1926, as distinguished
from actual expenditures for replacement, totaled $453,224.24,
- compared with $437,256.01 in 1925, or an increase of $15,968.23.
The excess of issues over expenditures ($16,819.07) was made
possible by a reduction of $10,487.02 in the value of stock on hand and
the utilization of $6,332.05 worth of artlcles surrendered to the bureau
by consuming offices for reissue.

The increase in both expendltures for and issues of statlonery
supplies was due to increases in prices of certain items and to the
furnishing by legal authority of several articles not previously included
under stationery.
~ Shipments of stationery supplies to the field were made. in 12,604
" packages and boxes, weighing 598 tons. Of these, there were 3,367
. franked parcels (each weighing less than 4 pounds); 1,543 parcel-
-post packages, costing $1,044.88 for postage; and 7,694 express and
freight boxes, crates, etc., requiring the use of 2,346 Government
bills of lading. In addition the bureau sent through the mails approxi-
mately 5,500 sacks of printed matter, weighing about 275 tons.

Inventories taken July 1, 1926, show a stock on hand of stationery
supplies valued at $157,399.28 and also 37,285,579 blank books and
forms (exclusive of Bureau of Internal Revenue stock, which is in
the hands of that bureau), valued at $135,905.56.

General Supply Committee.—The Bureau of Supply proper functions
for the Treasury Department alone, whereas the General Supply
Committee is an interdepartmental organization and, under the.
direction of thesSecretary of the Treasury, functions in behalf of all
the executive departments and independent Government establish-
ments. The Bureau of Supply, in addition to contracting duties, is
also charged with purchasing, warehousing, distributing, and account-
ing in relation to every requirement for supplies for both Washington
and field offices of the Treasury Department, while the activities of
the General Supply Committee, under its organic law, are concerned
only with the making of contracts for furnishing articles in common
- use in two or more departments or establishments in the District
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of Columbia, though certain requirements for a field service may be
provided for on request of a head of a department under which the
service operates.

T'he committee was created by section 4 of the act of Jane 17 1910
(36 Stat. 531), and consists of a representative from each of the 10

~executive departments, who serves on the committee without addi-
tional compensation, though clerical services for the committee,
including a superintendent of supplies, are provided for by an appro-
priation to the Treasury Department. It is required to prepare and
“issue annually a general schedule of supplies, in which are listed the
articles for which contracts are made, with descriptions thereof,
the unit prices, times of delivery, and the names and addresses of
contractors. The coramittee is charged especially with the standardi-
zation of supplies and the ellmmatlon of umlecessary grades and
“varieties. i i

At the close of the World War, the original duties of the com-
mittee were enlarged by Executive order, subsequently approved by
legislation, to include the disposition of surplus war supplies and
equipment in the District of Columbia. A large part of this material
was reissued to various offices and establishments; a greater part,
being either unserviceable or not likely to be needed for reissue, was
disposed of, usually by auction, and some of it still remains available
for reissue as called for from time to time. Articles reissued to
Government departments and establishments are charged, at a dis-
count below their original cost, to appropriations ordinarily available
for the purchase of such supplies, and receipts therefrom are deposited
to the credit of miscellaneous receipts of the Treasury.

Since the war surplus has become practically exhausted, the facili-
ties of the committee’s organization have by authority of law been
availed of to receive and dispose of the vast quantity of property of
every character currently becoming surplus or unusable in Govern-
ment offices in the District of Columbia, which is disposed of in the
same manner as was the war surplus.

With the approval of the coordinating agencies of the Government
the, committee has, with respect to a great many items, embarked
upon a policy of procurement in definite quantities at the beginning
of each quarter, rather than making annual contracts for furnishing
the articles in indefinite quantities from time to time to the various
establishments. Requirements for these items are assembled four.
times a year, proposals therefor are solicited for immediate delivery,
and a single shipping direction placed for the entire quantity needed
"at once. This policy has resulted in decidedly lower prices in many
lines, with & resulting saving to the Government of hundreds of
thousands of dollars.
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Purchases reported by Government departments and establish-
ments under contracts negotiated through the General Supply Com-
mittee amounted to $6,725,600.35 during the fiscal vear 1926, an
" increase of $80,404.71 over the preceding year. Of the 20 classes of

items contracted for, purchases of 12 increased in varying amounts
and those of 8 decreased. A net increase of $526,054.07 is noted in
those classes of items containing commodities included:in coordinated
purchases. The principal increase was in class 17, where purchases
of automobile tires and tubes amounted to $470,247.40, an increase
over the purchases of the preceding year of approximately 200 per
cent, due to a larger number of services obtaining this equipment
under General Supply Committee contracts. Increases reported
for 1925 in the purchases of items included in classes 9 and 18 (office
furniture and filing equipment and typewriting machines, adding
machines, other labor-saving devices, etc.), are no doubt responsible
for the decreases of $94,817.12 and $304,013.98 shown in these
classes for 1926. A decrease of $86,356.71 also occurred in class 15,
electric lamps. Decreases are also shown in class. 1, stationery;
‘class 6, electrical and plumbing supplies; class 12, photographic
supplies; class 16, incandescent gas-lamp supplies; class 19, electric
service; and class 20, telephone service.

Issues of surplus supplies and equipment to various Government
activities decreased to $48,450.84 from the amount of $78,028.61
transferred during 1925. There was, however, an increase of $20,-
187.51 in the value of the material no longer usable by the Govern-
ment and disposed of at public auction. Similar material disposed
of by contract sale decreased $35,043.70, caused both by reduction
in quantity and in the price obtained, lower prices prevailing for
waste paper and other paper stock materials.

Attention-is again directed to the disadvantage imposed by exist-
ing law which makes it impossible to secure the maximum benefit
from the consolidated purchases of commonly used supplies by
making single payments. The present requirement that each indi-
vidual department make payment for its share of a consolidated pur-
chase is cumbersome and unbusinesslike. It causes unnecessary
bookkeeping on the part of both the contractor and the Government,
delays payments, and frequently makes it impossible to take advan-
tage of discounts. . ,

Much has been accomplished by consolidating requirements for
& number of commonly used items of supply and making bulk pur-
chases with a single delivery and inspection, but better, prices could
be obtained by adopting the more businesslike method of making
single payments. :
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Bureau of Engraving and Printing

During the fiscal year 1926 the bureau eclipsed all previous records
in the production and. delivery of perfect work. Deliveries for the
year reached a total of 482,307,106 sheets, as compared with de-
liveries for the previous year of 464,869,695 sheets, an increase over
the preceding year of 17,437,411 sheets, or 3.75 per cent. This net
increase is accounted for by an increase of 21,507,386 sheets of cur-
_rency, and a decrease of 4,069,975 sheets of bonds, notes, certificates,
stamps, and mlscellaneous work.

In addition to the amount delivered the bureau p11nted for its
reserve, currency backs and currency backs and faces aggregating
30,924,312 sheets, for which $321,986.84 was expended.

The average number of persons employed in 1926 was 5,173, as
compared with 5,098 in 1925, an increase over 1925 of 75 persons,
or 1.47 per cent.

There was expended durmg 1926 a total of $10,483,674.68, as com-
pared with $10,041,457.46 in 1925, an increase over 1925 of $442,-
217.22. Deducting $321,986.84 expended for reserve, the net increase
of expenditures for del.lvered work in 1926 was $120,230.38 over those
of the preceding year, or 1.19 per cent.

By summarizing the preceding paragraphs it will be noted that
while the sheets delivered for 1926 represent an increase over 1925
of 3.75 per cent, expenditures were increased 1.19 per cent and the
personnel was increased 1.47 per cent.

The spoilage of currency of all classes for 1926 was 3.7 per cent as
compared with the spoilage for the previous year of 5.8 per cent, a
decrease of 2.1 per cent. One of several reasons for the reduction
may be attributed to a change in the examination of sheets of cur-
rency backs, which resulted in a decrease of 60 per cent of mutila-
tions on back printings. By punching a hole on the outer margins,
opposite single mutilated notes, on four-subject sheets, the other
three notes which formerly were destroyed are being salvaged.

The executive committee, consisting of the fiscal assistant secre-
tary, the assistant to the fiscal assistant secretary, the director, the
assistant directors, and members of the planning unit, referred to in
the annual report for thefiscal year 1924, has continued its weekly
meetings. The meetings are formal in character. Matters of policy
and problems of major importance are subjects of consideration.
Records of the proceedings are maintained.

The bureau has continued its efforts to improve the wearing qual-
ities of the paper currency, being associated in this work with the-
Bureau of Efficiency, the Bureau of ‘Standards, and the contractor
for distinctive paper. Important results have been achieved during
the past two years, as shown by the increased life of notes in circula-
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tion. Improvement in this respect has been brought about through
a modification in the character of the paper, improvements in tech-
nical procedure in the bureau, restoration of resizing, and establishing
in the bureau an adequate working reserve of incomplete notes, the
latter being made possible by action of Congress in granting the
necessary appropriation for printing 15,000,000 sheets of backs and
faces, and 15,000,000 sheets of backs. During the year 144,000,000
sheets of one dollar bills “were delivered, an increase of 13,000,000
over 1925 23,000,000 over 1924, and 78,500,000 over 1917—10 years
ago. Increased deliveries of one dollar notes have permitted. estab-
lishing, in part, with the Treasurer of the United States, and with
the Federal reserve banks, reserve stocks of completed notes, permit-
ting ageing of the notes before payment into circulation and so add-
ing to their life.

In the last annual report reference was made to the fact that this
bureau was required to vacate a warehouse in which operating sup-
plies were stored. A warehouse located at First and L Streets NE.,
approximately 3 miles from the bureau has been leased at a cost of
$3,600 a year. Although the leasing of this property has relieved
storeroom congestion temporarily, there is still a great need for a
warehouse in close proximity to the bureau with spur track service,
so that unnecessary hauling and handling of materials may be
avoided..

Twelve 400-subject intaglio web rotary presses were received and
installed, making a total of 25 presses of this type engaged in postage
stamp production. About 60 per cent of the total number of stamps
of denominations to and including 10 cents, printed during 1926,
were made by this process, which resulted in a substantial saving
to the Post Office Department. On June 30, 1926, the installation
was practically completed, and it is expected that all stamps of low
denominations will be printed by the rotary process during 1927, as a
result of which increased savings will be realized.

The work of reconditioning a section of the Auditors Building (old
bureau) was completed during the early part of the fiscal year. The
engraving division, excepting one unit, was moved from the main
building into this space. The new quarters are ideal and the change
has resulted in increased production and improved morale. This
transfer, which involved the handling of & large quantity of heavy
machinery from one building to another, was accomplished by
bureau employees, withoutiinterruption to the work of the engravmg
division and without a special appropriation.

Woolen blanketing used on impression rollers on power pressés
has been replaced by rubber drilling an(l tag board, with & great reduc-
tion in cost. The cost of printing 1,000 impressions of currency with
woolen blanketing was 29.6 cents, while the cost of printing the same
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number of impressions with rubber drilling is 6.3 cents. Although
rubber blankets were not in general use on power presses until the
latter part of the fiscal year, substantial savings were realized.

Electrolytic plates are now used in printing approximately 50
per cent of the currency. These plates are being produced at less
than one-half the cost of producing steel plates. By the use of
electrolytic plates it has been possible to provide plates for a printing
program 15 per cent larger than the requirements for the fiscal year
1925, without increasing the personnel of the engraving division.

Heretofore the numbering and the sealing of national-bank cur-
rency were accomplished in two operations. The numbers and seals
are now affixed in one operation, with resultant economy of time
‘and money. Only 8 presses are now necessary to accomplish the
work which previously required 15 presses.

A plan of delivering sheets of national-bank currency more or less
than the amount ordered has been adopted. Perfect sheets in
excess of orders are now delivered instead of being destroyed and
perfect sheets in numbers less than orders are being delivered as
ompleted orders, thereby avoiding reprints. This procedure has
resulted in & reduction in the cost of the manufacture of national-
bank currency.

The examination of silver certificates, and United States notes,
following the trimming operation, has been discontinued, thereby
eliminating the need of the services of 45 employees.

A system for a centralized control in the accounting division of all
stock maintained in the various storerooms has been adopted and is
being installed. When the installation of this system is complete
better control of the issue and use of materials will be afforded.

As a part of the Federal Government exhibit two presses were
sent to the Sesquicentennial Exposition at Philadelphia for the
purpose of demonstrating the methods employed in printing securi-
ties. Employees of the bureau were detailed to operate the presses
and conduct the exhibit.

- The two investigators of the Bureau of Efficiency, detailed to the
planning unit, have continued their constructive study of methods
and procedures during the year. Many valuable suggestions were
received and adopted.

An auditing committee, consisting of five representatlves of the
Division of Public Debt Accounts and Audit, Publi¢ Debt Service,
has been engaged in conducting spot counts of securities in process.
During the past year this committee has completed 84 audits and has
checked every class and denomination of securities printed in this
bureau. According to the reports made by the committee the
amounts on hand were found to be in agreement with the records
maintained in the divisions where the securities were kept, as well as
with the control records of the accounting division.
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ADMINISTRATION AND ORGANIZATION
Ohanges i Treasury orgamzatwn

Under the provisions of section 1201 of the revenue act of 1926
the office of General Counsel for the Bureau of Internal Revenue
was created, and coincident therewith the office of Solicitor of In-
‘térnal Revenue in the Department of Justice was abolished. No
other change. of major importance in Treasury organization has taken
place during the'year, the assignment of bureaus and offices to the
administrative supervision of the Undersecretary and the Assistant
Secretaries remaining the same as indicated in my annual report for
1925. Minor changes have taken place in the usual course of efficient
‘administrative operation.

Budget and vmprovement committee

The budget and improvement committee examines all Treasury
estimates of appropriations, makes inquiry as to the reserves which
may be set up under the various appropriations, considers requests
subsequently made for releasing portions of such reserves for ex-
penditure, and makes investigations with the purpose of improving
administrative methods and procedure. Its reports and recommen-
dations thereon are submitted to the Secretary through the budget
officer of the department.

Initial reserves amounting to $1,156,250 were set up from appro-
priations for the fiscal year 1926. Subsequently additional reserves
of $438,760 were added and reserves amounting to $432,750 were
released, leaving a balance of $1,162,260'in reserve at the end of the
- year. For the fiscal year 1927, heads of bureaus and offices reported
reserves of $718,075. After examination by the committee $329,450
was added, making a total general reserve for the year of $1,047,525.
In addition, by direction of the President through the Director of
the Bureau of the Budget, reserves amounting to $1,318,409.60 on
account of “two per cent personnel club” were set up with the pur-
pose of saving not less than 2 per cent of the total amount available
for salaries of the executive civil service during the fiscal year 1927,
such savings to be accomplished by omitting to fill current vacancies.
~ Supplemental and deficiency estimates were submitted during the
year aggregating $185,702,997.85, of which $154,500,000 was for re-
funds of internal-revenue taxes. After examination by the com- -
mittee these estimates were revised and reduced to $185,144,361.70.

Preliminary estimates submitted by the heads of bureaus and
offices for the fiscal year 1928 amounted to $180,958,271.66, exclusive
of interest on and retirement of the public debt and amounts for the
Bureau of the Budget.  The President allocated to the Treasury
Department as a tentative maximum amount $140,740,777 for annual
appropriations, and $36,168,815 for permanent and indefinite appro-
priations and special funds. The regular estimates submitted, total-
ing $178,433,801.44, were carefully examined by the committee to
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ascertain as to each item whether the expendituré is absolutely
. necessary. On the committee’s recommendation net deductions of
$4,328,188 were made. There were approved for permanent and
"indefinite appropriations and special funds $31,145,040, for regular
annual appropriations $140,740,670.44, and as a supplemental state-
ment of the absolutely necessary requirements of the department
$2,219,903.

The committee has considered and reported on various matters
submitted to it, including proposed requests for legislation which
might affect expenditures of the department. Under special- in-
structions of the budget officer a detailed examination was made of
one of the offices of the department and a report was submitted
thereon contammg a number of 1ecommendatlons for the betterment
of the service.

Enrollment and disbarment of attorneys and agents

During the year 2,647 applications for admission to practice as
attorney or agent before the Treasury Department were received,
2,283 were approved, and 50 were disapproved. Sixty-four attorneys
and agents who were enrolled prior to August 15, 1923, furnished the
affidavit relative to contingent fees required by Department Circu-
lar No. 230, as revised and reissued August 15, 1923, and were enrolled
to continue in practice before the department. On June 30, 1926,
14,725 enrolled attorneys and agents had, since August 15, 1923,
furnished the required affidavit relative to contingent fees, and thus
became eligible to practice or continue in practice before the-
department

There has been continued activity by the Committee on Enrollment
and Disbarment with reference to complaints charging enrolled
attorneys or agents with violation of the laws and regulations govern-
ing practice before the departrhent, and whenever deemed necessary
_or advisable action has been taken looking to the disciplining of per-

sons charged with such violations. In a number of instances the
attorney or agent was advised of the complaint and given an oppor-
tunity to show cause why formal disbarment proceedings should not
be instituted against him. On June 30, 1925, there were pending 56
cases in which formal disbarment proceedings had been instituted
against an enrolled attorney or agent. During the year new proceed-
ings were instituted against 114 individuals, making 170 in all.
In 11 cases the proceedings were dismissed by the Secretary on the
recommendation of the Committee on Enrollment and Disbarment
without a formal hearing, the respondent’s written answer to the
complaint being accepted as satisfactory. In 63 cases the respondent
was given a formal hearing by the committee, after which the com-
mittee submitted its finding of facts and recommendation to the
Secretary for his action. In 14 cases the Secretary dismissed the
complaint. In 49 cases, the complaint having been found proven
in .whole or in part, the Secretary imposed penalties as follows: 7
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were disbarred from further practice before the department, 13

were suspended from practice for various periods, and 29 were

reprimanded. In one case it developed from the respondent’s answer

that he had been improperly enrolled as he was not a citizen of the

United States and his enrollment was canceled. There were 95 cases
“not disposed of on June 30, 1926.

Personnel

Number.—From June 30, 1925, to September 30, 1926, there was a
net decrease of 1,713 in the personnel of the Treasury Department in
. Washington. While there has been a tendency on the part of nearly

all branches of the Treasury to decrease the personmnel, the greatest
reductions were made in the Division of Loans and Currency, where
a decrease of 149 occurred; the Office of the Register of the Treas-
ury, with a decrease of 211, and the Bureau of Internal Revenue,
where the net reduction was 1,482.

On June 30, 1925, there were on the rolls of the Treasury Depart-
ment in Washlncrton 15,816 employees, and on September 30, 1926,
the force had been reduced to 14,103. 'The number of employees in
the departmental service of the Treasury, classified according to
bureaus and offices, at the end of each month from June, 1925, to
September, 1926, is shown in Table 62, page 588 of this report.

On June 30, 1925, there were in the field services of the Treasury
Department 46,794 employees, compared with 47,026 on June 30,

- 1926, a net increase of 232 employees. Increases of 59 in the Customs
Service and 545 in the Coast Guard were largely offset by decreases
in other branches of the service.

Comparison of the number of employees in the departmental and field services of the
Treasury on June 80, 1925 and 1926

June 30, 1925 June 30, 1026 Increase (-+) and

decrease (—)
Bureau or office b " 5 . 5 .
epart-| . epart-| epart-
mental | Field | Total mental ) Field | Total mentai| Field | Total

Division of Customs..._.__._ 54| 8397 ( 8451 61| 8456 ( 8 517 +7 59 +66
Secret Service Division_..___ 11 127 138 11 126 137 —1 -1
United States Coast Guard.. 123 | 9,398 { 9,521 139 | 9,943 | 10,082 416 | 545 +561
Federal Farm Loan Bureau. 96 |nceeaaas 96 109 .o 09 +13 +13
Mint Bureau_____.________.. 14 780 794 13 742 755 -1 —-38 -39 .
Internal Revenue Bureau....| 6,022 13,312 (19,334 | 4,857 | 13,115 | 17,972 |—1,165 | —197 | —1,362
Public Health Bureai._.____ 237 | 8,838 9,075 2191 8,673 | 8,892 —18| —165 -183
Supervxsmg Architect’s Of-

________________________ 221 | 5,918 6,139 230 | 5,940 { 6,170 +9 +22 +31
,Pubhc Debt Service ! 1,795 31| 1,826 [+1,795 +31 | 41,826
All other. 9, 038 24| 9,062 | 7,067 |._._.__._ 7,067 |—1,971 —24 | —1,995

Total 15,816 | 46,794 | 62,610 | 14,501 ’ 47,026 | 61,527 |-1,315 | -+232 | —1,083

| Previous to June 30, 1926, the Public Debt Service was included under *‘ All other.”

-Classification.—Beginning July 1, 1925, the Personnel Classification
Board provided new and special forms for making appeals for change
in allocation of positions in the departmental service. Under this new
procedure 382 appeals were presented to the department during the
year for transmittal to the Personnel Classification Board. Of the
total number of appeals presented, 47 were returned approved and
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59 disapproved, leaving at the close of the fiscal year 276 appeals
not acted on by the board. '

Each appeal is specially investigated and submitted by the clas-
sification officer of the department, approved or disapproved with
a brief summarizing the arguments for or against the employee’s
appeal and citing allocations in such other cases as bear upon the
appeal either in the department in Whlch the employee serves or
elsewhere in the departmental service.

Due to reorganization in several of the Treasury activities, par-
ticularly in the Internal Revenue and Prohibition Services, a con-
siderable amount of investigation was necessary. A great number
of change of duty sheets were accordingly handled in this connection.

Retirement of civil service employees

From October 1, 1925, to September 30, 1926, 135 persons were
retired on account of age and 77 were retired on account of disability.
Since the retirement law went into effect 2,162 employees have been
. retired under the provisions of the law. At the present time only
105 persons above the retirement age are retained in the Treasury
Department in Washington and 507 in its field service. Of the totak
number retained in the field service 258 are in the Customs Service,
where, on account of their long experience in the interpretation and
administration of the customs laws, many of these employees are more
valuable to the Government than new employees without experience
would be. Since my last report the Congress somewhat liberalized
the retirement law by increasing the annuities of rétired employees.
At the same time the deductions from salaries for the retirement fund
‘were increased from 234 to 314 per cent.

Prior to the passage of the amendatory act it had been the policy
of the department to retire all employees upon reaching the age of
80. The new act, however, provided that should an employee
eligible for retirement make spplication for retention and his record
indicates that he has been efficient and competent during the pre-
ceding two years, certification should be made to the Civil Service
Commission that the continuance of such employee would be advan-
tageous to the public service. The present policy, therefore, is to-
treat all retirement cases on their merits without regard to age. In.
view of this more liberal policy under the new law and the fact that
the annuities are still somewhat low, the number of employees retired:
probably has not been as large as otherwise might be expected. In
my previous reports I have expressed the opinion that it would be-
in the interest of efficient administration to reduce the age limits and.
to increase the annuities. While there has been some modification:
of the law, I am still of the opinion that a more liberalized enactment:
would be In the interest of the service.

The following table shows the number of persons retired and the:
number retained in the departmental and field services of the Treas-
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ury under the provisions of the act of July 3, 1926, amending the
act of May 22, 1920, and the amendments thereto:

Statement shoiuing total number of persons now retained in the departmental and
Jield services of the Treasury Department under the act approved July 3, 1926,
amending the act of May 22, 1920, and the amendments thereto, and the number

" wetired since August 20, 1920

3

DEPARTMENTAL

Retired on account Reth;ed' orln) g]qcount
f i
of age of disability Re t(i]re a
under Total
Office Retained From From act number
To Oct. 1, To Oct. 1, Sept. 22, | ‘retired
Sept. 30, | 1925, t0 | Sept. 30, [ 1025, to | “hl <%
1925 Sept. 30, 1925 Sept. 30,
192 ~ 192

Secretary’s._ 1 1
Appointment Division. . . 1 1 2
Mint Bureau 1 1
Customs Division. 2 2 1 1 4
Printing Division 4 2 2
Treasurer’s office.. 16 47 4 37 7 95
Bookkeeping and warrants...._ 1 6 -1 1 1 9
Public Health. 2 | - 3 1 4
Comptroller of Currency. ...._- 7 22 1 4 1 28
Loans and Currency. 9 14 1 4 5 24
Supervising Architect 7 11 1 5 1 18
Disbursing clerk ) N 1
Public Debt .o 1 ) I 2 3
Secret Service. - 1 3 3 8
Register’s office_._______ - 2 9 1 4 4 18
Engraving and Printing.. 20 230 17 84 13 9 353
Internal Revenue....___ 5 50 4 20 5 4 83
Chief elerk ool 28 26 6 9 1 1 43
Coast Guard__ . 5 5
Auditors’ offices. 86 b)) I, 1 98
Public Moneys 3 1 4
War Risk 14 1 15

Totalee e ocmceceeeaen 105 529 40 192 38 18 817

FIELD SERVICE

Customs. 258 339 36 78 16 |occoccan 519
Internal Revenue...o.oocooo._- 27 232 10 24 4 71 341
Coast Guard.... 2 8 1 9
Public Health_ 14 12 -6 31 1 22
Mint and ASSAY . ccecmnoeoacann 52 130 - 13 7 4 1 156
Custodian 154 169 " 30 46 13 | 258
Subtreasury. 24 3 14 41

B2 1) 7 1 507 964 95 161 39 86 1,845
Grand total ool 612 1,493 135 353 7 104 2,162

General fund:
In Treasury offices—

FINANCE TABLES
Condition of the Treasury, June 30, 1926

Standard silver dollars

United States notes
Federal reserve notes

{Revised

Federal reserve bank notes_.___

National-bank notes
Subsidiary silver coin

figures]

Minor coin. .. oo

Silver bullion (at cost)

Unclassified (unassorted currency,

ete.) oo o_

60, 801, 453. 14

$161, 784, 563. 70
6, 031, 887. G0
3, 835, 118. 00

205, 849. 00
134, 743. 00
63, 612: 50

6, 147, 965. 93
2, 439, 819, 92
8, 431, 438, 88

$249, 876, 451. 07
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General fund—Continued.

In Federal reserve banks—
To credit of Treasurer of the United

States - - e e eeeeee $10, 718, 586. 49
In transit_ ..o eo. 6, 629, 183. 48
In special depositaries— -
Account of sales of certificates of
. indebtedness. . - ..
In national-bank depositaries— '
To credit of Treasurer of the United
States -____._. e emmmm——————n 6, 642, 814. 30
To credit of other Government offi-
(3-SR 21, 184, 947. 21
Intransit. .. 2, 651, 280. 43
In treasury of Philippine Islands—
To credit of Treasurer of the United :
States. - ... 1,032, 444. 73
In transit. .o ___C_.. 671. 10
In foreign depositaries—
- To credit of Treasurer of the United
States oo meeeaas 87, 928. 12
To credit of other Government offi- :
COTB - oo e 66, 342, 00
In transit. ... . ___._ ... 725. 00

Deduct current liabilities—
Federal reserve :
.note 5 per cent

fund (gold)__ $152, 373,227. 61

‘Less notes in
process of re-
demption ... 710, 677. 50

National -bank

note 5 per cent

fund .oocnn.. 26, 301, 669. 29
Less notes in

process of re-
demption.... 17, 696, 240. 00

Treasurer’s checks outstanding____

* Post Office Department balance..._
Board of trustees, Postal Savings
System balance._ - ..o _..__
Balance to credit of postmasters,
clerks of courts, disbursing offi-

cers, ebe . o ____.
Retirement of additional -circu-

» lating notes, act of May 30, 1908.

-~ Miscellaneous redemption accounts

151, 662, 550,

8, 605, 429.
808, 912.
6, 651, 315.

7, 000, 360.

53, 247, 758.

4, 065.
62, 511, 610.

173

$17, 347, 769. 97

202, 728, 706. 99

30, 479, 041. 94

1,033, 115. 83

154, 995. 12

501, 620, 080. 92

11

29
13

78

86 -

00
49

290, 492, 002. 49

Balance in the Treasury June 30, 1926, according to
statement of the public debt of the United States.

211, 128, 078. 43
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The following is a summafy of the net change in the general fund
balances between June 30, 1925, and June 30, 1926, on the basis of
daily Treasury statements (revised):

General fund balances: '

Balance per daily Treasury statement, June 30, 1925.___ $217, 835, 732. 09
Add excess of receipts over expenditures in June reports

subsequently received. .. _ .. __ .l _______.._. 2, 143, 708. 73
Net balance June 30, 1925, according to statement )
of the public debt of the United States.._...__.__ 219, 979, 440, 82
Excess of ordinary receipts over expenditures chargeable
against ordinary receipts in the fiscal year 1926 ._.___ 376, 861, 681. 96
“Total to be accounted for_ _ ..o ________. 596, 841, 122, 78
Public debt retirements from surplus revenue...._____._. 376, 861, 681. 96

(This is additional to $487,376,050.69 sinking fund
and other debt retirements chargeable against ordinary

receipts.)
Public debt retirements resulting in decrease in general :
fund balance . . _ e 8, 851, 362. 39
Balance in the Treasury June 30, 1926, according to
§tatement of the public debt of the United States_____ 211, 128, 078. 43
Total - e 596, 841, 122. 78

United States notes (greenbacks).—The redemptions of United
States notes unfit for circulation during the year amounted to
$298,860,000. An equal amount was issued in order to maintain
the outstanding aggregate of the notes as required by law.

Gold reserve fund.—The reserve fund was increased by $567, 900.69
during the year, being the amount of franchise tax receipts paid
into the Treasury by ’ohe Federal reserve banks and Federal inter-
mediate credit banks on account of earnings in the calendar year
1925, The reserve fund now amounts to $154,188,886.20. * There
were no redemptions of United States notes for gold from the reserve
und during the year.

“Trust funds —The followmg table shows the trust funds held for
the redemption of the notes and certificates for which they are
respectively pledged:

Gold coin and bullion. $1, 680, 510, 609 | Gold certificates out-
- Silver dollars________ 457, 903, 515 standing..__.._.__ $2, 168, 884, 959
Silver dollars, 1890._. 1,356, 304 | Less amount in the
. ’ Treasury ... _-.. 488, 374, 354
Net_____._... 1, 680, 510, 609
Silver certificates out-
standing. _______.._ 460, 340, 363
Less amount in the i
Treasury __.__-.__ 2, 436, 848
Net. oo _... 457, 903, 515
Treasury notes
(1890) outstanding._ -1, 359, 804
Less amount in the
Treasury - ... 3, 500
Net o ..____ 1, 356, 304
Total ... ... 2, 139, 770,428 | . Total oo oo . 2, 139,770, 428
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Gold fund, Federal Reserve Board.—The balance to the credit of the
gold fund of the Federal Reserve Board on June 30, 1926, amounted
“to $1,717,348,235.12, a decrease of $35,396,200 from the amount to
the credit of this fund on June 30, 1925.

The public debt.—The gross public debt of the United States at
.the close of the fiscal year 1926 amounted to $19,643,183,079.69.
This is shown in detail in Tables 22 and 23, pages 500 and 502, re-
spectively. .

Receipts and expendztures on the basis of daily Treasury statements
' (unrevised)

The following statements summarize cash receipts and expendi-
tures during the fiscal year 1926, and the estimated receipts and
expenditures for the fiscal years 1927 and 1928 on the basis of the
lastest information received from the Bureau of the Budget:

Summary of receipts and expenditures on the basis of daily Treasury statements
(unrevised)!

Actual, fiscal | Estimated, Estimated,
year 1926 | fiscal year 1927 | fiscal year 1998
Net balance in the general iund at the beginning of fiscal ) )
B4 R $217, 835, 732 $210, 002, 027 $210, 002, 027
Receipts: :
Ordinary - o oo 3, 962,755,690 | 4, 026, 780,688 3,772,753, 077
Public debt. 21,106, 831, 762 | ? 1, 009, 019, 258 915, 638, 511
[ ) SR 5,287,423,184 | 5,245,801,973 4, 898, 393, 6156
Expenditures:
OrdiDary - oo oo icacmecenace 3,097,611,823 | 3,077, 545,946 3, 008, 891, 588
Public debt chargea 487, 376, 050 568, 155, 647 563, 157 626
Other public debt 31,492,433,284 | 21,392,008,353 | 31, 116, 342 374
Net balance in the general {und at close of fiscal year--. 210, 002, 027 210, 002, 027 210, 002 027
B 161 7 ) RIS 5,287,423,184 | 5,245,801,973 | - 4, 898,393,615
POSTAL SERVICE
Postal receipts 659, 819, 801 705, 000, 000 747, 500, 000
Postal expenditures 8. . __.______.____. ——- 699, 326, 291 727, 143, 548 758, 189, 1156
Deflciency in postal receipts 4. cueciiaimamniaaas 39, 506, 490 ' 22, 143, 548 10, 689, 115

L For explanation of different bases of statements showing Government receipts and expenditures in
this report, see page 296.

2 Other public debt etpendltures and public debt receipts, as shown in this staternent, are exclusive
of $1,901,622,000 Treasury certificates issued and retired within the same fiscal year.

# The posta expenditures for 1926 and the deficiency in postal receipts for 1926, as shown in this table,
a;goexcluswe of $10,472,289.59 transferred to the civil service retirement.-fund under the act of May 22,
1

+ The postal deficiency for 1926 and the estimated postal deficiencies for 1927 'and 1928 are included in the
ordinary expenditures shown above and in the general classification of ordinary expenditures and esti-
mated ordinary expenditures on p. 177.
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Recezpts and expendztures Jor the fiscal years 1925 and 1926, and estimated receipts and expenditures for the ﬁscal years 1927 and 1928, on the

baszs of dmly Treasury statenents (unrevised) 1

* Fiscal year 1925

Fiscal yedr 1926

Fiscal year 1927

Fiscal year 1928

. Internal revenue:

RECEIPTS

Ordinary
Customs. . oo _C

Income tax. ..o ooooooo.o

Miscellaneous receipts:
Procecds of Government-
owned securities—

Foreign obligations—
Principal .. _
Interest.._

Railroad securities._

Al other securities.._.__.
Trust fund receipts (reap-
propriated for investment)
Proceeds sale of surplus prop-

Receipts from miscellanicous
sources credited direct to
appropriations. _

Other miscellaneo:

" Total ordinary receipts.....
EXPENDITURES'

Ordinary (checks and warrants
paid, ¢

General expenditures: 7
Legislative establishment.. .-
Executive proper_......_..._.
State Department. .. __....._
Treasury Department....._..
War Department....._
Department of Justice..

828, 638, 067. 90

186, 183, 320. 54

Post Office Department......

$547, 561, 226. 11
$1, 760, 537, 823. 68 ’

2, 589, 175,801, 58

23, 247, 699. 07
160, 389, 977. 94
143, 911, 420. 98
19, 843, 302. 01
33,373, 481. 01
23,768, 975. 02
23, 089, 957. 87
29, 603, 432. 29

643, 411, 566. 73

3,780, 148, 684. 42

13, 855, 664. 29
411,898.27

15, 054, 408, 58

128, 232, 421.79
361, 887, 888, 84
23, 495, 738. 96

479, 826. 85

855, 599, 289, 26

171, 433, 408. 50

579, 430, 092. 86
$1, 982, 040, 088, 58 ’

2,837, 639, 377. 84

34,147, 271. 62
160, 090, 635, 53
36, 735, 326. 87

* 34, 568, 379, 41

39, 796, 558. 07

25, 572,012. 59
24, 648, 568. 58

18, 694, 008. 27
545, 686, 219. 44

15,776, 230. 41
438, 768. 06

16, 521, 348.08
136, 578, 723. 67
355, 072, 225, 92
23, 774 129.23
96, 388.93

3, 962, 755, 690. 14

1 $616, 800, 000. 00-

$2, 190, 000, 000. 00
619, 685, 000. 00

75,748, 575. 00
139, 922, 837. 00
32, 588, 254. 00
67,425, 039. 00

45, 036, 866. 00
17, 233, 330. 00
24, 000, 000. 00

13, 968, 980. 00
184, 371, 807. 00

4,026, 780, 688. 00

16, 502, 758. 00
627, 074. 00

17, 025, 420. 00
169, 282, 672. 00
373, 280, 605. 00
25, 630, 960. 00

2, 809, 685, 000. 00 |

600, 295, 688. 00

$2, 090, 000, 000. 00
568, 985, 000. 00

68, 643, 185. 00
140,029, 291. 00
15,401, 948. 00
5,972,264. 00
45, 870, 000. 00

20, 855, 643. 00
24, 000, 000. 00

7, 149, 900. 00

184, 045, 846. 00

16, 113 343. 00

460. 00

12, 188, 335. 00

164, 993, 188. 00
366, 802, 697. 00
25, 758, 160..00

* $601, 800, 000. 00

2, 658, 985, 000. 00

511, 968, 077. 00

3,772,753, 077. 00

e

-~
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Navy Department
Interior Department.
Department of Agriculture.
Department of Commerce.
Department of Labor. .
U. 8. Veterans’ Bureau
Other independent . offices
and commissions. ..

District of Columbia......... .

Total
Interest on public debt._ .-
Refunds of receipts:
Customs :
Internal revenue.
Postal deficiency...
Panama Canal.__.

‘War Finance Corporation.__.
Shipping Board..._......._..
Alien property funds.........
Adjusted service certificate fund.
Civil service retirement and dis-
abilityfund 7 _____.._____ .. __.

346, 142, 001. 44
302, 440, 633. 08
164, 644, 283. 54
25,782, 961. 39
9, 677, 841. 30
384, 715, 796. 72

27, 682, 657. 28
32,713, 000. 57

1,836, 657, 369. 20

8347, 106.72

1,837,004, 475, 92

3 881, 806, 662. 36

22,920, 891. 05
147,777, 034. 05
23,216, 783. 58
9,092, 818. 69

7,204, 992. 53
442,901,758, 13
30,304, 859. 54
4,018, 131. 55

6 99, 458, 769, 16

9, 745,622. 04

1 For explanation of different bases of statements showi.

312, 743, 409. 81
301, 759, 049. 28
155, 350, 432. 49
29,132, 015, 82
8, 544, 899. 59
404, 692, 185, 22

32, 069, 356. 30
34, 410, 707. 45

1, 826, 959, 870. 26

232, 946. 52

1, 826, 726, 923. 74

3 831, 937, 700. 16

27,744, 697. 78
182, 220, 053. 01
39, 506, 490. 20
9,017, 719.00

2, 725, 800. 85
419, 691, 166. 28
23, 043, 032. 04

3, 515, 999, 58
120, 152, 238. 11

10, 815, 743. 02

335, 644, 079. 00
306, 719, 758. 00
157,097, 405. 00
30, 813, 800. 60
9, 420, 253. 00
409, 268, 345. 00

36, 526, 049. 00
36, 663, 231. 00

1, 924, 502, 409. 60

1, 924, 502, 409. 060

785, 000, 000. 00

18, 010, 600. 00
152, 330, 000. 00
22, 143, 548, 00
9,794, 611. 00

3, 250, 000. 00

4 25, 000, G00. 00
27, 080, 000. 00

4 150, 000. 00
115, 700, 600. 00

¢ 250, 000. 00

e ng Government receipts and expenditures in this report, see p. 296
2 During the fiscal year 1926 allotments for veterans’ relief have been made to the Treasury Department i

of $4,933,149.13, to ths Navy Department in the amount of $754,451.62, and to the Interior Department in the amount of

3 Includes $10,374,897.87 for 1925 and $5,

4 Excess of credits (deduct).
5 Add

8 Investments made Jan. 1, 1925, for account of the fund were $100,000,000 face amount of adjusted service series obligations, of which $4,600,000 were redeemed to June 30, 1925,

326,740, 000. 00
287,037, 191. 00
152, 917, 110. 00
33, 839, 000. 00
9, 482, 893. 00
405, 826, 043. 00

34, 969, 763. 00
37, 874, 869. 0C

1, 875, 168, 052. 00

1,875, 168, 052. 00

755, 000, 000. GO
24, 410, 500. 00

152, 230, 000. 60

10, 689, 115. G0
9,042,189.00

1, 200, 000. 00

¢ 3,000, 000. 00
23, 880, 000. 00
4150, 000. 00
111, 700, 000. 00

1250, 000. 00

0 the amount of $372,878.53, to the War Department in the amount
$41,000. Similar allotments in the fiscal year 1925 to
the Treasury Department were $394,840, to the War Department $4,075,300.07, to the Navy Department $1,536,800, and to the Interior Department in the amount of $51,250.-
Expenditures under these allotments, however, appear as expenditures of the respective departments and not of the Veterans’ Bureau.

,821,883.67 for 1926, acerued discount on war savings certificates of matured series.

to provide funds for authorized payments to that date. Investments made Jan. 1, 1926, and Mar. 5, 1926, in similar obligations were $120,000,000 face amount from the appropria-
tions available on those dates and $3,500,000 face amhount from annual interest payments on investments. $38,200,000 face amount of one-year Treasury certificates of indebtedness
held in the fund matured Jan. 1, 1926, and after redemption the proceeds of principal were reinvested in like obligations maturing Jan. 1, 1927. For issues and redemptions since
June 30, 1925, see items of adjusted service series under public debt receipts and expenditures on pages 433 and 442. The difference between amounts of above charges-and the
amounts appropriated for investment is due to working balance required for use of Veterans’ Bureau in making authorized payments from the fund. .

7 Tnder provisions of the amendment of July 3, 1926, to the act establishing the civil service retirement and disability fund and regulations issued pursuant thereto, beginning
July 1, 1926, expenditures for salary, pay, or compensation of employees entitled to the benefits of the act are at the full amount due. Retirement fund deductions are deposited
monthly with the Treasurer for credit to the fund. Amounts not required for authorized payments are invested by the Treasury in special issues of Government obligations
bearing interest at the rate of 4 per cent per annum, payable on June 30 each year, which is the same rate prescribed in the act for earnings on the deductions from salary, pay, or
compensation. The figures for the fiscal years 1925 and 1926 represent only investments of employees’ contributions not required for current expenditure. For a more detailed
explanation of this account, see p. 101. - . E
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Receipts and cxpenditures for the fiscal years 1925 and 1926, and estimated receipts and expenditures for the fiscal years 1927 and 1928, on the
basts of daily Treasury statements (unrevised) '—Continued

Fiscal year 1925

Fiscal'year 1926

Fiscal year 1927

Fiscal year 1928

EXPENDITURES—continued

Ordinary (checks and warrants
paid, etc.)—Continued

Investment of trust funds:
Government life insurance
fund
Dlstrmt of Columbia teach-
ers’ retirement fund
Foreign service retirement

Public debt retirements charge-
able against ordinary receipts:

Sinking fund. ... .....__._.
Purchases {rom foreign re-

paymentS.. . .oc.oeeoooo.

° Received from foreign gov-
ernments under debt settle-

Received from estate taxes...
Purchases from franchise tax
receipts (Federal reserve
banks and Federal inter-
mediate credit banks)
Forfeitures, gifts, etc.........

Total expenditures charge-
able against ordinary re-
ceipts. oo oo

Excess of ordinary receipts over
total expenditures chargeable
against ordinary receipts.....__

1,123, 760. 49

$31, 991, 713. 82
258, 006. 70
82, 568. 91

$3, 063,105, 332. 26

. 308, 308, 400. 00

386, 100. 00

158, 793, 500. 60
. 47, 550. 00

704, 159, 88
208, 403. 95

466, 538, 113. 83

3, 529, 643, 446.09 |-

250, 505, 238. 33

$38, 200, 345. 65
297, 036. 87

100, 033. 44
1,209, 175. 55

317,091, 750. 00
4;393, 500. 00

165, 260, 000. 00

567, 900. 69
62, 800. 00

$3,097,611, 822. 81

487, 376, 050. 69

3, 584, 987, 873. 50

377,767, 816. 64

2, 000, 000. 00

$42, 731, 866. 00
305, 000. 00
97,912. 00

$3, 077, 545, 946. 00

332, 232, 050. 00
27, 705, 027. 00

205, 218, 570. 00

566, 155, 647. 00

3, 643, 701, 593. 00

383, 079, 095. 00

$45, 550, 000. 00
320, 000. 00
101, 732.00
3 000, 000.% $3, 008, 861, 588. 00

353, 685, 150. 00

800, 000. 00
563, 157, 626. 00

3, 572, 049, 214. 00

200, 703, 863. 00

1 For explanation of different bases of statements showing (Goverment receipts and expenditures in this report, see p. 296,

[
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Public debt expenditures and recezpts for ﬁscal year 1926 and estimates for fiscal years 1927 and 1928 on the basis of daily Treasury

statements (unrevised) !

Fiscal year 1926 Fiscal year 1927 Fiscal year 1928
EXPENDITURES )
Certificates of indebtedness. .. . i eoiiieaans $533,'107, 500. 00 $452, 879, 000. 00 $800, 000, 000. 00
Treasury notes and certificates of indebtedness (adjusted service L
series) .. ... .._..... - . - 15, 000, 000. 00 18, 000, 000. 00 19, 000, 000. 00
Vietory notes. oo eieeieceeccmmeeeemooo 2, 311, 550. 00 , 000, 000. 00 1, 000, 000. 00
Treasury notes and bonds, and Liberty bonds. 1, 339, 929, 850. 00 1, 415, 375, 000. 00 709, 500, 000. 60

- Treasury (war) savings securities
Loan‘of 1925

Total public debt expenditures. .. __. .o oo
Deduct public debt expenditures chargeable against ordinary receipts:

SinKing fund. .. criccemce e cecaamm—ana
Purchase of Liberty bonds from foreign repayments.._. -
Received from foreign governments under debt settlements.
Retirements from Federal reserve bank and Federal intermediate

credit back franchise tax receiPtS. o .o oo ceacacec
Retirements {rom gifts, forfeitures, et . oot oaoa L

RECEIPTS

Deposits to retire I"ederal reserve bank notes and national-banknotes.
‘Treasury savings secullt}es. cemmzans e eeaeacaecmamedsccesa—aoooas
QOther new issues of securities, including Treasury notes and certificates.

Total public debt receipts. -]
Excess of public debt retirements over the retirements chargeable

against ordinary receipts due to indicated surplus and decrease in
general fund balance

54, 400 182.50
575 509. 66

) 1,979, 809, 334. 54
$317, 091, 750. 00

4, 393, 500. 00
165, 260, 000. 00

567, 900. 69
62, 900. 00
487, 376, 050. 69

1, 492, 433, 283. 85

22, 318, 475. 00
11, 678, 026. 83
1,072, 835, 260. 00

1, 106, 831, 761. 83

385, 601, 522. 02

40 000 000. 00

1, 958, 254, 000. 00

$332, 232, 050. 00
27,705,027. 00
205, 218, 570. 00

1, 000, 000. 00

566, 155, 647. 00

15, 000, 600. 00

994, 019, 258. 00

1,009, 019, 258. 60

383, 079, 095. 00

1,392, 098, 353. 00

125, 600, 000. 60

1, 679, 500, 000. 00
$353, 685, 150. 00

308, 673, 476,60
800, 000. 00
563, 157, 626. 00
1,116, 342, 374, 00

15, 000, 000. 00

900, 638, 511. 00
915, 638, 511. 00

200, 703, 863. 00

1 Public debt expenditures and public debt receipts, as shown in this statement, are exclusive of Treasury certificates issued and retired within the same fiscal year For
explanation of different bases of statements showing Government receipts and expendltures in this report, see p. 296.

XEASVAYL THL 0 XYVIZEDES

6.1



180 REPORT ON THE FINANCES

Attention is respectfully invited to the attached abstracts of the
annual reports of the various bureaus and divisions of the Treasury
Department and to the tables and exhibits accompanyma' the report.

on the finances.
A. W. MELLON,

Secretary of the Treasury.
To the SPEAKER OF THE HoUSE OF REPRESENTATIVES.
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EXHIBITS

Exnaisir 1
_ BRIEF DESCRIPTION OF LIBERTY BONDS AND TREASURY BON’DS

Form and denominations.—Liberty bonds are issued in both coupon
and registered form in the following denominations: Coupon, $50,
$100, $500, $1,000, $5,000, and $10,000; registered, $50, $100, $500,
$1,000, $5,000, $10,000, $50,0600, $100,000; except that the First 314’s
are not issued in coupon form in denominations of $5,000 and $10,000,
nor in registered form in the denomination of $50.

Treasury Bonds are issued in both coupon and registered form in
the following denominations: Coupon, $100, $500, $1,000, $5,000,
$10,000, $100,000; registered, $100, $500, $1,000, $5,000, $10,000,
$50,000, $100,0600.

Where obtarnable.—Subscriptions for bonds of a new issue may be
made to almost any banking institution in the United States, or
direct to the Federal Reserve Bank of your district, subject to
the terms of the circular announcing the issue. After the close of
the subscription books, bonds of any outstanding issue may be pur-
chased at the market price, and your own bank, or the Federal Re-
serve Bank of your district, will endeavor to fill your order in the
market.

3815 per cent Liberty Bonds exempt from Federal, State, and local
taxation.—Such bonds are exempt, both as to principal and interest,
from all taxation (except estate or inheritance taxes) now or hereafter
imposed by the United States, any State, or any of the possessions of
the United States, or by any local taxing authority. ,

4 per cent and 414 per cent Liberty Bonds and all Treasury Bonds
exempt from State and local taxation and from mormal Federal income
tax.—Such bonds are exempt, both as to principal and interest, from.
all taxation now or hereafter imposed by the United States, any
State, or any of the possessions of the United States, or by any local
taxing authority, except (@) estate or inheritance taxes, and (b) gradu-
ated additional income taxes, commonly known as surtaxes, and
excess-profits and war-profits taxes, now or hereafter imposed by the
United States, upon the income or profits of individuals, partnerships,
associations, or corporations.

4 per cent and 44 per cent Liberty Bonds and all Treasury Bonds
also entitled to limited exemptions from Federal income surtaxes and
profits taxes—Such bonds are also entitled to limited exemptions from
graduated additional income taxes, commonly known as surtaxes,
and excess-profits and war-profits taxes, now or hereafter imposed
by the United States, upon the income or profits of individuals,

: 183
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partnershlps assoclatlons, or corporations, in respect to the 1nterest
on principal amounts thereof, as follows:

During the life of the obhgatlons—— ,

85,000 in the aggregate of First 4’s, First 414 ’s First-Second
4/’s, Second 4’s, Second 414’s, Third 414’s, "Fourth 410,
Treasury Bonds of 1947-52, Treasury Bonds of 1944-54,
Treasury Bonds of 1946-56, Treasury Certificates of In-
debtedness, War-Savings Certlﬁcates and Treasury Saving
Certificates.

All bonds in hands of foreign holders exempt from taxes.—Bonds of -
the United States, while beneficially owned by a nonresident alien
1nd1v1dual or a forelcrn corporation, partnership, or association, not
engaged in business in the United States, are exempt, both as to
principal and interest, from any and all taxation now or hereafter
imposed by the- United States, any State, or any of the possessions
of the United States, or by any local taxing authority.

414 per cent Liberty Bonds and 4Y4 per cent Treasury Bonds receivable
at par wn payment of Federal estate or inheritance taxes.—All such bonds
which have been owned by any person continuously for at least six
months prior to the date of his death and which upon such date con-
stitute part of his estate are receivable by the United States at par
and accrued interest'in payment of Federal estate or inheritance taxes.

" Cumadative Sinking Fund.—For the fiscal year beginning July 1,
1920, and for each fiscal year thereafter until all Liberty Bonds and
Victory Notes, and other bonds and notes issued for refunding pur-
poses under any of the Liberty Bond Acts, or the Victory Liberty
Loan Act, or under any of such acts as amended are retired, the
Victory leerty Loan Act appropriates, out of any money in the
Treasury not otherwise appropriated, for the purposes of the cumula-
tive sinking fund, an amount equal to the sum of (1) 214 per cent of
the aggregate amount of such bonds and notes outstanding on July
1, 1920, less an amount equal to the par amount of any obligations of
forelgn governments held by the United States on that date, and (2)

the interest which would have been payable during the fiscal year for ‘

which the appropriation is made on the bonds and notes purchased,
redeemed, or paid out of the smkmg fund during such year or in pre-
vious years.

‘The pr1n01pal and interest of all Liberty Bonds and Treasury Bonds
are payable in United States gold coin of thé present standard of value.

Liberty Bonds and Treasury Bonds are issued under authority of
the acts of Congress approved April 24; 1917, September 24, 1917,
April 4, 1918, July 9, 1918, and September 24 1918, as amended
and 'pursu'ant to official Treasury Department circulars, from which
these statements are summarized and to which they are subject.

ExHIiBIT 2

BRIEF DESCRIPTION OF TREASURY NOTES, CERTIFICATES OF
INDEBTEDNESS, TREASURY SAVINGS CERTIFICATES AND WAR-
SAVINGS CERTIFIGA’I‘ES1
“Form and denominations. —~—Treasury Notes are 1ssued only in

coupon form, and in the following denominations: $100, $500, $1,000,

$5,000, $10,000, and $100,000.

+ War-Savings Certificates are now matured.
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Treasury Certificates of Indebtedness are issued in coupon form,
and in the following denominations: $500, $1,000, $5,000, $10,000,
and $100,000. '

Treasury Savings Certificates have been withdrawn from sale, but
were issued only in registered form, with maturity values of $25,
$100, and $1,000.

War-Savings Certificates ! are obligations of the Government when

one or more War-Savings stamps with a maturity value of $5 each are
affixed. War-Savings stamps have been withdrawn from sale.
. Where obtainable.—Subscriptions for notes or certificates of a new
issue may be made to almost any banking institution in the United
States, or direct to the Federal Reserve Bank of your district, subject
to the terms of the circular announcing the issue. After the close of
the subscription books, notes or certificates of any outstanding issue
may be purchased at the market price, and your own bank, or the
Federal Reserve Bank of your district, will endeavor to fill your
order in the market. : :

Treasury Notes, Treasury Certificates of Indebtedness, Treasury
Savings Certificates, and War-Savings Certificates,' exempt from State
and local taxation and from normal Federal income tax.—All such notes
and certificates herein described are exempt, both as to principal and
interest, from all taxation now or hereafter imposed by the United
‘States, any State, or any of the possessions of the United States, or
by any local taxing authority, except (¢) estate or inheritance taxes,
and (b) graduated additional income taxes, commonly known as sur-
taxes, and excess-profits and war-profits taxes, now or hereafter im-
posed by the United States, upon the income or profits of individuals,
partnerships, associations, or corporations. The interest on Treasury
Certificates of Indebtedness, Treasury Savings Certificates, War-
Savings Certificates, Liberty Bonds, and Treasury Bonds, the princi-
pal of which does not exceed in the aggregate $5,000, owned by any
ndividual, partnership, association, or corporation, shall be exempt
from the. taxes provided for in subdivision (b) above.

All Notes and Certificates of Indebtedness in hands of foreign holders
exempt from taxes.—Notes and certificates of indebtedness of the
United States are, while beneficially owned by a nonresident alien
individual, or a foréign corporation, partnership, or association, not
engaged in business in the United States, exempt, both as to principal
and 1nterest, from any and all taxation now or hereafter imposed by
the United States, any State, or any of the possessions of the United
States, or by any local taxing authority. »

Treasury Notes bearing interest at a higher rate than 4 per cent per
annum, receivable at par in payment of Federal estate or inheritance
taxes.—All such notes which have been owned by any person continu-
ously for at least six months prior to the date of his death and which
upon such date constitute part of his estate are receivable by the
United States at par and accrued interest in payment of Federal
estate or inheritance taxes.

Treasury Notes and Certificates of Indebtedness receivable in payment
of Federal income and profits taxes.—Treasury Notes are receivable
at par, with an adjustment of accrued interest, during such time and
under such rules and regulations as shall be prescribed or approved
by the Secretary of the Treasury, in payment of income and profits

+ War-Savings Certificates are now matured,
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taxes payable at or within six months before the maturity of the notes.
Treasury Certificates of Indebtedness maturing on quarterly tax
payment dates are receivable in payment of income and profits
taxes payable at the maturity of the certificates.

Cumulative Sinking Fund.—For the fiscal year beginning July 1,
1920, and for each fiscal year thereafter until all Liberty Bonds and
Victory Notes, and other bonds and notes issued for refunding pur-
poses under any of the Liberty Bond Acts or the Victory Liberty Loan
Act, or under any of such acts as amended, are retired, the Victory
Liberty Loan Act appropriates, out of any money in the Treasury
not otherwise appropriated, for the purposes of the cumulative sinking
fund, an amount equal to the sum of (1) 214 per cent of the aggregate
amount of such bonds and notes outstanding on July 1, 1920, less
an amount equal to the par amount of any obligations of foreign
governments held by the United States on that date, and (2) the
interest which would have been payable during the fiscal year for
which the appropriation is made on the bonds and notes purchased,
redeemed; or paid out of the sinking fund during such year or in
previous years.

Treasury Savings Certificates and War-Savings Certificates '—Limit
of Holdings.—Any one person at any one time may hold Treasury
Savings Certificates and War-Savings Certificates of any one series
to an aggregate amount not exceeding $5,000 (maturity value). The
certificates 1ssued within any one calendar year constitute a separate
series under the serial designation of the year of issue.

The principal and interest of all Treasury Notes and Certificates
of Indebtedness are payable in United States gold coin of the present
standard of value.

Treasury Notes, Treasury Certlﬁcates of Indebtedness, Treasury

" Savings Certlﬁcates and War-Savings Certificates ! are issued under
authorlty of the acts of Congress approved April 24, 1917, September
24, 1917, April 4, 1918, July 9, 1918, September 24 1918 March 3,
1919 and November 23 1921, as amended and pursuant to official
Treasury Department 01rculars from which these statements are
summarized and to which they are subject.

Exuisir 3
[Department Circular No. 368. Public Debt]

GENERAL REGULATIONS GOVERNING FULL-PAID INTERIM
CERTIFICATES

TreEASURY DEPARTMENT,
OFFICE OF THE SECRETARY,
Washington, August 16, 1926.

The followmg regulations are prescribed relative to full-paid
interim certificates issued subsequent to August 16, 1926:

(1) Issue.—Federal Reserve Banks may issue full-paid interim
certificates in lieu of definitive securities, when specifically authorized
by the Secretary of the Treasury in connection with the sale, hereafter,

1 War-Savings Certificates are now matured.
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’

to the public, of United States securities. Interim certificates will
not be 1ssued—

(¢) In the names of two or more persons.

(3) In any form limiting legal title of the owner.

No interim certificate shall be issued by any Federal Reserve Bank
in exchange for an interim certificate issued by another Federal
Reserve Bank. Interim certificates of one issue will not be exchanged
for interim certificates of a different, issue, whether or not both issues
bear the same date. ,

(2) Excuance ror DeriNiTIVE SEcURITIES.—Upon surrender of a
full-paid interim: certificate at the Federal Reserve Bank of issue,
the definitive securities described therein, when prepared, will be
delivered to the subscriber named thereon, or his or its assigns, or to
the duly authorized.representative thereof. No assignment of the
certificate will be required upon such surrender, but the subscriber,
or his or its assigns, or the duly authorized representative thereof,
must satisfy the Federal Reserve Bank as to his or its identity and
authority to receive the definitive securities, and must sign the receipt
on the back of the interim certificate.

Interim certificates will be honored only by the Federal Reserve
Bank by which issued, and in order to secure delivery of definitive
]s??curities they must be presented to such issuing Federal Reserve

ank.

(3) Transrers.—The definitive securities described in a full-paid
interim certificate shall be delivered only to the subscriber named
thereon, or his or its assigns, or to the duly authorized representative
thereof. The certificate, and rights under and by virtue thereof,
shall pass only by assignment and delivery of the certificate, and in
the event of such assignment delivery of the definitive securities shall
be subject to the same regulations as herein provided with respect to
the original subscriber.

(4) AssionmenTs.—(a) By individuals.—Assignments must be
executed by the subscriber, or his or its assigns, or by the duly
authorized representative thereof, in the presence of a notary public,
a justice of the peace, or an officer authorized to witness the execution
and acknowledgement of assignments of United States registered
bonds. If an assignment is made by anyone other than the subscriber,
or his or its assigns, appropriate evidence of the authority of such per-
son to act must be produced and must accompany the certificate.
For the purpose of executing assignments, the forms appearing on the
back of the certificates must be used. Detached assignments will
not be recognized or accepted.

(b) By attorneys-in-fact.—The subsecriber, or his or its assigns, may,
. by duly-executed power of attorney, appoint an attorney-in-fact to
assign the certificates. The original power of attorney must in all
cases accompany the certificates: Provided, however, That where the
- certificates are issued in the name of, or are assigned to, an attorney-
in-fact, as ‘“John- Jones, Attorney-in-Fact for Henry Jones,” assign-
ments by the person so named, when executed under the representa-
tive title in the same wording as appears in the certificate or assign-
ment, will be recognized without requiring further proof of authority
to act.

A (¢c). By partnerships.—Assignments by partnerships should be exe-
cuted by a member of the firm who is possessed of authority to sign
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for the firm, of which authority the officer witnessing the signature-
must be satisfied. The assignment should read substantially,.
"E_Smit;%l and Jones, a Partnership, by John Jones, Member of the-

irm. .

(d) By corporations.— Assignments by corporations should be made.
by an officer or officers duly authorized for the purpose by resolution
.of the governing body, and a certified copy of such resolution, under-
seal, must accompany the certificates or be on file with the Federal
Reserve Bank of issue. Where the charter or by-laws of a corpora--
tion, or a resolution of its governing body, authorizes the holder of a.
- particular office to execute assignments, a certified copy of the charter,.
by-laws, or resolution should be furnished, together with a certificate,
under 'seal, giving the name of the person holding such office. "If,
however, the interim certificate is issued in the name of, or is assigned!
. to, an officer of a corporation, as'‘‘John Jones, President, The X.
Corporation’ (but not when issued in the name of, or assigned to,
the corporation, as ‘“The X Corporation, John Jones, President’’),.
assignments by the person so named, when executed under the repre-
sentative title in the same wording as appears on the face of the cer-
tificate, or in the assignments, will be recognized without requiring-
further proof of appointment and authority to act.

(e) By fiduciaries.—Assignments by trustees, executors, adminis-
trators, or guardians must be accompanied by duly-certified copies.
of appropriate orders of courts of competent jurisdiction, under seal,
authorizing the sale and assignment of the certificates, except that.
such orders of court-will not be required where, under the laws of”
“the domicile of the subscriber, or of his or its assigns, as the case may
be, orders of court are not required or deemed by the Federal Reserve-
Banks to be necessary: Provided, however, That where these certifi-
cates are issued in the name of, or are assigned to, a trustee, executor,
_administrator, or guardian, assignments by the person so named,
when executed under the representative title in the same wording:
as appears on the face of the certificate or in the assignment, will.
be recognized without requiring further proof of appomntment and.
authority to act. '

(f) Assignments by trustees, etc., to themselves individually.—-
Assignments by trustees, executors, administrators, guardians,.
agents, attorneys-in-fact, or officers of a corporation, or other repre--
sentatives, to themselves individually will not be recognized except
upon presentation of duly-certified copies of orders of courts of
competent jurisdiction authorizing the assignments; except that
where any such representative derives his authority from a written,
instrument and is not appointed by, or under control of, a court,
an assignment to himself individually will be recognized if accom--
panied by the original instrument of authority expressly authorizing-
such assignment. ' '

“(9) Instructions  to witnessing officers.—Witnessing officers must.
satisly themselves as to the identity of the person executing an.
assignment, and the person executing the assignment must actually
appear "before the witnessing officer. Witnessing officers will be-
held to strict accountability in these respects, and will be expected
to respond in the event of .any loss resulting from want of care on
“their part. In all cases the witnessing officer must affix to the-
assignment his official signature, title, address, and seal, and the-
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date of the assignment; officers of incorporated banks -and trust
-companies must affix the seal of the bank or trust company. If
the officer does not possess an official seal, that fact should be made
known and attested. : . : :

(h) Forged assignments.—No title passes by a forged assignment
of a full-paid interim certificate even though the purchaser has
purchased the certificate in good faith and for valué. Upon receipt
of notice that a certificate bears a forged assignment, the Federal
Reserve Bank of issue will immeédiately enter a caveat against the
delivery of the definitive securities described therein and when the
certificate is presented to the Federal Reserve. Bank it will be for-
‘warded to the Treasury Department, together with a full statement
of the facts and a request for further instructions. Where delivery
of the definitive securities has already been made on the basis of
an assignment or receipt which is subsequently proven to be a
forgery, appropriate relief may, if warranted by the facts, be granted
to the true owner upon a complete report of the facts to the Treas-
ury and upon approval by the Secretary of the Treasury. Those
Tesponsible on the assignment or receipt will be proceeded against
in the following order: (1) The person committing the forgery;
{2) the officer witnessing the forged assignment; and (3) the person
presenting the certificate to the Federa% Reserve Bank, on his im-
plied warranty of title. In accordance with the general principles
of law, a person presenting United States full-paid interim certifi-
cates to the Federal Reserve Banks, as Fiscal Agents of the United
States, for transfer or exchange for definitive securities, gives an
implied warranty of title to the United States, and, therefore, is
liable to the United States in case the assignment on which the
transfer or delivery is effected is found to be forged or otherwise
defective. ' :

(2) Assignments affected by fraud.—Where the assignment of a
full-pafd interim certificate is secured by fraudulent representations,
no relief can be granted if the assignment has been honored without
notice of the fraud. Otherwise, upon receipt of notice that ' the
assignment is claimed to have been secured by fraudulent repre-
seéntations, a notation will be made against the transfer of the certifi-
cate or delivery of the definitive securities thereon, and when the
certificate is presented to a Federal Reserve Bank it will be for-
warded with a full statement of the facts to the Treasury Depart-
ment. The Treasury Department will require the subscriber as
well as the person presenting the certificate to substantiate their
respective claims, and may, in its discretion, take the position of a
stakeholder and withhold action on the assignment pending a settle-
ment of the case by agreement between the parties or by judicial
proceedings, if necessary. :

(4} Forms.—Wherever appropriate, the forms adopted for use
in transferring United States registered bonds, reference to which
will be found in Treasury Department Circular No. 300, should be
used in support of assignments of these certificates, with such
changes therein as may be necessary. '

(5) Lost, StoLeEN, DEFACED, OR DEsTrovED INTERIM CERTIFI-
cATES.—(¢) Immediately upon the loss, theft, defacement, or
destruction of a full-paid interim certificate, the owner should, in
writing, notify the Federal Reserve Bank by which it was issued of
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the fact, giving the amount of the interim certificate, the name and
address of the owner, the name and address of the bank or other
agent, if any, connected with the purchase, the issue or series and
the date and number of the certificate. After it has been proved
to the satisfaction of the Secretary of the Treasury by clear and satis-
factory evidence that an interim certificate has been lost, stolen, or de-
stroyed so that the same is not held by any person as his own property
or is so defaced as to impair its value to the owner, the Secretary
will, as provided herein, issue definttive securities on account of such
interim certificate. .

(b) In order to procure the issue of definitive securities on account
of such interim certificate, the claimant, who in cases arising under
this circular should be the owner or his recognized representative,
will be required to furnish to the Federal Reserve Bank which issued
the original certificate an affidavit showing (1) his name, age, and
residence in full; (2) the complete identification of the interim
certificate by issue or series, denomination, serial number, inscrip-
tion, and the name of the issuing Federal Reserve Bank; (3) his
ownership thereof; (4) that no pledge, loan, hypothecation, assign-
ment, exchange or transfer of the certificate has been made or
authorized by him in person or by attorney; and (5) that the certif-
icate has been lost,. stolen, or destroyed so that the same is not
held by any person as his own property or is so defaced as to impair
its value. The affidavit must also show the interest of the affiant
therein and must state in detail the circumstances attending the
loss, theft, defacement, or destruction, and must contain every
fact within the knowledge of the affiant bearing upon the circum-
stances, and must also contain any information which affiant has
received with reference thereto from any other person, stating from
whom received and whether or not affiant believes such information
to be true. The omission from the affidavit of any material fact
within the knowledge of the affiant or of any material infofmation
that has been received by him prior to the making of the affidavit
will be sufficient cause to refuse relief. If the claim is presented by
an authorized representative.of the owner, he should state the capac-
ity in which he is making the claim and should furnish evidence
of his authority to act. ‘

If the definitive securities to be issued can be issued in registered
form, the affidavit shall state whether coupon or registered securities
are desired. If registered securities are desired, the name in which
they are to be registered, giving prefix (Mrs. or Miss), first name in
full, middle name or initial, and last name, and address in full, with’
street and number, city or town, county and state, must be given.

(¢) In addition to the affidavit of the owner, the material facts
should be substantiated by the affidavits of all other persons ac-
quainted therewith. If such supporting affidavits are not furnished,
the owner’s affidavit must show sufficient facts to satisfy the Depart-
ment that supporting affidavits can not be had. The omission to
{urnish the supporting affidavits required by these regulations, where
such supporting affidavits can be obtained, will be sufficient cause

" to refuse relief. ’

(@) The affidavits relative to the circumstances must show the
specific place of deposit of the missing certificate (that is, if kept in
house or office, it should be shown in what part thereof, whether in
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desk, box, etc., and whether under lock and key) and whether or not
any person or persons other than the owner had access thereto. In
the event of its having been accessible to other parties, their afidavits
in addition to that of the owner should be furnished, showing their
knowledge of the existence of the certificate and of the facts as to
its loss, theft, defacement, or destruction. In the event the certifi-
cate was in the custody of a bank or was kept in a safety-deposit
box in a bank, or in the event that the claimant alleges he has no
recollection of having received the certificate from the bank through
which his purchase was made, his affidavit should show these facts,
giving the name of the bank, and should be accompanied by an
affidavit from an executive officer of such bank who is in a position
to be familiar with the circumstances showing what knowledge he
has of the existence of the certificate in the bank and the facts and
circumstances of its alleged loss, theft, defacement, or destruction.
Full details should be given in the affidavit, which should show the
result of the inquiries he has made of the other officials and employees
of the bank who might have had access to the certificate and who
might have knowledge in connection with the facts.

(¢) In addition, afidavits should be furnished from two responsible

and disinterested persons who are in no manner related to the claim-
ant, and who should, wherever possible, be officers of the United
States or executive officers of incorporated banks or trust companies,
identifying the affiant and showing that he is a person known to
them and whose statements, as set forth in his affidavit, are worthy
of the confidence and consideration of the Treasury Department,
and that he is the identical person named in the application. Like
evidence of credibility must accompany each of the supporting
afidavits furnished. :
* (f) In case of a claim on a defaced interim certificate, in addition
to the submission of the above-required evidence, the certificate, or
so much thereof as may remain, must be carefully packed to avoid
further mutilation and surrendered to the Federa%) Reserve Bank
for transmittal to the Department. In cases of this character affi-
davits of credibility may not be required.

(9) All affidavits submitted in connection with claims under this
circular must be acknowledged before a notary public, or other
officer authorized by law to administer oaths, and, unless authenti-
cated by the official impression seal of the oflicer, should be accom-
panied by a certificate from the proper official, showing that the
officer was in commission on the date of the acknowledgment. The
date when the officer’s commission expires should appear in any
event. Only one certificate is necessary for each officer provided
the dates of the beginning and expiration of his commission are
shown thereon and such period of commission includes the date of
acknowledgment of the affidavit. Affidavits acknowledged before a
judge or clerk of a court and bearing the seal of the court need not
be accompanied by any further certification.

(h) The Federal Reserve Bank which issued the interim certificate
will examine the proof submitted and call upon the applicant to
submit any proof hereinabove required which may be missing. After
all the proof hereinabove required has been furnished, or after the
applicant has failed for a period of 60 days after request, or has
refused, to submit further proof required, the Federal Reserve Bank
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shall transmit the papers to the Secretary of the Treasury, Division
of Loans and Currency, with a transcript of its record of the issu-
ance of the interim certificate in ‘question, giving the number and
date thereof, and a report whether such interim certificate has been
presented by any other person, whether notice of its existence in the
hands of any other person has been given to such Federal Reserve
Bank, whether the certificate is identified to its satisfaction with the
record of issuance transmitted, and making recommendations as to
the disposition of the application. :

(z) Upon receipt by the Secretary of the Treasury of such docu-
mentary evidence it will be referred to the Solicitor of the Treasury
for his opinion as to its sufficiency. The applicant will be advised
of the decision as soon as it is reached. If it be favorable to such
applicant, the Secretary of the ‘Treasury will hold the application
. until the expiration of a reasonable time from the date of the appli-
cation. If the original interim certificate shall not be found or pre-
sented within such period, a bond of indemnity will be prepared and
forwarded to the applicant for execution, and when this bond of
indemnity shall have been duly executed, returned to the Depart-
ment, and approved by the Solicitor of the Treasury and the Secretary
definitive securities, as requested, of the loan and denomination called
for by such interim certificate, will be issued to the applicant.
~ {7) The bond of indemnity shall be for a sum equal to two and
one-half times the principal amount of the securities called for by
such interim certificate, and shall be in the form furnished by the
Treasury Department. If individuals act as sureties, they shall be
two in number, both of whom shall be citizens of the United States,
and 1t must be shown that they have sufficient unincumbered property
liable to execution to cover the penalty thereof. A married woman
will not be accepted as surety. If a woman acts as surety, she must
include in her affidavit in the bond of indemnity a statement of the
fact that she is unmarried. The statement of the sureties relative
to their responsibility may be investigated by the Department, and
any refusal to disclose material facts bearing on their responsibility
will be sufficient cause to reject the surety. :

(k) The Acts of August 13, 1894, and March 24, 1910, authorize
the acceptance of a suretv company (duly incorporated and duly
authorized to do business) by the Secretary of the Treasury, in lieu
of the two sureties above prescribed. When a surety company has
been duly accepted by the Treasury Department, its sufficiency need
not be certified as is required in the case of personal sureties. .

@ In case of a claim on account of a defaced interim certificate,
if the defacement or mutilation appears to be immaterial or is so
slight that the certificate may be fully and completely identified, and
the missing fragments could not by any possibility form the basis of a
claim against the United States, the Treasury Department may grant
relief without a bond of indemnity. :

In no event should a bond of indemnity be submitted until called for
by the Department, and it should be submitted then only on the pre-
scribed form furnished for the purpose.

(m) In all cases where notice 1s given to a Federal Reserve Bank
that an interim certificate has been lost, stolen, or destroyed, a
caveat will be entered against the issue of any definitive securities
against such certificate. No definitive security shall be issued on



SECRETARY OF THE TREASURY 193

any certificate against which a caveat is entered, w1thout specml
instructions from the Treasury Department.

(n) In case the interim certificate alleged to be losb stolen, or
destroyed has been presented by the subscriber, or his or its assigns,
and honored prior to granting. relief under these regulations, the
application will be denied.

(0) The Secretary of the Treasury reserves the right to require
and permit the security of the bond of indemnity to be renewed,
strengthened, increased, or diminished as the facts may warrant, in
his opinion, from time to time.

(p) Certificates assigned in blank, or bearmg a331gnments for
exchange for definitive securities without instructions restricting
. delivery, are in effect payable to bearer, since title thereto may pass
by delivery without further assignment or indorsement. Accord-
ingly, under existing law, the Treasury Department can grant no
relief on account of the loss or theft of certificates so assigned, and,
if reported lost or stolen, will not enter caveats against their transfer
or exchange for definitive securities. The Treasury Department

assumes no respon51b111ty with respect to certificates so ass1gned
but if the issuing Federal Reserve Bank or the Department is notified
of their loss or thef’o, notations will be made on the records, and, in
the event that the certificates thereafter are received for transfer or
exchange, may require the person presenting such certificates to
submit evidence showing whether or not he is a bona fide holder in
due course. If it appears that the person presenting the certificates
'is not a bona fide holder in due course, the Federal Reserve Bank
.may withhold transfer or exchange, and, in any event, it will notify
the registered owner of the result of the inquiry. In case certificates
so assigned are destroyed or defaced, relief will be given upon appli-
cation in proper form on substantlally the same terms and conditions

as heretofore prescribed, excepting that in case of destruction the
proof of the destruction must be clear and unequivocal.

RESERVATION CLAUSE

(6) The Secretary of the Treasury reserves the right to withdraw
or amend at any time or from time to time any or all of the foregoing
rules and regulations.

GarrarD B. WinsTon,
Acting Secretary of the Treasury.

Exuisir 4
l_Fnur’Lh supplement to Department Circular 225. Public Debt.]

RECEIPT OF LIBERTY BONDS, TREASURY BONDS, AND TREASURY
NOTES FOR ESTATE OR INHERITANCE TAXES

TREASURY DEPARTMENT,
OFFICE OF THE SECRETARY,
Washington, October 30, 1926.

1. The provisions of Department Circular No. 225, dated January
31, 1921, as supplemented June 30, 1922, July 31, 1923 and October
' 15, 1925, proscribing regulations governing the receipt of bonds and
notes of the United States for Federal estate or inheritance taxes are
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hereby supplemented to show the bonds and notes at this date out-
standing, bearing interest at a higher rate than 4 per centum per
annum, which come within the provisions of Department Circular No.
22?, dated January 31, 1921, as thus supplemented. The bonds and
notes are:

Description Date of issue Short title

(@) First Liberty loan converted 4% per cent bonds of 1932-1047_.____ May 9,1018 | First 434’s.
(b) First Liberty loansecond converted 4}4 per cent bonds of 1932-1947_| Oct. 24,1018 | First second 44’s.
(c) Second Liberty loan converted 44 per cent bonds of 1927-1942.__.| May 9,1918 | Second 4/4’s.

(d) Third Liberty loan 4}4 per cent bonds of 1928 ... B do. - .....| Third 434’s.
(e) Fourth Liberty loan 4% per cent bonds of 1933-1938_ _____._.._... Oct. 24,1918 | Fourth 4}4’s.
(f) 4Y4 per cent Treasury bonds of 1947-1952 .. .o eoiaeoae Oct. 16,1922 ngasury bonds of
1947-1952.
(@) 45 per cent notes, payable Dec. 15, 1927......_._...... e meman Jan. 15,1923 | Series A-1927.
(h) 434 per cent notes, payable Mar, 15, 1927 __ __ .o .aeo. May 15,1923 | Series B-1927.

2. For the calculation of accrued interest on the current coupons of
bonds and notes tendered in payment of estate or inheritance taxes
under this circular, the method outlined in Exhibit B to Department
Circular No. 225, dated January 31, 1921, should be followed.
Interest tables at the various rates borne by the various issues, or
for other or future issues, may be obtained from the Treasury
Department, Division of Loans and Currency, Washington, upon

request.
A. W. MzLLON,
Secretary of the Treasury.

ExHu1isIiT 5
[Department Circular No. 367. Public Debt]

UNITED STATES OF AMERICA—THREE AND THREE-QUARTERS
PER CENT TREASURY BONDS OF 1946-56, DATED AND BEARING
INTEREST FROM MARCH 15, 1926, DUE MARCH 15, 1956, RE-
DEEMABLE AT THE OPTION OF THE UNITED STATES AT PAR
AND ACCRUED INTEREST ON AND AFTER MARCH 15, 1946,
INTEREST PAYABLEY MARCH 15 AND SEPTEMBER 15

The Secretary of the Treasury invites subscriptions, at 10044 and
accrued interest, from the people of the United States, for three and
three-quarters per cent Treasury bonds of 1946-56, of an issue of
gold bonds of the United States authorized by the Act of Congress
approved September 24, 1917, as amended. The amount of the
offering will be $500,000,000, or thereabouts. ~

DESCRIPTION OF BONDS

The bonds will be dated March 15, 1926, and will bear interest
from that date at the rate of three and three-quarters per cent per
annum payable semiannually, on September 15, 1926, and thereafter .
on March 15 and September 15 in each year. The bonds will mature
March 15, 1956, but may be redeemed at the option of the United
States on and after March 15, 1946, in whole or in part, at par and
accrued interest, on any interest day or days, on four months’ notice
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-of redemption given in such manner as the Secretary of the Treasury
shall prescribe. In case of partial redemption the bonds to be
redeemed will be determined by such method as may be prescribed
by the Secretary of the Treasury. From the date of redemption
-designated in any such notice, interest on the bonds called for redemp-
tion shall cease. The principal and interest of the bonds will be
‘payable in United States gold coin of the present standard of value.

Bearer bonds with interest coupons attached will be issued in
.denominations of $100, $500, $1,000, $5,000, $10,000, and $100,000.
Bonds registered as to principal and interest will be issued in denomi-
nations of $100, $500, $1,000, $5,000, $10,000, $50,000, and $100,000.
Provision will be made for the interchange of bonds of different
denominations and of coupon and registered bonds and for the transfer
of registered bonds, without charge by the United States, under rules
and regulations prescrlbed by the Secretary of the Treasury.

The bonds shall be exempt, both as to principal and interest, from
all taxation now or hereafter imposed by the United States, any
‘State, or any of the possessions of the United States, or by any local
taxing authority, except (a) estate or mhentance taxes, and (b)
graduated additional income taxes, commonly known as surtaxes,
and excess-profits and war-profits taxes, now or hereafter imposed
by the United States, upon the income or profits of individuals,
partnerships, associations, or corporations. The interest on an
amount of bonds and certificates authorized by said act approved
‘September 24, 1917, and amendments thereto, the principal of which
does not exceed in the aggregate $5,000, owned by any individual,
partnership, association or corporamon shall be exempt from ‘the
taxes provided for in clause (§) above.

The bonds will be acceptable to secure deposits of pubhc moneys
but do not bear the circulation privilege and are not entitled to any
privilege of conversion.

APPLICATION, ALLOTMENT, AND PAYMENT

Applications will be received at the Federal Reserve Banks, as
fiscal agents of the United States. Banking institutions generally
will handle applications for subscribers, but only the Federal Reserve
Banks are authorized to act as official agencies.

The right is reserved to reject any subscription and to allot less .
than the amount of bonds applied for and to close the subscriptions
at any time without notice. The Secretary of the Treasury also
reserves the right to make allotment in full upon applications for
smaller amounts and to make reduced allotments upon or to reject,
applications for larger amounts and to make classified allotments and
allotments upon a graduated scale; and his action in these respects
will be final.

Payment at 10014 and accrued interest for any bonds allotted must
- be made on or before March 15, 1926, or on later allotment. Any
qualified depositary will be permltted to make payment by credit
for bonds allotted fo it for itself and its customers up to any amount
for which it shall be qualified in excess of existing deposits, when so
notified by the Federal Reserve Bank of its district. Treasury notes
of Series A-1926, maturing March 15, 1926 (with coupon dated
March 15, 1926 detached) Wﬂl be accepted at par, at the Federal
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Reserve Banks, to be applied in part payment for any Treasury
bﬁnds dof 1946-56 now offered which shall be subscribed for and
allotte

As ‘fiscal agents of the United States, Federal Reserve Banks are
authorized and requested to receive subscriptions and to make
allotments thereon on the basis and up to the amounts indicated
by the Secretary of the Treasury to the Federal Reserve Banks of
the respective districts. Allotment notices will be sent out promptly
upon allotment, and the basis of allotment will be publicly announced.

FURTHER DETAILS.

Bonds will be delivered after allotment and payment. Pending
delivery of the definitive bonds, Federal Reserve Banks may issue
interim receipts.

Further details may be announced by the Secretary of the Treas-
ury from time to time, information as to which may be obtained
from the Treasury Department Division of Loans and Currency,
Washington, D. C., or from any Federal Reserve Bank.

A. W. MeLLow,
Secretary of the [reasury.
TrEASURY DEPARTMENT,
OFFICE OF THE SECRETARY,
March 8, 1926.
To the investor: )

Almost any banking institution in the United States will handle your sub-
scription for you, or you may make subscription direct to the Federal Reserve
Bank of your district. Your special attention is invited to the terms of sub-
scription and allotment as stated above. If you desire to purchase, at the market
price, bonds of the above issue after the subscriptions close, or bonds of any
outstanding issue, you should apply to your own bank, or, if it can not obtain
them for you, to the Federal Reserve Bank of your d1str1ct which will then
endeavor to fill your order in the market.

Exuisit 6
{Department Circular No. 364. Public Debt]

UNITED STATES OF AMERICA—THREE AND THREE-QUARTERS
PER CENT TREASURY CERTIFICATES OF INDEBTEDNESS,
SERIES TD-1926, DATED AND BEARING INTEREST FROM DE-
CEMBER 15, 1925, DUE DECEMBER 15, 1926

The Secretary of the Treasury, under the authority of the act
approved September 24, 1917, as amended, offers for subscription,
at par and accrued 1nterest through the Federal Reserve Banks,
Treasury certificates of indebtedness of Series TD— 1926, dated and
bearing interest from December 15, 1925, payable December 15,
1926, with interest at the rate of three and three-quarters per cent
per annum, payable semiannually.

Applications will be received at the Federal Reserve Banks.

Bearer certificates will be issued in denominations of $500, $1,000,
$5,000, $10,000, and $100,000. The certificates will have two interest
coupons attached, payable June 15, 1926, and December 15, 1926.

The certificates of said series shall be exempt, both as to principal:
and interest, from all taxation now or hereafter imposed by the
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United States, any State, or any of the possessions of the United
States, or by any local taxing authority, except (a) estate or inherit-
ance taxes, and (b) graduated additional income taxes, commonly
known as surtaxes, and excess-profits and war-profits taxes, now or
hereafter imposed by the United States, upon the income or profits
-of individuals, partnerships, associations, or corporations. 'The
interest on an amount of bonds and certificates authorized by said
,act approved September 24, 1917, and amendments thereto, the
principal of which does not exceed in the aggregate $5,000, owned
by any individual, partnership, association, or corporation, shall be
exempt from the taxes provided for in clause () above.

The certificates of this series will be accepted at par, with -an
"~ adjustment of accrued interest, during such time and under such
rules and regulations as shall be prescribed or approved by the
Secretary of the Treasury, in payment of income and profits taxes.
payable at the maturity of the certificates. The certificates of this
sertes will be acceptable to secure deposits of public moneys, but will
not bear the circulation privilege. , .

The right is reserved to reject any subscription and to allot less
than the amount of certificates applied for and to close the sub-
scriptions at any time without notice. - The Secretary of the Treasury
also reserves the right to make allotment in full upon applications for
smaller amounts, and to make reduced allotments upon, or to reject,
applications for larger amounts, and to make classified allotments
and allotments upon a graduated scale; and his action in these respects
will be final. Allotment notices will be sent out promptly upon
allotment, and the basis of the allotment will be publicly announced.

Payment at par and accrued interest for certificates allotted must be
made on or before December 15, 1925, or on later allotment. After
allotment and upon payment Federal Reserve Banks may issue interim
receipts pending delivery of the definitive certificates. Any qualified
depositary will be permitted to make payment by credit for certifi-
cates allotted to it for itself and its customers up to any amount for
which it shall be qualified. in excess of existing deposits, when so
notified by the Federal Reserve Bank of its district. Treasury notes
of Series B-1925, and Treasury certificates of indebtedness of Series
TD-1925, both maturing December 15, 1925, will be accepted at par,
in payment for any certificates of the series now offered which shall
be subscribed for and allotted, with an adjustment of the interest
accrued, if any, on the certificates of the series so paid for.

As fiscal agents of the United States, Federal Reserve Banks are
authorized and requested to receive subscriptions and to make
allotments on the basis and up to the amounts indicated by the
Secretary of the Treasury to the Federal Reserve Banks of the respec-

tive districts.
A. W. MELLON, ‘
Secretary of the Treasury.
TrREASURY DEPARTMENT,
OFFICE OF THE SECRETARY,
December 7, 1925.
To the investor:

Almost any banking institution in the United States will handle your sub-
seription for you, or you may make subscription direct to the Federal Reserve
Bank of vour district. Your special attention is invited to the terms of .sub-
seription and allotment as stated above. If you desire to purchase, at the market
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price, certificates of the above issue after the subscriptions close, or certificates
of any outstanding issue, you should apply to your own bank, or, if it can not
obtain them for you, to the Federal Reserve Bank of your district, which will
then endeavor to fill your order in the market. ’

Exuisir 7

[Department Circular No. 370, Pul::lic Debt)

UNITED STATES OF AMERICA—THREE AND ONE-HALF PER CENT
TREASURY CERTIFICATES OF INDEBTEDNESS. SERIES TJ-1927,
DATED AND BEARING INTEREST FROM SEPTEMBER 15, 1926,
DUE JUNE 15, 1927

The Secretary of the Treasury, under the authority of the act
approved September 24, 1917, as amended, offers for subscription, at
par and accrued interest, through the Federal Reserve Banks,
Treasury certificates of indebtedness of Series TJ-1927, dated and
bearing interest from September 15, 1926, payable June 15, 1927,
with interest at the rate of three and one-half per cent per annum,
payable on a semiannual basis.

Applications will be received at the Federal Reserve Banks.

Bearer certificates will be issued in denominations of $500, $1,000,
$5,000, $10,000, and $100,000. The certificates will have two interest
coupons attached, payable December 15, 1926, and June 15, 1927.

The certificates of said series shall be exempt, both as to principal
and interest, from all taxation now or hereafter imposed by the
United States, any State, or any of the possessions of the United
States, or by any local taxing authority, except (a) estate or inherit-
ance taxes, and (b) graduated additional income taxes, commonly
known as surtaxes, and excess-profits and war-profits taxes, now or
hereafter imposed by the United States, upon the income or profits of
individuals, partnerships, associations, or corporations. The interest
on an amount of bonds and certificates authorized by said act
approved September 24, 1917, and amendments thereto, the princi-
pal of which does not exceed in the aggregate $5,000, owned by any
individual, partnership, association, or corporation, shall be exempt
from the taxes provided for in clause () above.

The certificates of this series will be accepted at par, with an
adjustment. of accrued interest, during such time and under such
rules and regulations as shall be prescribed or approved by the Secre-
tary of the Treasury, in payment of income and profits taxes payable
at the maturity of the certificates. The certificates of this series
will be acceptable to secure deposits of public moneys, but will not
bear the circulation privilege. '

The right is reserved to reject any subscription and to allot less
than the amount of certificates applied for and to close the subserip-
tions at any ‘time without notice. The Secretary of the Treasury
also reserves the right to make allotment in full upon applications for
smaller amounts, and to make reduced allotments upon, or to reject,
applications for larger amounts, and to make classified allotments
and allotments upon a graduated scale; and his action in these
- respects will be final. Allotment notices will be sent out promptly
upon allotment, and the basis of the allotment will be publicly
announced.




N

SECRETARY OF THE TREASURY 199

Payment at par and accrued interest for certificates allotted must
"-be made on or before September 15, 1926, or on later allotment.
After allotment and upon payment Federal Reserve Banks may issue
interim receipts pending delivery of the definitive certificates. Any
qualified depositary will be permitted to make payment by credit for
certificates allotted to it for itself and its customers up to any amount
for which it shall be qualified in excess of existing deposits, when so
notified by the Federal Reserve Bank of its district. Treasury notes
of Series B-1926, maturing September 15, 1926, will be accepted at
par, in payment for any certificates of the series now offered which
shall be subscribed for and allotted, with an adjustment of the interest
accrued, if any, on the certificates of the series so paid for.

As fiscal agents of the United States, Federal Reserve Banks are
authorized and requested to receive subscriptions and to make allot~
ments on the basis and up to the amounts indicated by the Secretary
of the Treasury to the Federal Reserve Banks of the respective
districts.

GARRARD B. WINSTON,
Acting Secretary of the Treasury.

~\ Treasury DerarTMENT,

A OFFICE OF THE SECRETARY,
0 September 7, 1926,
To the Investor:

Almost any banking institution in the United States will handle your sub-
seription for you, or you may make subscription direct to the Federal Reserve
Bank of your district. Your special attention is invited to the terms of sub-
scrlptlon and allotment as stated above. If you desire to purchase, at the market
price, certificates of the above issue after the subscriptions close, or certificates
of any outstanding issue, you should apply to your own bak, or, if it cdn not
obtain them for you, to ‘the Federal Reserve Bank of your dnstrlct which will
then endeavor to fill your order in the market.

Exuisir 8
[Department Circular No. 363, Public Debt]

PURCHASE OF THIRD LIBERTY LOAN 41; PER CENT BONDS FOR
THE CUMULATIVE SINKING FUND

TrEASURY DEPARTMENT,
OFFICE OF THE SECRETARY,
Washington, November 27, 1925.
To Holders of Third Liberty Locm 434 per cent Bonds, and Others
Concerned:

The Treasury will purchase Third Liberty Loan Bonds for account
of the Cumulative Sinking Fund and solicits proposals for sale of
such bonds to the Treasury. Purchase will be made of $50,000,000
or thereabouts, of Third Liberty Loan Bonds, at the lowest prices
offered, if at or below the price of 10114 and accrued interest. = Pro-
-posals must be presented to the Federal Reserve Banks by December
10, 1925, and payment will be made on December 29, 1925, for all
bonds delivered in accordance with accepted proposals.

All transactions in connection with the proposals for sale, the delivery,
of bonds, and payment therefor should be handled through banks or trust
compames, which will act as agenis of the owners of the bonds. The
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banks and trust companies will deal wnth Federal Reserve Banks, which
are the only official agencies of the United States in these transactions.

Proposals must be in writing and must reach a Federal Reserve
Bank before the close of business on December 10, 1925. (See form
on reverse side.) All proposals not received at Federal Reserve
Banks by the close of business December 10, 1925, will be rejected.
The Secretary of the Treasury reserves the rlght to reject or accept
in whole or in part any and all proposals, and his action 1n this respect
shall be final. All proposals not accepted by December 19, 1925 (due
time allowance being made for postal notification to the contrary),
shall be considered as rejected.

Upon the acceptance of any proposal by the Secretary of the
Treasury, the banking institution which forwarded such proposal
will be notified by the Federal Reserve Bank of such acceptance and
will thereupon transmit the Third Liberty Loan Bonds described in
the proposal, at the seller’'s own expense and risk, to the Federal
Reserve Bank. All bonds to be surrendered for purchase must reach
the Federal Reserve Bank on or before December 21, 1925, and the
Federal Reserve Bank, on December 29, 1925, ‘will pay therefor at /
the accepted proposal price. If not recelved by the Federal Reserve
Bank until after December 21, 1925, the bonds may, in the discretion’
of the Secretary of the Treasury, be rejected. The Secretary of the
Treasury reserves the right to reject in whole or in part any and all
bonds, and his action in “his respect shall be final.

All coupon bonds of the Third Liberty Loan presented for sale to
the United States in accordance with accepted proposals should have
the interest coupon due March 15, 1926, and interest coupons due
subsequent thereto, attached. All 1eglstered bonds of the Third
Liberty Loan presented for sale to the United States in accordance
with accepted proposals must be duly assigned to ‘“‘The Secretary of
the Treasury for Redemption,” in accordance with the general regu-
lations of the Treasury Department governing assignments. Bonds
registered in the names of minors or incompetents will not be
accepted unless accompanied by a certificate of court of competent
jurisdiction showing that the person assigning such bonds has
authority to so assign.

Any further information which may be desired may be obtained
from any Federal Reserve Bank.

' A. W. MELLON,

> Secretary of the Treasury.

TREASURY DEPARTMENT
Division of Loans and Currency
Form P. D. 941
PROPOSAL FOR SALE OF THIRD LIBERTY LOAN 414 PER CENT BONDS
OF 1928 TO THE UNITED STATES :

Important: Proposals should be made through a bank or trust
. company, and delwered to a Federal Reserve Bank. Bonds should not
be surrendered to the Federal Reserve Bank with this proposal.

To the SECRETARY OF THE TREASURY,
(through)
FEpERAL RESERVE BANK OF_ - _ . o __.__
Pursuant to the provisions of Treasury Department Circular No.
363, dated November 27, 1925, the undersigned agrees to sell to the
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United States on December 29, 1925, $______________________ face
amount of Third Liberty Loan 4 / per cent Bonds of 1928, at
fceeeeee---—, plus accrued interest from September 15, 1925, to the

(8ee footnote 1)
date of sale.
And further agrees upon receipt of notice of acceptance of this

proposal, in whole orinpart,sent to ... _._________ ,
{See footnote 2)

to deliver on or before December 21, 1925, to the above-stated Federal
Reserve Bank, the designated amount of bonds, payment to be made
to the undersigned care of the bank or trust company named above.
(Signature) -l
(Address in fully __ o eaa-

1 State sale price on basis of $100 face amount exclusive of accrued interest, i. e., 100, 100,',, etc. NOTE.—
Fractions should be quoted in thirty-seconds or decimals.
2 Name of bank or trust company tlirough which this proposal is made.

"Exuieir 9
[Department Circular No. 366. Public Debt]

'PURCHASE OF THIRD LIBERTY LOAN 41; PER CENT BONDS FOR
~ THE CUMULATIVE SINKING FUND

TrEASURY DEPARTMENT,
OFFICE OF THE SECRETARY,
Washington, March 1, 1926.

To Holders of T7m'd Liberty Loan 414 per cent Bonds, and Others
Concerned:’

The Treasury will purchase Third Liberty Loan Bonds for account
of the Cumulative Sinking Fund, and solicits proposals for sale of such
bonds to the Treasury. Purchase will be made of $100,000,000, or
thereabouts, of Third Liberty Loan Bonds, at the lowest prices offered,
plus accrued interest from March 15, 1926 provided such prices are
acceptable to the Secretary of the Treasury -The Secretary of the
Treasury reserves the right to reject or accept in whole or in part
any and all proposals, and his action in this respect shall be final.
Proposals must be presented to the Federal Reserve Banks by March
10, 1926, and for all bonds delivered in accordance with accepted
proposals payment will be made, in the case of coupon bonds, on
March 23, 1926, and, in the case of registered bonds, on March 23,
1926, or as soon thereafter as registration may be cleared.

. All transactions 4n connection with the proposals for sale, the delivery
of bonds, and payment therefor should be handled through banks, trust
companies, or recognized dealers, which will act as agents of the owners
of the bonds. The banks, trust companies, and, dealers unll deal with
Federal Reserve Banks, which are the only offictal agencies of the United
States in these transactions.

Proposals must be in writing, and must reach a Federal Reserve
“Bank before the close of business on March 10, 1926. (See form on
reverse side.) All proposals not received at Federal Reserve Banks
by the close of business March 10, 1926, will be rejected. Federal
Reserve Banks will notify the presentmo' agency of the acceptance
or rejection of proposals.

11439—r1 1926——15
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Upon notification of the acceptance of any proposal, the agency
which forwarded such proposal will thereupon transmit the Third
Liberty Loan Bonds described in the proposal, at the seller’s own
expense and risk, to the Federal Reserve Bank. All bonds to be
surrendered for purchase must reach the Federal Reserve Bank on
or before March 23, 1926, and the Federal Reserve Bank, on that .
date, or as soon’ thereafter as practicable, will pay therefor at the
accepted . Ifroposal rice. If not reeceived by the Federal Reserve
Bank until after March 23, 1926, the bonds may, in the discretion
of the Secretary of the Treasury, be rejected. The Secretary of the
Treasury reserves the right to reject in whole or in part any and all
bonds, and his action in this respect-shall be final. In order that
payment for registered bonds may be made on March 23, 1926, reg-
istered bonds must be presented well in advance of that date. -

All coupon bonds of the Third Liberty Loan presented for sale to
the United States in accordance with accepted proposals should have
the interest coupon due September 15, 1926, and interest coupons
due subsequent thereto, attached. The interest coupon due March
15, 1926, should be detached and collected in ordinary course. All
registered bonds of the Third Liberty Loan presented for sale to the
United States in accordance with accepted proposals must be duly
assigned to ‘“The Secretary of the Treasury for Purchase,” in accord-
ance with the general regulations of the Treasury Department gov-
erning assignments. Bonds registered in the names of minors or
1ncompetents will not be accepted unless accompanied by a certificate:
of court of competent jurisdiction showing that the person assigning
such bonds has authority so to assign. Bonds registered in the
names of two or more persons must be ass1gned by all of the
COOWNETS.

Any further mformatlon which may be desired may be obtamed
from any Federal Reserve Bank.

. A W. MELLON,

‘Secretary of the Treasury.

ImporranT: Third Liberty Loan 414 per cent bonds will not mature until
September 15, 1928, and by their terms are not callable before maturity. The
right to tender bonds of this loan for sale, in accordance with the above circular,
may therefore be exercised in the discretion of the owner of the bonds,

TREASURY DEPARTMENT
Division of Loans and Currency
Form P. D. 956 :
PROPOSAL FOR SALE :OF THIRD LIBERTY LOAN ~4% PER CENT BONDS.
OoF 1928 TO THE UNITED'STATES

Important: Proposals should be made through a bank, trust company,
. or recognized dealer, and delivered to a Federal Reseroe Bank. Bonds
should not be surrendered to the Federal 