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ANNUAL REPORT ON THE FINANCES.

TREASURY DEPARTI:’[ENT
Washington, November 20, 1 91 9.

Sir: 1 have the honor to make the following report:

FINANCIAL CONDITIONS AND. THE TREASURY'S PROGRAM.'

In this period of readjustment from war to peace, of reconstruction
of regions swept bare by the havoc of the greatest war of all time, of
political and economic change, and of world-wide unrest and anxiety,
America stands strong economically, financially, and politically
among the nations of the earth. She has emerged from the colossal
struggle with strength tested and unimpaired. The impious hand of
the enemy has not touched any part of her fair land, and there are
no waste places here to restore. A large share of the cost of the
war already has been paid for by taxes and the public debt is but -
a fraction of our national wealth, our credit and financial structure
is sound and secure, our gold reserves are the greatest in the world,
prosperity flourishes in every branch of industry and in every part
of the Nation, and the people of ‘the colintry are fully employed..

On the other hand, there are serious and grave problems that chal-
lenge our statesmanship and our patriotism. In the train of the great
physical and spiritual effort the Nation put forth in the supreme task
of winning the war, it is not surprising, in the light of the experience of
mankind following wars of every age, that there should appear a cer-
tain spirit of reaction that finds its concomitant in discontent and dis-
satisfaction. The continuation of prosperity and the financing of our -
- domestic and foreign trade, the full and peaceful employment of labor
-~ and capital, credit expansmn speculation and the cost of living are
. great social and economic problems, but they are susceptible of Ameri-
can solution. To entertain the thought of failure in finding an effec-
tive remedy for every phase of discord and dissatisfaction in America
is to shatter the hopes of mankind. The answer to these great ques-
tions, which are far less grave in the United States than elsewhere in
“the world, is to be found in the courage and ability and spirit of
Americans and their love of the United States. 'These are attributes
which have stood the test of time from the birth of thirteen struggling
colonies to the maturlty of a great nation. The men who went to
Europe to fight for the freedom of the world, and their compatriots
‘who mobilized to support them to the utmost at home, will not be
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found wanting in these critical times and can be relied upon to grap-
ple. with these questions in the ‘same indomitable and loyal spirit
that won the war and with the traditional appreciation and respect
of Americans for the rights of their fellowmen, in full confidence of
the vindication of right and justice in every element of our life as
a nation.

This spirit of optimism and hopefulness is born of the Nation’s
performances of the past and has its immediate revival in the great
achievements of the people during the war and in the index afforded
by the Treasury’s favorable outlook for the future, if our course is
directed along intelligent lines of efficiency and rigorous economy in
public and private finance. During the 19 months of ‘active
warfare, the people of the country cheerfully contributed taxes for

* the support of the Government in greater measure than ever before

in our history, and generously subscribed to four great popular
Liberty loans. The success of these stupendous operations was made
possible only by the devoted patriotism of the American people. In
the highest and truest sense, the people of the country financed the
war, and they deserve the credit for the great achievement. The
loyal and efficient work of the organization in the Treasury, the
Federal reserve banks and the Liberty loan committees, great and
effective as it was, would have amounted to naught had it not sounded
the note of patrlotlc appeal.

Since the 31gmng of the armistice, taxes have been paid w1bh equal
willingness in even larger amounts than during the period of hostili-
ties, although not so great as would have been necessary if the war
had continued. During the year that has elapsed since the previous
report of the Secretary of the Treasury, it has been necessary to issue
only one popular loan—short-term Victory Liberty notes—as com-
pared with four issues of long-term bonds in the previous 19 months.
In the face of many gloomy forecasts that the Victory issue must be
sold on a strictly commercial basis and that it would be impossible
again to appeal to the patriotism of the American people, the loan,
launched without the impulse of the enthusiasm of war, was another
overwhelming success that again reflected the financial and economic’
strength of America and the solidarity and patriotism of the people
of the country.

Tax receipts, payments of Victory loan subscriptions and the dimin-
ishing expenditures of the Government have permitted the issue of
Treasury certificates of indebtedness on a decreasing scale for the
purposes of temporary financing. This has been particularly true
since the close of the fiscal year 1919. On October 31, 1919, the total
amount of outstanding Treasury certificates, which on April 30 aggre-
gated $6,250,000,000, had been reduced to $3,736,352,300, of which
only $1,634,671,000 were loan certificates. There are no maturities
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of certificates to provide for prior to 1920, as the certificates maturing
December 15, 1919, are more than covered by the income and profits
tax 1natallment due on that date.

In these circumstances, it is believed that the time will soon be in
sight when the expendltures of the Government, including interest
and sinking fund charges on the public debt, may be met by current
receipts, without incurring new floating debt except Treasury certifi-
cates of indebtedness issued in anticipation of income and profits
taxes. I confidently expect that by the time the cumulative sinking
fund begins to operate on July 1, 1920, temporary financing will be
substantially over and the certiﬁcates will have disappeared from
the market except to the extent that financing may be done and
certificates issued in anticipation of income and profits taxes. . That
is the goal toward which the Treasury is aiming, but its realization is
dependent upon the continuation of taxes at the present aggregate
level and the vigorous enforcement of economy.

The Treasury s financial program can best be expounded in detail
through various public letters setting forth'the facts as they devel-
oped in gradual stages during the ‘early months of the current fiscal
year. The condition of the Treasury and the state of the public debt
on June 30, 1919, was analyzed in a letter sent to the Chairmen of
the Senate Committee on Finance and the House Committee on Ways
and Means early in July. That statement revealed that the Treas-
ury was on the threshold of a more favorable period and enabled the
department to confirm the announcement which had been made on
April 14, 1919, to the effect that the.issue of Victory notes would be
the last Liberty loan and further to point out that while the ultimate
amount of expenditures for the fiscal year 1920 was uncertain, it was
confidently expected that the Government would be able, not only
to meet its further temporary requirements for the decreasing scale
of expenditure by the sale of Treasury certificates of indebtedness
bearing interest at the rate of 43 per cent or less, but also to fund as
many of these as may be desirable by the issue of short-term notes,
in moderate amounts, at convenient intervals, when market condi- -
tions were favorable and upon terms advantageous to the Govern-
ment. The following is a copy of the letter mentioned:

WasHINGTON, July 9, 1919.

My DEar CoNarEssMan: I take pleasure in handing you herewith, for your informa-
tion and that of the Committee on Ways and Means, the followirg statements:_ )

A. Preliminary financial statement of the United States Government for the period
~ from April 6, 1917, to June 30, 1919 (Exhibit 1, page 213).

B. Preliminary statement of the public debt on Juae 30, 1919 (Exhibit 1, page 214).

C. Statement showing classified receipts, exclusive of the principal of the. public
debt, by months, from April 6, 1917, to Juae 30, 1919, as pubhshed in daily Treasury
statements (Exhibit 1, page 215)
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D. Statement showing classified disbursements, ‘exclusive of the principal of the
public debt, by months, from April 6, 1917. to June 30, 1919, as published in dally
Treasury statements (Exhibit 1. page 216).

Expenditures in the month of June just ended amounted in round figures to -
$309,000,000, or less than for any month since September, 1917.

Expenditures for the fiscal year just ended amounted to $18,514,000,000.

- Expenditures for the war period amounted to $32,427,000,000, and of these more than
$9,384,000,000, or about 29 per cent, were met out of tax receipts and other revenues
than borrowed money, although payment of nearly half of the income and profits taxes
for the fiscal year 1919 has not yet been made, such payment being deferred until the
fiscal year 1920. In this calculation no deduction is made of expenditures for loans to
the Allies, which on June 30 amounted to $9,102,000,000, or for other investments,
such asships, stock of the War Finance Corporation, bonds of the Federal land banks,
ete.

If we assume that the expenditures of the Government on a peace basis would have
beén at the rate of $1,000,000,000 a year, or for the period under discussion of nearly
27 months would have equaled $2,250,000,000, then we may estimate the gross cost of
the war to June 30, 1919, at $30,177,000,000.

The gross public debt (without any deductioa for loans to the Allies or other invest-
ments) amounted on June 30, 1919, to $25,484,000,000. Of this sum oaly $3,634,000,000
wagin the form of Treasury certlﬁcates or floating debt. . Of such certificates more than
$608,000,000 matured or were redeemed on J uly 1, 1919, and were paid out of the net
balance in the general fund on Juné 30, 1919, which amounted to $1,251,000,000.
Deducting the certificates last referred to, the floating debt on June 30, 1919, was little
more than $3,000,000,000, which is roughly the estimated amount of the deferred
installments of the income and profits taxes for the fiscal year 1919 and of the deferred
instaliments of the Victory loan subscriptioas.

In the announcement given to the préss on April 14, 1919, of the terms of the Victory
Liberty loan, I made the following statement with reference to financing the future
requirements of the Government: v

“This will be the last Liberty loap. Although as the remainiug war bills are pre-
gented further borrowing must be done, I anticipate that the requirements of the
Government in excess of the amount of taxes and other income can, in view of the
decreasing scale of expenditure, be readily financed by the issue of Treasury certifi-
cates from time to time as heretofore, which may be ultimately refunded by the issue
of notes or bonds without the aid of another great popular campaign such as has char-
acterized the Liberty loans.”

I conﬁrm the statement above quoted. The decision then taken has been fully
sustained by the experience of the past three months. The successful flotation of the
. Victory loan and the adjustment of the amount and terms of the issue have resulted,
as I hoped they would, in a strong market at about par for these notes, without the
necessity of Government support, and in an improving market for the bonds of the
gecond, third, and fourth Liberty loans, evidenced not only by the firm market quo-
tations but by strong undercurrents of investment buying, which give reason for the
hope that with the continuance of favorable general conditions, there will be consmtent
appreciation in the market prices of these bonds.

I do not now think it will be wise to make any further issues of long-term bonds
before the maturity or redemption of the Victory notes, when there will have been
such an interval in Government offerings of all kinds as must inevitably result in
marked improvement of the market prices of the existing issues, with corresponding
decreases in the interest bases at which they are selling, and consequent assurance
that the Government will be able to finance itself for alonger period upon better terms,

It is not possible at this time, when appropriations for the coming year are under
consideration by the Congress, when contract claims by and against the United
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States are still in process of settlement, when demobilization is still incomplete,
when the extent of the liability on the wheat guaranty is unascertained, and when
the business upon which the income and profits tax receipts in the first half of the cal-
endar year 1920 are to be based is still only half transacted, to make a formal estimate
of the receipts and expenditures of the United States during the fiscal year 1920.
But so large a part of the war expenditures has been paid or provided for out of taxes
and the issue of bonds or notes already sold and so small a part is unfunded that I
confidently expect that the Government will be able not only to meet its further
temporary requirements for the decreasing scale of expenditure by the sale of Treasury
certificates of indebtedness bearing interest at the rate of 43 per cent or less, but also.
to fund as many of these as it may be desirable to fund, by the issue of short-term
notes, in moderate amounts, at convenient intervals, when market conditions are
favorable, and upon terms advantageous to the Government. It will not be de-
sirable to fund all the certificates of indebtedness, for the issue of certificates of in-
- debtedness in anticipation of income and profits tax installments not only furnishes -
a means of financing the requirements of the Government temporarily upon easy
terms, but constitutes: an almost necessary financial expedient, to enable the tax-
payer to save and to prepare gradually for the great tax payments, and to relieve
the banking machinery of the country of the great strain which would bhe imposed
upon it if these tax installments had to be paid on a smgle day Wlthout such prep-
aration.

I need scarcely say to you that the realization of these sanguine expecta,tlons is
contingent upon the practice of the most rigid economy by the Government and the
continuance of ample revenues from taxation. Such a course, accompanied by the
practice of sober economy and wise investment by our people and strict avoidance
of waste and speculation, will make it possible for the American people to respond to
the demands to be made upon them privately for capital and credit by the nations
and peoples of Europe—demands which are reinforced by the strongest and most
vital ties of sympathy for the Allies, who fought and won the war with us, as well ag
by the most obvious dictates of self-interest.

I am writing a smnlar letter to the Hon. Boies Penrose,’ chanman of the Committee
on Finance.

Tt has seemed to me only proper at the end of the last fiscal year of the war penod
to lay these facts and opinions before the Committee on Ways and Means, and the -
Finance Committee, which bear so large a measure of responsibility for the war-loan
legislation; and to.make them public also, since they vitally concern the millions

- of Americans whose purchases of Government securities, and tax payments, made
this record of war finance possible.

Very truly, yours
' ' CARTER Grass, Secretary.

Hon. Josepr W. ForpNEY,
Chairman Committee on Ways and Means,
House of Representatives.

The above announcement was the most encouraging news from
the viewpoint of Government finance that the country had received
since the cessation of hostilities. It -was closely followed on July
25, 1919, with a statement that, allowing for all the elements of un-
certainty, the Treasury had no reason to believe that the expenditures
of the Government during the fiscal year 1920. would exceed the
amount of revenue to be received under existing law and from the
remaining installments of the Victory Liberty loan. This would
mean a deficit for the year of only $1,032,000,000 and a net increase
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in the gross public debt at the end of the year by that figure, which
was the amount of the deferred installments of the Victory Liberty
loan. This estimate was contained in an open letter to the banking
institutions of ‘the country apprising them of the financial program
for the ensuing five months, including the period of heaviest ex-
penditure during the fiscal year 1920. The plan contemplated the
resumption of the issue of loan certificates after an interval of three
months, during which it had been possible to suspend the issue of
such certificates by reason of the rapid decrease in the current ex-
penditures of the Government, the very large early payments on the
Victory loan, and the ready sale of tax certificates. The policy is
elaborated in the letter, a copy of which follows:

WasmINGgTON, July 25, 1919.

DEar Sir: I am wrltmo the bankmg institutions of the country, in pursuance of
the ‘plan followed by my predecessor during the past year and a half, to inform them
of the financial plans for the remainder of the calendar year and the probable require-
ments of the Treasury during that period, and indeed during the fiscal year ending
June 30, 1920, in so far as they may now be foretold. I have only recently had occa--

. gion to lay before the appropriate committees of Congress a report of the financing of
the war to the end of the fiscal year June 30, 1919. A copy of this report may be had
upon application to any Federal reserve bank or to the Treasury Department.

It is not possible at this time, when appropriations for the coming year are under
consideration by the Congress, when contract claims by and against the United States
are still in process of settlement, when demobilization is still incomplete, when the
extent of the liability on the wheat guaranty is unascertained, and when the business
upon which the income and profits tax receipts in the first half of the calendar year
1920 are to be based is still only half transacted, to make a formal estimate of the
receipts and expenditures of the United States during the fiscal year 1920 (ending"
June 30, 1920). I do not hesitate to say, however, that I anticipate that the Govern-
ment will be in receipt of revenues under existing law and from the Victory Liberty

" loan during the fiscal year 1920 to the amount of at least $6,500,000,000, d1v1ded
gomewhat as follows:

Internal revenue............ e <. $4, 940, 000, 000
[0141:37) 01T FA P e e e teaeeeeaaeeeieeaaanan 260, 000, 000
Sale of publiclands. ... ... i . 3, 000, 000
MASCEIIAIEOUS . o et eeennee et ettt et e 300, 000, 000

Total ordinary receipts..........oooviiiiiiiiiiiiiiiiii... 5, 503, 000, 000
Victory Liberty loan installments.......... et 1, 032, 000, 000

T O SO 6, 535, 000, 000

In the absence of a budget system or of any Treasury control of governmental
expenditure, it is even more difficult to foretell the expenditures than the receipts
of the Government. Current expenditures, which reached the maximum of $2,060,-
000;000 in December, 1918, fell in June to $809,000,000, and, after deducting the
amount of the certificates of indebtedness of the Director General of Railroads paid
during the present month of July, should show a still further decrease in this month.
Allowing for all the elements of uncertainty above referred to, I have no present
reason to believe that the expenditures of the Government during the fiscal year
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1920 will exceed the amount of its receipts as above indicated, .excluding transactions
in the principal of the public debt other than the Victory loan. If these expectations’
prove to be correct, the gross public debt of the United States, which on June- 30,
1919, amounted t0......ooiuiii i .. $25, 484, 506, 160. 05
should be increased during the fiscal year 1920 by not more than i

. the amount of the deferred installments of the Vlctory L1berty
loan payable in the fiscal year 1920............. feteieeeiecea.-. 1,032,000, 000.00

making a total public debt on June 30, 1920, when presumably
the whole cost of the war will have been financed, of, say ....... 26, 516, 506, 160. 05

The realization of these sanguine expectations is contingent upon the practice of
most rigid economy by the Government and the continuance of ample revenues from
taxation.

The heaviest period of expenditure during the current fiscal year will probably fall
in the summer months of July, August, and September, because of the heavy dis-
bursements of the Railroad Administration heretofore held back for lack of an appro-
priation, the heavy payments in settlement of Army contracts and on account of
demobilization, and the maturities of certificates issued in anticipation of the-Victory
loan. The amount of certificates outstanding in anticipation of the Victory Liberty
loan at any one tirae (excluding certificates redeemed, tax certificates, etc.), which

on May 5 had reached the peak at......... e $5, 797, 296, 500
had up to July 22 been reduced by......... e e 4, 402, 519, 000
Leaving outstanding.........oooeinoaei i i, 1,394, 777, 500

During the next few months, therefore; the actual cash requirements of the Treas-
ury can not be expected to show a heavy further decrease, and, on the other hand,
the proceeds of the deferred installments of the income and profits taxes for the year

- 1919, and the deferred installments on Victory loan subscriptions will not have been
" fully received until nearly the end of the calendar year 1919.

Three months have passed since the last offering of Treasury certificates other than
those issued in anticipation of taxes. This interval has been made possible by the
rapid decrease in the current expendityres of the Government, the very large early
payments on the Victory loan, and the ready sale of tax certificates. Beginning
early in June, these have been issued up-to July 22 to the aggregate amount of
$1,875,437,500, but in amounts less than the income and profits tax receipts due at
their respective maturities. Having borrowed as much as it is, in the Treasury’s
judgment, proper to borrow in anticipation of the income and profits tax installments
payable September 15 and December 15, and having already sold up to July 22 Treas-
ury certificates maturing March 15, 1920, to the amount of about $275,000,000, so that
the limit of that issue also would soon be reached, the time has come when the issue
of loan certificates should be resumed.

The Treasury has, accordingly, determined to issue loan certificates, of five months’ .
maturity, and, with a view to aiding the banking institutions of the country in the
distribution of these certificates, will issue the certificates on the 1st and 15th of.each
month, beginning August 1, 1919, thus making the issue semimonthly instead of
biweekly as heretofore, and setting fixed dates in each month on which the issues will
open. Treasury certificates, which, at the beginning of our participation in the war,
had little or no.market outside of the banking institutions of the country, have come
to be appreciated by a great and steadily increasing class of investors. Banking
institutions, on the other hand, which at the outset were loath to sell certificates to
their customers, fearing loss of deposits, have come increasingly to realize the wisdom
and advantage of buying and distributing the certificates. Those incorporated banks
and trust companies (numbering some 9,500) which have availed themselves of the
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privilege; open to all, of becoming depositaries of the proceeds of the certlﬁcates
purchased, have found ample compensation in the resultmg deposits.

‘The minimum amount of each semimonthly issue of the certificates should not in
any case exceed say $500,000,000, and, after September and during the balance of the
calendar year, should not on the average exceed half of that amount, for then all the
Victory loan certificates will have been paid or provided for, and such progress should
have been made in Army settlements and in demobilization as greatly to reduce the
requirements of the current program. That would mean the issue, during the remain-
ing five months of the calendar year, of certificates to the amount of, say $3, 500, 000, 000
During the same period there will mature and be paid loan and tax

certificates to the aggregate amountof................. ...l ... -2, 997, 540, 500

NEt IDCIEASE ... v ee e e ce e e eeee c e aain 502,.459, 500

The figures which the Treasury is now able to present seem fully to justify the
apnouncement made in April that the Victory loan would be the last Liberty loan;
and the statement, made in the report to the committees of Congress above referred to,
that the Treasury expects to be able to meet its further temporary requirements by the
sale of Treasury certificates of indebtedness, bearing interest at the rate of 43 per cent
or less, and also to fund as many of these as it may be desirable to fund by the issue of
short-term notes, in moderate amounts, at convenient intervals, when market condi-
tions are favorable, and upon terms advantageous to the Goverhment.

The Federal reserve banks will advise all national and State banks and trust
companies in their respective districts of the minimum amounts of certificates they
are expected to take from time to time in pursuance of this program, which should
be not less than 1.6 per cent of the gross resources of each bank and trust company
for each semimonthly issue during August and September, and may fall as low as,
say, 0.8 per cent toward the end of the calendar year.

The program may be varied at opportune times by the substitution of an issue of
tax certificates or by an alternative offenng of such certificates, to which no quota.
will be applicable.

It is with confidence that I lay before the banking institutions of America, who
did so much to make our successful record of war finance possible, the present program
of the Government’s current requirements for the balance of the calendar year, and
ask each of them not only to subscribe its quota for each semimonthly issue of Treasury
certificates, but to use its best efforts to dlstrlbute these certificates as widely as may
be among investors. , )

Cordially, yours, ' : CARTER GLASS.

To the PRESIDENT or THE BANK OR TRUsST COMPANY ADDRESSED.

The progress of the certificate program and the success of the first
two issues of certificates in pursuance of the plan were such as to
permit the following announcement on August 25, 1919, in which
the banking institutions of the country were informed that the third
semimonthly issue, dated September 2, would be offered without
asking them to subsecribe for any specified quota: ,

The second semimonthly issue of Treasury certificates of indebtedness (Series B,
1920) in pursuance of the program for financing the current necessities of the Govern-
ment set forth in Secretary Glass’s letter of July 25, 1919, to all banks and trust com-
panies, was oversubscribed.

The splendid response of the banking institutions of the country to the Treasury ;]
- plan for financing the current needs of the Government as set out, in the Secretary’s
circular letter of July 25, gives assurance that the Treasury may count upon unquali-
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fied and ample support whenever needed. The success of the first two issues, which
realized a total of $1,065,953,500, has placed. the Treasury in a very satisfactory cash
position. This makes it possible to make the following anouncements as to the
program for the next few weeks:

1. There will be no fixed minimum amount for the issue of loan certificates dated
September 2 and maturing February 2 (Series C, 1920). The issue will not remain
open for any stated period, but will be closed without notice. Federal reserve banks
‘will not assign quota in respect to this issue to the banking institutions of their
districts.

2. There will be no issue of loan certificates upon September 15. An issue or issues
of tax certificates of longer maturity may be substituted. _ v

3. The Secretary of the Treasury has authorized the Federal reserve banks on and
after Tuesday, September 2, to redeem in cash before maturity at the holdef’s option,
at par and accrued interest to the date of such optional redemption, Treasury certifi-
cates of indebtedness of Series V J, dated April 10, 1919, and matunng September 9,
1919.

This offering of certificates without suggesting to the banks the
amount that should be subscribed was a very great success and further
reflected the splendid condition of the Government’s credit, the in-
vestment value of these securities and the increased marketablhty
of the certificates through redistribution by the hanks to investors.

The large subscription of the three issues of certificates dated Au-
gust 1, August 15, and September 2, the fortunate cash position of the
- Treasury, and the increasing investment demand enabled the de- .
partment to advance another important step forward in the gradually
developing program that was taking the Treasury out of the securities
market to the greatest extent possible and revealing the continuing
improvement in the situation. On September 8, the plan, as had
been customary from the beginning, was varied by suspending the
sale of loan certificates for the time being and offering two series of tax
certificates, both dated September 15, 1919, one series maturing in
six months and bearing interest at the rate of 41 per cent, and the
other maturing in one year and bearing interest at the rate of 43
per cent. This was the first time in over a year that certificates
had been offered at less than 4% per cent. In addition, it was an~
nounced that all certificate maturities prior to 1920 were provided for
from tax receipts or cash in bank, which was further evidence of
progress in the policy of financing the balance of the war debt so as to
-avoid great refunding operations by spreading maturities and meeting
them, so far as may be, from tax receipts. The situation and the
offering were described in detail in the subjoined letter to the banks
and trust companies of the country:

WASHINGTON September 8, 1919.

Dear Sir: The third sennmonthly issue of Treasury certificates of indebtedness,
Series C 1920, in pursuance of the program outlined in my letter of July'25, 1919, was,
in accordance with the announcement made on August 25, 19\19, offered without asking
the banking institutions of the country to subscribe for any specified quota. The
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Treasury felt confident that these certificates could be sold in amounts more than
sufficient to meet the reduced needs of the Government without assigning the usual
quota to individual banking institutions. This confidence was amply justified by
the event. The certificates of Series C 1920 were dated September 2 and subscrip-
tions closed on September 3, the following day. The aggregate amount of certificates

- of this series subscribed for and allotted was $573,841,500, a sum greater by about
$40,000,000 than the amount subscribed for either of the two preceding issues, each
of which had definite quota assignments and remained open a week after the date of
issue. This aggregate was in excess of the immediate requirements of the Treasury
but allotment was nevertheless made in full upon all subscriptions made on the date
of issue and the day following, in order not to disappoint those subscribers who had
presented their subscriptions with reasonable promptness; and the opportunity was
taken to redeem on September 15 the certificates of Series V K maturing October 7,
1919 (the last of the certificates issued in anticipation of the Victory Loan). The
redemption of these certificates should have a beneficial effect in connection with the
large payments of income and profits taxes due on September 15.

The aggregate amount of Treasury certificates of indebtedness still outstanding on
"August 30 of the several series maturing or called for redemption on September 9 and .
15, 1919, was $1,799,041,500. This entire sum (which has since been reduced by
exchanges and cash redemptions) is provided for from cash in bank and income and
profits taxes due September 15, leaving an ample balance in the general fund.

There remain no maturities of certificates to provide for prior to 1920, as the cer-
tificates maturing December 15 are more than covered by the income and profits tax
installment due on that date.

In the month of August just past ordinary and special dlsbursements exceeded
ordinary receipts by less than $500,000,000. In September, because of the income
and profits tax installment payment, ordina.ry receipts should exceed ordinary and
special disbursements by approximately $500,000,000.

The success of recent issues of Treasury certificates, the fortunate cash posmon of
the Treasury at the moment and the reinvestment demand which will result from
the payment of so large an amount of certificates on or before September 15 create a
situation which should be availed of to make an important step forward in financing
.the debt growing out of the war. In my-letter of July 25, above referred to, I indi-
cated that the Treasury certificate program might be varied at opportune times by
the substitution of issues of tax certificates. This obviously is an opportune time,
and accordingly the Treasury is offering two series of so-called tax certificates, both
dated September 15, 1919, Series T 9 maturing March 15, 1920, and bearing interest
at the rate of 4} per cent, and Series T 10 maturing September 15, 1920, and bearing
interest at the rate of 4} per cent, payable semiannually. It is not possible to say
definitely when semimonthly issues of loan certificates will be resumed nor upon what -
terms they will be issued; but such issues will certainly not be resumed before October
15, and the minimum amount offered should not exceed $250,000,000. In view of the
important fact that now for the first time in over a year certificates (of Series T 9,
maturing March 15) are offered at a lower rate than 43 per cent, I deem it proper to
say that, if hereafter certificates maturing on or before March 15, 1920, should be issued
bearing interest at a higher rate than 4} per cent, certificates of Series T 9 will be
accepted at par with an adjustment of accrued interest in payment for certificates of
such series which may be subscribed for and allotted.

I hope that each and every banking institution in the United States will not only
subscribe liberally for one or both issues of the certificates now offered but also will
use its best endeavors to procure the widest possible redistribution of such certificates
among investors. The certificates, although acceptable in payment of income and
profits taxes payable at maturity, are, as you know, payable in cash when they mature,
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and should make a wide appeal to investors oenerally because of their valuable exemp-
tions ffom taxation and attractive maturities. The success of these issues will be an
important advance in the process of financing the war debt in such a way as to avoid the
necessity for great refunding operations, by spreading maturities and meeting them,
8o far as may be, out of tax receipts. Incorporated banks and trust companies which
are not qualified depositaries are urged to become such in order that they, like others,
may participate in the temporary deposits growing out of these issues.

The patriotic, loyal, and enlightened support which the banking institutions of
the country gave to the Treasury during the darkest days of the war and continued
through the perhaps more difficult period after the cessation of hostilities, when war
expenditures were at their peak, justifies the Treasury in addressing to them this
confident appeal now that the turn of the tide has come. X

Cordially, yours, CARTER GLASS.

To the PRESIDENT OF THE BANE OR TRUST COMPANY ADDRESSED.

The response to these two offerings of tax certificates was so great
that it was found desirable to close the issue in three days after
September 15. The total subscriptions aggregated $758,600,500, of
which $101,131,500 represented the 4% per cent six-month series and
$657,469,000 the 41 per cent one-year series. In view of the success
of the issues it was possible to suspend for another period the offering
of further loan certificates. , -

The international financial situation.

The international financial situation is one of great importance and
in which we are seriously interested. The present position relative
to foreign ﬁnancmg and the general policy of the Treasury concerning
this vital problem should be fully stated.

Since the armistice the United States has advanced to the Govern-
ments of the Allies, as of the close of business October 31, 1919, the
sum of $2,329,257,138.55, and there remained on that date an
unexpended balance .of $593,628,111.45, from the total loans of
$10,000,000,000 authorized under the Liberty loan acts.

The Treasury asked and obtained power for the War Finance Cor-
poration to make advances up to the amount of $1,000,000,000 for -
nonwar purposes and the War Fmance Corporation is prepared to
make such advances.

By the act approved September 17, 1919, the Federal Reserve
Board is authorized to permit, until January 1, 1921, national banks
to invest to a limited extent in the stock of American corporations
principally engaged in such phases of international or foreign finan-
cial operatiohs as may be necessary to facilitate exports.

The Secretary of War is authorized to sell surplus Army stores on
credit.

The United States wheat director is authorized to sell Wheat to
Europe on credit.
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The power which at present exists in the Government or govern-
mental agencies to assist in meeting Europe’s financial needs is,
therefore, considerable. “This power must, of course, be exercised
with extreme caution and with the most careful regard for the
urgent needs of our own people for an ample supply of foodstuffs and
other necessities of life at reasonable prices.

The Treasury is considering with representatives of the Govern-
ments of the Allies the funding of the demand obligations which the
United States holds into long-time obligations, and at the same time
* the funding during the reconstruction period, or say for a period of two
or three years; of the interest on the obligations of foreign Govern-
ments acquired by the United States under the Liberty loan acts.

- The Treasury believes that the need of Europe for financial assist-
ance, very great and very real though it is, has been much exagger-
- ated both here and abroad. Our hearts have been so touched by,
the suffering which the war left in its train, and our experience is so
recent of the financial conditions which existed during the war (when -
men were devoting themselves to the business of destruction) that
- we are prone to overlook the vast recuperative power inherent in any

country which, though devastated, has not been depopulated; and the
people of which are not starved afterwards. We must all feel deep
sympathy for the suffering in Europe to-day, but we must not allow
our sympathy to warp our judgment and, by exaggerating Europe’s
financial needs, make it more difficult to fill them.
Men must go back to work in Europe, must contribute "to increase
production. = The industries of Europe, of course, can not be set to
- work without raw materials, machinery, etc., and, to the extent that
these are to be secured from the United States, the problem of
financing the restoration of Europe belongs primarily to our exporters.
. Governmental financial assistance in the past and talk of plans for -
future Government or banking aid to finance exports have apparently
led our industrial concerns to the erroneous expectation that their
~ war profits, based so largely on exports, will continue indefinitely
without effort or risk on their part. To them will fall the profits of
the exports and upon them will fall the consequences of failure to
" make the exports. So soon as domestic stocks, which were very low
at the time of the armistice, have been replenished, those industries
which have been developed to meet a demand for great exports, paid
for out of Government war loans, will be forced to close plants and
forego dividends unless they maintain and develop an outlet abroad.
The industries of the country must be brought to a realization of the
gravity of this problem, must go out and seek markets abroad, must
reduce prices at home and abroad to a reasonable level, and create
or cooperate in creating the means of financing export business.
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There is no reason for high commodity prices in the specter of
European demand nor for high interest rates in the specter of
European credits. Our fear must be that the cessation of war exports
will result in closed plants, passed dividends, and general depression.
The way to avoid those evils is to stimulate production and encourage
industrial and commercial activity and not to burden them with
high interest rates which are a deterrent to these things, but unfor-
tunately are not a deterrent, except temporarily, in such times as -
these to speculation.

- Since armistice day, the consistent policy of the Treasury has been,
so far as possible, to restore private initiative and remove. govern-
mental controls and interferences. It has been the view of the
Treasury that only thus can the prompt restoration .of healthy
economic life be gained. The embargoes on gold and silver and
control of foreign exchange have been removed, as well as the volun-
tary and informal control of call money and the stock exchange loan
account. The control exercised by the Capital Issues Committee
over capital issues has been discontinued. Thus the financial markets
of the United States have been opened to the whole world and all
restrictions removed that might have hindered America’s capital and
credit resources, as well as its great gold reserve, from being available
in aid of the World’s commerce and Europe’s need.

" There are those who believe that the dollarshould be kept at par—
no more, no less—in the market of foreign exchange. If effective
action were taken to carry out such a policy, it could only be done by
drawing gold out of the United States when the dollar would other-
wise be at a discount and by inflating credit when the dollar Would
otherwise bé at a premium. .

The dollar is now at a premium almost everywhere in the world.
Its artificial reduction and maintenance at the gold par of exchange
in all currencies is quite unthinkable unless we propose to level all
- differences in the relative credit of nations and for our gold reserve
substitute a reserve consisting of the promises to pay of any
nation that chooses to become our debtor. Inequalities of exchange
reflect not only the trade and financial balance between two coun-
tries, but, particularly after a great war such as that we have been
through the inequalities of domestic finance. The United States has
met a greater proportion of the cost of the war from taxes and bond
issues than any other country. Largely as a consequence of this
policy, the buying power of the dollar at home has been better sus-
tained than has the buying power at home of the currency of any
European belligerent. For the United States to determine by gov-
ernmental action to depress the dollar as measured in terms of foreign
exchange and to improve the position of other currencies as measured
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in terms of dollars would be to shift to the American people the tax

. and loan burdens of foreign countries. This shifted burden would

be measured by the taxes to be imposed and the further loans to be
absorbed by our people as a consequence, and by increased domestic |
prices. : :

United States Government action at this time to prevent in respect
to foreign exchange the ordinary operation of the law of supply and
demand, which automatically sets in action corrective causes; and
to prevent the dollar from going to a premium when its natural
tendency is to do so, would artificially stimulate our exports, and,
through the competition of export demand with domestic demand, -
maintain or increase domestic prices.

The view of the Governments of the Allies, I take it, is that had
they (after the war control of their imports had been relaxed) at-
tempted to continue to ‘‘peg” their exchanges here at an artificial
level by Government borrowing, the effect would have been to stimu-
late their imports and discourage their exports, thus aggravating
their already unfavorable international balances.

It is not, of course, to be expected that the breach left by the with-

- drawal of governmental support of exchange can be filled by private

initiative until the ratification of the treaty of peace has given
reasonable assurance against the political risk which, rather than
any commercial or credit risk, now deters private lenders. Some
progress has already been made in placing here through private
channels the loans-of allied and neutral European countries and
municipalities. The Treasury favors the making, in our markets,

“of such loans, which contribute to relieve the exchanges. I am sure

that when peace is consummated, and the political risk' measurably
removed, American exporters and European importers will lay the

- basis of credit in sound business transactions, and I know that

American bankers will not fail then to devise means of financing
the needs of the situation nor American investors to respond to
Europe’s demand for capital on a sound investment basis.

Meanwhile it is well to remember the invisible factors, which are
always at work toward a solution of the problem. Immigrants’ re-
mittances to Europe are, and will continue to be, a very large item
in rectifying the exchanges. As soon as peace is concluded foreign
travel will be a further item. Another very important factor is the
purchase of European securities and properties and repurchase of
foreign-held American securities by American investors. But the
principal factor in Europe’s favor is the inevitable curtailment of her
imports and expansion of her exports. These processes, of course,
are stimulated by the very position of the exchanges which they tend
to correct.
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The exchange situation as it exists to-day and the steps which

were taken for the removal of all war restrictions as rapidly as con-
ditions would warrant may be summarized as follows:
- On May 6, 1919, the Federal Reserve Board announced that there-
after licenses for the export of silver bullion or silver coin of foreign
mintage would be granted freely and without condition. This was fol-
- lowed on June 9, 1919, by the announcement that after consultation
with the Secretary of the Treasury, and with his approval, the Federal
Reserve Board had recommended to the President, and the President
had approved the recommendation, that the control theretofore ex-
ercised over transactions in foreign exchange and over the exporta-
tion of coin, bullion, and currency be terminated except as to the
importation or exportation of ruble notes or exchange transactions
with that part of Russia under the control of the so-called Bolshevik
government, and except as to exchange transactions with territories
in respect of which such transactions were at that time permitted
only through the American Relief Administration. At the same
time it was announced that until formal action was taken by the
President applications for the export of gold would, like applications
for the export. of silver, be freely granted irrespective of amount or
destination except as above stated, and -that during fhat interim
licenses required to consummate specific transactions in foreign-ex- -
change ‘would be freely granted, except as set forth above.

On June 26; 1919, the President issued a proclamation, which is
attached hereto as Exhibit 2, page 217, giving effect to the above
recommendations. This was followed by the removal by the Federal
Reserve Board, on June 30, of the restrictions on remittances to
countries to which remittances had theretofore been permitted only
through the American Relief Administration, leaving in force and
effect only the prohibition against the shipment of ‘‘coin, bullion,
and currency to that part of Russia now under the control of the so-
called Bolshevik government, and any and all dealings or exchange
transactions in Russian rubles or transfer of credit or exchange trans-
actions with that part of Russia now under the control of the so-
called Bolshevik government.” On August 12, the Federal Re-
serve Board announced. the issuance of a general license permitting
the exportation from the United States of Russian rubles, provided
that notice of such exportations be given to the Customs Division of
the Treasury and to the Division of Foreign Exchange of the Federal
Reserve Board. With the exceptions above noted, therefore, there
is now no control over forelgn exchange or the export of coin, bul—
lion, or currency.

- The improvement of our exchanges with neutral countries and
the decline to normal, and in many cases to a very considerable dis-
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count, of the currencies of those countries which had been ruling at

considerable premium in the United States, is illustrated by the

following table showmg (1) the highest premiums reached by certain
foreign currencies between April, 1917, and July 31, 1918; (2) the
highest premiums during the month of July, 1918; (3) the premiums
on November 15,1918; and (4) the premiums or discounts of each cur-

rency as of November 1, 1919:

Table showmq Righest premiums reached by certain foreign currencies in New York between
April, 1917, and July 31, 1918; premiums on Nov. 15, 1918, and premiums or dis-

counts as of Nov. 1, 1919.

[Based on quotationsA for demand bills.)
\ )

‘|” Highest premium between

April, 1917, and July 31, 1918. | H;)glgest Pre- Dis-
Currency of— n}.uim, Nowra, I‘f]%uv'“tl'
Month in which uly, | Trers | 1019,
Per cent. reached. 1918,
Per cent, | Per cent. | Per cent.
SWeden .ottt aeerenaaaa 69.78 | November, 1917... .33.58 3.55 11.00
Norway do .. 17.91 1.68 16. 42
Denmark. 16.79 .75 21.08
Holland 29.35 3.86 5.94
Switzerland 31.50 3.21 7.50
pain.... 42.75 3.63
India........ 10. 14 10.14 129.47
Japan....... et eerece e eatereaeaaaaas A : 7.82 9.33 11.81
Argentina. . e et 12.25 December, 1917. .. 5.61 5.04 24
Chile. .. ..ottt iaeeanns 78.24 | June, 1918......... 75.48 31.54 14,39
Peru (cable rates). . caee .- 20.83 | July, 1918......... 20.83 3.10 2.19
Bolivia (cable rates) ....................... 10.25 | December, 1917.... 8.84 1.54 13.00

1 Premium..

NOTE. —Quotatlons for Chlle are for inconvertible pa.
average value of 18,8 cents per paper peso during the
1o premium or discount properly so-called.

er currency and premiums are calculated upon the
st 6 months of 1914 as a base.

Thers is, therefore,

It will be observed that of these currencies the only ones now
-ruling at a premium are those of Japan, Bolivia, and India. In the
case of Japan and Bolivia the premium roughly measures, the cost,
including loss of interest, of the export of gold from the United States
to those countries, and may, therefore, be regarded as a normal quota-
tion. With a free gold market in the United States, as we now have
it, the currency of no gold-standard country should rise above such
moderate premium as measures the cost of transportation of gold
from this country to the country in question.
maximum. The normal minimum with any gold-standard country
enjoying a free gold market would be a discount equal to the trans- -
portation cost from that country to the United States.
As the above table indicates, exchange on India is selling at a very
considerable premium. The situation is anomalous.
. of India at the present time, while nominally on a gold basis, is prac-
tically on a silver basis.. This is due to the fact that the circulating
medium of India is the silver rupee, designed to be and formerly

That is the normal

The currency
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actually a token coin, the present market value of whose silver con-
tent, however, is far above its rated gold value as Indian currency.
That rated value is 32.44 cents per rupee, and when silver is selling
at 94.37 cents per ounce of fine silver the rated value of the rupee at
par, viz, 32.44 cents per rupee, is equal to the market value of its
silver content. The present quotation of the Indian rupee roughly
measures the present market value of the silver content of the rupee.
Owing to the propensity of the natives to hoard the precious metals,
the Indian Government is unwilling to permit the importation into
India of unlimited amounts of gold, which would thus. to all intents
and purposes be lost to the world;, but very considerable amounts of
gold have been sent to India and placed by the Government in the
reserve against rupee currency notes. The exchange rate on India,
therefore, in the present circumstances, is disconnected from the value
of gold and responds roughly to the value of silver in the same manner
as rates of exchange on China and Hongkong. A British com-
mission was appointed early in 1919 to lnvestlgate the entire
subject. of the Indian currency.-

CURRENCY AND CREDIT EXPANSION.

The progressive rise in commodity prices and wages has led to
considerable public discussion as to whether there existed an inflation
of the currency, and whether such inflation, if it existed, was a cause
contributing. to high prices. The discussion led to the introduction
in the Congress of a resolution requesting an inquiry into the advisa-
bility of legislation providing for the gradual reduction of the currency
in circulation. The chairman of the Senate Committee on Banking
and Currency requested the views of the Federal Reserve Board on
the subject, and I fully concur in the answer of the board, as embodied
in Gov. Harding’s letter to Senator McLean, under dat<= of August
8, 1919.

_ There is no escape from the conclusion that under our system cur-
rency can be issued only in response to a demand therefor as circu-
.. lating medium and that such currency is automatically retired
when it is no longer required as circulating medium. Currency ex-
pansion, therefore, is an effect and not a cause of advancing prices.’
The remedy for high prices, as stated in Gov. Harding’s letter, is ““ to
work and to save; to work regularly and efficiently in order to pro-
duce and distribute the largest possible volume of commodities; ana
to exercise reasonable economies in order that money, goods, and
services may be devoted primarily to the liquidation of debt and to
the satisfaction of the demand for necessities, rather than to indul-
gence In extravagances or the gratification of a desire for luxuries.”
140325—~F1 1919——2 :
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Credit expansion must.be carefully distinguished from currency
expansion. The primary cause of high prices was the demand for
coinmodities by the European belligerents before our entry into the

‘war and by the United States and the European belligerents com-

bined after our entry into the war. So far as the United States
Government was concerned, payment by the Government for war
commodities rendered inévitable a certain measure of credit expan-
sion, as it was impossible to bring about at once a restriction of pri-
vate consumption by our people commensurate with the growing needs
of the Government. This credit expansion, therefore, was the effect
of the war demand for commodities by the United States Govern-
ment and a neceéssary concomitant of that demand. The primary

. cause of high prices was war demand for commodities; credit expan-

sion was a necessary'concomitant thereof, and currency expansion
an effect of the rise of prices.

- The following is a copy of Gov. Hardlng s letter to the chairman
of the Senate Committee on Banking and Currency:

WasHINGTON, August 8, 1919.
Dear Sir: The Federal Reserve Board acknowledges receipt of your letter of the
5th instant asking for an expression of its views as to the advisability of legislation
providing for the gradual reduction of the currency in circulation as proposed by
Senate Resolution 142. :

The Board would suggest that in determining whether or not legislation is neces-
sary or desirable to regulate the volume of currency in circulation, consideration be
given to the various forms of money which make up the sum total of our volume of
currency. A distinction should also be drawn between the stock of money in the
country and the amount actually in circulation. .

With respect to gold coin, gold certificates, standard silver dollars, silver certifi-
cates, subsidiary silver and Treasury notes of 1890, the Board assumes that it is rec-
ognized that no legislation is necessary.

The United States notes, or legal tenders, which have remained at the fixed amount
of $346,681,016 since March 31, 1878, have not been a disturbing factor since the
passage of the act of March 14, 1900. An adequate gold reserve of more than 45% is
now held against these notes, most of which are in the form of small bills of $1, $2,
and $5 denominations. Notes of these denominatons are needed in the daily trans-
actions of the public, and were the United States notes to be retired, the issue of
an equal volume of small bills in some other form of currency would be necessary.
To effect the retirement of the United States notes, funds would have to be with-
drawn from the Treasury to be supplied either by taxation or by the sale of interest-
bearing obligations. The Board does not believe that any legislation with respect
to United States notes is necessary or desirable at this time.

The national bank notes outstanding on August 1, 1919, amounted to $658,118,555.00,
a reduction of nearly $60,000,000 since July 1, 1914. The greater part of these notes
is secured by Unjted States 2% bonds, and provision has already been made in Section
18 of the Federal Reserve Act for their gradual retirement.

Federal reserve bank notes, which are secured by United States obligations and
are taxed just as national bank notes are, have been issued only to replace in part
national bank notes retired, and standard silver dollars melted or broken up and sold
as bullion under authority of the act of April 23, 1918, known as the Pittman Act.

i
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The issue of these notes has, therefore, brought about no increase in the circulating
medium.

The amount of Federal reserve notss outstanding has increased from $357,239,000
on April 1, 1917, to $2,504,753,000 on August 1, 1919. It appears therefore that those
who see in the larger volume of circulation in the United States the prime cause of
increased costs of living and whoseek a remedy by a forced contraction of the currency
must have in mind the Federal reserve note and Section 16 of the Federal Reserve -
Act as amended June 21, 1917, which provides for its issue and redemption.

In.analyzing our present monetary situation, and in considering the causes which
have led to the expansion of credits and note issues during the war, we should not lose
sight of some of the developments of the pre-war period and of their effect upon credits
and prices. Very heavy purchases of supplies of all kinds were made in this country
by European belligerents during the years 1915 and 1916, payment for which involved
the shipment to us of large amounts of gold. The stock of gold in the United States
on July 1, 1914, was $1,890,678,304. - This amount increased steadily until April, 1917,
the date of our own entry into the war, when it reached $3,088,904,808, an increase of
about $1,200,000,000. Bank deposits likewise show a large increase, the net deposits-
of national banks having risen from $7,495,149,000 on June 30, 1914, to $10,489,217,000
on March 5, 1917, while the net deposits of all banks in the United States increased
from $17,966,150,000 in June, 1914, to $24,891,218,000 in June, 1917. Net deposits of
national banks had further increased up to May 12, 1919, to $11,718,095,000, and those
of all banks in June, 1918, (the latest date for which figures are available) to $26,769,-

.546,000. Shortly after ‘April 6, 1917, when the Congress declared war, the Treasury
beﬂan to sell bonds, notes and certlﬁcabes in large amounts resulting in a net 1ncrease
in the public debt to August 1, 1919, of $24,518,064,840.

On July 1, 1914, the total stock of money in the United States ‘exclusive of that
held by the Unlted States- Treasury, was $3,419,168,368. ,On Apnl 1, 1917, the stock
of money, estimated on the same basis, was $4,702,130,941, an increase of $1,282,-
962,573 of which increase $883,481,028 was in gold.

On July 1, 1914, there were no Federal reserve notes in existence, while on April 1,
1917, there were outstanding $357,239,000. ' .

The amendment to the Federal Reserve Act approved June 21, 1917, changed
substantially the original reserve requirements for member banks and provided that
their entire lawful réserve should be carried with the Federal reserve banks. The
game amendment authorized the Federal reserve banks to exchange Federal reserve
notes for gold. The result of these.two changes in the law was to transfer immediately

large sums of gald from the vaults of thé member and nonmember banks and from

general circulation to the Federal reserve banks, and this caused a change in the
methods of accounting for gold by the Federal reserve banks and Federal reserve
- agents.

In order to avoid confusion in determining the volume of money in actual circula-

tion, it is necessary to distinguish between tables showing the total stock of money

- in the country, and tables showing the circulation outside of the Treasury and Federal
reserve agents’ vaults, and to limit our view to amounts held by member.and non-
member banks and the public, which are exclusive of amounts on hand at Federal
reserve banks, held by Federal reserve agents, and held in, the Treasuxy.

The reserve money held by or for the Federal reserve banks serves, of course, as a
basis for credit, but it forms no part of the currency in circulation. Upon. this basis,
the amount of money in circulation on July 1, 1914 (there being ne Federal reserve
banks in operation at that time), was $3,419, 168 368, made up as follows: Gold coin
and certificates $1,649,775,803; silver dollars and silver certificates, including Treasury
notes of 1890, $552,203,610; all other currency $1,217,188,955, being c1rculat10n per
capita $34.53.
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The corresponding amounts of money in circulation on April 1, 1917, December 1,
1918, and August 1, 1919, are shown in the following table:

Amount of money outside the Treasury and Federal reserve banks.

.- Apr. 1, 1917. Dec. 1, 1918. Aug. 1, 1919.

Gold coin and certificates. ... o..oooeiioiiiia.. $1,989,152,000.00 | 8861, 245 000.00 | 728, 046, 000. 00
Silver dollars and silver certificates (mcludmg
532,700, 000. 00 372, 489, 000. 00 241, 505; 000. 00

Treasury notes of 1890). .
Federal Reserve notes 357 239 000.00 | 2, 607 445 000.00 | 2, 504 753 000.00
3 170 000.00 87 737 000. 00 166 289, 000. 00

Federal Reserve bank notes. .-:
All Other CUrrenCy .. c.oveereiieraecaaaanaanns 1, 218 715 000.00 | 1, 201 069 000 011, 156 297 000. 00

B R A 4,100,976, 000. 00 | 5,129, 985, 000.00 | 4, 796, 890, 000. 00
-Amount per capita outsnde the ’I‘reasury and the R
Federa Reserve banks. ..oovniiiiiiiiiiiiia., 39.54 | . - 48.13 45.16

Assuming that the date December 1, 1918, marks the beginning of the post-war
period, the table shows changes during this period up to August 1, 1919. as follows"
Gold coin and certificates in circulation decreased $133,199,000; silver dollars and
silver certificates, including Treasury notes of 1890, decreased $130,984,000; Federal
reserve notes decreased $102,692,000; Federal reserve bank notes increased
$78,552,000; all other currency decreased $44,772,000, being a net decrease in circu-
lation for the post-war period of $333,095,000, or $2.97 per capita. '

In considering the question of currency in circulation, there should be taken into
account the various factors which have entered into the demand for currency, among
which are: The gradual enlargement of pay rolls, both as to the number of workers
and amount paid to each; the effect of higher wages upon deposits in banks and upon-
the amounts of money carried by shopkeepers in their tills and by individuals in their

pockets; the amounts of money locked up or carried on their persons by workmen
who have been receiving high wages and who, especially in the case of ignorant
foreigners, are unwilling to deposit their savings in banks or to invest in Government
‘bonds; the amount of money carried away by workimen returning to their homes
in foreign countries; and the fact that the circulating media of the Philippine Islands,
Hawaii, Cuba, Porto Rico, Santo Domingo, Haiti, Henduras, Panama, and in part,
Mexico, includes United States paper currency and subsidiary silver. The amount
required in these countries, most of which are very prosperous, have greatly increased
in the last few years.

The total foreign circulation of United States currency can not be stated accurately,
but is estimated to be at least one hundred and fifty million dollars.

The difficulty, indeed the impossibility, of keeping in circulation an excessive
volume of Federal reserve notes should be understood. The issue of these notes has
been carefully safeguarded by the Federal Reserve Act, and ample provision has been
made for their redemption. Federal reserve notes are redeemable ingold; they cannot
be forced into circulation in payment of the expenses of the Government, or for any
other purpose, as they can be issued only in exchange for gold or against a deposit of
negotiable paper growing out of a legitimate commercial transaction, plus the required
gold reserve of not less than 40 per centum. Upon payment of commercial paper
which has been deposited to secure Federal reserve notes, there results either an
immediate return of an equal amount of notes to the bank, or an automatic increase
in the percentage of gold reserve available for their redemption. Federal reserve
notes are not legal tender, nor do they count as reserve money for member banks.
They are issued only as a need for them develops, and as they become redundant in
any locality they are returned to the Treasury at Washington, or to a Federal reserve
bank for redemption. Thus there can not at any time be more Federal reserve notes
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in circulation than the needs of the country at the present level of prices require, and
as the need abates the volume of notes outstanding will be correspondingly reduced
through redemption. The increased volume of Federal reserve notes in circulation
during the past three years, in so far as it is not the result of direct exchanges for gold
and gold certificates which have been withdrawn from circulation, is the effect of
advancing wages and prices, and not their cause.

There has undoubtedly taken place during the last two years a certain amount of
credit expansion which, under the circumstances connected with our war financing, was
inevitable, but this will be corrected as the securities issued by the United States
Government for war purposes are gradually absorbed by investors. This credit
expansion is equal to the difference between the total of the war. expenditures of the
Government on the one hand, and on the other, the total amountsraised by the Govern-
ment through taxation and by the sale of its obligations so far as paid for out of savings..
No reliable estimate can be made of this difference, which must be gradually absorbedt
through future savings for the reason that banks are lending and will always lendI
freely on Government bonds as collateral.

The principal cause of the advance of prices before and during the war was the
urgent need of the governments of the allied world for goods of all kinds for quick
delivery in large volume, and the competition of this buying by governments with
purchases by private individuals who failed to contract their expenditures at a rate
commensurate with the growing expenditures of these governments. In the post-war
period, through which we are now passing, the country has experienced rising prices
owing, in part, to a general relaxation of the war-time régime of personal economy,
resulting in an increased demand for commodities by individuals who restricted their
purchases during the war but who are now buying in competition with export demand.
In addition, accrued incomes and increased wages have led to heavy demands for
commodities not of prime necessity, which have resulted in diverting labor and
material from essentials to nonessentials.

The Federal Reserve Board believes that any currency leglslatlon at this time:
is unnecessary and undesirable, and would suggest that whether viewed from an
economic or financial standpoint, the remedy for the present situation is the same,
namely, to work and to save; to work regularly and efficiently in order to produce and
distribute the largest possible volume of cominodities; and to exercise reasonable
economies in order that money, goods, and services may be devoted primarily to the
liquidation of debt and to the satisfaction of the demand for necessities, rather than to.”
indulgence in extravagances or the gratification of a desire for luxuries. The war is
over—in a military sense—and while the billshave been settled by loans to the Govern-
ment, these obligations, so far as they are carried by the banks, must be absorbed
before the war chapter of the financial history of the country can be closed.

Very truly, yours,
. W.P. G. Harpive,

Governor.
Hon. Geo. P. McLEaN,

Chairman Committee on Banking and Currency, Um’ied Stales Senate,
Washington, D. C.
. AN
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ECONOMY. .

Accepting a warning from the innumerable requests that are con-
stantly being pressed upon the Congress for grants from the general
fund, it becomes the clear duty of this department to point out that
there appears to be grave danger that the extraordinary success of
the Treasury in financing the stupendous war expenditures may
lead to a riot of public expenditure after the war, the consequences
of which could only be disastrous. It can not be too often repeated
or too strongly urged that the optimistic outlook of the future of the

Government’s finances, as presented in the beginning of this report,
is based upon the practice of the most rigid economy and the con-
#tinuance of ample revenues from taxation. Any other policy means
a calamitous upsetting of the entire program.

~ Government expendlture is, I need scarcely say, the most v1tal
fundamental factor in increasing the cost of living. Its evil effect in
that respect is mitigated, but can not be wholly eliminated, by the
wisdom and practical success of the financial measures adopted by
the Government to meet its expenditures. Roughly speaking, the
worst of these methods (which has been adopted in greater or less
degree in the countries of Europe and not at all in the United States)
is currency inflation. Far less harmful as a means of financing Gov-
ernment expenditures is the issue of bonds, notes, and other obliga-
tions of the Government, which, to the extent that they find lodg-
ment in the hands of investors who pay for them from savings, are
a means of meeting expenditures without expansion. The least
harmful of all means of meeting Government expendltures is taxation,
because this enforces a considerable measure of saving on the part
of the taxpayer, who is not, as in the case of loans, furnished with a
new basis of credit in exchange for the buying power he transfers to the
Government. Of taxes the least harmful is the personal-income tax,
graduated in accordance with the means of the taxpayer, since this
is a direct tax and is only with great difficulty and to a limited extent
shifted to the consumer. Indirect taxes, such as protective tariffs,
consumption taxes, and the excess-profits tax, though less harmful
than currency inflation or loans, and having a less direct effect in
1ncreas1ng the cost of living, nevertheless have an appreciable influ-
ence in that direction.

Inevitably, then, Government expenditure increases the cost of

living. The function of the Treasury, once the expenditure has been .

determined upon, is to devise means of meeting it with the least in-
jurious results. What increases the general cost of living imposes
an indirect tax on the whole people of the United States which, in
.the nature of things, bears more heavily upon the poor than upon the
rich, and upon the needy than upon the poor, because expenditures for
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s

- the necessities of life absorb practically the whole income of the
poor and needy and a negligible portion of the income of the rich.

"~ Measures for governmental expenditures for the benefit of a por-
tion of the community at the expense of the whole by adding to the
cost of living, and to the burden it imposes upon the community as a
whole, will only aggravate evils which the sentimental supporters of

_ those measures think to mitigate, and the burdens thus imposed.:in-

variably fall most heavily upon those least able to bear them.

I have ventured thus to recall to mind the general principles of
economics and finance which underlie the present situation and which
so frequently are ignored by the advocates of specific policies and meas-
ures that are subversive of sound principles. I discussed the matter
somewhat in detail before the House Select Committee on the Budget’
on October 4, and my statement to that committee is quoted elseWhere
in this report under the heading “ A Budget System.”

It is earnestly urged that the- Congress deny every proposal for
expenditures in new fields or the continuance or expansion of old unless
they represent imperative and unquestioned need. This policy is
particularly important in this period, when the solution of the problem
of the cost of living is to be found in such large measure in the most
rigid economy in public expenditure and in the firm determination to
meet that expenditure from current taxes.

TAXATION.

Though any appreciable reduction in the amount of the revenues
from taxation is not to be thought of during a fiscal year when the
Government’s current disbursements will exceed its current receipts,
when its unfunded debt amounts to upward of $3,736,000,000 (Octo-
ber 31, 1919, on the basis of daily Treasury statements), and when
the Congress is considering various measures carrying vast addi-
tional appropriations, it is, I believe, the duty of the Congress to
give its closest attention to the study of the incidence of taxation
with a view to the revision of the revenue act on lines which will
produce the necessary revenue with the minimum of inconvenience
" and injustice. The Treasury’s objections to the excess-profits tax
even as a war expedient (in contradistinction to a war-profits tax)
have been repeatedly voiced before the committees of the Con-
gress. Still more objectionable is the operation of the excess-
profits tax in peace times. - It encourages wasteful expenditure, puts
a premium on overcapitalization and a penalty on brains, energy,
and enterprise, discourages new ventures, and confirms old ventures
in their monopolies. In many instances it acts as a consumption tax,
is added to the cost of production upon which profits are figured in

!
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determining prices, and has been, and will, so long as it is maintained -
upon the statute books, continue: to be, a material factor in the in-
creased cost of living.

The revenue sacrificed by ehmlnatlon or reduction of thls tax must
be sought in an. increase of the normal income tax (from which the
income on Liberty bonds is exempt) and of the lower brackets of the
surtax. The upmost brackets of the surtax have already passed the
point of productivity, and the only consequence of any further in-
crease would be to drive possessors of these great incomes more and
more to place their wealth in the billions of dollars of wholly exempt
securities heretofore issued and still being issued by States and munic-
ipalities, as well as those heretofore issued by the United States.
This process not only destroys a source of revenue to the Federal
Government, but tends to withdraw the capital of very rich men
from the development of new enterprises and place it at the disposal -
of State and municipal governments upon terms so easy to them
(the cost of exemptions from taxation falling more heavily upon the
Federal Government) as to stimulate wasteful and nonproductlve
expenditure by State and municipal governments.

In that connection I call attention to the urgent necessity of
revision of the revenue law so as to require that, for the purpose of
ascertaining the amount of surtax payable by a taxpayer, his income.
from State and municipal bonds shall be reported and included in
his total income, and the portion of his income which is subject to
taxation taxed at the rates specified in the act in respect to a total
income of such amount. The Treasury’s recommendations in this
Fespect have been transmitted to the appropriate committees of Con-
gress in connection with the Revenue Act of 1918, and again in the
present calendar year. Under the present law a person having an
income ‘of, say, $1,000,000 from taxable securities would, upon the
sale of half his property and the investment of the proceeds of that
half in State or municipal bonds, not only obtain exemption for the
income derived from such investment in State and municipal bonds,
but greatly reduce the surtaxes payable in respect to his other
income. It is intolerable that taxpayers should be allowed, by pur-
chase of exempt securities, not only to obtain exemption with respect
to the income derived therefrom, but to reduce the supertaxes upon
their other income, and to have the supertaxes upon their other
income determined upon the assumption, contrary to fact, that they
are not in possession of income detived from State and municipal
bonds.

It is impossible to determme the actual gain in revenue to the
Government which would result from such an amendment of the
law. That it would be very material I have no doubt. A still more
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important result of the amendment of the law in this respect, how- -
ever, would be the reflex benefit to Liberty bonds which carry exemp-

tion from normal income tax, but as to the great bulk not from sur-

taxes. The very great advantage the States and municipalities now .
have in conferring upon holders of their bonds larger exemptions

from Federal taxation than the Federal Government itself confers

upon holders of Liberty bonds should be reduced,so far as it may be

reduced, by the adoption of appropriate administrative provisions

in the Federal revenue law.

A question has been raised concerning the right of the Federal
Government under the Constitution to tax the income from State
and municipal bonds, but there can be no doubt of the constitu-
tionality of such an administrative provision. The proposal is not
to tax the income derived from State and municipal securltles, but
to prevent ‘evasion of the tax in respect to other income. The
principles involved are abundantly established in the decisions of
the Supreme Court sustaining taxes upon corporations, bank stock,
etc., computed after taking into account income derived from Gov-
ernment, State, and municipal bonds. ,

I'am calling attention to these matters because it is of the utmost
importance that the Congress should follow the wise precedeﬁt
adopted by the last Congress in determining in advance of the year’s
business the basis upon which taxes are to be imposed. Uncertamty
in respect to taxation during any given business period results in
each taxpayer’s setting aside for taxes an ample margin to cover
variations in the tax law which may affect him onerously and calcu-
lating his costs and prices on that basis. Even a bad law is better
than a retroactive law. It i§, therefore, of the utmost importance,
in my judgment, that the Congress should give consideration in the
calendar year 1920 to the question of revision of the tax law with a
view to making such revision effective well in advance in respect to
‘the incomes and profits of the calendar year 1921.

The "administration of the Revenue Act of 1918 is discussed l&ter
under the heading ““Bureau of Internal Revenue

THE COST OF THE WAR.

The total expenditures of the Government, exclusive of the prin-
cipal of the public debt and postal disbursements from postal reve-
nues, for the war period from April 6, 1917, to October 31, 1919,
amounted to $35,413,000,000, according to statistics complled on. the »
basis of the daily Treasury statements. Of that great total covering
the disbursements for two years and seven months, $11,280,000,000,
or nearly 32 per cent,"was met out of tax receipts and other revenues
* than borrowed money, although the amount of taxes does not include
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the December 15, 1919, 1nstallment of income and profits taxes for the
fiscal year 1919, nor any part of such taxes for the fiscal year 1920.

The above calculation includes capital outlays as well as expendi-
tures that have been permanently absorbed. No deduction is made
for loans to the Allies, or for other investments, such as ships, stock
" of the War Finance Corporation, bonds of the Federal land banks,
etc.. Foreign loans on October 31, 1919, aggregated $9,406,000,000,
and if that amount is deducted from the total expenditures, the dis-
bursements for the purposes of the American Government during the
war period under consideration were $26,007,000,000. And on that
basis, the proportion met out of tax receipts and revenues other than
borrowed money was over 43 per cent.

If it is assumed that the expenses of the Government on a peace .

basis would have been at the rate of $1,000,000,000 a year, or

$2,583,000,000 for the two years and seven months mentioned, the:

estimate of the gross cost of the war to October 31, 1919, would be
$32,830,000,000, inclusive of loans to foreign Governments, or
$23,424,000,000 exclusive of such loans.

The followmg tables, based on the daily Treasury statements,
show the classified disbursements and receipts, exclusive of the
principal of the public debt, by months, from April 6, 1917, to October
31, 1919, and the total disbursements and receipts for that period:

Classified disburséments, excluswe of the principal of the public debt, by months, from
Apr. 6, 1917, to Oct. 81, 1919, as published in the daily Treasury statements

Ordinary. Foreign loans. | Other special. Total.
Apr. 6 t030, 1917...........;.‘... $71,328.006.70 | $200, 000 000.00 | $7,885,770.50 $279,213,777. 20
May, 1917........... 114,102, 809. 68 407 00. 000. 00 4,962,746.28 [ 526,565,555. 96
June, 1917 (revxsed) 131,687, 849. 61 217, 500, 000. 00 919,445.78 410,107, 295. 39

Total Apr ‘6 to June 30,
L) ¥ O 317,118,665.99 |  8853,000,000.00 | 13,767,962.56 | 1,215,886,628.55

208,299,031.05 |  452,500,000.00 | 1,511,814.92 |  662,310,845.97
277,438,000.64 |  478,000,000.00 | 2,019,363.50 |  757,457,364.14
349,013,305.34 |  396,000,000.00 | 1,364,980.35 | 746,378, 285.60

July, 1917. .
August, 1917.
September, 1917

October, 1917, ...cevevnevnvnnnns 462,045,359.94 | 480,700,000.00 | 1,623,392.58 | - 944,368,752, 52
November, 1917.......... 000000 512,052,035.17 | 471,920,750.00 | 1,200,022.36 |  986,081.807. 53"
December, 1917. . wneeemrnnnnn. 611,297,425.62 |  492,000,000.00 | 1,914,433.70 | 1,105,211,859.32
January, 1918, ..........ll0llll 715,302,030.83 |  370,200,000.00 | 4,854,005.86 | 1,000,356,045.69
February, 1918.-...........0 00, 675,200,068.43 |  325,000,000,00 | 12,477,917.31 | 1,012, 686,985.74
March, 1918 .. vnveenenanennnnss 819,955,367.26 |  317,500,000.00 | 18,338,441.98 [ 1)155,793,800.24
April, 10182000 TIIIIITII 910,756,758.95 | - 287,500,000.00 | 17,031,020.28 |- 1,215,287,779.23
May, 1018 1. LIl 1,068,203,026.82 |  424,000,000.00 | 15,992,206.83 | 1,508, 195,233. 65
June, 1918 .11l 1,263,914,905.86 |  242,700,000.00 | 5,958,796.56 | 1,512,573,702,42

Total for fiscal year 1918...| 7,874,386,324.91 | 4,738,029,750.00 | 84,286,396.23 | 12]696,702,471.14
July, 1918, .ooveeeeneneennnnenn. 1,259,782,599.93 | 343,485,000.00 | 5,015,055.21 | 1,608,282,654.44
August, 1918, . ... Tl 1524,901,777.74 | 279,250,000.00 | 1,361,445.28 |. 1,805,513, 223.02
Septem'ber, 1018........00110000 1,274,505,845.05 |  282,150,000.00 | 608,440.22 | 1,557,264, 285.27
October, 1918. . . . Tl 1174622040640 | 489,100,000.00 | 1,139,854.50 | 1,664,862, 260.99
November, 1918.....c.v.nven.s 1,655,051,004.19 |  278,949,607.70 | 1,248.607.04 | 1,935,240,308.93
December, 1918. ... ... .. 0000 1,670,890,296.88 | ~ 389,052,000.00 | 1,033.458.60 | 2,060,975, 855.48

January, 1919. aee
February, 1919...

. . t el . > > .
March, 1919, ... . . 0l 1,042,182,523.55 |  322,350,000.00 | 15,279261.96 | 1,379,811,785.51
April, W19, .0 LI 1,003,862,122.73 409,008,608.27 | 15,457,575.38 | 1,428,928, 306.38
- May, 1919..0 ) To07,492,993.94 | 194)011,857.90 | 9,932,690.50 | 1,112,337,471.73
June, 1919.....ciiteninnnninnaas 721,845,814.48 54,750,000.00 26 794 135.35 809, 389, 949. 83

Total for fiscal year 1919.. .| 14,935,848,739.62 | 3,479,255,265.56 | 99,775,849.85 | 18,514, 979,955.03
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Classified disbursements, exclusive of the principal of the public debt, by months, from
© Apr. 6, 1917, to Oct. 81, 1919, as published in the dasly Treasury Statements—Con. -

Ordinary.

Foreign loans.

Other special.

Total.

July, 1919............ ceverenanes
August, 1919.....cc0vneenenn S
September, 1919, ... ...cvuuuen.n.
October, 1919........... 000000

TotalJuly 1to Oct. 31, 1919
RECAPITULATION.
Apr.6toJune 30,1917 .........
Fiscal year 1918.................
Fiscalyear1919.........cu.uuu..
July 1to Oct. 31, 1819...........

Grand total...............

$878,411,103.11 |

709,827, 320. 86
565, 618, 231. 14
524,724, 964. 06

$97, 650, 000. 00
54,275, 945. 99
102, 006, 000. 00
50,154, 927.00

$212,467.23
1,604, 477.53
1402, 600. 90
1,469,314.52

$976, 273, 570. 34
765, 797, 744. 38
667,221, 630. 24
576, 349, 205. 58

2,678,581, 619.17

304,086, 872. 99

2,973,658.38

2,985, 642, 150: 54

317,118, 665.99
7,874,386, 324. 91
14,935, 848, 739. 62
2,678,581, 619.17

85,000,000. 00
4,738,029, 750.00
3,479,255, 265. 56

304, 086, 872. 99

13,767,962.56
84,286, 396. 23
99,775, 949, 85

2,973, 658.38

1,215, 886,628. 55
12,696,702, 471. 14
18, 514, 879, 955. 03

2,985, 642, 150. 54

25,805,935, 349. 69

9,406, 371,888.55

200, 803, 967. 02

35,413, 111, 205. 26

+ Exoess of credits,



Classified receipts, exclusive of the principal of the public debt, by months, from Apr. 6, 1917, to Oct. 31, 1919, as published in the daily Treasury statements.

,

Miscellaneous

Apr. 6 to L0 ) Y
May, 1917
June, 1917 (revised)

Income and " Miscellaneous
Customs. profits tax. | internal revenue. revenue. Panama Canal. Total.
$17,863,547.22 $24,075,386.24 $35, 387, 512.86 $5,804,920.33 $314, 793.31 $83,446,159.96

28, 660, 148. 60
18, 686, 805. 14

107 601 090. 34
195 230 281.19

50 009 778.45
56 993 915. 16

11,361,950, 32
14,120,100.17

634,421. 46
694, 056.30

198 267 389.17
285 725, 157.96

Total Apr 6, 1917, to June 30, 1917 ............................

65, 210, 500. 96

326,906,757.77

142,391, 206.47

31, 286,970.82

1,643,271.07 |

567,438, 707.09

July, 1917
August, 1917. ...
Septemi)er, 1917.
October, 1917....
November, 1917,
December, 1917.
. January,1918. ..
February 1918. .
March 1918...
April, 1918, .
ay, 1918. ..
TUBE, 1918 0 ¢ nenententeatanea s aeananaaaaen eeerneenaaann

15,805,129.91
15,902, 255. 99

17 598, 789.28

9,478, 830.98
4,248, 091. 69

83,012, 299.95
342,104, 796. 75
1,786,647, 885. 43

50,895, 959. 22

104 052 171.39

7,575,979.09
9,839,107, 31
12,967,317.09
20, 226, 866. 64
39,175,579, 26

22 817 686.62

171,687.08
584,477.10
648,787.75
277,158.50
122, 208.09
626, 568.30
302, 895.38
585,348.96

1,047, 330. 70
635,705. 85
378, 705.51
655, 481.06

83,927, 636.28
74 496 530.86
76 109 362.50
90 458 290. 56

, .
156, 749, 278.05
?JOQ 319.144.%
594 746,110, 99

1, 931 772 013.78

Total for fiscal FOAT 1918. .. e eent it ieieaea s

179,998, 383. 49

2,314,006, 291, 84

872,028,020.27

292,513, 814. 82

6,036,354, 28

3,664, 582, 864. 70

July,1918.....
August, 1918. .
Septembet 191
October, 1918..
November 1918
December, '1918.
January, 1919...
February, 1919..
March, 1919.........

15,837,889.72
14,175,802. 76
12 719 024. 43
11, 4a3 096. 69
12 583 861.29
9 681 907. 59
12 732 514. 54
14 979 078. 02

20,896, 644. 65
21, 350, 290. 27

497,496,376. 62
30 793 666.13
36 308 166. 21
30 136 620. 58

, .
30,341, 342. 50
1,129,821, 269. 04
’107, 696, 034.35
50,614, 139. 20
971,695, 866. 31

105, 948, 066. 11

112287, 675. 18
94,310, 163. 04
118, 240, 897. 00
135, 059, 064. 46
115, 265, 091. 71
131,919, 143.11

21, 974,810. 55
22 645 000.23
13 737 134.67
16 0:)8 975.73
169 112 403,43

1a9 228 529 45
92 026 543.47
06 lal 439.19

. 619,994.14
899 439.10
94 391. 05
: 604 815.02
734 419.15

431 587:99

626 489.31
767 529.81
335 127.60

427 185.33 |

459, 786.65
353, 824. 88

641,877,137, 14

lal 580 750. 96
310 994 263.19
203 902 264.23
190 842 841,34
162 739 163.83
1, 297 848 046. 22

'492)552,300.56 -

279, 262 210. 68
1, 181 aOO 563.76

April, 1019. .
ay, oG
June, 1919
Total for fiscal year 1919, . vvernnnnnnenneenn. eveeeaean eaeas e-

184,457, 867.39

3,018,783, 687. 29

1,296,501, 291. 67

646,139, 700. 05

6,374,590, 03

5,152, 257,136. 43

JUlY, 1919 . cciiriiiiririnetnncnicieieioniennnes teerecenecsesnsanan
August, 1919... .

September 1019,
October, 1919....o o000

20,498, 245. 83
21,053, 662. 06
24,721,214. 48
24,276,476. 04

44,043,414.30
23 615,312. 08
944 897,366.34
34, 903 495.13

110, 038, 601. 29
113,817, 095. 93
140,757, 151. 39
139,333, 735. 95

52,821, 655. 11
104, 727, 062. 34
31,852, 288. 33
53,201, 459. 39

379, 786. 49
325,608. 55
324,424.13
304, 588.72

227,781,703.02 .

268 -’)38 830. 96
1, 142 5;:5 445,17
297 109 755. 23

Total July 1, 1919, to Oct. 31, 1919........ ceneerrananenias veren

90, 552, 598. 41

1,052,459, 587. 85

503,946, 584. 56

247,602, 465. 67

1,424,497.89°

1,805, 985, 734. 38

88

"
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RECAPITULATION,

Apr. 6, 1917 to Ju.ne RIURS L RPN
Fiscal year 1918 ..o
Fiscal year1919...........
Julyl 1919 to Oct. 31 1919..

65, 210, 500. 96
179 998 383.49
184 457 867.39
90 502 598.41

326,906, 757. 77
2,314, 006, 291, 84
3,018, 783, 687. 29
1,052, 459, 587. 85

N

142,391, 206. 47
872, 028 020.27
1, 296 001 291. 67
703 946 584. 56

31,286, 970. 82
292,513, 814. 82
646,139, 700. 05

247,602, 465. 67

1,424, 497. 89

567,438, 707. 03
3, 664 582 864.70
5 102 257 136. 43
1, 890, 980 734. 38

(€7 £:511s 1 701 - Y B IR 520, 219,350.25

6,712,156,324. 75

2,814,867, 102. 97

1,217,542, 951.36

5,478,713.27

11, 280, 264, 442. 60

Total receipts and disbursements Jfrom Apr. 6, 1917, to Oct. 81, 1919, as published in the daily Treasury statements.

RECEIPTS.

Net balance in the general find Apr. 5, 1917......
* Receipts, exclusive of principal of public debt, Apr.
6, 1917, to Oct. 31, 1919................ PR

$92, 317, 710. 27

11, 280, 264, 442. 60

DISBURSEMENTS. .

Disbursémenté, exclusive of principal of public

Public debt disbursements, Apr. 6, 1917 to Oct. 31,

debt, Apr. 6, 1917, to Oct. 31,1919 ............ $35,413, 111, 205. 26

Public debt receipts, Apr. 6, 1917 to Oct. 31, 1919. 55, 234, 272, 754. 36
' 66, 606, 854, 907. 23

30, 305, 711, 180. 75

888,032, 521. 22

66

, 606, 854, 907. 23
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There is attached hereto as Exhibit 3, page 219, a table showing
the cash expenditures of the Government for the fiscal years 1917,
1918, and 1919, as published in the daily Treasury statements and
classified according to departments.

THE PUBLIC DEBT.

The gross public debt, on the basis of the daily Treasury statements,
- amounted to $26,210,530,000 on October 31, 1919, without any
deduction for loans to the Allies or other investments. Of this sum,
only $3,736,352,000 was in the form of Treasury certificates or float-
ing debt. The total figures mentioned represented a gross debt
increase since April 6, 1917, of $24,928,561,000. Deducting the net
increase in the general fund balance from the gross debt increase
results in a net debt increase for the war period from April 6, 1917,
to October 31, 1919, of $24,132,846,000.

The following statement shows the debt classified by issues and
the gross and net increase for the war period:

Public debt Oct. 31, 1919, oﬁ the basts of the daily Treansdry statements.

Bonds: . ‘ o
© Consols of 1930 . . .oevirninieiiianaans.. $599, 724, 050. 00
Loan of 1925... ... ooii e, 118, 489, 900. 00
Panama’s of 1916-1936...........cc ... 48, 954, 180. 00
Panama’s of 1918-1938.................... 25, 947, 400. 00
Panama’sof 1961................. s 50, 000, 000. 00
Conversion bonds........oeeveuieeeenn..:. 28,894, 500 00
Postal savings bonds....... P, 11, 453, 100. 00
- . —————  $883, 463,130.00
First Liberty loan. . ......oeeueennennn... 1,984, 783, 330. 00
Second Liberty loan.............oooooL. 3, 526, 377, 747. 60
Third Liberty loan....................... 3, 904, 313, 017. 50
Fourth Liberty loan..................... 6, 613, 907, 148, 00 :
: —  16,029,381,243.10
© Total DONAS .+ e neneneci i e e e et 16, 912, 844, 373. 10
Notes: Victory Liberty loan........ccooiiiiiiiii i, 4,413,938,116. 53,
Treasury certificates:
Loanand tax.-.ccoovnmionioiaaaiaann .. 3,465,136, 000. 00
Pittman Act........... . 255, 475, 000. 00
Special 188U€g. v e eevienni il 15, 741, 300. 37 .
; : —  3,736,352,300.37
War-savings certificates (net cash receipts)................. R 910,684,987, 44
Ol1d debt on which interest has ceased.......c.coeii it 2, 144, 970. 26
Total interest-bearing debt . ...... e eeeaaaaaaan teeeene 25, 975, 959, 747. 70
Noninterest:bearing debt........c....ooooiii il 234, 570,522. 19

Total gross debti...enneeiveseneaneneeneannnn i 26, 210, 530, 269. 89
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Gross and net increase of the public debt for the war period, Apr. 6, 1917, to Oct. 81, 1919,
" on the basis of the daily Treasury statements.

Total dlsbursements for war Total gross debt Oct. 31, 1919. .. $26,210,530, 269, 89
period, exclusive of principal . Total gross debt Apr. 5,1917.... 1,281,968, 696. 28
of public debt................ 835,413,111, 205, 26 -

Total ints f iod Gross debt increase for
ota. recelpts for war period, “war period.............. 24,928, 561,573.61 -

exclusive of principal of public Net balance in

debt....... U 11,280,264, 442.60 | o P el .

fund Oct. 31, ,
1919l $888,032,521. 22
Net balande in

the general

fund Apr. 5, o
917....oelLls 92,317,710.27
Net increase in balahee in )
Excess of disbursements general fund ............ 795,714, 810. 95
over receipts for war S Net debt increase for war
period..coeeeenaaiiiis 24,132, 846, 762. 66 period..coceeiiiiiniiin. 24,132, 846, 762. 66

There is attached hereto as Exhibit 4, page 220, the financial state-
ment of the United States Government as of June 30, 1919, which
shows the state of the Treasury and of the public debt on that date.

THE FOURTH LIBERTY LOAN

The annual report of the Secretary of the Treasury for the fiscal
year 1918 reported the approximate final results with respect to sub-
scriptions to the fourth Liberty loan. It was necessary subsequently
to make several adjustments in the compilation. = The figures, cor-
rected to September 30, 1919, show that the total amount of subsecrip-
tions allotted was $6,992,927,100. The amount of bonds issued and
deliverable as a result of these subscriptions was $6,964,524,650.
-This was the largest of the Liberty loans and was the greatest issue
of bonds in history. It is estimated that the vast amount allotted
was subscribed by 22,777,680 persons. Eighty-four per cent of that
number subscribed in amounts of $50 and $100, while more than 99
per cent subseribed in amounts ranging from $50 to $10,000. The
following table shows the subscriptions allotted, payments received,
and original deliveries of coupon and registered bonds as of Septem-
ber 30, 1919:

The fourth Liberty loan—Statement of subscriptions allotted payments recetved, and
original delivery of coupon and regzstered bonds as of Sept. 80, 1919.

Boston. New York. Philadel- | g)oveland. Richmond,

phia.
Subscriptions allotted............... 3632, 101, 250 ($2,044,901,750 [$598, 763, 650 (3701, 09,800 8352, 685, 200
Payments received by Treasurer of ; . N

nited States...........lo.eeiiil 632,101,250 | 2,044,901,750 | 598,763,650 | 701,909,800 | 352,685,200

Less part payments.............. O Y T D Y P

Full-paidsubscriptions ........ 632 101, 250 | 2,044,901,750 | 598,763,650 | 701,09,800 | 352,685, 200

Orlginal delivery—Coupon bounds. ...| 574,977, 450 | 1,889,516,600 | 577,866,400 636,847,700 | 316,264,000
Orlgmal delivery—Registered bonds. 57 123,800 155,385,150 | 20,897,250 | 65,062,100 36 421 200

Original delivery—Total. ... . | 632,101,250 | 2,044,901,750 | 598,763,650 | 701,909,800 | 352,685,200

Deliverable agalnst full-paid sub- .
Cseriptions. ...l T P
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The fourth Liberty loan—Statement of subscriptions allotted, payments received, and
original delivery of coupon and registered bonds as of Sept. 30, 1919—Continued.

Atlanta. Chicago. | St. Louis. Minl!ilse.apo.

‘Subscriptions allotted. .. .............oooteeeeoo... $217, 885, 200 (3969, 209,000 (8295, 340, 250 $242, 046, 050
Payments received by Treasurer of United States...| 217,816,808 | 969,209,000 | 295,340,250 | 242,046, 050
Less PArt PAyments. ... ...euuuuneiiiniiaieennennns 12,308 [..coeeiiiii]eennen S

Full-paid subseriptions............... e 217,804,500 | 969,209,000 | 295,340,250 | 242,046,050
Original delivery—Coupon bonds...... s 195, 244,050 | 840,150,950 | 253,415,200 | 209,367,350
Original delivery—Registered bonds................. 22,508,450 | 129,058,050 | 41,925,050 | 32,678,700

Original delivery—Total............coveeinnn.. 217, 752, 500 969, 209, 600°| 295,340,250 | 242, 046, 050
Deliverable against full-paid subscriptions........... 52,000 1. cnieieiini e e .

Kansas San Fran- : :
City. Dallas. clseo. Special. Total.

Subseriptions allotted................ $295,951, 450 18145, 997,950 [$462, 250,000 {$33,885, 550 |86, 992,927,100

Payments received by Treasurer of
the United States.

295,949,750 | 145,978,405 | 462,242,190 | 5,596,950 | 6,964, 541,053
Less part payments. 200 2,905 990 16,403

............ 'y

Full-paid subseriptions......... 295,949,550 | 145,975,500 | 462,241,200 | 5,566,950 | 6,964, 524,650
Original delivery—Coupon bonds,.... 219, 445,750 | 132,719,800 | 436,417,400 | 5,594,750 | 6,287,827, 400
Original delivery—Registered bonds..| 76,475,100 | 13,255,700 | 25,823,750 | ~ 2,200 | 676,616,500

Original delivery—Total. . ..... 295,920, 850. | 145,975,500 | 462,241,150 | 5,596,950 | 6,964, 443,900
Deliverable against fqll-paid' sub-

sefiptions.. .. .....ooiiiiaiiat 28,700 |eevurcnannnnn 50 foreeuinnnnn- 80,750

" The statistical information with respect to results of the fourth .
Liberty loan, attached hereto as Exhibit 5, page 225, was compiled
by the War Loan Organization and is based upon the subscriptions
as originally reported. Since that time there have been various
adjustments in the figures, particularly with respect to Army sub-
scriptions, which, under the special plan, were subject to cancella-
tion in certain circumstances. The final allotment and issue, cor-
rected to September 30, 1919, is in accordance with the above table.

THE VICTORY LIBERTY LOAN.

Early in the calendar year 1919 it became clear that it would be
necessary, as predicted in November, to issue another loan in the
spring to fund the floating debt, which was rapidly accumulating as'
the result of mounting expenditures in the months immediately
succeeding the signing of the armistice. The situation was one of
very great and very grave difficulty with respect to the successful
continuation of the Government’s program.of war finance. The
country was passing through the period of readjustment from:-the
most colossal organization for war in our history to the normal
processes of peace. This transition naturally was to be accomplished
through gradual stages and inevitably was to be marked by uncer-
tainties and perplexities that affected the whole structure of industry,
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business, and finance. In addition, the cessation of hostilities,
with the knowledge that the terms of the armistice made it impos-
sible for Germany to resume fighting, caused many people hastily
. to assume that the large financial requirements of the Government
were at an end. There could be no greater error, or even calamity
if the impression were not quickly eradicated. The patriotism of
war had made memorable successes of four great Liberty loans, but
all of the war bills had not been paid. The fifth loan, to be floated
without the accompaniment of the enthusiasm and delirium of war
and the presence of imminent danger in the face of a national enemy,
was to test the quahty of the patriotism of peace of the people of
America.

In the face of t,hevse unfavorable CODdlthDS, the Treasury was told
by men of steady judgment that we must approach the problem of
the fifth loan in a distinctly cold-blooded mood; that things had
assumed a different aspect; that our attitude of mind and heart was
" altered; that we must consider the matter strictly from an invest-
mernit point of view and put the loan on a commercial basis. Some
students of the situation believed it would be impossible again to
appeal to the patriotism of the American people. The Treasury
held no such view. Furthermore, it was impossible to float the loan
strictly on a commercial basis. After floating billions of dollars of
Liberty bonds, it was unthinkable to expect the assimilation, purely
for investment purposes, of a loan of the proportions required. This
department recognized that an appeal must be made to the patriotism
of Americans, and its unfaltering faith in the result of that appeal
was never shaken. The honor of the Government was involved in
the payment of the war bills; and the Government’s honor is: the
people’s honor. To have lost conﬁdence in the loyalty of the fathers
and mothers, brothers and sisters, and compatriots of the fine men Who )
went to France to save the freedom of the world would have brought
despair into the Treasury, and despair in the Treasury; of all places
would have meant the failure of the loan.

It was the desire of the department to postpone the oﬁemng of
the issue, which. it was decided to name the Victory Liberty loan in
honor of the heroic achievements of our gallant Army and Navy
and the successful conclusion of the war, until the latest possible
date in order to give the country time to recover from the tremendous
transactions involved in' the fourth Liberty loan, to permit the
progress of readjustment to the utmost limit, and to afford the
largest measure of preparation for the issue to'be floated under such
unusual and untried conditions. In the circumstances, it was out
of the question to determine in detail all the terms and ¢onditions-of
the loan before the third session of the Sixty-fifth Congress explred
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by constitutional limitation on March 4, 1919, and, consequently,
it was necessary to ask the Congress for larger discretion- than had
hitherto been granted, if. the Government was to obtain all the
advantages accruing from the ability to fix the rate of interest and
qther terms of the loan- at an opportune and appropriate time in
order:to meet conditions as they might exist when the offering was
‘inade to: the ‘public. The subject accordingly was presented to the
House Committee on. Ways and Means on February 10, 1919, in
the following letter to the chairman of the committee, a copy of
which also ‘was sent to the chairman of. the Senate Committee on
Finance:
WASHINGTON D. C., February 10, 1919.

" DEAR MR.- KucmN Now that the.reveriue bill has passed the House, I-desire,
in accordance with the intimation contained in my letter of January 15 to you and
my talk with you and Mr. Fordney, to ask the attention of the Ways arid Means Com-
mittee to the necessity of the immediate enactment of legislation amending the
Liberty bond acts s6 as to make possible the funding by a Victory Liberty loanin the
spring of the floating debt which has been incurred and will be incurred up to that
time. The Victory Liberty loan could not be issued successfully. now that hos-
tilities have ceased, within the limitations imposed by existing laws.

. After most careful consideration of the matter and after recewmg and consuiermg '
the views of bankers, Liberty-loan workers, and others whose views are most enti-
tled to consideration, very reluctantly I am constrained to say that I can not wisély
détermine now'in February the terms of the bonds or other obligations which it would
be wise to offer for subscription in April when the Liberty-loan campaign should prob-
ably begin. At the moment we are in a period of readjustment. To the slackening
of industrial and commercial activity incident to the termination of active warfare

" has been added the usual dullness of the winter season. The necessary and desirable
¢contraction of our credit structure has begun and will be greatly facilitated by the
enactment of appropriate legislation to permit the liquidation of claims arising under
informal Army contracts. Steps have been taken to break the deadlock which has
arisen growing out of the maintenance, nominally at least, of war prices in certain
basic industries. Upon the enactment of appropriate legislation to enable the Food
‘Administration to protect the guaranties given by the United States, I am hopeful
that it will prove possible to restore the operation of the law of supply and demand
with respect to foodstuffs with, as I believe, a consequent reduction in the cost of
living. A period of rising prices and of intense industrial activity such as we have
experienced during the past four years is always a period of great apparent prosperity,
and a penod of falling prices and of the contraction of credits is always 2 period of
depressmn The retardation of the process of readjustment by artificial means can
only increase the evils inherent in the situation. Buying will not begin and activity
will not set in until the community at large is satisfied that prices have reached bed-
rock. I am very hopeful that measures now under. discussion may result in the
rapid acceleration of the readjustment, and I am firmly convinced that if that be
done America has before her a new period of great and growing prosperity. I am
even sanguine enough to believe that it is within the range of the possible that so
much may have been accomplished on the lines above indicated before the expira-
tion of two months from now that the whole situation will have been changed and that
we may look forward to the successful issue of the Victory Liberty loan on terms
which to-day would seem quite impossible.
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. Furthermore, merely asa matter of the technique of bond selling, it would beia
fatal mistake to fix‘the terms of the loan so long in advance of the offering. The
issue would become stale and its attractions would have been discounted long
before the loan campaign begins. It will be remembered that the second Liberty-
bond act was approved as late as September 24 and the bonds were offered on
“October 1, 1917; that the third Liberty-bond act was approved April 4 and ‘the bonds
offered on f&pnl 6, 1918; and that the supplement to the fourth Liberty-bond act was
approved September 24 and the bonds offered on September 28,-1918.

" Therefore, and in view of the early expiration of the life of the present Congress
and the apparent impossibility of convening and organizing the new Congress in
time -to ‘enact further bond legislation before the Victory Liberty loan campaign
bezins, I reluctantly ask greater latitude in the exercise of a sound discretion as to
the terms of the Victory Liberty loan than has been conferred by the Congress in

" respect to previous loans. I should be only too glad to have the Congress share with
me the responsibility of this extraordinarily difficult determination, but, believing
that it would be a grave mistake to reach a final determination at this time, I must
ask authority to deal with the matter as the situation may develop. -

Holding these views, I have ventured to have prepared, and I submit to you here-
with, a draft of a bill to amend the Liberty-bond acts and for other purposes (Ex-
hibit 6, page 231). This bill would (1) increase the authorized issue of bonds from
$20,000,000,000 to $25,000,000,000; (2) remove the limitation as to interest rate so
far as regards bonds maturing not more than 10 years from the date of issue; (3) author-
‘ize the issue of not to exceed $10,000,000,000 of interest-bearing, noncirculating notes
having maturities from one to five years; (4) authorize the issue of honds and notes
payable at a premium; (5) exempt war-savings certificates from income surtaxes;
{6) confer authority upon the Secretary of the Treasury to determine the exemptions
from taxation in respect to future issues of bonds and notes and to enlarge the exemp-
‘tions of existing Liberty bonds in the hands of subscribers for new bonds and notes;
{7) exempt from income surtaxes and profite taxes all issues of Liberty bonds and
bonds of the War Finance Corporation lield abroad; (8) extend the period for conver-
sion of the 4 per cent Liberty bonds on the lines suggested in my letter of January 15
to you; (9) create a 2§ per cent cumulative sinking fund for the retirement of the war

-debt; (10) continue the existing authority for the purchase of obhgatlons of foreign
governments after the termination of the war in. accordance with the views expressed
by Secretary McAdoo,. by letter and in his testimony before the Ways and Means
Commlttee and (11) extend the authouty of the. War Finance Corporation so as to
permit it to make loans in aid- of our commerce, thus supplementing the aid which
may be given by the Treasury on direct loans to forelfrn governments and in a measure
relieving the Treasury of demands for such loans.

I am sure that your committee will wish to discuss all of these matters fully with
me, and I shall not burden you at this time with a fuller statement of my views con-
cerning ‘them.

I am sending a copy of this letter to Senator Slmmons

. Very truly, yours,

B CARTER GLAsS.
Hon. Craupe I‘\l'rcmN,

House of Representatives.

The situation was explained in further detail three days later—

February 13, 1919—in the followmg statement before the Committee -

on-Ways and Means:

On the date the armistice was signed the Unlted States was in the fortunate position
of having outstanding no short-time indebtedness, excluding war-savings certificates,
that was not covered and more than covered by the deferred installments on subscrip-
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tions for the bonds of the fourth Liberty loan. But expenditures in November, De-
cember, and January, according to the daily Treasury statement, exclusive of trans-

actions in the principal of the public debt, amounted to $5,958,576,114.24, or at the .
rate of nearly $2,000,000,000 2 month, and the amount of Treasury certificates of in-
debtedness outstanding on January 31 was $4,798,064,800, of which $3,225,099,500
were issued in anticipation of the Victory Liberty loan. Expenditures for the first
seven months of the fiscal year ending June 30, 1919, exclusive of the principal of the
public debt, amounted to $12,594,498,537.96. It is apparent that unless there should
be a very radical.reduction in expenditures during the last five months of the current
fiscal year Secretary McAdoo’s hope that the expenditures for the whole fiscal year
would be in the neighborhood of only $18,000,000,000 must be disappointed. T have
not as yet been able to obtain revised estimates from the War Department and other
departments of the Government of their probable expenditures. The cash disburse-
ments during the first 10 days of the current month of February have shown a grati-
fying decrease, but the knowledge that heavy payments on the settlement of informal
Army contracts are being held in abeyance awaiting the enactment of appropriate
legislation, and that protracted discussion concerning the terms of peace will neces-
sitate the continuance of large military expenditures abroad, the continuance of large
expenditures by the Shipping Board, the Navy program, and the guaranties and:
commitments of the Food Administration prevent me from looking forward to any
great reduction in cash disbursements in the early future.

- With these things before us and with a.floating.debt of nearly $o 000,000,000,
increasing at the rate of, say, $1,400,000,000 a month, you will, I know, not be sur-
prised by my recommendation of an increase in the authorized amount of bonds.

- The amount of bonds authorized and unissued under existing Liberty bond acts
is slightly in excess of $5,000,000,000; the authorization under the first bond act
having been $2,000,000,000, and under the .second, third, and fourth acts
$20,000,000,000, and approximately $17,000,000,000 of bonds having been issued
under the four acts. It is needless to say that the Treasury does not contemplate
the issue in connection with the Victory Liberty loan of any such amount of bonds
as $10,000,000,000. . It has, however, been the practice of the Treasury since the
second Liberty loan to allot the entire amount of bondssubscribed for. In order to be
in g position to do thisin connection with the Victory Liberty loan, if it should then
. be thought wise to follow that policy, it is necessary to authorize some increase in t]}}e
amount of bonds authorized to be issued. In making the change it seemed wise to
suggest an increase to a figure which, so far as at present information is available,
would seem to represent the maximum possuble amount of the bonded debt growing
out of the war.

Not in addition to but as an alternative of the issue of such bonds, I have suggested
the authorization of an issue of notes limited to $10,000,000,000, and I should like to
suggest also an increase. in the maximum amount of Treasury certificates from
$8,000,000,000 to $10,000,000,000. It can not be too plainly stated that these three
items of $10,000,000,000 each are not cumulative.

I should like to draw the attention of the committee especially to that, as an editorial
in one of the New York papers several days ago seemed to think they are to be
cumulative.

It is contemplated merely that authority should be given to the Treasury to finance
the existing and expected indebtedness, either by the issue of Treasury certificates
or by the issue of notes or by the issue of bonds. It may be desirable to adopt all
of these methods in succession. It may be desirable to issue Treasury certificates
in the first instance and bonds to refund them, as has been done in.the past. It may
‘be desirable to refund the Tredsury certificates into notes and the latter ultimately
into bonds. Conditions may be such that the issue of a series of notes of a shorter
maturity than is indicated in section 4 of the second Liberty bond act as appropriate
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for a bond issue, but of a longer matunt) than that peimitted for Treasury certificates
of indebtedness, would be desirable.

. ‘Conditions in April might be such that it would be easy and wise to issue a short-
time note bearing a relatively high rate of interest and carrying with it the privilege
of conversion. into bonds bearing interest at a lower rate and having a longer maturity.
This would make necessary authority for the issue of both the notes.and the bonds
to the full amount to be raised, but, of course, would not necessitate the existence
of both as outstanding indebtedness at any one time. On the other hand, it might
be desirable to make an alternative offer of bonds and notes, leaving the subscriber a
choice between the two. This also would necessitat.e double authorization, but only
one debt.

In respect to the notes and also in respect.to bonds of a maturity of 10 years or less
I have asked authority to determine the interest rate as the situation may develop. .
I am by no means convinced that conditions will be such in April as to necessitate
an increase in the interest rate over that provided in existing law to an important
extent, if at all, yet if I were obliged to determine now what is the lowest rate at which
-I could undertake with certainty to finance the requirements of the Government when
the issue is offered in April T should be obliged to name a maximum rate much higher

“than that which, if developments are as favorable as I expect they will be m the
interval, will, T hope, be sufficient to float the.loan.

There is not, I venture to say, a solvent banking house in America which would
enter into a ﬁrm obligation to-day to purchase in April any important amount of
securities of any character at any price whatever—certainly not at a price which failed
to make such an allowance for contingencies in the interval as would be regarded
as prohibitive by the borrower. Yet that is exactly what the Congress would require
the Secretary of the Treasury to do if it were to fix the interest rate to-day. I can not
undertake the responsibility of shying now at what rate the bonds or notes may be sold
in April; and if you were to-day to fix a maximum rate such as to be sufficient in any -
possible contingency you would by that very act tend to force the adoption of that
maXimum rate when the loan is offered. No Liberty loan has ever been sold at lower
rate than the maximum fixed by the act under which it was issued. On the other
hand, in the second Liberty bond act, which was approved nearly a year and a half
ago, you conferred upon Secretary McAdoo authority to issue Treasury certificates of
indebtedness without limit as to the rate of interest, and he and I have been able to
maintain the rate of 4}-per cent for such certificates during a full year, including the
period when our war prospects were at their darkest and the recent period when the
cessation of hostilities has made the problem of selling Government securities most
difficult. The floating debt, represented by Treasury certificates now outstanding
and to be issued in the interval before the Victory Liberty loan is offered, must be
refunded, and bonds or notes must be sold to an amount sufficient to accomplish this,
purpose. To withhold from the Secretary of the Treasury the power to issue bonds
or notes bearing such rate of interest as may be necessary to make this refunding
possible might result in a catastrophe. To specify in the act the maximum amount
of interest at a figure sufficient to cover all contingencies would be costly, because the
maximum would surely be taken by the public 43 the minimum..

I have suggested that authority be conferred upon the Treasury tc issue bonds or
notes payable at.a premium at maturity, believing that it might be found desirable
to issue bonds following the lines of the British national war bonds, which have heen
issued so successfully during the past year and a half. Payment of a slight premium
at maturity would have a number of advantages over an increase in the nominal in-
terest rate: (1) It would carry with it an inducement to saving and- to the retention of
the bonds; (2) it would tend to limit depreciation in the market; (3)it would probably
have a somewhat-less injurious effect upon the market value of existing issues of
Liberty bonde and other securities than a flat increase in the interest rate; and (4) it
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would make possible more exact computation of the effective interest rate to be borne
by the bonds-or notes than is possible where bonds are issued and paid at par. A
fractional semiannual interest payment involves infinite annoyance to bondholders,
banks, and the Government itself, which would be to a great extent avoided by pay-
ment of 2 small premium, only once—at maturity. I do not undertake to say that it
will be found wise to issue bonds or notes payable at-a premium, but I do say that the
Treasury should be equipped with authority to do so if that be found expedient.
. I have asked for authority to determine the exemptions from taxation to be carried
by the bonds, notes, and Treasury certificates. Such exemptions could not be greater
than that conferred by the Congress in the first Liberty bond act. It would not be less
than exemption from State and local taxes. Within these limits T believe it is expedi-
ent that the Treasury should have authority to determine the exemptions. Asa matter
_of principle, I agree entirely with Secretary McAdoo that exemptions from taxation,
even in respect to the Government’s own bonds, are undesirable. He, however, found
it necessary, as a practical matter to modify those views to meet the exigencies of the
situation in connection with the fourth Liberty loan. The honds of the second
Liberty loan carried a higher rate of interest than those of the first, the bonds of the
third carried a higher rate of interest than those of the second, and the bonds of the
fourth carried greater exemptions from taxation than those of the third. That some-
thing inust be done to make the bonds or notes of the Victory Liberty loan more attrac-
tive than their predecessors is apparent. Whether the needed attraction should be
found in increased interest rate or in additional exemptions from taxation, or by a
combination of both, would be unwise to determine.now. In the discussion of the
pending revenue bill and of the supplement to the fourth Liberty bond act Seqetary'
McAdoo called attention to the relation between income taxes and the rate of interest
on the bonds. In his letter of June 5, 1918, to Mr. Kitchin concerning the revenue
bill Secretary McAdoo wrote.as follows: '

This brings me to another consideration of gieat moment in the Government's
financial plans. I hope that it will not be necessary further to increase the interest
rate on Governmaent honds. Thenumber ofsubscribers tothe three Liberty loansaggre-

ated 30,000,000, The people who subscribed are impatient of those who have not.
arious plans have been urged upon me for forcing the people to buy Liberty bonds.
The man of small means who buys a $100 bond wants his neighbor to do so, too. There
is a popular demand also for high taxes upon war profits. There is also a popular
demand that all the people should contribute to financing the war. There should,
therefore, be a substantial increase in the normal income-tax rate and a higher tax
should be levied upon so-called unearned than on earned incomes. Income derived
from Liberty bonds would be exempt from this taxation, and the relation between
.income from Liberty bonds and income from other securities would be readjusted
without increasing the rate of interest on Libeity bonds. It would not tax the pa-
triotic purchasers of Liberty bonds on their holdings, but it would weigh heavily
. upon the shirkers who have not bought them. It would make the return from Liberty
.bonds compare favorably with the return from other securities. It would give the
Government’s bonds an essential and necessary advantage over those of corporate
borrowers, and would very greatly decrease the relative advantage which State and
municipal bonds now enjoy through the total exemption which they cairv. It would
produce a gradual readjustment of the situation in the investment markets instead™
of an abrupt one, as would be the case if the interest rateon Liberty bonds should be
increased. o N o

-A normal tax falls upon all alike. Therefore, as I pointed out in my statemeunt
before the Ways and Means Committee last summier, there is not the same objection
to the exemption from normal income taxes as there is to the exemption from sur-
taxes. A substantial increase in the normal income tax is the soundest and surest
way of stabilizing the price of Gevernment bonds. If we have to increase the interest
rate on Government bonds, the increased rate may continue for 10 to 30 years, and
some.of the bonds which we have issued will go to great premiums not long after the
war is over. - If we make the bonds at the present rate more attractive by increasing
the normal tax, then the decrease in taxation which will follow the close of the war
will automatically adjust the situation. I believe that to stabilize the price of Gov-
ernment honds by first increasing and subsequently reducing the normal income
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‘taxes; from which the holders of these bonds are exempt, is sound finance and sourd
€Cconomics. i - : : - ’ o
There is another feature deserving of consideration.” We are asking the.people to

finance this war and we are offering them an investment paying 4% per.cent interest.
The people. have responded wonderfully to this appeal. In the list Liberty loan
campaign 17,000,000, approximately, subscribed. There'is a widespread feeling that
many people who are able to do so, especially those who are making vast profits out
of the war, are not doing their parteither.in the purchase of Liberty bondsorin the gay-
ment of taxes; that they are investing in corporate stocks and bonds producing high
returnsinstead of in the bonds of their own Government, producing reasonable returns,
when the first duty of patriotism and self-protection demands that they.shall buy
Government bonds for the protection of the Nation in its hour of peril. -

. There is a natural feeling among the masses of the people that taxation upon incomes
and upon war profits should be high enough to bring the return from corporate invest-
ments more nearly on a parity with the retuwrn from Government bonds; that the Gov-
ernment should not be forced to compete for credit with war industries, which are
profiting abnormally and which, unless restrained by the exercise of sound and just
taxation, will constantly add to the difficulties of the people of the United States in
their effort to supply the Government at reasonable interest rates with the credit it
needs to fight successfully this war for liberty:

And on September 5, 1918, Secretary McAdoo wrote to Mr. Kitchin . concerning
the supplement to the fourth Liberty bond bill as follows: .

The delay in the enactment of the tax bill, the fact that the rates of income surtaxes,
to which the interest on Liberty bonds, except the firat Liberty loan, is subject, will
be higher, and the rate of normal income tax on unearned income will be lower,

than' T had contemplated, materially affect the prospects of the fourth Liberty loan.
* * * * * . * *

The market price of Liberty bonds, which responded favorably to the suggestion
of an increased normal tax, from which the bonds will be exempt by their terms, was
depressed by the newspaper reports of a greatly increased surtax, to which the interest
on the bonds will be subject. . .

* *

Last ‘year I had the privilege of explaining to you and your colleagues on the Ways
and Means Committee very fully the reasons why I advocated making the income
from Liberty bonds subject to income surtaxes. I still believe that that course was
wise and that the arguments advanced in favor of it were sound. It will not do, how-
ever, to press any theory, however sound, to an extremity, and it is obvious that as a
practical matter we can not keep the interest rate on Government bonds stationary
or substantially so; and continue indefinitely to increase the surtaxes to which the
income from those bonds is subject without at the same time limiting the market for
Liberty bonds to those who have little or no surtaxes to pay.

In order to give the numerous small holders of Liberty bonds the advantage of a
market upon which they may sell their bonds in case of necessity, and also to attract
subscriptions from the great number of investors of ample means, but not of great
wealth, it will be necessary immediately- either to incresse the interest rate or to
neutialize. the increased surtaxes by freeing the bonds to a limited -extent from such
taxes. C

* * * * * * ' *

" I'am inflienced in this determination by the fact that it continues necessary to sell

- Liberty bonds in competition with billions of dollars of bonds of the United States,
the various States and municipalities, which are wholly exempt from surtaxes, as
well as from all forms of taxation, so that the person whose in¢ome 1s subject to surtaxes
is'apt to make a comparison of the income return from the Liberty bonds which he ig
asked to subscribe for, not with the income return from corporation and other securi-
ties such as carry no exemption from taxation, but with the income return from wholly
exempt bonds of the United States and the various States and municipalities. Under
‘the existing state of the Constitution and laws, such a comparison can not be avoided.
In these circumstances we must find a middle ground between the sound view which
would refuse all exemptions from surtaxes and the practical necessity of taking into
account the fact that such exemptions will in any event be gained, as surtaxes are
steadily increased, by shifting funds into governmental, State, and raunicipal bonds, .
the income from which is exempt from surtaxes as well as from normal taxes.

In granting such exemption, I think appropriate provision should be made to the
end that those who subscribe for bonds of the fourth Liberty loan may, to the extent

* % * * ’ *
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of a specified portion of their holdings, part101pa.te in the exemption in respect to’
bonds of the first Liberty loan converted, the second Liberty loan converted and
unconverted, and -the third Liberty loan.

The considerations which led Secretary McAdoo to recommend increased exemp-
tions from taxation in September are more potent now. The Capital Issues Com-
mittee, which had exercised a restraining influence upon the issue of State and munici-
pal gecurities, has ceased to function and such securities are now being issued without
- restriction. The Treasury itself has found it necessary to resume the sale of bonds
of the Federal land banks, and these must continue to be issued in increasing amounts
carrying as they do exemption from all taxation. Those who are subject to higher
rates of surtaxes will escape taxation-at those rates to a very considerable degree by
investment in the $8,000,000,000 or $10,000,000,000 of existing securities carrying
exemption therefrom and the new securities of the same character continually being
_ offered. They will seek also for investment more speculative securities carrying a
very high nominal income rate. Low-rate taxable bonds have no attraction for them.

The cessation of hostilities, the discontinuance of war work, and war wages have
greatly decreased the investment power of the millions of patriotic Americans of
small means who subscribed so liberally to the second, third, and fourth Liberty
loans. They will, I know, subscribe, and subscribe largely, to the Victory Liberty
loan. But whether it be in their power to subscribe as largely as they have subscribed
for bonds of other loans I do not know. In any event it is essentially in their interest
that an obligation be devised which will not only be attractive to them in the first
instance, but which will have such characteristics as will tend to insure the main--
tenance of its market price after the drive is over. I can not now determine what
those characteristics should be, but I regard it as essential that I should be free to
enlarge the exemptions from taxation if, when the time comes to determine the terms
of the new issue, that should seem desirable.

I believe it egsential that in connection with the issue of the Victory Liberty loan
a plan should be devised which will fully protect the interests of the holders of the
existing Liberty loan bonds. As a matter of public policy it would not be wise nor
right to make a gift to the holders of those bonds, but I believe it will be wise and
proper to confer upon those holders of the old bonds who subscribe to the new loan
additional exemptions from taxation under terms and conditions and within limita-
tions to be determined. Such a course would not only be a great 2id to the sale of the
obligations of the new loan, but shkould be effective to improve the market price of
existing issues, which has suffered. from heavy liquidation, due, I believe, in large
measure, to the changed conditions following the cessation of hostilities. )

I have recommended that the holders of war-savings certificates be exempt from
taxation to the same extent as the holders of bonds of the first Liberty loan. These
certificates are of short maturity. The maximum amount which may be held by
anyone is limited to $1,000. The interest is not payable until maturity or earlier
redemption, and holders who await the date of maturity before collecting their cer-
tificates will in any event escape war taxation. The effort has been and is being
made to get the widest possible distribution of these certificates among the people of
the United States. I believe the lossinrevenue from this exemption will be negligible
and that the conferring of the exemption will make the certificates what they ought
to be, clearly the most desirable security issued by the Government, for I feel entirely
confident that the Government will not under any conditions which can now he
foreseen ever have to issue any security more attractive than an obligation bearing
interest at the rate of 4 per cent per annum compounded quarterly and exempt from
all taxation.

I have suggested that Liberty bonds and War Finance Corporatlon bonds held
abroad should be exempt from all taxation. This is an enlargement of a provision
already adopted by the Congress in relation to such bonds payable in foreign moneys.
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The early cessation of hostilities put an end to efforts to sell obligations payable in
foreign moneys before any important amount had been sold. I believe substantial
amounts would be invested in the United States Government bonds of the various
Liberty loans by persons in neutral countries with which the exchanges are now
~ adverse to the United States if such investors could be assured of exemption from
taxation in the United States. This would supply a number of desirable markets
for the secondary distribution of Liberty bonds and would have a beneficial effect
upon those exchanges which are now adverse.

As to the extension of the privilege of converting the 4 per ¢ent Libeirty loan bonds,
into 4} per cent.bonds, I expressed myself fully in my letter of January 15 to Mr.
Kitchin, as follows:

WASHINGTON January 15, 1919.

Dear Mr. Kircain: The total amount issued of 4 per cent bonds of the first Liberty
loan coriverted was $568,318,450, of which there remain outstanding as of December
31, 1918, in the hands of the pubhc unconvertéd, after deducting bonds purchased
and retired by means of the bond purchase fund and. bonds held by the War Finance
Corporation, $200,680,900; the total amount issued of 4 per cent bonds of the second
Liberty loan was $3, 807 862 350, of which there remain outstanding as of December
31, 1918, in the hands of the pub]_lc unconverted, after deducting bonds purchased
by means of the bond purchase fund and bonds held by the War Finance Corporation,
$366,999,900; total 4 per cent Liberty bonds outstanding as of December 31, 1918,
$1, 067 680 800.

Under the terms of the contract with the holders of these bonds the conversion
privilege expiréd on November 9, 1918, six months after it arose. Every effort was
made by Secretary McAdoo to give pub11c1ty to the fact of the conversion privilege
and itg approaching expiration, and that privilege remained open for six months.
My belief is that those who did not avail themselves of the conversion privilege
within the period fixed by the terms of the contract which the Government made
with them fall among the class of small holders who are unaccustomed to bond in-
vestments and who, on account of the very wide distribution of Liberty loan bonds,

" were not reached by general publicity, and could not, except in the case of registered
bonds, be reached by department circular. Insistence upon the letter of the contract
will result in loss to a group of patriotic bondholders toward whom a special duty
of consideration exists. The United States has suffered nothing by their failure to
act promptly in the exercise of the conversion right, and it is my judgment that the
conversion privilege should be extended. I propose to submit fo your committee
in connection with the bond bill which it will be necessary for me to present at an

early date for your consideration, a provision intended to extend the conversion -
privilege so that the higher rate of 4} per cent shall be effective from the semiannual
interest payment date next succeeding the date of presentation for conversion,

I am writing this letter to you now and giving it to the press in order that the
holders of these bonds may be informed of my views concerning the matter.

I am sending a copy of this letter to Senator Simmons.

Very truly, yours, 'CARTER Grass,

Hon. Cravpe KiTcHIN, )

Chairman C’ommzttee on Ways and Means
House of Representatwes

I believe that immediate steps should be taken to set up a sinking fund for the
retirement of the war debt. I have suggested the creation of 24 per cent cumulative
sinking fund calculated to retire the whole debt, so far as I can now estimate it, within
a period of some 25 years. A cumulative sinking fund has the advantage of making
the amount to be set aside for the service of the debt both on account of interest and
sioking fund substantially a permanent item at a fixed figure until the debt is retired.
The maturities and redemption dates for existing Liberty loan bounds have been
arranged with great wisdom and thoughtfulness by Secretary McAdoc, the bonds of
the second loan being redeemable during the period between 1927 and 1942, those
of the third loan being payable in 1928, those of the forth loan being redeemable
during the period between 1933 and 1938, and those of the first loan being redeemable
during the period between 1932 and 1947. Secretary McAdoo announced before he
retired; and I have confirmed the announcement, that the Victory Liberty loan will
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be of short maturities. Assuming that these maturities will cover the period between
one year after the termination of the war and the year 1927 it will always be in the
power. of the.Government to use the sinking fund effectively for the’ redemptlon of
bonds of the Liberty loans.

: -I.should accompany the bill with a recommendation for the repeal of the exxstmg
paper smkmg funds had not this recommendation been repeatedlv made in the anhnual
reports of the Secretary of the Treasury without action. . -

I have with me and would like to make a part.of my statement the followmo .

(1) Statements showing classified receipts and disbursements, exclusive of the
principal of the public debt, by months from Malch 1, 1917, to January 31, 1919,
as published in daily Treasury statements.

(2) Memorandum concerning the existing authorlyatlons for issues of leerty
bonds showing the balance of authority under existing law.

(3) Statement showmg the interest-bearing debt of the United States as of January
31, including the issue of Treasury certificates which opened on January 30, the
ﬁnal figures for which were not received until a week or 10 days later.

(4) Statement of the bonds purchased by the Treasury for the bond- purchase
fund to January 31, 1919.

(5) Statement showing the final allotment of subscriptions to the fourth Liberty
loan corrected to February 1.

(6) Copy of the British war-loan act of July 30, 1918. :

This latter, I think, will interest you as bearing upou the extent of the dmcretlon
which I have asked the Congress to repose in me under the unusual circumstances
now confronting the Treasury. Following is the authority conferred upon the British
treasury by the Parliament:

1., Any money required for the raising of any supply granted to His Majesty
for the service of the year ending the thirty-first day of V[a,rch nineteen hundred and
nineteen, and, in addition, of a sum not exceeding two hundred and fifty million
pounds, or for the raising of any sum required for cancelling securities or treasury
bills undér the powers of this act, may be raised in such manner as.the treasury
think fit, and for that purpose they may create and issue any sSecurities by means
of which’ any public loan has been raised or may be raised, or such other securities -
bearing such rate of interest and subject tosuch conditionsas to repa,yment redemp-
tion, or otherwise, as they think fit.

The bill contains two provisions designed to meet 2 situation which is of vital
importance both to the United States and the European allies. The first of thesé
provisions authorizes loans to the allied Governments to provide for purchases in the
United States for export therefrom, for expenditures in the United States in connec-
tion with such purchases, and for the payment of interest to the United States, subject
to two limitations—one that the credits shall cease one year after the termination of
the war and the other that the total amount advanced shall be limited to the amount
remaining unexpended of the sum authorized by previous legislation to be loaned
to foreign governments for war purposes.

The second provision authorizes the War Finance Corporation to make advances
under proper restrictions to promote exports not to exceed at any one time the sum
of $1,000,000,000. :

These proposals are desugned to meet partially the situation growing out of the
temporary exhaustion of the'T European allies as regards foreign commerce and finance
and out of the transition of the United States from a debtor to a cteditor nation thch
has been brought about by the war.

Destruction of property by the enemy, demands on the man power and manu-
facturing facilities of the nations, and the limitations imposed by shipping require-

. ments upon the supplies of raw materials have combined to reduce the commercial
production of the European allied countries available for export to small proportio_ns,‘
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“and at the same time the needs of the war have compelled them to make imports
‘on a scale far transcending anything known beiore the war.

During’ the years 1917 and 1918 our foreign trade showed a net balance of
$6,400,000,000 (or.$3,200,000,000 a year), and our trade with Great Britain, France,
and Italy alone accounted.for $6,235,000,000 of this balance. In the year immediately

* preceding the opening- of the European war, i. e., the year ending June 30, 1914,

. -our total balance of trade was $471,000,000 and our balance with the three countries

" named $337,000,000. The trade figures for Great Britain for 1918 (up to November)
show that its exports for the year were in money value smaller and in quantlty far
smaller than in the preceding year, and her total trade for the 11 months ending

- November showed an excess of imports of practically $3,500,000,000.

The necessity of foreign purchases hefore we entered the war has greatly impaired
the resources of the European allies available to meet an adverse balance of trade,
80 that to-day they can not import goods- they need without financial assistance.
‘The Treasury hasinsisted that, as far as possible, this finance should be secured through .

" private channels; but the United States, before the war, was an importer.of capital
rather than an exporter, and it is not to be expected that our pecple will adjust
themselves to the changed situation so rapidly as to make it possible for all or even
the greater part of the needs of these countries to be met privately. Investment in
foreign securities was practically unknown in the United States before the com-
mencement of the European war, and the habit is one which can not be widely extended
in a short period of time. Some measure of governmental aid during the transition
period is therefore necessary if we are to be able to export the food supplies and other
commodities which E uropean allies desire to-secure and which it is to our 1nte1est
to sell theta.

In asking the extension of the powers of the War Finance Corporation, it has been
my thought to avail of methods approximating, as nearly as possible, to commercial .
practice and to enable the funds to be secured without resort to the Treasury or the
issue of Liberty bonds. The War Finance Corporation will, of course, if the legis-
lation is enacted, secure funds by.the issues of its bonds to the public which it is
already authorized to make. )

I do not feel, however, that thisaction alone w1ll meet the situation. Our exportera
will, of course, be liable to the War Finance Corporation for all advances made by it,
and must limit their.commitments, how ever well secured they may be. Moreover, in
some cases our Government will either directly, or in effect, be’ the vendor. . The
machinery of the War Finance Corporation is nct applicable to such cases. It is
anticipated that substantial sales of property of the United States Government, now
in Europe, to forsign Governments can be effected to the mutual advantage of the
Governments concerned. The materials referred to include railroad materials and
equipment, port and dock equipment, and other property of the American Expedi-
tionary Forces. Again, the Government as guarantor of the price of wheat has a
direct interest in the foreign sales of wheat.

The interest payments due from the several Governments on their obligations held
by the United States now aggregate over$200,000,000 each half year, and it is probable
that few of the Governments at the present time can meet these payments without
assistance. The requirements for the reconstruction of Belgium and northern France -
can not yet be fully determined, but it is probable that some of them vull be guch as
‘can not be met without Government loans.

- For these reasons I urgently ask the authority t»> broaden the purposes for which
the loans to, foreign Governments may be made. 1 do not ask an increased appropri-
ation and 1t would not be my purpose to avail of the authority, where.commercial loans
or the powers of the War Finance Corporation could, in my judgment, be ysed to meet
the requirements. 1 do, however, feel very strongly that before the Congress adjotrns
powers should be given sufficiently broad to enable the situation to be dealt with.
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We are creditors of the European allies to the extent of over $8,000,000,000 and we have
a very real interest in the early restoration of their economic life and their ability to
enter upon foreign trade. These allies include the countries to which for many yeats
the greatest volume of our exports has flowed, and if our foreign trade is to continue
and to grow our trade with these countries-must continue to be a large part of the total.
Business in the United States is now hesitant and unemployment is growing. Upon
the maintenafite of our exports depends i ina large measure whether this situation shall
become aggravated or relieved.

1 am convinced that exports must be greatly curtailed unless the Government foi
the present emergency (and only during that emergency) lends financial aid along
the lines I have indicated. I view with the greatest concern the task of raising the
funds needed by the Government during this year; but I am, nevertheless, willing
somewhat to increase those needs for this purpose, being satisfied that the resultant
effects will be such that the task as a2 whole will thereby be lightened.

What I have said, gentlemen, is a general explanation and elaboration of the letter
which I sent to the committee.

While the Congress did not grant in full the authority requested
by the Treasury, it responded, through the Victory Liberty loan:
act, approved March 3, 1919 (Exhibit 7, page 235), with alaw that
entrusted sufficient power and discretion to the Secretary of the
- Treasury with respect to the fifth loan to enable him to deal with
the situation .as it might develop. The new statute authorized the
issue of notes of the United States to the extent of not over
$7,000,000,000 upon such terms and conditions and at such rate or
- rates of interest as the Secretary might prescribe. It was provided

that the maturities should be not less than one year nor more than
five years from the date of issue. The act included certain alterna-
tive proposals with respect to exemptions from taxation and the
‘Secretary was given discretion to choose from among four classes of
exemptions. The right to fix the rate of interest and the latitude
given with regard to exemptions from taxation permitted the Treas-
ury to wait until the very eve of the loan campaign, if necessary,
before naming the terms and conditions of the issue. For the pur-
pose of stabilizing the market for the 4 per cent and 41 per cent
Liberty bonds, the law provided additional e\emptlons from taxa-
tion for the outstandmg issues.

During the war, Secretary McAdoo, had very wisely issued long-
term bonds with maturities and redemptlon dates spread over the
period from 1927 to 1947, leaving the field for short-term securities -
,free, with the exception of war-savings certificatés and the temporary
certificates of indebtedness, for use in meeting the situation that
followed the period of active fighting. After a careful survey of
financial conditions in all parts of the country, it was decided to
take advantage of the favorable field for short-term securities and
exercise the authority conferred by the Victory Liberty loan act for
the issue of short-term notes rather than long-term bonds, which latter,
under the law, were limited as to rate of interest to 4} per cent per -
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.. annum and were subject, with an uhimportant exception, to super-

" taxes and profits taxes. As soon as this conclusion was:. definitely

. reached the people of the country were promptly advised::* The first

_public announcement was made on March 12, 1919, when it:was stated
that the notes would be sold as a popular issue by means of another

~ great’intensive campaign which would open on Monday, April 21, and

" close on Saturday, May 10. It was not possible, that far in ad-
vance of the opening of the campaign, to determine the rate of
interest or the exemptions from taxation which the notes would
enjoy- because those questions must be based on conditions existing
immediately prior to the public offering. The public statement of
March 12, 1919, was as follows:

The Victory Liberty Ioan campaign will open on Monday, April 21, and will close
on Saturday, May 10. Under the act of Congress approved September 24, 1917, and
amendments thereto, the Secretary of the Treasury still has the authority to issue bonds
similar to those of the second, third, and fourth Liberty loans to the extent of not
over $5,022,518,000, but any issue of bonds under authority of this act is limited as. to
rate of interest to a maximum of 4} per cent per annum and would be subject to super-
taxes and profits taxes except for the right to participate in the exemption of $5,000
principal amount with other outstanding issues of Liberty bonds and certificates.

The Congress has now passed the Victory Liberty loan act which was approved
March 3, 1919, under which the Secretary of the Treasury is authorized to issue notes
of the United States to the extent of not.over $7,000,000,000 upon such, terms and
conditions and at such rate or rates of interest as he may prescribe. Itis provided in
this act that these notés shall be payableat such time or times, not less than one year
or more than five vears from the date of issue, as may be prescribed by the Secretary.
" After studying financial conditions in all parts of the country, I have determined
that the interests of the United States will best be served at this time by the issuance
of short-term notes rather than of longer term bonds which would bave to bear the
limited rate of interest of 4} per cent.

The Victory leerty Toan will therefore take the form of notes of the United States
maturing in not over five years from the date of issue. These notes will be, as were
the Liberty loan bonds, the direct promise to pay of the United States, will be issued
both in registered and coupon form, and the coupon notes will be in final form and will
have attached the interest coupons covering the entire life of the notes. I am hopeful
that the notes in final engraved form will be rea.dy for delivery by the opening of the
campaign on April 21,

I am led to adopt the plan of issuing short-term notes rather than long-term bonds
largely because of the fact that I believe that a short-term issue will raaintain a price
at about par after the campaign is concluded far more readily than would a2 longer
term issue. _

I have not yet reached a conclusion as to the rate of interest and exemptions from
taxation which’these notes will bear because this decision must be based on exist-
ing conditions immediately prior to the opening of the campaign.

I take this opportunity to repeat what I have already stated, that it is the inten-
tion of the Treasury Department to carry on the same kind of intensive campaign
for distribution as heretofore. It would be a most unfortunate occurrence if the
people:of the United States failed to take these notes, thus placing the burden of
subscriptions on the banks. The business of the country looks to the banking sys
tem for credit wherewith to carry on its operations, and if this credit is absorbed to
at large extent by the purchase of Government securities, there will be many limita-
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tions placed upon the supply of credit for business purposes. Our merchants and
manufacturers need ample credit for setting the wheels of industry in motion for
peace-time production and.distribution, and the wage ‘earner is directly interested
in seeing that these wheels are kept moving at 2 normal rate in order that full employ-
ment at good wages may continue, and where readjustment conditions have neces-
sitated a slowing down of industry, it is vitally important that activity be resumed
and labor reemployed at the earliest possible moment. .
I, therefore, ask the American people once again to give.their suppoit to their
Government in order that this great loan may be made an overwhelming success by
the widest possible distribution.

During the weeks immediately preceding the campaign there stil]’
remained a small minority among the people, including men of
influence in public life, who looked pessimistically upon the out-
look for the success of the loan. Senator Calder aptly expressed
this feeling in' a letter which he wrote to the Secretary on March
27, 1919, drawing the department’s attention to the decline in the
market prices of Liberty bonds and urging the calling of an extra
session of the Congress to pass remedial legislation  to prevent the
failure of the Victory loan. The Treasury did not in any‘sense share
such gloomy forebodings and set forth its viewpoint in detail in the
following reply to the Senator fr om New York:

WasHingroN, March 31, 1919.

My Dear SpnaTonr: I 1ecelved your letter of March 27. I do not share your present.
fear for the Victory Liberty loan nor do I understand what unfavorable develop-
ments have taken place since you addressed the Senate upon the 1st of March appar-
ently in support of (certainly not in opposition to) the Victory Liberty loan bill to-
lead you to the view you now express. On March 1 in your speech in the Senate
you said, among other things:

Mr. President, I do not share the hopelessness expressed by some Senators. We
have had deposited in the banks and other financial institutions of the United States
during the past four years sums totaling over $5,000,000,000 more than those insti-
tutlons contained previous to that time. Then, too, Mr. President, the wealth of
this country totals in the neighborhood of $235, OOO 000 000. - So I see no reason why
we should not feel certain of the future,’ prowded Congress legislates intelligently
and does everything in its power to keep’idown the costs of Government.

I do not share the hopelessness now expressed by you nor your present desire to-
increase the costs to the Government by increasing its interest charges. The Victory"
Liberty loan bill became law after very full and adequate consideration by the Con-
gress. You, yourself, advocated one amendment to the bill, but only one, that
requiring that a vignette of Col. Roosevelt should be printed on all the notes (which,
if it had been adopted, would have so delayed the work of the Bureau of Engraving
and Printing as to have made impossible the delivery of the notes during or at the
close of the .campaign). The printed hearings before the Ways ard Means Com-
mittee of the House occupy 99 printed pages. The printed .hearings before the
‘Finance Committee of the Senate occupy 54 printed pages. Thirty-six large pages
in double columns and fine type of the Congressional Record are devoted to the
debates and addresses in the House and 40 pages to those in the Senate concerning:
the bill. The bill was reported.by a unanimous vote by the Ways and Means Com-
mittee of the House and passed the House with a practically unanimous vote, three:
Congressmen only being recorded in the negative. This is to the lasting honor of the-
men}bers of that committee and of the House who, without distinction of party,.
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joined in writing and passing this bill which was so necessary to the welfare of the
people:and to the preservation of the credit and financial strength of cur great coun-
try. It is true that political issues had arisen before the bill was reported by the
Finance Committee or passed the Senate which prevented like unanimity in those
bodies. But although a few Senators expressed criticism of one or another provi-
sion of the bill, there was, be it said to the credit of the Senate, no cincerted oppo-
sition to the bill or to any important feature of it and the bill passed the Senate with-
out a record vote two days and a half before the Senate adjourned. )
 The enactment of the bill was received with relief and gratification by the country
at large and by the members of the great Liberty loan organization. They evinced
no lack of confidence in the Treasury’s ability to solve the problems entrusted to it by
the Congress; nor have I any fear of the Treasury’s ability to solve those problems
given, as I am assured it will have, the patriotic support of the great Liberty loan
organization and of a united and victorious people. _

To act in accordance with your suggestion and ask the President to call the Congress
in special session to enact immediately additional legislation in aid of the Victory
Liberty loan would imply 2 distrust which I do not feel of the action already taken by
the Congress and approved by the President, for there have been no adverse develop-
. ments since that action was taken. )

With a view to-determining the terms of the Victory Liberty loan it has been my
duty to infofm.myself not only concerning the surface conditions, which should be
obvious to you and to every well-informed American, but also concerning the under-
currents affecting our financial and industrial welfare and which bear directly and
indirectly upon the Victory Liberty loan. ‘I have been engaged, with the aid of the
best minds at my disposal—and they include the members of the great war loan
organization both at the Treasury in Washington and throughout the-country which
has so successfully and brilliantly supported the Treasury of the United States through-
out the period of active warfare—in thestudy of those conditions, and I am glad indeed
to be able to tell you that as a result of that study I take a very optimistic view of the
prospect for the Victory Liberty loan and of the future of this country.

It is perhaps not unnatural that we Americans, like all the other peoples of the
world, should have had to go through a period of depression and discontent, even of
bitterness; after the winning of the great war. But this was only the natural reaction
from the intense physical and spiritual effort which the war called forth from the
overstimulation of all our energies.and activities. - The cessation of hostilities followed
hard upon a bitter political fight, and-came just before the approach of winter, a time
when the resumption of normal peace activities was most difficult. The winter has
passed and we have every expectation of the early conclusion of peace. Already
commerce and industry begin to show signs of the renewed life which must follow the
removal of the restraints and interferences which war made necessary. The problems
which arose from the failure of the Congress to enact legislation for relief of the rail-.
roads and other important legislation presented a very serious situation and one of
great embarrassment to the Government, but means will be found to carry them along
until the time when the Congress shall be called in special session.

The war is won. Our present national debt of less than $25,000,000,000 and our
ultimate national debt, after all war bills are paid, which ought not in any event to
exceed $30,000,000,000, against which we shall hold some $10,000,000,000 of obliga-
tions of foreign governments, is th'e barest fraction of our national resources. The
relation of our debt to our population and resources is small indeed corapared to that
of any of the great countries of Emjope_.

The discontinuance of governmental interference with the foreign exchanges,
made possible by the cessation of hostilities, has demonstrated the true position of
dollar exchange, which not only is at 2 premium in relation to the currencies of all of
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the European countries which were engaged in the war, but has now approached par
or actually reached a premium with respect to the curencies of European neutrals.

Our reserve, the greatest in amount in the world, the greatest in relation to circu-
lation and deposit in"any of the countries which were engaged in the war, was on
March 28, 1919, 51.9 per cent of the combined Federal reserve note and deposit lia-
bilities of the Federal reserve banks. This compares most favorably with a com-
bined reserve of 49.8 per cent on November 8, 1919, just before the armistice, par-
ticularly in view of the fact that since that date the Government’s éxpenditures, for
the most part growing out of the war, have approximated $8,000,000,000, the greater

_part of which has necessarily been provided by the sale of Treasury certlf cates of
indebtedness to the banking institutions of the country. :

There is to-day no insufficiency of credit for the needs of any useful ente'rpnse nor
insufficiency of gold to support our credit structure. The payment of the: Govern-
ment’s bills, the settlement of its contracts, and the liquidation of its liabilities should
go forward with all possible speed. There never has been and never will be lack of
cash in the Treasury to make the payments. Now that the war is over and the in-

"dustry of the country is no longer subjected to the forcing process which was necese
sary to stimulate the maximum of production of war supplies, the needs of industry
and commerce for credit will automatically be greatly reduced. The Government’s
expenditures, which shortly after the armistice reached a maximum in excess of
$2,000,000,000 in a month, should, after the war bills have been paid, shrink quickly
back to, say, $2,000,000,000 a year in addition to the interest and sinking fund charges
on the public debt. This debt is widely distributed among perhaps 20,000,000 of
our people, and involves merely a payment by the taxpayers to the taxpayers—for
we are fortunate above all the great countries of the World in having practically no
foreign debt.

I know of no one who does not beheve that the Liberty bonds of the outstanding
issues will sell well above par long before their maturity. The Congress has pro-
vided in the Victory Liberty loan act a sinking fund which is calculated to retire all
the bonds and notes of the Liberty loans in less than 25 years.. The liquidation which
has taken place in Liberty bonds since the armistice is, in my judgment, and, I be- -
lieve, in that of most thoughtful financiers, traceable to other causes than the interest
rate and terms of the bonds. Foremost of these causes is the fact that many patriotic
Americans, individuals and companies, subscribe for bonds in a spirit of patriotic .
fervor induced by the war, in excess of their ability to hold. The “oversold” con-
dition of the market for Liberty bonds thus created was accentuated by the reaction
following the armistice, which made many feel they were released from the duty of
holding their bonds in aid of the Government’s credit; by the desire to realize losses
before the end of the year and thus reduce taxes; by the changed financial position
of many bondholders growing out of the termination of hostilities; and, worst of all,
-by the wicked devices of bond sharps and swindlers who took advantage of the inex-
perience of many small investors in Liberty bonds whom the Treasury was, failing
the necessary legislation, powerless to protect. Another element in depreciating:the
market value of Liberty bonds has, no doubt, been the pessimistic utterances of many
people who, like yourself, have seen only the dark side of the page and who have
exaggerated both publicly and privately the difficulty of floating the Victory Liberty
loan. This pessimism has, I think, already been more than discounted in the market
price of existing issues. I have not allowed myself to be disconcerted by these pessi-
mistic utterances because I know that similar opinions were expressed to Secretary
McAdoo before each of the four Liberty loans offered during the period of active
warfare, although during that period those who held such views were for the most
"part considerate enough to express them to the Treasury privately and avoid public
utterances, which would have added to its burdens.
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- I believe that all these adverse influences-bave spent their force; I am sanguine, to
believe that the market for Liberty bonds has seen its worst and that the market
position of the bonds will improve as true understanding of the immense strength of
the financial position of the United States becomes disseminated and as the Victory
Liberty loan campaign proceeds.

I am encouraged to take these hopeful views not only because of the general con-
siderations to which I have called your attention, but also because of the special success
which the.Government’s financial operations have met since the armistice. Since
the armistice the banking institutions of the country have responded to the request
of the Treasury to meet the current requirements of the Government by purchases of

. Treasury certificates without any diminution of their patriotic enthusiasm. The
sale of Treasury ceitificates of indebtedness at the rate of 43 per cent established over
a year ago has continued with undiminished success. Indeed, such sales have recently
proceeded so successfully and in such large amounts as to make necessary the omission
just now of one of the regular biweekly offerings.

This success was contemporaneous with another financial operation of the Treasury
no less gratifying. Approximately $1,000,000,000 of income and profits taxes were
paid into the Treasury during the period of two or three weeks before and after March
15, without financial disturbance, thanks to the provision which had been made in
advance by the sale of Treasury certificates of indebtedness maturing Magch 15 and
to the effective cooperation of the Federal reserve banks, and this notwithstanding
that the activities of the subcommiittee on- money of the Liberty. loan committee had
come to.an end about two months before.

In writing you thus fully in answet to your letter I have proceeded upon the assump-
tion that it was written with the intention of aiding in solving the financial problems
before us. I have made this assumption notwithstanding that the suggestion, thus
made by you but little more than three weeks before the opening of the campaign,
was given to the press before it reached me, that you made no such suggestion when
the bill was before the Senate, and that- you have sought no opportunity to confer
with me concerning it in the weeks that have intervened. I now ask that you give
to the Treasury of the United States, upon which, subject to the approval of the
President and to the limitations imposed by the acts of Congress, rests the responsi-
bility for determining the terms of the Victory Liberty loan, that patriotic support
and confidence without which- no financial program of such magnitude can be suc-
cessful. The welfare of all our people is at stake, The great Liberty loan organiza-
tion is truly representative of all the people. It has pledged its patriotic support
to the Victory Liberty loan, the sarhe patriotic support which it gave.to four previous
loans, and I ask you to join with me and them to make thjs Victory Liberty loan,
this last great popular loan, the success it can and should be, not for the honor and
glory of the Secretary of the Treasury or of thig administration, but for the welfare
and greater good of the whole American people, and as a lasting monument of our
appreciation of those heroic men who went out, from among us to suffer and, some
of them, to die, for all of us in Fr&nce

Sincerely, yours,
‘ CarTER GrLASS,
Hon. Witriam M. CALDER, :

1348 Eleventh Avenue, Brooklyn, N. Y. .

The above exposition of the situation was heartily indorsed by
the members of the War Loan Organjzation, whose views coincided
with those of the Treasury and were guided by an abiding faith in
the patriotism of the American people and their willingness and.

140325—F1 1919——4 : :
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ability to do whatever was necessary in the circumstances to pay
the bills of the war.

With all plans completed for the campaign, it was found possible
to decide the terms and conditions of the loan on April 14, 1919,
. when the information was immediately given .to the country. The
formal offering of the issue was made in Department Circular’
No. 138, dated April 21, 1919, attached hereto as Exhibit 8, page
241. 'The form of application for the notes by subscribers generally,
and the form of application by incorporated banks or trust com-
‘panies for coupon notes for advance delivery, are attached hereto
as Exhibits 9 and 10, pages 250 and 251, respectively. The public
announcement .of Aprll 14, summarizing the terms and condltlons

of the loan, was as follows:

- The Victory Liberty loan, whlch will be offered for popular subscnptlon on April
. 21 will take the form of 4 per cent three/four year convertible gold notes of the .
United States, exempt from -State and local taxes, except estate and inheritance
taxes, and from normal Federal income taxes. The notes will be convertible, at
‘the option of the holder, throughout their life into 34 per cent three/four year con-
vertible gold notes of the United States, exempt from all Federal, State, and local
taxes, except estate and inheritance taxes. In.like manner the 33 per cent notes
will be convertible into the 43 per cent notes.

The amount of the issue will be $4,500,000,000, which, W’lth the deferred install-
ments of income and profits taxes payable, in respect to ]ast year’s income and profits,
during the period covered by the maturity dates of Treasury certificates of indebt-
edness now. outstanding, will fully provide for the retirement of such certificates.
The issue will be limited to $4,500,000,000 except as it may be necessary to increase
or decrease the amount to facilitate allotment. . Oversubscriptions will be rejected
and allotments made on 2 graduated scale similar in its general plan to-that adopted
in connection with the first Liberty loan. Allotment will be made in full on sub-
scriptions up-to-and including $10,000. :

The notes of both series will be dated and bear interest from May 20, 1919, and will
mature on May 20, 1923. Interest will be payable on December 15, 1919, and there-
after semjamilially on June 15 and December 15, and at maturity. All or any of the
notes may be redeemed before maturity at the option of the United States on June 15
or December 15, 1922, at par and accrued interest.

In fixing the terms of the issue, the Treasury has been guided largely by the desire
_to devisé a security which will not only prove attractive to the people of the country
in the first instance, but, the terms of which should insure a good market for'the notes
‘after the campaign is over and identical prices for the two series, and should not affect
injuriously the market for the existing bonds of the Liberty loans.

This will be the last Liberty loan. Although as the remaining war bills are presented.
furthet borrowing must be done, I anticipate that the requirements of the Government,
in excess of the amount of taxes and other income can, in view of the decreasing scale
of expenditure, be readily financed by the'issue of Treasury certificates from time to
time as heretofore, which may be ultimately refunded by the issue of notes or bonds
without the aid of another great popular campaign such as has characterized the leerty
loans.

I am sure that the people of America will subscribe to this Victory loan in the same
spirit of patriotism which they have shown in the past to the end that the riotes may be
as widely distributed as possible,.and that our banking institutions may be left free
to supply the credit necessary for the purpose of industry and commerce and the full
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employment: of labor. Let the world see that the patriots of America, out of their '

boundless resources, and with the same enthusiasm and-devotion to country with which
they. prosecuted the war to a victorious.conclusion, are determined to finish the job.

Probably -as a result of the certificate program, the country had
- acquired the impression that the loan would amount to $5,000,000,000
or $6,000,000,000, and the announcement that $4,500,000,000 would
“be sufficient for the issue had a beneficial effect. In fixing the
amount of the loan, the Treasury exercised its best judgment as to
the sum which, having regard to the huge tax receipts which were
being collected during the year, and the huge amounts of Liberty
bonds so recently issued, it believed could be well absorbed. It was
decided to reject any oversubscription of the issue, bécause. the
offering of an unlimited amount of the notes undoubtedly would have
decreased any buying power, or eliminated the possibility of any
buying power, after the loan was over and in effect would have cur-
tailed the subscriptions. After the first loan and during the time of
hostilities, with an unknown war period before us.and unknown lia-
bilities growing out of the war afterwards, the Treasury was bound
. to take all or substantlally all the subscriptions it could get. Un-
questionably that was a wise course during the period of the war.
Now that hostilities were over and we knew approximately the dimen-
" sions of the Government’s problem, it was beheved that the closed
1ssue would better serve the purpose.

" One of the principal difficulties that confronted the department,
.at the opening of the campaign and in the months immediately
preceding was a certain apathy among the people owing to a lack of
understanding - of the financial needs of the Government. It was
necessary for the Treasury and the Liberty loan committees to under-
take an extensive campaign to inform the public that while the guns

‘had, ceased .to fire, the war. bills. were still being, received. and many .-

obligations of the Government yet remained to be satisfied. The
. Secretary made a tour of the country for the purpose of arousing
the interest of the people and advising them of the requirements of
the Treasury. He visited and made public speeches in the following
cities: Pittsburgh, Pa.; Minneapolis, Minn. ; St. Paul, Minn. ; Chicago,
IIl.; Baltimore, Md.; Rlchmond Va.; Norfolk Va.; New York City;
Cleveland Ohlo Clncmna.tl Ohlo Louxswlle, Ky Indianapolis,
Ind.; Omaha, l\ebr Denver, Colo.; Hutchinson, Kans.; Oklahoma
.Clty, Okla.; St. Louls, Mo.; Atlanta, Ga.; Charleston, 3. C.; Phila-
delphia, Pa ; Boston, Mass.; and Prov1dence, R. I :

The campaign for the loan found its expression and echo in every
city, town, hamlet, and rural district of the country. The Treasury
felt that all that was needed to assure.the subscription of the notes
was to reach the people with full and reliable information as to the
Government’s necesslt,les ‘That falth was fully sustalned by the
result. '
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Like all previous issues, the loan was a great success, amply reward-
ing all the preparation and all the laborious work of the War Loan
Organization and justifying the confident expectation of the Govern-
ment and.its steady trust in the loyalty of Americans and their
capacity to accomplish the seemingly impossible. The patriotism of
" peace proved to be as great and as self-sacrificing as. the patriotism
of war. The Victory loan was more than a victory; it was a thanks-
giving. The result was a significant-achievement in the face of dire
_pledlctlons and was a further manifestation of the solidarity of the
people and their love of the United States.

The total subscriptions, which were widely distributed among the
people, amounted to $5,249,908,300—an oversubscription of $749,-
908,300, or 16.66 per cent. In accordance with the terms of the
issue the oversubscription was rejected, and subscriptios allotted
to the amount of $4,500,000,000, which has been since slightly reduced
as the result of adjustments and cancellations of Army and Navy
subscriptions. The amount of subscriptions allotted, corrected to
September 30, 1919, was. $4,498,312,650.

. Allotment of subscriptions was made on the following basis:

Class of subscriptions. Per cent allotted.
Aand B, up toand including $50,000. ... ... ...ttt 100 per cent.
Cand D, over $50,000 and up to and including $200,000..................... 80 per cent but not less than
. $50,000 notes.
X, as follows: . X
- Over 200,000 and up to and mcludmg $500,000......000ieniiiiiinannn.. 70 per cent but not less thae
. . - $160,000 notes.
. Over $500,000 and up to and including $2,500,000....................... 60 per cent but not less than
} $350,000 notes.
Over $2,500,000 and up to and including $15,000,000............ et 50 per cent but not less than .
: . . . $1,500,000 notes. -
Over $15,000,000 and up to but not including $30,000.000................ 45 per cent but not less than .
: ’ . X - $7,500,000 notes.
$30,000,000 and up to but not including $50,000,000..................... 42.4 per cent.
850,000,000 - . .. ceeetaene ettt a et ae e rneeeeeeaaneaaan 42,39 plus per cent—($21,196,-
- . 600 notes).

In order to facilitate the gradual payment for subscriptions and
accommodate the convenience of investors in the notes ‘as far as
p0331ble subscribers were permitted to make payment on the follow-
ing installment plan, stretching over the six months period from May
10, 1919, to November 11, 1919:

10 per cent with apphcamon on or before May 10.

10 per cent on July 15. °

20 per cent on August 12.

20 per cent on September 9.

20 per cent on October 7.

20 per cent on November 11, with ‘accrued 1nterest on deferred

installments.

Payment in full could be made with application or on May 20 (except
as to subscriptions subject to allotment, in which case payment might
be completed on June 3) provided the 10 per cent required with
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application had been duly paid on or before May 10.- It was also
‘permissible to complete payment on any installment date with acerued

interest.

The subjoined table shows the subscuptlons allotted, payments
received, and original deliveries of registered and coupon notes as of

September 30, 1919:

Statement, of subscriptions allotted, payments recetved, and original deliveries of registered
and coupon -notes of the 4% per cent and 3% per cent Victory Lszrty loan as of Sept. 30,

1919.
Boston. New York. Philadelphia. | Cleveland. Richmond.
Subscnptxons allotted
(corrected to Sept. 30, - .
1919) .. civeennnnnn ....+]$371,910, 150. 00{$1, 318, 041, 150, 003376, 290, 100, 0018443, 802, 250. 00 $210, 889, 300. 00

Payments received by
Treasurer United States
Less part payments

349, 784, 050. 00
33 189 150. 00

1,276,177,120. 00

62, 696, 520. 00

363,527, 915. 00
17 755 265. 00,

426,552, 970. 00|
25 873 920, 00|

194, 508, 750. 00
24 459 150. 00

Full pald subscrip-
tions.

1,213,480, 600. 00!

345,772, 650. 00

400,679, 050. 00!

170, 049, 600. 00

_ 316,594, 900, 00
Original delivery: -

43 . per cent coupon
238, 248, 150. 00|

28,100, 150. 00

notes
4a ‘per cent regxstered
notes

755, 379, 950. 00,
77,506, 100. 00

278, 048, 050. 00
16,124, 250. 00

316,764, 750. 00
42,593, 500, 00,

141, 583, 500. 60
18, 962, 400. 00

Totai 43 per cent

. notes + 266, 348, 300. 00!

832, 886, 050. 00

294,172, 300. 00

359,358, 250. 00

160, 545, 900. 00

Original delivery:
3% per cent coupon
42,741, 450. 00|

3,430, 700. 00

notes
3% per cent registered
DOLOS. . veeianennnan

362,998, 500, 00
6,247, 500. 00,

45,742, 600. 00
1,016,300, 00

31,725, 550, 00
2,580,850, 00

9,153,150. 00
332, 050, 00

46,172,150.00

369,246, 000. 00

46,758,900, 00)

34,306, 400. 00|

9, 485,200. 00 -

Grand total, origi-

nal deliveries. . ...| 312,520, 450. 00

1,202,132, 050. 00,

340,931, 200. 00

393,664, 650. 00

170, 031,100. 00

‘Victory Ligierty loan notes

deliverable 4,074, 450. 00

11,348, 550. 00,

4,841, 450,00

7,014, 400. 00

18, 500. 00

Atlanta.

/

Chicago.

‘St. Louis.

Minneapolis.

Subscr)lptxons allotted (corrected to Sept. 30,

Pasvments received by Treasurer Umted
Stat
. Less part payments..

.4 Full paid subscriptions

QOriginal delivery:
4% per cent coupon notes
34 per cent registered niotes

Total 43 percentnotes...............
Original delivery:
32 per cent coupon notes. ..............
334 per cent registered notes

“Total 33 per cent notes

Grand total, original deliveries

Vietory Liberty loan notes deliverable. . ...

8133.080,800.00

3694, 330, 000. 00

$201, 787, 600. 00

$170, 076, 650. 00

125, 860, 424. 50
10, 538, 724.50

659,130, 130. 00
52 770 036. 00

197,009, 530. 00!
7 153 230. 00,

154, 687,159. 07
22 583 859.07

115,321,700. 00

606, 360, 100. 00

189, 856, 300. 00|

132,103, 300. 60

92,920,400.00| 454,313,350.00| 148,700, 500. 00| 100, 590, 700. 00
10,706,450.00| 87,904, 500.00| 36,046,050, 00| 24,124, 850. 00
103,626,850.00 | 542,217,850.00] 184,746,550, 00| 124,715, 550. 60
5,615,900.00| 56,573,950.00( 4,450,000.00 4,428,750.00
896,900.00| 6,059, 600. 00 544,900.00| 1,251, 650: 00
6,512,800.00| 62,633,550.00] 4,994,800,00| 5,680,400, 00
110,139, 650.00 | 604,851,400.00 | 189, 741, 450. 00| 130,395,950. 60
5,182,050.00| 1,508, 700.00 114,850, 00

1,707,350.00
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Statement of subscmptwns allotted, payments received, and original deliveries of registered
and coupon notes of the 43 per cent and 3% per cent thory Lzberty loan as of Sept. 30,

1919-——Continued.

- Speclal
Kansas 2 San
. Dallss. : Treasury Total.
City. i Francisco. | gjjoem ent.
Suﬁséri&)tidns allotted (éor- A
".rected to Sept. 30, 1919).....|$192, 429, 300. 00884, 002, 500. 00{$294, 905, 050. 00;136,767,800. 00|84, 498, 312,650.00 -
Paymentsreceived by Treas- .
urer United States......... 179,258, 250.00 74,254,590.001 275,351,397. 50, 1,835,850.00{ 4,277,938,136.07
Less part payments. ........| 19,080,550.00 14 483 240. 004 29 290 207.50.cceccaann.. 319 873 936 07
Fullpaidsubscriptions .160,177, 700. 00| 59,771,350, 00| 246,061,100.00| 1, 835, 850. 00] 3,958,064,206.00
Original dehvery . B
42 per cent coupon notes.| 103,879, 450.00] 48, 216, 600.00| 215,989, 350.00] 1, 835,850.00( 2,896,470, 600. 00
43 per cent registered . :
nOteS....iiiienininen 42,212,400.00; 5,252,000.00] 14,258,000.00]..........0.. 403, 790, 650. 60
Total 4} per cent . ’ .
DOtOS...couuunrnnan 146,091, 850. 007 53, 468, 600. 00} 230, 247,350. 00| 1,835,850.00| 3;300,261,250.00
Original delivery: . )
3% per cent coupon notes.| 7,128,650.00 2,862,300.00 14,352,450.00|....c.00uuc.. 687, 7173,250.00
31 per cent registered ’ .
NOteS...eeetiiinnnans 1,798, 950. 00 710, 400. 00 649,800.00]...cuiinennas 25,519, 600. 00 .
. Total 33 per cent . ’
DOtOS. . .evevurenenn 8,927,600.00] 3,572,700.00; 15,002,250.00/.0..c00uuenn. 613,292,850.00
Grand total, original . .
deliveries.......... 155,019, 450. 00 57,041,300.00| 245, 249, 600. 00| 1, 835, 850. 00 3,913, 554, 100. 00
Vlctory Liberty loan notes | . | .
deliverable.....oceueitnnn. 5,158,250.00] 2,730, 050. 00 811,500.00c0.00neennn.. 44, 510, 100. 00

1 Includes adjustment Oct. 1, 1919.
Note.—Payments as shown by Treasurer United States. Full-paid subscri] txons and coupon notes

delivered as shown bymonthlystatement of Federal reserve banks. Registered notes delivered as shown
by records of Secretary’s office, Dnnsnou of Loans and Currency.

There are attached hereto as Exhibit 11, page 253, various tables
showing the results of the Victory loan. These were compiled by the
War Loan Organization and are based upon the subscriptions as
‘originally reported. Since that time there have been various adjust-
ments .in the figures, particularly in connection with Army and

Navy subscrlptlons which, under the special plan, were subject to
cancellation in certain circumstances. The final allotment -and: de-
liveries upon original issue, corrected to Sepnember 30, 191‘9 ‘are in
accordance Wlth the above table. .

TREASURY CERTIFICATES OF INDEBTEDNESS.

- Every issue of Treasury certificates of indebtedness from the be-
ginning of the war to date has been a success. This means of-
‘temporary financing has prov1ded the Government with funds in
advance of receipts from the sales of bonds or notes or in anticipation
of revenue from income and profits taxes, and has served the addi-
tional helpful purpose of- distributing the payments of bond and note
subscriptions and of taxes gradually over extended periods of time,
avoiding tremendous transfers of funds on any one date and conse-
quent money stringency.
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The execution of the certificate and Liberty loan program was
 made possible by the creation of a great system of depositary banks,
referred to more in detail elsewheére in this report under the headmg
“Public Moneys and Special Depositaries.”” Bank deposits in

America are distributed among some 30,000 banks and trust com- -

- panies scattered throughout the country. By the designation of
nearly 10,000 banks and trust companies as special depositaries of
the Government and the sale to them and to many others of certificates
of indebtedness, the Treasury tapped the whole credit resources of
the people and made them available to the Government for the win-

ning of the war in the intervals between the great Liberty loans and .-

in anticipation of income and profits taxes.” Through the develop-
ment of ‘this plan, banks and trust companies are having i Increasing
success in the distribution of the securities to their customers.

The issues of certificates have fallen into three gener: al classeé (1)

those issued in anticipation, of loans, (2) those issued in anticipation
of income and profits taxes, and (3) special issues. 'The special issues
may be subdivided into three groups, (a) those issued under the

Pittman Act, (b) issiies payable in foreign currency and discussed:
elsewhere in this report under the heading ‘‘Loans to Foreign Gov-
ernments,” and (¢) special issues of very short maturity for temporary(

purposes

The aggregate amount of all issues since the beginning of the war:

to October 31, 1919, was $32,706,964,903.34. Of that sum $18,657,-
988,000 was placed with the public in anticipation of sales of boads
and notes, $6,060,866,000 in anticipation of tax payments, and

. $7,988,110,903.34 comprised the special issues: The amount out- -

standmg on October 31, 1919, aggregated $3,736,352,300.37, consist-

ing, as shown by the followmg table, of $1,827,586,600 tax certificates,

$1,634,671,000 loan certificates, $255, 475,000 issues under the P1tt~

man Act, $15,741,300.37 other special issues, and $2, 87 &,500 maturedﬂ‘

certlﬁcates on which interest has ceased:

Statement of Treasury certificates outstanding Oct. 81, 1919.

Tax certificates: : .
Series T-5 dated June 3, 1919, due Dec. 15,1919.............. $236, 760, 500. 00

Series T-7 dated July 1, 1919, due Dec. 15, 1919. . ... SN . 510,109, 000. 00
Total tax certificates due Dec. 15, 1019................. ... 746,869, 500.00
Series T-8 dated July 15, 1919, due Mar. 15, 1920............. N 322, 116, 500. 00
Series T- dated Sept. 15, 1919, due Mar. 15, 1920............ 101, 131, 500. 00
' Total tax certificates due Mar. 15, 1920. ........... eeee... 423,248, 000.00

Series T-10 dated Sept. 15, 1919, due Sept. 15, 1920........... 657, 469, 000. 00

.
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Loan certificates: :
Series A-1920 dated Aug 1, 1919, due J an. 2,1920. ...... ..-.  $532, 024, 500..00

Series B-1920 dated Aug. 15, 1919, due Jan. 15 1920. . ... .-.. 530,329, 000.00.

~ Beries C-1920 dated Sept. 2, 1919, due Feb. 2,1920........... - 572, 317, 500. 00-
Total loan certificates series 1920............... e .. 1,634, 671, 000. 00
RECAPITULATION. ' ‘ '

Tax certificates due Dec. 16; 1919 .. ... 5o oot e, $746, 869, 500. 00
Tax certificates due Mar. 15, 1920................... A . 423, 248,000. 00
Tax certificates due Sept. 15,1920, . ... ... .. .. ..........:...  657,469,000.00
Total tax certificates. ... ......... .. il 1, 827 586, 500. 00

Loan certxﬁcates due Jan. 2, "Jan. 15, and Feb. 2, 1920 ............. 1, 634 671, 000. 00
Total tax and loan certificates........... ...l ... 3,462,257,500.00
Pittman Act certificates............... e --..  255,475,000. 00
Other special certificates. . ......... R e 15, 741, 300. 37
Matured certificates on which interest has'ceased........ PO 2, 878, 500. 00
Total outstanding Oct. 31, 1919............. 00 ........... 3,736, 352, 300. 37

The certificate program subsequent to the Victory Liberty loan is
discussed in the beginning of thisreport. Inanticipation of thatloan
there were 10 issues of :certificates offered in the main at fortnightly
intervals over the period from December 5, 1918, to May 1, 1919.-
The plan for these issues was announced, as far as it could be deter-
mined ‘in. advance, in the following letter from Secretary McAdoo to
‘the banks and trust companles of the country:

WASHINGTON November 27, 1918.

DEeAR Sir: I am sure that every patriotic banker as well as every patriotic citizen

-in the United States recognizes the imperative duty of financing the Government
not only to the conclusion of the armistice but until peace has been determined and
war bills have been paid. Until the peace treaty is signed a splendid army of
American heroes must be kept on duty in France as a guaranty that the kind of peace’
for which America has fought will be secured. The expense of maintaining our
forces in:Europe, both upon land and upon sea, and other war bills, must be paid.
They can not be paid unless the Treasury continues to have the adequate support
of the bankers and people of America.

I am sure that I do not have to emphasize the appeal to the patriotism of America.
That patriotism is not of the incomplete .or unfinished sort; it will not be content
with half doing the glorious work we have so auspiciously begun. It will be content
only with a realization of all of the fruits of our glorious victories, and this can not
be accomplished until the war has been financed and peace—the handsome peace
which America wishes to secure to the world—has been escorted back to America
as well as to the other nations of the world.

It is; therefore, necessary that a rational program of -Government financing shall
be executed. The policy adopted in February last and again in June of laying before
the banking institutions of the country as nearly as may be the requirements of the
Government during the périod prior to the third and fourth Liberty loans met
with very gratifying response, which provided adequately for the necessities of the
Government without strain or inconvenience; and I am writing now to inform you
of the program for the ensuing five months, so far as one can be made at this time,
in order that every bank and trust company in the United States may have adequate
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"notice-and be able to prepare itself to meet patriotically the requirements of the
Government. I am sending a similar letter to every bank and trust company in the
. United States. C

" The expenditures of the Government, excluding transactions in the principal of
the public debt, during this fiscal year, beginning July 1, 1918, to and including
November 23, 1918, a period of less than five months, amounted to $8,213,070,568.65,
according to the daily Treasury statements. Such expenditures during the current
month of November to and including November 23 amounted to $1,577,148,144.93,
or at the rate of nearly $2,000,000,000 for the month. The proceeds of the fourth
Liberty loan in excess of the amount of Treasury certificates issued in anticipation
of that loan have been exhausted and the remaining installment payments to be
made oh: subscnptlons to the fourth Liberty.loan will but little mcre than cover
the Treasury certificates of indebtedness issued in anticipation of that loan and as
yet unpaid, Evidently some time must pass before the readjustment from a war
'to a peace basis can reflect itself in material diminution of the daily cash outgo from
the Treasury. Indeed, the wise policy of prompt liquidation of contracts might.
actually result for a time in the acceleration of demands upon the Treasury, while
strengthening and making more liquid.the banking position of the country.

Uncertainties: with respect to pending revenue legislation make it impracticable

-and inexpedient to borrow further at this time in anticipation of taxes. In this
period of readjustment it would be difficult to set in motion any plan for the con~
tinuous sale of Government bonds, and it seems that the wise policy will be to plan
for one more great popular campaign in the spring for the sale of bonds, which should
be of short maturities, and meanwhile to provide for the Government’s necessities
by the issue of Treasury certificates at fortnightly intervals. The first issue of the
certificates will be dated December 5, 1918, and will mature May 6, 1919, with interest:
at 43 per cent; and similar issues, it is expected, will be made on Thu raday of every
other week following December 5.

‘It is not at this moment possible to forecast the cash disbursements of the Govern-
ment during the period of some five months which must intervene before the proceeds.
of another great public loan could reach the Treasury, nor, therefore, to announce
at this time the minimum amount of each fortnightly issue of certificates further
than'to say that in all probability it will not be less than $500,000,000 nor more than
$750,000,000. The Federal reserve banks will advise all National and State banks:
in their respective districts of the amount of certificates which they are expected-
to take from time to time in pursuance of this program, which amount can be figured.
roughly to equal 24 per cent of the gross resources of each bank and trust company
for every period of two weeks, or a total of 5 per cent monthly.

I appeal with confidence to the patriotic bankers to continue to furnish the financial
assistance imperatively required by the Government to support America’s sons on
land and sea until the final consummation of their wonderful victories,

Cordlally, yours, Ww.. G McApoo.

To the PRESIDENT OF THE BANK orR TRUsST COMPANY ADDRESSED.

The maturity of each issue in antlmpatlon of the Victory loan was
five months (except series V K, where the maturity exceeded five
months by only one week) and the rate of interest was 4} per cent.
The aggregate amount issued was $6,157,589,500, which has all been
retired from Victory note subscriptions, cash in bank, or refunding
operations. Some of the issues were called for redemption in advance °
of maturity and in other cases, when possible; offers were made to -
redeem the certificates in advance of maturity at the option of the
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holders. To the extent that such calls' werée made or such offers
accepted, the retirement of the certificates was facilitated, and the
expense of interest charges to the Government was saved. This
policy has been consistently pursued whenever the posmon of the
Treasury would permlt ,

- Including “two issues:mentioned. in. the previous: annua,l ‘Teport of
the Secretary of the Trea,sury, ‘there were eight issues of certificates,
aggregating $3,354,787,500, in anticipation of income and profits
taxes payable in the calendar year 1919. There have been three
issues, aggregating $1,081,675,000, in anticipation of income and
profits taxes payable in the calendar year 1920. The first issue ‘on
August 20, 1918, in anticipation of 1919 taxes, bore interest at the
rate of 4 per cent. All succeeding issues were at the rate of 43 per
cent until September 15, 1919, when the rate for the series maturing
in six months, series T 9, was reduced to 4} per cent. The maturities
of all the outstanding issues of tax certificates coincide with the
dates for the payments of income and profits taxes. Thé outstanding
issues mature on December 15, 1919, March 15, 1920, and Sep-
tember 15, 1920. December 15, 1919, is the date for the payment
of the fourth installment of income and profits taxes for the year
1919. March 15 and September.15,.1920, are the first and: third
installment dates for the payment of income and ploﬁts taxes for
the year 1920.

In offering tax certificates to the public, every possible effort has
been made to advise taxpayers of their availability. About the
middle of January, 1919, in advance of the passage of the revenue
act approved February 24, 1919, and when it was uncertain what
installment dates for the payment of income and profits taxes would
ultimately be carried in the new law, the Treasury offered an issue
. of certificates with sufficient elasticity as to the date when they would
be receivable in payment of such taxes to cover any p0s31ble changes
~in the b111 as 1t was then pending-in the Congress. The issue was

: . WASHINGTON, Januart/ 1 , 1919.
Dear Sir: In order that those who will have income and profits taxes to pay may
prepare themselves in advance for these payments and accumulate gradually the funds
necessary to meet them, an issue of 4} per cent Treasury certificates of indebtedness,
-dated January 16, 1919, and maturing June 17, 1919, is being offered for subscription.
These certificates, which are more fully described in the inclosed Treasury Depart-
ment Circular No.133 (Exhibit 26. page 280), will be accepted at par with an adjustment
of accrued interest in payment of income and profits taxes when payable at or within
sixty days before the maturity of the certificates (i. e., on and after April 18 and on
or before June 17). Under the existing revenue law, income and profits taxes are
payable on June 15, except in the case of those corporatlons which pay their taxes on

. the basis of a fiscal year other than the calendar year. Under the pending revenue
bill as:passed by the-Senate an installment of such taxesis payable on June 15, except
in the case of those persons and corporations who pay their taxes on the bams of a fiscal
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year other than the calendar year; and I am informed that the House conferees have
indicated their acceptance of this provision of the Senate bill.

These Treasury certificates are absolutely payable in cash at maturity if the holder
does not make use of them in payment of taxes, and the United States reserves no
option to call them for redemption before maturity. They carry exemption from State
and local taxes, except inheritance taxes, and from the normal Federal income tax.
These features, together with the liberal interest rate and -short maturity, make-these
- gertifichtes partlculaily ‘désirable-as a:temporary inrvestment-for otherwise idle funds.

A similar-issue of certificates dated November 7, 1918, maturing March 15, 1919, was

announced on November 6 and it became necessary to close the issue on November

27, although very heavy subscriptions were being reported daily and the demand had

by no means been satisfied. " The total amount of subscriptions allotted for that issue

was $794,172,500 and it was not believed desirable to have any greater amount of
certificates maturing on that date. '

Taxpayers and others who purchase these certlﬁcates will not only make a wise
investment of their money insuring a liberal return and early repayment, but will be
performing a service of patriotism by lending material aid to the Government in meet-
ing the tremendous expenditures growing out of the war. At the moment the armistice

- was signed the effort of the United States in men and materials was about reaching
the peak, and the bills which were incurred during that period are coming fast into
the Treasury. The expenditures of the Government during the six months ended
December 31 exceeded ten and one-half billion dollars and in the month of December
"alone exceeded two billion dollars. Tt is safe to say that without the unstinted effort

" which was made by America the war could not have been brought as promptly to a

- sugcessful conclusion: We shall'not-now. grudge the- payment of the bllls which were

_iticurred to bring about that glorious résult.

Very truly, yours,

v : CartER Grass, Secrefary.’

To the TAXPAYER ADDRESSED. )
- Wide publicity has been given to all offers of tax certificates from
time to time, in order that taxpayers might patriotically assist the
financial operations of the Government and at the same time serve
their own convenience by saving in anticipation of their taxes by
means of a wise investment, assuring a liberal return. Similar efforts
to obtain the largest possible distribution among investors of loan
certificates have been made in respect to all the issues subsequent
to the Victory loan. The success of these efforts for the .distri-
bution of loan and tax certificates appears from the fact that of
$3,465,136,000 of loan and tax certificates outstanding on October
31 the Federal Reserve Board’s reports show that the holdings of all
reporting member banks as of November 7, 1919, amounted to -
only $847,558,000. From the fact that on the average 80.5 per cent
- of the subscriptions for certificates are made by qualified depositaries
and that on the average 79 per cent of the Government deposits
during the period of the offerings were held by the banks included
in these reports to the Federal Reserve Board, the Treasury estimates
that 63.5 per cent of the certificates outstanding, or $2,200,361,360,
were originally subscribed for by all reporting membor banks, and
that -therefore they have distributed among investors about 62 per
cent of the certificates originally subscribed for by them-
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A table ShO}Villg'iIl detail all the issues of certificates of indebted-
ness, from the beginning of the war to October 31, 1919, is attached
hereto as Exhibit 12, page 258. Public announcements of the various-
offerings of ¢értificates of indebtedness in anticipation of loans and .
taxes, togethi®r with calls for redemption. before maturity, and offers. .
to redeem at, the optlon of the holders, which have been issued since
the previous annuai report of the Secretary of the Treasury, are like-
wise attached as Exhibits 13 to 41, pages. 266 to 290.

. WAR-SAVINGS CERTIFICATES.

Sales of war-savings sta.mps and certificates and thrift stamps.
have proceeded throughout the year, and the Treasury plans the con-
tinuation of this wholesome movement with unabated vigor in the
interest of suvings and investment in Government securities. The
" campaign was conducted in the calendar year 1919 under an organi-
~zation remodeled. a.ccording to the plan evolved in the latter part of

1918 and described in the previous report of.the Secretary of the
Treasury. The work in. the field has been in charge of organizations
for each of the several Federal reserve districts under the direction
-and supervision of the governors of the respective Federal reserve .
banks. Each governor appointed a district director. In some dis-
tricts a ‘‘director of war-loan organization’’ was appointed in charge
of all war-loan activities, including those relating to the war-savings.
‘securities, but in other districts a separate ‘‘director of savings’ was
- designated. At the beginning of the calendar year 1919, a savings.
division was created in the Treasury in charge of a director of savings.
This division is part of the Treasury’s War Loan Organization and
is under the general supervision of the Treasury director of War Loan
Organization. The governors of the Federal reserve banks are
responsible for the conduct of the savings movement in their respec-
tive districts, and the work is carried on under plans adapted to the
special needs of the particular districts, subject to general principles.
outlined by the Secretary of the Treasury. The Treasury savings
division initiates or executes the work of a general or national char-
acter, coordinates the activities in the districts, and acts as a service
bureau, furnishing the district organizations Wlth suggestions and
material for local use.

No change was made in 1919 in the thrlft stamps used in 1918, the
stamps being undated and non-interest- bearing securities. The 1919
war savings stamps and certificates are identical in terms with the
stamps and certificates of the 1918 issue, except for the fact that they
mature on January 1, 1924, instead of January 1, 1923. The form,
however, was changed The 1919 stamps are smaller in size, blue in
color, and bear the portrait head of Benjamin Franklin. Thc terms
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of the issue appear in Department Circular No. 128, dated. December
18, 1918, attached hereto as Exhibit 42, page 291, e

In order to meet the demand for war-savings securities in single
denominations larger than $5, the Tréasury, in July, 1919, a.miounced
the issue of war-savings certificates of two additional denominations,
one of $100 and the other of $1,000, maturity value, These certifi-
cates, which for convenience were described as ‘‘Treasury savings
certificates,” are a part of the 1919 series of war-savings certificates
and are subject to the provision of the authorizing act that it is not

dawful for any one person at any one time to hold war-savings certifi-
- cates of any one series (of whatever issue or denomination) to an
aggregate amount exceeding $1,000, maturity value. The Treasury
savings certificates are war-savings certificates of larger denomina- :
tions, and they have corresponding terms as to increasing sales and
redemption values each month and the same period of maturity.
The certificates are all registered, by means of detachable registration
stubs, and the registration records are kept in the Treasury rather
than in the post offices. It was also provided that the redemption
should be made by the Treasury direct rather than through the post
offices. Like other war-savings certificates, these certificates may
" be redeemed prior to maturity, but they differ in that they can not be
redeemed before the second calendar month following the month in
which they were purchased. Treasury Department Circulars Nos. 143
and 149, dated July 1,1919, and July. 31, 1919, respectively, attached
“hereto as Exhibits 43 and 44, pages 295 and 302, describe the new
certificates in detail and prescribe the terms and conditions governing
their issue and redemption and the rights of their holders. The
sales of these certificates up to the present indicate that they meet
a real demand.

The cash recelpts from the sale of thrift and war savings stamps
and Treasury savings certificates, using the figures in the daily
Treasury statements for the last day of each month, from the first
month of their issue to October 31, '1919, have been as follows:

1917—December. . ... oo $10, 236, 451, 32
1918-—January..........oiiiiiii i 24,559, 722.15
' February.. ... it 41,148, 244. 22
March............ e e 53, 967, 864, 49
April oo ..ol e eeeaaeiaaaan 60,972, 984.12
MBY. e 57, 956, 640. 12
June. ... e 58, 250, 485. 00
ULV izl 211,417,942.61
AUGUSE. « e oot . 129,044, 200. 62
September. . ... 97,614, 581.48
October............. et eeeee e 89, 084, 097.31
November............ e eeeeeeeeeecaoio... 73,689,846.00

December. . .....ooiiiiiiii i - 63,970,813.47 . :
C—— $971,913, 872.91
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1919—January...; ...... R core--. $70,996,041.14
FebTuary....ooovneuineieis ... 15, 816, 539. 27 - o
March............ ey Cveeeeeee. 10, 143, 081. 68
April... ool U 9,572, 728.48
COMAY. e U 6, 558, 198. 33
JUDE. .t ... 5,269,535.51
July......... e e 5,176, 865. 12
August. . ...l et 6,201,164.07
September. . ........ e 6,111,944.78

October.....oueeeeenen .. TR 7,316, 467. 60 :
— o $143,162,565.98

Total....oeeeeneeeeeeennn SUSTUTRR 1,115, 076, 438. 89

While, naturally, with the termination of the popular campaigns of
- the:war -period, -which -made-instant- appeal-to-the patriotic. impulse ,
of that time, sales dropped sharply to a lower level, the upward trend
appearing in the figures for the recent months indicates that the
efforts of the savings organization to combat the present tendency to
waste and extravagance which has come as a reaction to the war-

timé economies are now having their effect.

The redemptions for the same period have totaled $204,391,451.45.
" . These redemptions were largely of the issues preceding 1919, and
it is felt that they represent chiefly the release of securities purchased
as a result of the war-time appeal by persons who were not prepared
to hold them permanently as an investment:. '

The measure of the usefulness of the war-savmcrs organization
and of the savings movement is not- to be found in the sales of war-
- savings securities alone. The war-savings organization is charged
with the duty of carrying on a movement for saving and investment
in, and holding of, Government securities of all kinds—Liberty bonds,
Vlct,ory notes, and Treasury certificates of indebtedness as well as
war-savings-securities. --‘These .activities of the .savings organization
are specifically contributory to the sale from time to time of Govern-
ment securities of all kinds to finance the remainder of the war bills
and the floating debt. The savings movement has two objects—
first, to sell the war-savings securities; and, second, to develop and
protect the secondary market for all war issues, to assure the perma-
nence of ‘the war-time achievement in selling - Govemment, securities
to millions of investors among the American public, to increase the
number of such investors, and to build up permanently habits of
* regular saving and inVestment, in United States Government sécuri-
ties. The two objects focus to the same point, namely, promoting
the steady purchase and holding of United States Government
securities of all kinds. In addition t6 selling the war-savings securi-
ties, the organization carries. on a work largely of an informational
character designed to protect the value of the outstanding war loans
and .to.prepare the market.for new.offerings. This involves a cam-
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‘paign to defeat the efforts of traffickers who attempt to. obtain’ the
securities for less than the market prices or in exchange for worthless
stocks. or shares in fraudulent promotions, and also the dissemina-
tion of general information as to the value and desirability of Gov-
ernment securities.  The most is made of every legltlmate oppor-
~ tunity to impress the importance of saving and investment in Govern-
ment securities upon the public through established publications and
through special printed matter where it is believed that results can
be obtained thereby. The present high cost of living has presented
a real opportunity of service for the movement to enforce the reali-
zation that increased production, saving, and investment present the
most direct and potent means of solvmg this pressing economic
problem.

The orgamzatlon has accomphshed a very 1mportant work in
organizing the savings movement in the schools of the country. It
has been realized that the schools are a most important means of
inculcating the saving habit and of bulldlng up for the future a body
of people who have the habit of saving and the tendency to turn to
Government securities for investment. The Department of the In-
~ terior, through its Bureau of Education, is rendering valuable coop-
eration. Important progress has been made in securing the coopera-
tion of State superintendents of education and in obtaining the in-
troduction of savings material in textbooks, and it is éxpected that
next year the study ot saving-will be a part of the regular course in
a very great.number of public schools and other educational institu-
tions throughout the country. The schoolrooms, to a large degree,
have also been orgamzed for the regular purchase of thrift and war-
savings stamps.

Another very 1mportant work has been in estabhshmg the move-
ment in industrial and commercial organizations. A large.numbér
of associations, plants, and mercantile establishments have given the .
savings movement their indorsement and have organized savings °
societies for the regular purchase of the war-savings securities. The
movement has also been indorsed and organized in women’s clubs,
fraternal "organizations and labor bodies, and assistance has been
received ‘from the'churches.” Through- the valuable cooperation  of
the Department of Agriculture, eﬂectwe work has been done among
agricultural organizations. The cooperation of the schools and the
other organizations described not only has great present value, but it
promises for the future a means to carry on the movement W1th a
reduction of expense and of direct effort on the part of the Treasury -
and district savings organizations. -

The sale of the war-savings securities will be-continued in 1920,
and the new series are now in course of preparation. Substantially
the same thrift stamps.and -thrift cards now in.use will be used.
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in 1920. The war-savings stamps and certificates and the Treasury.
savings certificates for 1920 will be substantially the same in terms:-
and conditions, but some alterations will be made in the forms. The-
1920 war-savings stamp will be carmine in color; will bear-the -head-
of George Washington, and the size will approximate the larger stamp
used in 1918, The Treasury savings certificates, $100 denomination;.
will be orange in color, and the $1,000 denomination will:be green.
The Treasury savings division was recently reorganized, and. a
similar- reorgamzatlon 1s now in process in the! districts, as a conse-
quence of which it is hoped that they will render greater and. more
effective service in 1920, notwithstanding the fact that the expense
of their operations will be materially less than:in former years. ‘
Detailed provisions for the surrender and exchange, by agents, of
the war-savings stamps, series of 1918, and for the continuation,
appointment and operations of agents for the year 1919 appear in
Department Circulars Nos. 126, 130, and 131, the first dated-Decem-
ber 10; 1918, and the latter two December 23, 1918, which are
attached as Exhibits Nos. 45, 46, and 47, pages 308, 309 and 311.

LOANS TO FOREIGN GOVERNMENTS.

Under the acts of-Congress of April 24, 1917, September 24, 1917,
April 4, 1918, and July 9, 1918, the Secretary of the Treasury
continued to establish credits in favor ‘of foreign Governments
engaged in war with enemies of the United States and to the extent
of credits .so established to make advances to such Governments
through the purchase at par of their respective obligations. - Since
_the last report credits were established in favor of Belgium, the
Czecho-Slovak Republic, France, Great Britain, Greece, Italy, Rou-
mania, and Serbia, and advances have been made to these coun-
tries and also to Cuba.and Liberia under credits previously estab-
lished. No credits. were established in favor of Russia during the
year, nor were any advances made to- that’ country, and the balance.
of credit which had previously been established above/the amount
of the cash actually advanced was withdrawn. In certain 1nstances,
in which the purpose was accomphshed for which & credit had been
established or an advance had been made without.requiring the
total amount of the credit or the advance, the balance of credit was
withdrawn or the unused portion of the advance was repaid. Certain
other repayments were made in connection with the routine of the
" accounts. None of the repayments constitutes part of a general
program of repayment by any foreign Government. The total
approprlatlon provided by Congress for Ioans to foreign Governments
is $10,000,000,000. From April 24, 1917, up to D \Ipvember 15, 1919,
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withdrawn, and the cash advances were as follows:

65

after deductmo' credits which had been

Credi Other ch: Balaé] Yy
redits ther charges under
established. Cash advanced. | goninstcredits. | established
credits.
Belgium. 8343, 445, 000. 00 1 $338,745,000.00 {.. $4,700, 000. 00
Cuba. . 10, 000, 000.00 e
Czechoslova, 55,330, 000. 00 - . . 640, 000. 00
France..... 3, 047 974 7771.24 | 22, SSr 477 800 00 8110, 000, 001). 00 50 496,977 24

1, 620 922 £72.99

34 277 000 000. 00

1 610 922,872.99
26 0f

10,060, 000- 00

Liberia 00 000.00 00.00 f..:..... 4,974, 000. 00

Roumania 25 000 000. 00 25, 000 000.00 |.. PO

Russia. 187 729,750.00 1‘47 729 750,00 ..

Serbia 26, 780, 465. 56 26 780 465.56 |....
Total 9,647,419, 494. 84 9,416,371,888.55 |  158,236,629.05 | 72,810,977.24

¥ $10,000 of this amount repaid by the BelgFrn Government.
2 $12 147,000 of this amount repaid by the French Government.
3 $57 164 007.99 of this amount repaid by the British Government.

It is difficult to exaggerate the great purposes served and the great
results accomplished by these advances to foreign Governments. In
the most critical stages of the war they immeasurably assisted Amer-
ica’s gallant associates in obtaining the munitions, supplies, and
“equipment that were so imperatively needed to meet the enemy’s .
offensives or to carry the fighting into his territery, and prebably of
equal importance was the fact that they served to hearten the allied
armies and peoples by the lL.nowledge that the vast credit resources
of the United States were being shared with them for the effective
prosecution of a common cause. Conversely, it is not difficult to
estimate the disheartening effect that these loans of billions and the

willingness of America to lend for the prosecution of the war as much
" more as was needed to the limit of her ablhty must have had upon
the spirit and morale of the peoples and armies of the enemy. _

In the beginning, before the creation of our great Army, the' prin-
cipal assistance of America’ was necessarily through foreign loans,
and it was then that these advances proved so very potent in con-
tributing to the final victory. Loans to Russia in 1917 kept that
great nation in the war and held the German troops upon the eastern
front for six precious months. Similarly in each grave crisis, whether
on the Italian front or on the battle fields of France or Belgium, the
loans from the United States gave the Allies the means of replenish-
ing supplies and equipment, and inspired their fighting forces and .
the peoples behind them with renewed hope and confidence and with
strengthened determination in the face of an advancing foe. The
service of these loans in assisting to hold the battle fronts of Europe
until the might of our heroic Army could be felt effectively, made
possible, beyond the shadow of a doubt, the ending of the war in the

140825—F1 1919——5 :
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fall of 1918. Without this aid to'the allied Governments, the war
.unquestioriably would have been prolonged, if not lost, with the
resultant great additional cost in life and treasure.

Detailed statements showing the dates and amounts of credits and
advances to foreign Governments are attached hereto as Exhibits
48 and 49, pages 312 and 316. _ - '

Currencies needed by the United States in France, Great Britain,
and Italy for our war expenditures in those countries continued to
be provided by the respective foreign Governments under an arrange-
ment whereby the dellar equivalent of the amounts so provided was
made available to the respective foreign Governments for use to meet
their war expenditures in the United States, and thus the needs of
these Governments for advances from the United States were reduced
by a corresponding amount. This plan was also extended to Belgium.
The following tabulation shows the amount of foreign currencies so
placed at the disposal of the United States and the dollar equivalents
paid therefor in the United States for the period commencing during
the month of January, 1918, up to November 15, 1919:

Country. Francs. Pounds sterling. Lire. Dolla;lren%quiva-
Belgium ....... eeesacessnesannn 2, 500, 000. 00 DTTUTTTRURUN TR 366, 300.37
France.......coecviecveauaale 5709 031 418.08 | oo iiieieienieenee]eretcnanenaraaan 1,110, 138 235.98
Great Britain. .........coooiieeeeiiiananana.., 87,768,387/13/1 |....cniciaian.. 401 393 060. 05
) 473 U R, AU e eeeacaeanaas 97, 583, 742551 14 425 092.25
Total....... T IS ENUUUUUS SR 1,526, 322, 688.65

In June, 1918, the requirements of the American Expeditionary
Forces for pesetas were indicated to the Treasury to be extremely
heavy. At that time Spanish exchange was at a premium of about
40 per cent. In order to obviate the necessity of purchasing pesetas
" at so large a premium a representative of the Treasury went to Spain
and in August, 1918, made arrangements whereby a syndicate of
Spanish banks agreed to extend credits up to 250,000,000 pesetas to
be availed of through the acceptance of bills drawn by American
banks, members of the Federal Reserve System. In order to avail
of this arrangement the Treasury sold certificates of indebtedness
payable in pesetas. The total amount of credits availed of and of
obligations so sold aggregated 155,000,000 pesetas. The bills were
discounted on the basis of 43 per cent interest; which, together
with the acceptance commission and certain other charges, made
" the ‘total cost of ‘the money at the rate of about 5} per cent per
annum. Partly as a result of the credits so arranged the rate for
.Spamsh exchange soon began to drop, and the Treasury has lately
‘reduced by 80,000,000 pesetas the amount of its peseta obhgatlons
So far as necessary this was done by the purchase of pesetas in the
exchange market at par or less.
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All interest which has become due on the obligations of foreign
Governments held by the United States has been paid in c¢ash with
‘a relatively unimportant exception pending adjustment. To the
extent that such interest has not been paid from other resources of
the forelgn Governments concerned it has been paid from the pro-
ceeds of loans made by the United States Government. With the
termination of the war and the rapidly approaching exhaustion of
the appropriation it was considered necessary and appropriate for
the Secretary of the Treasury, as contemplated by the Liberty bond
acts, to take up with the foreign Governments the funding of the
demand obligations now held by the United States into long-time
obligations and the funding during the reconstruction period, say for
two or three years, of interest on the obligations. In view of the pres-~
ent derangement of the foreign exchanges it would add to the diffi-
culties of the situation and would not be to the advantage of the
United States to require cash payment of interest. :

The authority given by first, second, third, and fourth Liberty bond
acts to make loans to foreign Governments was for the purpose of
national defense and the prosecution of the war. In crder to assist
in meeting needs growing out of the war, the Treasury recommended
the enactment of legislation extending the authority within certain
limits but without increasing the aggregate amount of the ap-
propriation. By the Victory Liberty loan act approved March 3,
1919 (Exhibit 7, page 235), the Secretary of the Treasury was au-
thorized, within the $10,000,000,000 previously appropriated, to.
make loans to foreign Governments then engaged in war with ene-
mies of the United States for the purpose of providing for purchases
of any property owned directly or indirectly by the United States
not needed by the United States or of any wheat, the price of which
has been or may be guaranteed by the United States. The Secre-
tary of the Treasury is empowered to establish credits under this
authority until the expiration of 18 months after the proclamation
of peace. Thus far no credits have been established under this
provision. : :

The Inter-Ally Purchasing Commission, constituted in August,
1917, through formal arrangements entered into by the Secretary of
the Treasury with the approval of the President on behalf of the
United States with representatives of the Governments of the Allies,
was terminated on December 14,1918, and such of its functions as it
was desirable to continue were taken over by the Treasury. These
functions came to an end when the foreign Governments ceased
making new purchases to be paid for out of advances from the
Treasury.
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WAR LOAN ORGANIZATION.

The flotation of the Victory Liberty loan and the sales of certificates
of indebtedness were conducted through the same form of organiza-
tion which made such memorable successes of the previous offerings
of war securities to the public. Under the general direction and

‘guidance of the Treasury, the 12 Federal reserve banks, as fiscal
agents of the United States, continued to serve as the centers of the
War Loan Organization in their respective districts throughout which

" were organized Liberty loan committees composed of. volunteers
who operated in their respeotlve localities in behalf of the Victory
‘campaign.

" During the months following the armistice and preceding the
offering of the Victory loan, there devéloped a very natural desire
on the part of the members of the War Loan Organization throughout
the country, who had left their usual pursuits in life to serve the’
Government in the critical crisis of war, to return to their normal.
activities. These men and women were volunteers in' the great
cause of liberty; their families and businesses had been neglected and
personal matters required their attention. It could not be expected
that they would continue indefinitely in the volunteer service of the
Government at the expense of every personal consideration and of
their own livelihood. The patriotism and mettle of these workers
were so well known to the Treasury that it was believed that an
“appeal for one more and final effort in a great popular campalgn
would receive a gratifying response.

On December 20, 1918, a few days after assuming the office of
Secretary of the Treasury, I issued the following appeal for the con-
tinued support to the Treasury of the War Loan Organization:

In assuming the office of Secretary of the Treasury, I desire to say a few words to the
American people, and particularly to the splendid organizations of men and women
whose unselfish labors, under the leadership of my great predecessor, have made the
story of our war finance one of the most glorious chapters in the history of Amerlca s

-part in the war. .

Millions of Americans have contributed in the most vital, tangible, and necessary
way to the winning of the war. They have loaned their dollars to their country
with no small sacrifice of personal comfort and enjoyment, and have given largely of
personal effort and service. For all time we have disproved the slander that Ameri-
cans are a money-loving people, incapable of rising above materialistic things. In
the 18 short months of the war the American people subscribed for $18,000,000,000 of
Eiberty bonds and war-savings certificates. The banking institutions and the peo-
ple of the country financed the requirements of the war in anticipation of the Liberty
loans and of the taxes for the fiscal year ended June 30, 1918, by the purchase of a
total of $12,500,000,000 of Treasury certificates of indebtedness, all of which had
been retired. or provided for out of taxes or bond issues at the time the armistice was
‘signed.

g’i‘lhe expenditures of the Government, excluding transactlons in the prmmpal of
the public debt, during the current fiscal year, beginning July 1, 1918, to and including
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‘December 16, 1918, exceeded $9,600,000,000. Expenditures in the month of No-
vember nearly equalled $2,000,000,000, and in the current month of December, to
and including December 16, exceeded $1,000,000,000. The proceeds of the fourth
Liberty loan so far received have all been spent and the remaining installments pay-
able on subscriptions to that loan will be needed to meet maturing Treasury certifi-
cates of indebtedness issued in anticipation -of that loan and as yet unpaid. Since
the armistice was signed Secretary McAdoo has estimated that the cash outgo from the
Treasury during the current fiscal year ending Jume 30, 1919, will amount to
$18,000,000,000 and much. more than half of that amount has already been expended
in the five and one-half months which have elapsed. The treaty of peace has not yet
been signed, nor any important part of our Army demobilized. Production of war
materials and supplies had reached the peak at the time the armistice was signed and
the bills incurred during that period of maximum-production must be paid.

The Treasury must issue another large loan before the end of the fiscal year, and I
am entirely in accord with the policy already outlined—that this loan should take the
form of securities of short maturities.

It is vitally important that the Treasury should continue in a mcst energetic way
the sale of war savings stamps and certificates. Among the valuable and much
needed lessons we have partly learned from the war is that of thrift and intelligent
expenditure. Thrift helped to win the war and will help-us to take full advantage of
a victorious peace. It is therefore imperative that we do not relax into old habits
of wasteful expenditure and imperative that the habit of reasonable living (on the
part of those of both large and small means) so easily acquired durm{, the war penod
‘be continued.

- Millions of our people have become holders of bonds of their Government but some
of them seem to feel that they are under no further obligation to retain these bonds.
and they are selling them and using the money for unnecessary purposes or exchanging
them for other securities of very doubtful value. So long as the United States needs
to sell bonds those who hold the present issues should not dispose of them except
under the spur of urgent necessity. They have invested in the best security in the
world, and it is both to their own interest and to that of their Government that these
securities be retained.

Organizations of patriotic men and women numbering probably well over 2,000,000
have been created and have given their time and services to the sale of Liberty bonds
and war-savings certificates. These great bodies of earnest and patriotic people,
- called together almost at the outset of the war and augmented continually by new re-
cruits, have accomplished a task which seems almost superhuman. My admiration
is great not only for the work accomplished but for the spirit in which ‘it was accom-
-plished. It is my earnest wish to retain and continue these great organizations until
the work has been completed. .

We face this work at a time when we are handicapped in many ways. There is no
doubt that there is throughout the country a feeling of relaxation—a feeling of self-.
satisfaction at the work already performed and a strong and not unreasonable call t6
take up once more individual and business interest and activities. The organiza-
tions were prepared for the task which would have confronted them had the war
continued throughout the year 1919, or longer, and I am confident that despite these
handicaps they will not now relax their efforts and leave the task uafinished. Vic-
tory has come to us earlier than we might reasonably have expected, but victory will
not cause us to neglect the completion of that work which made victory possible.
Our men on the other side still have their work before them and so have we. They
will not leave until the task is fully accomplished, nor shall we. )

I am sure then that the Treasury Department can, with confidence, offer another
Liberty loan, and continue the sale of war-savings certificates knowing that the or-
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ganizations will respond once more to the call for service and will at once preparé the
ground and sow the seed so that the harvest may be abundantly fruitful,

The above statement was later followed by an announcement that
the Victory loan would be the last Liberty loan; that is to say, the
last war loan floated by means of a great popular campaign. It was
anticipated - that necessary future borrowings could be made in the
form. of certificates of indebtedness which, if need be, might be re-
funded by the issue of notes or bonds without the ald of another
popular campaign, such as those of the Liberty loans.

That statement of policy saved the Liberty loan committees from
dlsmtegratlon and saved the Victory loan from failure, because it
could not have been floated as a popular issue without the services
of these volunteer workers. As was to be expected from men and
women of such proved sterling worth and exalted love of country,
they answered the Treasury’s call with definite assurances that a
supreme effort would be made by every worker to make theloan a
success that was comparable with the results of the issues sold dur-
ing the period of actual warfare. These pledges were entirely ful-
filled and, with the disbandment of this great volunteer army of
‘workers, the Treasury desires to make due acknowledgment of the .
value of their patriotic service and to express its sincere gratitude
for the loyal and effective work which made the unprecedented
results of the loans possible.

‘The Victory loan campaign conducted by the War Loan Organization
pointed out the great investment value of the notes, and its keynote
was an intensive call to the patriotism of the people to ‘‘finish the
job”” with the largest possible distribution of the securities. Banks,
bankers, trust companies, businéss men, associations and societies,
and thousands of men and women throughout the country patri-
otically cooperated with the Treasury and the War Loan Organization
in making the last popular loan a splendid and unqualified success.
Men and women in every part of the land patriotically and unsel-
fishly devoted their best efforts through days of unflagging labor to
the service of the Government, and richly earned the Nation’s
gratitude.

The orgam?amon for the sale of war savmgs securities is dlscussed
elsewhere in this report under the heading ‘ War savings certificates.’

After the conclusion of the Victory loan, Lewis B. Franklin, of New
York, who had served as director of the War Loan Organization from
the béginning, resigned to return to private life, and was succeeded
by John H. Mason, of Philadelphia, who had been a member of the
Liberty loan organization of the Philadelphia Federal Reserve dis-
‘trict, and who since the fall of 1918 had served as director of the
orgamzatlon in that district.
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- War loan publicity.

The publicity campaigns conducted by the War Loan Organization
of the Treasury in the interest of the five war loans are without paral-
lel in history. The campaign in behalf of the Victory issue was as
intensive and widespread as those for the previous loans. It em- .
~braced every avenue of publicity and propaganda. All media of
arousing the interest and inviting the attention of the people to the
imperative needs of the Government and the great value of the Vie-
. tory notes as a means of saving and investment were utilized.
Machinery drafted for publicity purposes ranged from the seemingly
insignificant subscriber’s button to the mightiest engines of war from
land and sea. The printed and spoken word of men prominent in all
walks of life and the greatest art of the Nation were marshaled into
‘service. The combined result was an agency that forcibly carried
the message of the Treasury into every home in the country.

Newspapers, magazines, trade journals, and other publications
gave unlimited space in their news and advertising columns to the
interest of the loan. Press associations carried columms of reading
material. Millions of posters designed by leading artists, street-car
advertising cards, and innumerable booklets were distributed. Five
thousand widely known men and women spoke in behalf of the issue
under direction of the Speakers’ Bureau of the Treasury. More than
100,000 clergymen of all denominations delivered Liberty loan ser-
mons, while Four-Minute Men to the number of several thousand
spoke daily in theaters and at other places of assembly.

. War exhibit trains traveled from city to city carrying American,
allied, and captured German war matériel. Aerial demonstrations
by celebrated aces were given in over 80 cities. Eighty-five thousand
captured German helmets were presented to salesmen as prizes.
Medals cast from German cannon were presented as rewards to
workers, An -honor flag was granted to cities that exceeded their
quotas.

‘Theatrical managers and members of the profession cooperated
heartily. Sales were made in theaters, and actors and actresses con- °
tributed of their time and talent to the success of the issue. Motion-
picture theaters and stars of the profession gave their support un-
stintedly. Films were purchased at cost and many were contributed.

American soldiers, sailors,-and marines from the camps and ships
in America and from the army of Gen. Pershing and the fleet of
Admiral Sims lent valiant aid to the campaign both as speakers and
salesmen. Picked veterans from the armies of the nations associated
with America in the war toured many cities of the country and
captured German submarines were exhibited in important ports.

The above relates to the publicity which was conducted on a
national scale. In addition, the publicity branch of the War Loan
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Organization in the Treasury supervised and coordinated the prop-
aganda activities of the publicity committees in the several Federal
reserve districts, which operated under the immediate direction of
the Federal reserve banks. These committees conducted extensive
~ campaigns of publicity that were of especial application locally or
" met the particular needs of the districts concerned. They heartily
cooperated with the central organization in Washington and rendered
service of very great magnitude and value. :

Since the conclusion of the Victory loan, publicity has been con-
tinued in connection with the sale of certificates of indebtedness and
thrift stamps and war savings stamps and certificates, and in promo-
tion of the movement for saving and investment in Government
securities.

NATIONAL WOMAN’S LIBERTY LOAN COMMITTEE.

The successful service of the national woman’s Liberty loan com-
_ mittee and of its éffective nation-wide organization of patriotic women
was brought to a notable climax in the Victory loan campaign.
With the signing of the armistice and the natural tendency of all vol-
unteers to feel that their services were no longer required, the disin-
tegration of this organization seemed inevitable. In response to the
appeal of the Treasury, however, the committee and each of its State
chairmen assured the department that the organization would remain
intact and efficient as long as its services were required in the loan .
operations of the Government. The entire organization redeemed
that promise by the continuation of its splendid- WOI‘k during the
Victory loan campaign.

The Treasury desires to record its deep appreCIatlon of the effective
service of the patriotic women who so loyally worked for the loans
and cooperated with the department in each of the campaigns. The
committee assisted in immeasurable degree in mobilizing the woman-
hood of the United States and in helping the mothers, wives, and

- sisters of the heroic sons of America who went to France for the sake

of the liberty of their country and of mankind to understand the
purposes of the war and the needs of the Government to prosecute
it. to a successful.conclusion. The committee and its organization
achieved a high degree of success in arousing the sentiment of the
people and in obtaining subscriptions to the securities of the Gov-
ernment. :

LIBERTY BONDS AND VICTORY NOTES OUTSTANDING.

On June 30, 1919; the total amount of Liberty bonds and Victory
notes outstanding and deliverable was $19,126,517,200. Exclusive
of interim certificates which were issued only in connection with the
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first Liberty loan, this large amount was distributed in 78,710,703 ~
pieces, represented by denominations ranging from $50 to $100,000.
Of that number, 39,932,957, or more than one-half, consisted of $50
bonds and notes. The number of $50 and $100 bonds and notes
outstanding was 66,644,458, or more than 84 per cent of the total,
while the number of $50, $100 and $500 bonds and notes was
70,244,817, or more than 89 per cent. of the total. These percent-
ages would have been increased if the entire Victory loan had been
issued by June 30. The Victory notes were in process of issue at
that time and only a part of the total was outstandmg at the close
of the fiscal year.

The amount represented by the $50 denomma’olon on June 30, 1919,
was $1,996,647,850; by the $100 denomination $2,671,150,100; by the
$500 denomination‘ $1,800,179,500, and by the$1,000 denomination
$7,936,230,000. These figures show that $6,467,977,450 was rep-
resented by $50, $100 and $500 bonds and notes, or approxmately
33 per cent of the total outstanding. The combined total of $50,
$100, $500 and $1,000 denominations amounted to $14,404,207,450,
or 75 per cent of the total outstanding, while the combmed total of
the denominations ranging from $50 to $10,000 was $18,331,117,450,
or 95 per cent of the total amount outstanding.

While the large number of small bonds and notes which were still
outstanding at the close of the fiscal year is encouraging as indicating
the continued widespread distribution of the bonds among investors
who never before had placed their savings in securities of any kind,
unfortunately it is unquestionably true that a large number of small .

“holders have parted with their bonds and notes when it was most
desirable for themselves and their Government that they should hold
them as investments. There is attached hereto as Exhibit 50,

. page 324, a detailed statement of denominational exchanges of all

coupon Liberty bonds and Victory notes, by Federal reserve dis-
tricts, up to September 30, 1919. The original deliveries of $50
coupon bonds and notes amounted to $2,661,386,150. Of these
there was surrendered for denominational exchange a total of $737,-
806,600 and there was issued on denominational exchange a total of
$189,987,000 of $50 coupon bonds and notes, making a net decrease
in the amount of outstanding $50 coupon bonds and notes on Sep-
tember 30, 1919, of $547,819,600. The original deliveries of $100
coupon bonds and notes amounted to $3,196,166,800. Of these
there was surrendered for denominational exchange a total of $576,-

129,500, and there was issued on denominational exchange a total of

$132,848,100 of $100 coupon bonds and notes, making a net decrease -
in the amount of outstanding $100 coupon bonds and notes on Sep-

tember 30, 1919; of $443,281,400. The original deliveries of $1,000 .

coupon bonds and notes amounted to $9,417,227,000. Of these there
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was surrendered for denominational exchange a total of $445,039,000,
and there was issued on denominational exchange a total of $1,540,-
545,000 of $1,000 coupon bonds and notes, making a net increase in
the amount of outstanding $1,000 coupon bonds and notes of $1,095,-
506,000 on September 30, 1919.
It is obviously 1mp0531ble to demonstrate what proportion of the
bonds and notes surrendered for the purposes of-exchange into other
denominations have been sold, but unquestionably a large part of
the transactions mentioned above represent sales of the small denomi-
nations. This assumption is borne out by the large amount of such
bonds or notes which -were exchanged for higher denominations,
particularly the $1,000 denomination. The observation of the
Department has been that in practically all cases the high point of -
surrender of the securities for the purpose of exchange appears to be
at or near the termination of the life of partial payment plans.
This would indicate that many small investors, as soon as they com-
plete the payment for their securities, offer them on the market for
sale. It is a great mistake for the people of the country, who patri-
otically bought the Government’s obligations during the period of the
war, to forego the great advantages which accrue to them by holding
their securities. They represent savings which will improve ‘their
welfare, and rather than part with them they should determine upon
a course of further saving and invest their accumulations in Govern-
ment obligations. It is sincerely to be hoped that all holders of
Liberty bonds and Victory notes will retain and increase their
investments and dispose of them only under the pressure of com-
pelling necessity.

The following table shows in detail the outstanding issues of
Liberty bonds and Victory notes, by denominations, at the close of
_ the fiscal year. 4



Liberty bonds and Victory notes oulstanding, by denominations, June 30, 1919.

Denominations.
Loans. Total.
$50 $100 $500- $1, 000 85,000 810, 000 $50, 000 $100, 000
3
Flrst leerty loan 33 per cent bonds of 1932-1947 and
intorim certificates: n : . : .
Coupon..... $57,046,350 | $69,795,000 | $68,018,000 | $923,700,000 |- .. ..o oeueenforinreenenneaa T 31,119, 459, 350
Reglstered . 3 957 500 4, 266, 000 21,569,000 | $24,920,000 | 376,700,000 (344,850,000 [$112,600,000 288, 862, 500
Interim Certificates. .. .....iceeeeeeneeuneeaeenos|iocenieeenane]ooreneiaiiioi el [N IR IR ISR IR 1,749,750
hlrggzligberty loan converted 4 per cent bonds of .
COUPOD-«. . .eiiiii it e i eaiannns 42, 517,900 48,493, 900 22,816,000 30, 926, 000 1,210,000 660,000 |........sc|oeennniitn 146,729,800
Registered... .. ...ooioiieeeiiiiiiiiie i 401, 950 5,061, 500 4 410 500 7,059, 000 1,870,000 1, 960, 000 300,000 |............ 21,062, 950
First beerty loan converted 41 per cent bonds of .
1932-1947: . .
COUPOD... oot ] 29,939,500 55,181, 000 54,644,500 | 144,947,000 16, 210, 000 15,930,000 [... ... .. 0eeiiiieoaat 316,852,000 -
Registered.. ... ... oLl 1,190, 700 7,780,900 | 13,092,500 | 28,029,000 | 11,635,000 | 13,610,000 | 5,650,000 | 3,600,000 86, 538, 100
First Liberty loan second converted 4& per cent
- bonds of 1932-1947: :
276, 550 379, 800 260, 000 1,218, 000 105, 000 140,000 ..ol e 2,379,350
31,700 123 000 164, 0600 349,000 155, 000 290,000 |. ... ... feiiiiiaat., 1 112 700
163,161,500 | 173,255,400 84,233,500 | 168,221,000 15, 410,000 13,980,000 |............ 0oL 618,261,400
4,142,150 14,578,300 13 532 500 23,790,000 9,150,000 10,100,000 | 7,650,000.( 3,000,000 80 942 950
124,721,500 | 196,634,900 | 197,000,500 |1,223,864,000 | 215,540,000 | 460,070,000 |............0......_..... 2,417,830, 900
4,453,650 | 21,024,200 | 37,424,500 | 93,830,000 | 49,620,000 | 91,210,000 | 39,450,000 107,400,000 | 444,421,350
555,450,250 | 603,876, 600 352,259,500 |1,374,936,000 | 181,430,000 | 359,880,000 [:...........0............ 3,427, 832,350
g 15,099, 050 58 497 800 63,915,500 | 109,048,000 43, 040, 000 69, 970, 000 37 650, 000 1133, 500, 000 530,720, 350
Fourth Liberty loan 4} per cent bonds of 1033-1938: . . i
0o} T « T 715,355,650 | 897,695,500 | 501,403,000 |2,425,595,000 | 427,125,000 | 965,420,000 |............ ............ 5,932, 594 150
Registered.--.......oooeomon s 26,192, 150 108 313,400 | 103,415,000 | 172,057,000 | 67,390,000 | 120,320,000 | 46,300,000 {216, 900,000 | 860,887,550
Four and three quarters per cent Victory Liberty .
loan notes of 1922-1923: ‘ :
COUPOI. . v eveens e ie e et aeeeaaneanns 252,601,050 | 384,758,700 | 246,486,000 | 894,724,000 | 152,180,000 | 306,750,000 |......... ... ............ 2,237,499, 750
Registered.. ... .. . it 2,862, 500 20,792,300 30, 887,000 65, 877,000 15,895, 000 14,930,000 | 7,700,000 | 17,800,000 176,743,800
Three and three-quarters per cent Vlctory leerty ] L
- loan notes of 1922-1923: . : : .
(013233 75) | P PP 302, 0600 927, 500 1,906,500 | 225,911,000 36,530,000 | 131,180,000 }...... ... .. feeeeazanann 396,757,000
1,750 16,900 44,500 571,000 1,555,000 2,740,000 | 2,600,000 | 4,700,000 12, 229, 150

XEASVAYL THI A0 XIVITIOUS
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Liberty bonds and Victory notes outstanding, by denominations, Jyne 30, 1919—Continued.

) . ~ Denominations. . .
Loans. = Total.
350 8100 - 8500 $1,000 ~ $5,000 $10, 000 $50,000 $100, 000 :

Total: ’ . '
COUPOD.- -+ weeeeveeaeneeeaannnanneneannns 81,942,272, 250 ($2,431,004,300 (91,529,027, 500 |$7,414, 042,000 (31,045, 840,000 |$2,254,010, 000 516, 616, 196, 050
Registere .. 54,375,600 | 240,145,800 | 271,152,000 | 522,188,000 | 225,230,000 | 401,830,000 2, 508, 571, 400
Interim certificates. ....... ... oo e sefreeee . 1,749,750

Grandtotal........................o.. 1,996, 647,850 | 2,671,150,100 | 1,800,179, 500 | 7,936,230,000 | 1,271,070,000 | 2,655,840,000 | 192,150,000 | 601,500,000 | 19,126, 517,200

Total number of pieces (exclusive of interim .

COrtifiCAteS)-ovvernnrrenrnneannreananeeas| 39,032,057 26,711, 501 3,600,359 7,936,230 254,214 265, 584 3,843 6,015 78,710,703

9L
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" A recapitulation of transactions in Liberty bonds and Victory notes
from the dates of the respective issues to June 30, 1919, separately -
compiled for each loan, is embraced in Exhibit 51, page 338. These
figures indicate that in the vast operations of the five loans the depart-
ment issued securities of an aggregate value of $27,868,140,100, of
which $8,814,442,250 had been retired through conversion, exchange,
purchase, etc. Including $72,819,350 of securities in process of issue
against securities canceled, the amount outstanding on June 30, 1919,
was, as stated above, $19,126,517,200.

There is attached hereto as Exhibit 52, pagej 344 Form I & C
265, dated October 16, 1919, which shows the dates on which inter-
est on the various issues of Liberty bonds and Victory notes is pay--
able and the amount of any interest coupon pertaining to any bond
or note of the Liberty issues.

CONVERSIONI. OF LIBERTY BONDS.

On January 15, 1919, attention of the Congress was drawn to the
fact that a large number of holders of 4 per cent Liberty bonds had
not exercised the privilege of converting such bonds into 4% per cent
" bonds, and announcement was made that a recommendation would
.be submitted for the extension of the privilege, which had expired
on November 9, 1918. It was believed that those who had not
availed themselves of the conversion privilege fell chiefly among the
group of small holders who were unaccustomed to bond investments
and who; on account of the very wide distribution of Liberty bonds,
were not reached by the general public announcements of the Treasury
and could not, except in the case of registered bonds, be reached by
department circular. The Congress adopted the recommendation of
the Treasury, and in section 5 of the Vietory Liberty loan act (Exhibit
7, page 235) authorized the extension of the privilege of converting
the 4 per cent bonds of the first Liberty loan converted and the 4 per
cent bonds of the second Liberty loan into 4% per cent bonds for such
period and upon such terms and conditions and subject to such rules
and regulations as the Secretary of the Treasury may prescribe.
Regulations governing these conversions are embodied in Department
Circular No. 137, dated March 7, 1919, and in the supplements thereto
dated June 10, 1919, and November 1, 1919 (Exhibits 53, 54, and 55,
pages 348, 352, and 354). Under the terms of these circulars the
extended privilege may be terminated on six months’ public notice
given in such manner as the Secretary of the Treasury shall prescribe.

In spite of this extension of the conversion privilege and the pub-
licity which has been given to it, approximately $750,000,000 face
amount of 4 per cent Liberty bonds in coupon form remained out-

standing unconverted on September 1, 1919. Of'these coupon bonds,
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the second Liberty loan 4 per cent bonds had no coupons attached
for interest aceruing after November 15, 1919, and the first Liberty
loan converted 4 per cent bonds had no coupons attached.for in-
terest accruing after December 15, 1919. On and after said dates,

respectively, these bonds would become exchangeable, according to
their terms, for like bonds with all subsequent coupons attached,

but if not presented for conversion until said dates, respectively,
would not be deemed to be converted until May 15 and June 15,
1920, respectively, and the bonds issued upon conversion would not
begin to bear interest at 41 per cent per annum until said dates.
The 41 per cent bonds so issued would have no coupons attached,
" and would be exchangeable on and after said dates, respectlvely, for
" like bonds with all subsequent coupons attached.

In order to avoid expense to the United States and inconvenience

" to holders of the 4 per cent coupon Liberty bonds, and in order to
make the necessary provisions for the payment of the 4 per cent
interest accruing thereon after November 15 and December 15, 1919,
resp‘ectively, special rules and regulations were accordingly prescribed
governing the exchange and conversion of 4 per cent coupon bonds
of the second Liberty loan and of the first Liberty loan converted.
These rules and regulations are set forth in full in Treasury Depart-
- ment Circular No. 158, dated September 8, 1919 (Exhibit 56 , page 358),
and are 1n substance as follows:
.~ (1) Holders of 4 per cent coupon bonds of the second Liberty
loan and of the first Liberty loan converted desiring to avail them-
selves of the conversion privilege were urged to present them for
conversion promptly, before November 15, 1919, and December 15,
1919, respectively, and it was provided that in that event they would
be deemed to present their bonds for conversion only and wouldi
receive upon such conversions bonds bearing interest at 4} per cent.
per annum from November 15, 1919, and December ‘15, 1919, re~
spectively, with coupons attached covering 1nterest to May 15, 1920,
and June 15, 1920, respectively.

2) Holders of 4 per cent coupon bonds of the second Liberty loan
and of the first Liberty loan converted desiring to avail themselves of’
the conversion privilege but neglecting to present their bonds for con--
version before November 15,1919, and December 15,1919, respectively,.
were advised to retain their 4 per cent coupon bonds temporarily
until the Treasury Department should announce that the 4} per cent.
coupon bonds of the second Liberty loan converted and of the first.
Liberty loan converted with coupons attached covermg interest to-
maturity were available for delivery (which, it is expected, will be-
about March 15, 1920), and then present their 4 per cent bonds.
promptly for conver'siori and exchange into such 4} per cent bonds..
In this connection, 1t was provided that all 4 per cent coupon Liberty*
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bonds presented on or after November 15, 1919, and December 15,
1919, respectively, for exchange into bonds with all subsequent-
coupons attached would, unless otherwise expressly indicated in writ-
ing by the holder, be deemed to be presented for conversion into 4}
per cent bonds, as well as for exchange, and be held in suspense
pending the date when the 4% per cent bonds with all subsequent
coupons attached should be available for delivery.

(8) It was further provided that, after November 15, 1919, and
December 15, 1919, respectively, 4 per cent bonds of the second
Liberty loan and of the first Liberty loan converted, with all subse-
quent coupons attached, would be issued in exchange for the 4 per
cent bonds for which they are expressed to be exchangeable; if spe-
cifically requested, but that it was not expected that such permanent
~ 4 per cent bonds would be available for delivery before March 15,
1920.

The following statement by denominations, of unconverted 4 per
cent bonds outstanding on June 30, 1919, 1nd10ates that the amount
is chiefly in the hands of small investors: .

Outstanding June 30, 1919.

Denomi= :
nation. First ¢’s. Second 4’s.

$50 $42,919, 850 $167, 303, 650

100 53,561,400 | 187,833,700
500 27,226,500 97,766,000
1,000 37,985,000 | 192,011,000
5,000 3,180, 000 24, 560,000
10,000 2,620,000 24,080,000
50,000 300,600 7,650, 000

i 100,000 feveenenrnnn.n. 3,000,000
’ : 167,792,750, | 704,204,350

On April 24, 1919, the privilege of converting 34 per cent bonds of
~ the first Liberty loan into first Liberty loan second converted 4} per
' cent bonds expired pursuant to the terms of Department Circular

No. 123, dated October 24, 1918, set forth as an exhibit to the pre-

vious annual report. Only $3,492,050 face amount of 4} per cent

bonds were issued pursuant to-this conversion privilege.
The following tabulation shows the total conversions of Liberty
. bonds from the dates when the respective privileges arose to the
termination thereof, or to June 30, 1919: :

First Liberty loan converted 4 per cent bonds of 1932—1947 Now, 15, 1917-May 15, 1918.

Surrendered for conversion:
First Liberty loan 3% per cent interim certificates of 1932-1947. .. $473, 917,250
First Liberty lp an 3% per cent coupon bonds of 1932-1947........ 89,103, 500
First Liberty loan 33 per cent registered bonds of 1932-1947... . .. 5,297,700

TOAL. + - e e oo e e e s 568, 318, 450
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Issued upon conversion:
First Liberty loan converted 4 per cent coupon bonds 0f1932-1947.  $498, 275, 700
First Liberty loan converted 4 per cent revlstered bonds of 1932— :
947 . il e e e 70,042,750

TOtal. e e SUUURRTOR 568, 318, 450
First Liberty loan converted 4% per cent bonds of 1982-1947, as of June 80, 1919.

Surrendered for conversion: :
First Liberty loan 3} per cent coupon bonds of 1932-1947_....... $6, 118, 650
First Liberty loan 3% per cent registered bonds of 1932-1947. . ... 1, 454, 800
First Liberty loan converted 4 per cent coupon bonds of 1932-1947. 344, 648, 850
First Liberty loan converted 4 per cent registered bonds of 1932

R P 53, 220, 850

L S 405,443,150

Issued upon conversion:
First Liberty loan converted 4% per cent coupon bonds of 1932-

BO47 . o e .. 326,718, 150
First L1berty loan converted 4} per cent refrlstered bonds of 1932 )
1047 . e 78,725, 000-
Total..ennenenenen... T SURUUSUSRRR 405, 443, 150
First Liberty loan second converted 4% per cent bonds of 1932-1947, Oct. 24, 1918~Apr. 24,
1919.
Surrendered for conversion:
First Liberty loan 3} per cent coupon bonds of 1932 1947 . ... ... $2, 900, 550
First Liberty loan 3% per cent registered bonds of'1932-1947. . . .. o " 591, 500
C Motal..i . U 3,492, 050

Issued upon conversion:
First Liberty loan second converted 4% per cent coupon bonds

of 1932-1047 . . e T 2,442,900
"First Liberty loan second converted 4& per cent registered bonds

of 1932-1947 . .. .. e 1, 049, 150

Total..oieeneeeneen. .. S 3,492, 050

Second Luberty loan converted 4% per cent bonds of 1927-1942, as of June 30, 1919;

Surrendered for conversion:

Second Liberty loan 4 per cent coupon bonds................... $2, 715, 294, 400
Second Liberty loan 4 per cent registered bonds. . .............. 319, 315, 450
PO« ettt ieiee e, 8,034,609, 850

Issued upon conversion:
Second Liberty loan 4} per cent coupon bonds............. ... 2,620,595,200
Second Liberty loan 4} per cent registered bonds. .............. 414,014, 650
B0 A 3,034, 609, 850

No privilege of conversion arose with respect to previous issues of
Government securities by reason of the issue of Victory notes.
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INTERCQNVERSION~ OF VICTORY NOTES.

Under the terms of the offering of the Victory Liberty loan, the two
series of notes of that issue, bearing interest, respectively, at 3% per
cent and 4% per cent per annum, are freely interconvertible through-
out their life, subject to the terms of the circular offering the notes
and the" rules and regulations of the Secretary of the Treasury.
Rules and regulations governing the exercise of the conversion
privilege are. embodied in Department Circular No. 139, dated May
20, 1919, and supplement thereto, dated November 1, 1919 (Exhibits
57 and 58, pages 362 and 369). The issue of the notes upon full-paid
subscriptions was sufficiently advanced to permit the opening of the
conversion privilege on July 15, 1919,

EXCHANGE AND TRANSFER OT LIBERTY BONDS AND VICTORY NOTES.

From the beginning of the war to the close of the fiscal year 1919
there were 17,373,132 Liberty bonds and Victory notes exchanged or
transferred in an aggregate face amount of $2,661,104,450, the trans-
actions including exchange of coupon for registered issues, and vice
versa, denominational exchanges and transfers of registered issues.
Transactions involving coupon issues only were conducted chiefly at
the Federal reserve banks as fiscal agents of the United States. While
some transactions in connection with the registered issues were con-
ducted in part at the Federal reserve banks, all such exchanges or
transfers are finally consummated at the Treasury, where the record
of registered bonds is kept. - . -

Treasury Department Circular No. 141, dated September 15, 1919
(Exhibit 60, page 375), establishes rules and regulations governing
transactions in Liberty bonds and Victory notes. There was also
issued on the same date a statement giving information with respect
to the registration of bonds and notes (Exhibit 61, page 394). The
widest possible distribution of these announcements has been made
in order to familiarize the people with the method of effecting ex-
changés and transfers. A copy of the circular and of the statement
were sent to every bank and trust company in the United States,
accompanied by a letter urging their cooperation in handling trans-
actions for their customers (Exhibit 59, page 373).

This circular covers the matter of exchange and transfer of Lib-
erty bonds and Victory notes in detail, including such important mat-
ters as assignments in case of death of a registered owner, assigmnents
for minors, and the rules respecting bonds or notes registered in the
names of two or more persons. 1t also sets forth the officers author-
ized to witness assignments. The Treasury is anxious to facilitate
the assignments of registered bonds and notes, but its pohcy in this

140325—r1 1919——6
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respect must be controlled by considerations of safety to the Govern-
ment and to the registered holder. The department believes it has
gone as far as it may with security in conferring general authority
with respect to witnessing assignments. The Treasury must rely
upon the good faith of the witnessing officer in requiring positive
identification of the registered holder executing the assignment, and
it is deemed wise to restrict the general authority to witness assign-
ments to certain Treasury and other Federal officers, the executive
officers of the Federal reserve banks, and the executive officers of
incorporated banks and trust companies.

From the begmnmg of the war-loan operations the Treasury has been
partlcularly anxious to afford every p0351b1e inducement to investors
in Government securities to hold them in registered form.. This is
" particularly desirable in the case of the small denominations which
are in the hands of people who have no facilities for safekeeping,
and the department has repeatedly urged upon the public the great
advantages of registration. The result of its efforts in this direction
may be seen from the fact that the registered issues of the first four
loans up to June 30, 1919; had 1ncreased over $600,000, 000 from the
time of original deliveries. :

PURCHASES OF LIBERTY BONDS BY THE TREASURY.

The authority conferred upon the Secretary of the Treasury by
section 6 of the act approved April 4, 1918 (Third Liberty bond act),
to purchase Liberty bonds in order to stabilize the market prices of
the securities, has been exercised from time to time during the year.

" Liberty bonds have been purchased, canceled and retired in accord-
ance with the law, as necessary to support the market. As a matter
of practical convenience the services of the War Finance Corporation
have been utilized in thissconnection. The bonds have been pur-
chased by the corporation at the market price for its own account,
and subsequently the accumulated stocks have been taken over by the
Treasury at the average cost to the corporation, plus accrued interest.

These purchases have served the purposes of the law, particularly
when heavy sales were pressing upon the market. Many of these
sales were the result of conditions produced by the ending of the war.
Some of the smaller holders, who changed their occupations during
the winter on account of the dislocation of industries, found it neces-
sary to dispose of their securities. Large corporations that during
the war had been able to hold Government bonds, either with their
‘own resources or on borrowed capital, also found it necessary to liqui-
date on account of changed financial conditions due to economic dis-
location attendant upon the ending of the war. During all this
period without endeavonng to hold the bonds to levels that could
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not be maintained, it was the constant endeavor of the Treasury to
maintain the stability of the market for Government securities.
The terms of the Victory loan had a favorable influence on the
market situation. '

The following bonds have been purchased, canceled, and retired by
the Treasury from the bond-purchase fund to November 15,1919:

Lrberty bonds purchased from bond-purchase fund f?‘om Apr. 12, 1918, to Nov. 15, 1919.

. Principal Amount of
Loan. i amount Amount paid. | accrued in-
’ purchased. terest paid.
First Liberty loan converted 4 per cent and 4% per cent
bonds of 1932-1947. . ovvinnnnieiiinririiinsnessinnrresannss $25,115,000 | $23,841,677.60 |  $398, 633. 59
Second Liberty Ioan 4 per cent and converted 43 per cent

bonds 0f 1927-1942. . eeverenneennnniaeercneeanceneecnnanans 371,215,000 | 353,346,965.55 | 6,364,544, 95
Third Liberty loan 43 per cent bonds of 1928......... . 208 635 500 200 895 393,00 l 687 060. 05
Fourth Liberty loan 4} per cent bonds of 1933-1938... 348 115 000 329 821 485.00 5 052 217.71

TOLAL e eeneeneeneenenneenssnesnennesnesnnsnnanns 953,080,500 | 907,905, 528,15 | 13, 502;456. 30

"The difference between the par amount of bonds purchased and
the principal amount paid therefor, $45,174,973.85, appears 'on the
books of the Treasury as a miscellaneous receipt.

Section 3 of the act approved April 24, 1917 (first Liberty bond
act), and section 3 of the act approved September 24, 1917 (second
Liberty bond act), as amended, authorize the Secretary of the
Treasury to apply any repayments of-the principal of loans to foreign
Governments to the redemption or purchase of any bonds issued
under authority of such acts. Certain of the loans to foreign Govern-
ments have been repaid, as stated elsewhere in this report under the
heading ‘‘Loans to foreign Governments,”” and the proceeds of the
repayments have been applied to the purchase of Liberty bonds,
which have been canceled and retired, as follows:

Bonds purchased as the result of payment of foreign loans, to Now. 15, 1919.
OBLIGATIONS OF FOREIGN GOVERNMENTS REPAID.

Date Amount

Government. repaid.

Jap. 11,1919 | $3, 384, 000. 00
Mar. 31 1919 588 000. 00
Mar. 14 1919 | 3, 598 000. 00

| July 18)1919 10, 000. 00
‘| Aug. 11,1919 | 4,577,000.00
..... do.......| 22]000, 000. 00

.| Sept. 18,1919 | 10, 000, 000. 00
.| Sept. 23 1919 10 000 000. 00

Oct. 11 1919 7 164 -007.99
Oct. 27 1919 ‘S,OOO, 000. 00
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* .Bonds purchased as the result of payment of foreign loans, to Nov. 15, 1919—Continued .

BOND PURCHASES.

. ’ Amount of

Loan. ) lzl;;ﬁ)cl;ml Amount accrued

purchased. paid. H;)t:i’g'sr'
Third Liberty loan 4% per cent bonds of 1928..__................ $62, 297, 200 | $59,090,313.78 | $702,901. 66
Fourth Liberty loan 41 per cent bonds of 1933-1938............. 2,514,950 2,230,482, 32 51, 690. 47
Total.......ccuvnn... Pt 64,812,150 | 61,320,796.10 | 754,392.13

The bond-purchase fund, while designed primarily for another
and more immediate purpose, has operated also, as the above analysis
shows, in the nature of a preliminary sinking fund in advance of the
operation of a scientific plan for the retirement of the debt
through purchases or redemptions over a period of years. The
authority to purchase bonds through the bond-purchase fund expires
one year after the termination of the war. The Congress, however,
has already provided the plan for the gradual retirement of the debt
by means of a cumulative sinking fund.

CUMULATIVE SINKING FUND.

Provision for the establishment of a cumulative sinking fund in the
Treasury for the retirement of bonds and notes issued under the
first, second, third, and fourth Liberty bond acts and the Victory
Liberty loan act is made by section 6 of the act approved March 3,
1919 (Exhibit 7, page 235), in accordance with recommendations
submitted by the Treasury and adopted by the Congress. The law
permanently appropriates for such sinking fund for the fiscal year
beginning July 1, 1920, and for each fiscal year thereafter until the
debt is discharged an amount equal to the sum of ‘(1) 2% per centum
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 July 1, 1920,
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 pald out of the sinking fund during such
year or in previous years.’

It will be noted that the Secretary of the Treasury, in accordance
with the terms of this law, will ascertain the aggregate amount of
such bonds and notes outstanding on July 1, 1920, less the par
amount of obligations of foreign governments held by the United
States on that date. Two and one-half per cent of that sum is
appropriated annually as a fixed amount and without variation for
the payment of such bonds and notes at maturity or for their
redemption or purchase before maturity. As bonds or notes are paid,
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redeemed, or purchased from this appropriation, there is also appro-
priated yearly and cumulatively for the sinking fund an amount
equivalent to the interest which would have been payable on such
bonds or notes if they had not been retired.

A cumulative sinking fund has the advantage of making the
amount to be set aside for the service of the debt both on account
of interest and sinking fund substantially a permanent item at a
fixed figure until the debt is retired. The maturities and redemp-
tion dates for Liberty loan bonds, as stated in my testiraony before
the Ways and Means Committee, were arranged with great wisdom
and thoughtfulness by Secretary McAdoo, the bonds of the second
loan being redeemable during the period between 1927 and 1942,
those. of the third loan being payable in 1928, those of the fourth
loan being redeemable during the period between 1933 and 1938,
and those of the first loan being redeemable during the period
between 1932 and 1947. The notes of the Victory Liberty loan are
of short maturity, being redeemable in 1922 and payable in 1923.
With redemption dates and maturities stretching over the period
from 1922 to 1947, it will always be in the power of the Government
to use the sinking fund effectively for the redemption or payment of
borids and notes of the Liberty loans.

It is calculated that the operation of the cumulative sinking fund
provision will retire the funded war debt of the United States in the
neighborhood of twenty-five years, except with respect to an amount
equal to the loans to foreign governments outstanding on July 1,
1920. . The retirement of the latter is provided for by the authority .
to apply repayments of foreign obligations to the retirement of
United States obligations, and as foreign obligations are paid a
corresponding amount of United States obligations may be: redee'“ed
or purchased, and canceled and retired. ,

The act of March 3, 1919, also repealed the old smkmg-fund
statutes which had proved unworkable and resulted in nothing more
or less than a bookkeeping account. They did not retire the debt.
The new law which takes the place of the provisions thus repealed
can never descend to the state of uselessness which they occupied as

-long as the Government keeps faith with investors in its obligations.
The formal offering of the Victory Liberty loan by Department
Circular No. 138 quoted the cumulative sinking-fund section of the
Victory Liberty loan act. To make the plan effectlve, sinking-fund -
charges must be met out of revenues received from taxation. Any
thought in the future of suspending the operation of the cumulative
sinking fund or of meetmg its charges through the sale of securities
would be-not only unwise in the extreme from: the standpoint of the
Government’s finances and the ultimate wiping out of the war debt
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but would be a breach of faith with every subscriber to the Victory
Liberty loan and with every holder of the Liberty bonds. Whatever
may be necessary in the future financing of the Government, nothing
must be permitted to interfere with the effective operation of the
cumulative sinking fund and the consequent gradual retirement of

the war debt. ’

VICTORY LIBERTY LOAN SUBSCRIPTIONS BY PERSONS IN THE MILITARY
AND NAVAL FORCES.

At the time of the Victory Liberty loan campalgn both mlhtary
and naval forces were undergoing rapid demobilization, and the
efforts of the Treasury and of the War and Navy Departments in
connection with the purchase of Victory notes by soldiers and sailors
were directed chiefly toward affording them full opportunity to place
subscriptions on reasonable terms. Under date of April 21, 1919,
the Secretary of the Treasury promulgated regulations deﬁning
special arrangements for subscriptions from persons in' the military
forces (Exhibit 62, page 397). These regulations followed the same
general lines as were in force for the third and fourth Liberty loans,
as reported in the annual report for the fiscal year 1918, payments
being made, however, by reservations from pay instead of by allot-
ments of pay. In addition, Treasury regulations defining special
arrangements for subscriptions by persons in the naval forces were
prescribed by the Secretary for the first time, under date of April 21,
1919 (Exhibit 63, page 399). These regulations followed the same

-lines as those prescribed for the Army, payment being made for the'

notes subscribed for by means of checkages against pay. Cash sales
"to persons in the military and naval forces also were made in con-
siderable amounts during the campaign with the cooperation of the
respectlve d(*partments )

The total subscriptions for Victory notes reported by the Army
under the special regulations, including cash sales, amounted to
$1,906,050, and the total subscriptions reported by.the Navy under
the special plan, including cash sales, amounted to $6,912,750.

Apart fror the subscriptions made by members of the military and
naval forces, many officers and men, by speeches and other activities,
nnparted a marked additional stlmulus to the general Liberty loanv
campalgn

ACOEPTANdE OF LIBERTY BONDS:AS .SECURITY.

" In accordance with the recommendation contained in the annual -
report for the fiscal year 1918, provision was made by section 1320
of the revenue act of 1918, approved February 24, 1919, for the accept-
ance of Liberty bonds and other United States bonds as security in
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" lieu of surety or sureties on penal bonds. For the purpose of this
statute, the term penal bond is defined to include any recognizance,
”stlpulatlon bond, guaranty, or undertaking, with surety or sureties,
required to be furmshed by the laws of the United States or regula—
tions made pursuant thereto. Pursuant to the authority so conferred,
the Secretary has prescrlbed detailed rules and regulations for carry-
ing the section into effect, in Treasury Department Circular No. 154,
dated June 30,1919 (EXhlblt 64,page 402). Complete figures as to the
bonds deposited in lieu of surety or sureties pursuant to this circular
are not available, inasmuch as the bonds may be accepted by bond-
approving officers of the Government generally, and may be deposited
with the Federal reserve banks and-branches as well as with the
Treasurer of the United States. More than $520,000 face amount
of bonds so accepted, however, had been deposited with the Treasurer
of the United States up to October 31, 1919.

Special regulations also have been 1ssued in line with this statute
and circular, under which Liberty bonds may be accepted as security
in lieu of penal bonds to secure the payment of floor taxes on distilled
spirits, tobacco manufactures, and other commodities, and as security
for claims for abatement, and in connection with replacement funds.
The following amounts of Liberty bonds have been received by the
Bureau of Internal Revenue and held as security for the payment of
floor taxes or otherwise taken as security in lieu of sureties:

... Received durmg the fiscal year ended June 30,1918 e, l. .. $4,431, 450
" Réceived durmg the fiscal year ended June 30, 1919................ S 1, 269, 300
Received from June 30 to Oct. 31, 1919, i ~ 5,050
TOtal.eennenennn.. TSR FUTT 5,705, 800

ACCEPTANCE OF LIBERTY BONDS AND VICTORY NOTES IN PAYMENT
OF ESTATE OR INHERITANCE TAXES. '

As stated in the annual report for ‘the fiscal year 1918 the act of
April 4, 1918, added a new section, 14, to the act approved
September 24, 1917, known as the second leerty bond act, pro-
viding that bonds of the United States bearing interest at a higher
rate than 4 per cent per annum might be accepted at par and accrued
interest, under rules and regulations prescribed by the Secretary of
the Treasury, in payment of estate or inheritance taxes imposed by
the United States, if owned continuously by the decedent for at
least six month prior to the date of death and a part of his estate at
the time of death. Pursuant to this section, detailed rules and regu-
lations governing the acceptance of Liberty bonds for estate or inheri-
tance taxes were prescribed by the Secretary in Treasury Department
Circular No. 132, dated January 30, 1919 (Exhibit 65, page 412). The
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act of March 3, 1919, known as the Victory liberty loan act (Exhibit
7, page 235) added to the second Liberty bond act a new section,
No. 18, authorizing the issue of notes of the United States, sub-
division (d) of which.extended the provisions above described to
notes issued under authority of said section. Pursuant to this pro-
vision, the 43 per cent Victory notes will be receivable in payment
of estate or inheritance taxes, and rules and regulations governing
their acceptance have been prescribed in Treasury Department
Circular No. 151, dated June 24, 1919 (Exhibit 66, page 421). ‘The
3% per cent Victory notes are not under existing law a,ccept;able in
payment of estate or inheritance taxes.

The followmg table shows the total face amounts of Liberty bonds
accepted in payment of estate or inheritance taxes up. to and includ-
ing October 31, 1919: :

Par amount | Interest
- Loan. of bonds. . paid.
First Liberty loan converted 4 per cent bonds. ceeeeeieenrneernnernnenacann. $16, 450 $101.72
Second Liberty loan converted 44 per cent bonds een 143,350 1,439. 68
Third Liberty loan 4% percent bonds.......... ........coo.e.. .- 109, 300 1,324,13 .
Fourth Liberty loan 41 percent bonds......c..covvvveiiuineana. .- 2,000 29.37
7Y Y 271,100 2,894.90

LOANS SECURED BY OBLIGATIONS OF THE UNITED STATES.

Section 5200 of the Revised Statutes as amended by the acts of Sep-
tember 24, 1918, March 3, 1919, and October 22, 1919, authorizes any
national bank to lend to a single borrower, on the security of Liberty
bonds, Victory notes, or Treasury certificates of indebtedness, to a
practically unlimited extent if such loans conform to the regulations
prescribed by the Comptroller of the Currency with the approval of the
Secretary of the Treasury. Under these regulations it is provided
that in addition to a loan amounting to 10 per cent of the unimpaired
capital and surplus fund, already permitted by law, a national bank
may grant another loan to the same borrower amounting to 10 per
cent of the unimpaired capital and surplus if secured by a like face
amount of Liberty bonds, Victory notes, and certificates of indebted-
ness of the United States issued since April 24, 1917, and a further
unlimited amount if secured by such obhgamons having a face value
of $105 for every $100 loaned.

It is believed that this increased authority to lend on the security
of Government obligations had a very beneficial effect in aiding in the
flotation of the fourth Liberty loan, the largest of the four Liberty
loans placed, and also aided in the placing of the Victory notes.

The regulations promulgated by the Comptroller of the Currency
~ and approved by the Secretary of the Treasury enabled the national
banks to make these loans to an unlimited extent as long as the
loans were secured by 105 per cent ot Liberty bonds, Victory notes,
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or Treasury certificates of indebtedness, ‘“until December 31, 1920,
or until such later date as the Comptroller of the Currency, with the
approval of the Secretary of the Treasury, may prescribe.”

The mere fact that national banks had the right to lend to cus-
tomers on the security of Liberty bonds to this unlimited extent
had a stimulating effect even upon buyers of Liberty bonds who did
not have occasion to pledge their holdings. The knowledge that
they could borrow on them if they needed to do so naturally encour-
aged many to subscribe for more than they would otherwise have
taken.

The sworn reports of the national banks show that on September
12, 1919, the total amount of Liberty bonds of all issues upon which
all national banks were lending was $915,211,000. '

The amount of Treasury certificates of indebtedness upon which
the national banks were lending on the same date was $32,379,000.

These figures are interesting when we consider that the total
amount of Liberty bonds placed through the national banks was
$8,603,711,205, or 50.6 per cent, a majority of the entire allotments
by the Government, amounting to approximately $17,000,000,000.

These records, therefore, show that on September 12, 1919, the
national banks were making loans on less than 5% per cent of the total
amount of Liberty bonds which the Government allotted.

The amount of Victory notes allotted by the Government was
$4,500,000,000. On September 12, 1919, the national banks reported
that the total amount of Vlctory notes held as collateral aggregated
$297,819,000.

LIBERTY LOAN'SUBSCRIPTIONS IN DEFATjLT.

Pursuant to the provisions of Treasury Department Circular No.
78, dated May 14, 1917, offering the first Liberty loan for subsecrip-
tion, the Secretary of the Treasury has declared forfeited all delin--
quent first Liberty loan subscriptions filed with an official agency,

together with all payments made thereon and all right and interest
" in the bonds allotted. This forfeiture was declared by Treasury
Department Circular No. 135, dated February 5, 1919, attached
hereto as Exhibit 67, page 424. Pursuant to this cuoular all for-
feited installment payments are covered into the Treasury to the
credit of miscellaneous receipts.

Similar action has been taken pursuant to the provisions of Treas-
ury Department Circular No. 90, dated -October 1, 1917, offering
the second Liberty loan for subscription, as to all delinquent sub-
scriptions to the second Liberty loan, by Treasury Department
Circular No. 156, dated November 15, 1919, attached hereto as
Exhibit 68, page 425. '
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COUPON LIBERTY BONDS IN PERMANENT FORM.

The difficulties experienced in the issue of coupon bonds of the
first Liberty loan, to which were attached coupons covering interest
to the final maturity date, together with the possibilities of conver-
sions pursuant to the conversion privilege and the certainty that
large numbers of coupon bonds would be exchanged for registered
bonds, caused the Treasury, beginning with the 4 per cent bonds
of the second Liberty loan, to issue coupon bonds in so-called
temporary form—that is, with coupons attached covering interest
for only two years or two years and a fraction. This procedure
has ‘enabled the department to make early delivery of coupon
.bonds subscribed for and has materially reduced the loss which
 would otherwise have been involved in the cancellation, upon
conversion or exchange, of bonds with all coupons to maturity
attached. The determining factor responsible for the issue of these
temporary bonds, however, was the impossibility of printing bonds
by the million of pieces for delivery within any reasonable period if
such bonds were to have attached thereto coupons oovermg interest
to the final maturity of the loan. The work of preparmg coupon
‘bonds of the several issues with coupons attached covering interest
from the date of the last coupon originally attached to the date of
final maturity with respect to each loan is proceeding satisfactorily.
at the Bureau of Engraving and Printing. - It is expected that the
4% per cent bonds of the third Liberty loan will be available for
delivery on and after March 15, 1920; that the 4} per cent bonds
of the second Liberty loan converted W111 be available for delivery
on and after May 15, 1920; that the 4} per cent bonds of the first
- Liberty loan- converted W111 be available for dehvery on and after
June 15, 1920; that the 4} per cent bonds of the fourth Liberty loan -
will be available for delivery on and after October 15, 1920; and
that the 41 per cent bonds of the first Liberty loan second converted
will be available for delivery on and after December 15, 1920. The
4 per cent bonds of the first Liberty loan converted and the 4 per
cent bonds of the second Liberty loan will be available for delivery
~ on or about March 15, 1920, and every effort will be made to have

the 43 per cent bonds of the first Liberty loan converted and of the
second Liberty loan converted available for delivery on -or about
the same date. ' '

In accordance with the terms of the so-called ‘temporary bonds
originally issued, such bonds are exchangeable, without charge by
the United States, on and after the maturity date of the last cou-
pons thereto attached for like bonds with all subsequent coupons
‘attached. The department is proceeding with arrangements to
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provide for these exchanges with the least possible inconvenience to
the holders, and the public will be advised with respect thereto by
Treasury Department circular prescribing full rules and regulations.

OFFICIAL TITLES OF LIBERTY BONDS AND VICTORY LIBERTY NOTES.

Recognizing the need for short titles for the various issues of
- Liberty bonds and Victory Liberty notes, the Treasury has given its
“official sanction to the use of certain abbre\nated titles that are fairly
descrlptlve of the respective loans. These will serve as a matter of
convenience in connection with the daily transactions in these securi-
ties, and it is to be hoped that banks, newspapers and all others
having occasion to refer to the bonds and notes will employ the offi-
cially approved short titles so that the people of the country may
become so familiar with the names of the respective issues that they
will readily identify them and thus be protected from misrepresen-
tation with respect to any of the outstanding securites. Following
are the official or formal titles of the several issues and the approved
short titles thereof:

Formal titles. Short titles.
First Liberty loan 3% per cent bonds of 1932-47...............First 3%’s.
First Liberty loan converted 4 per cent bonds of 1932-47...... First 4’s.

Tirst Liberty loan converted 4} per cent bonds of 1932-47...... First 4}’s.
First Liberty loan second converted 4% per cent bonds of

108247 . ettt eaaaaaaan First Second 4}’s.
Second Liberty:loan 4 per cent bonds of 1927-42........_...... Second 4’s.
Second Liberty loan converted 4% per cent bonds of 1927-42....Second 4}’s.
Third Liberty loan 4% per cent bondsof 1928. ... ............. Third 43's.
Fourth Liberty loan 4} per cent bonds of 1933-38....... Ceaaen Fourth 44’s.
Victory Liberty ‘loan 4% per cent convertible gold notes of

R . R Victory 4%’
Victory Liberty loan 33 per cent convertible gold notes -of

1922-23 . . i Victory 3%’s.

AUTHORIZATIONS FOR ISSUES OF LIBERTY BONDS AND VICTORY NOTES.

The Secretary of the Treasury was authorized by the first, second,
third, and fourth Liberty bond acts to issue bonds in amounts aggre-
gating $22,000,000,000. * The authority has been exercised to the
extent of $16,977,335,850, leaving a balance of Liberty bonds which
may be issued under existing law of $5,022,664,150. By the Victory
Liberty loan act the Secretary was authorized to issue notes of the
United States to the aggregate amount of $7,000,000,000. Deduct-
ing the amount of allotted subscriptions to the Victory Liberty loan,
corrected to September 30, 1919, namely $4,498,312,650, the balance
of Victory notes which may be issued under existing law is a,pproxi-
mately $2,501,687,350. The following statement summarizes the
authorizations for bonds and notes, the issues, and the amount of
such securities that may be issued under existing law.
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The first Liberty bond act (Apr. 24, 1917) authorized new issues of )
bond Not £0 €XCed. ... unen it a s $5, 000, 000, 000
The same act authorized the issue under the terms of such act of the -
unissued bonds previously authorized as follows:
For construction of Panama Canal (act Aug. 5, 1909), but includ-
ing the unissued Panama Canal bonds authorized to be issued
for the nitrate plant (act June 3, 1916) and for the Shipping
Board (act Sept. 7, 1916), the amount of issued postal-savings
bonds being deducted from the amount authorized (approxi-

mately). ......... e 225, 000, 000

For extraordinary expenditures (act Mar. 3, 1917) . ............. 100, 000, 000

For expediting naval construction (act Mar. 4, 1917)............ 150, 000, 000
And an additional amount to provide for payment of loan of

1908-1918. . o EERTEPRN @ reeeaans 63, 945, 460

Total authorization under first-Liberty bond act. ............ ' 5, 638, 945, 460

First Liberty loan subscriptions allotted........o...... ..o ia... 2, 000, 000, 000

Balance bonds unissued under first Liberty bond act......... 3, 538, 945, 460

The second Liberty bond act (Sept. 24, 1917) authorized the issue of
bonds (in addition to the $2,000, 000,000 alloted under the first .
Liberty bond act), not to exceed in the aggregate. . ............-. 7, 538, 945, 460
And provided that of such sum $3, 538, 945, 460 should be in lieu
of unissued bonds authorized by the first Liberty bond dct.
The third Liberty bond act (Apr. 4, 1918) increased the authority for
the issue of honds t0. - o oiuen i i i reieieeaaaan 12, 000, 000, 000

The fourth Liberty bond act (July 9, 1918) further increased such

AUEROTI Y 0. - oot i i ceteaieaaanae 20, 000, 000, 000
Issues of Liberty bonds under second Liberty bond act and under such

act as amended:

Subscriptions allotted—
Second Liberty 10an. . ..ovvueerennennnnnn. $3, 807, 891, 900
Third Liberty loan.-...... . ee..- 4,176,516, 850
Fourth Liberty loan. .. ..oveeeieuannennen. 6, 992, 927, 100

- 14, 977, 335, 850

Balance' authority uﬁder existing law' for issues of Liberty .
bonds.....cooiiiiiii el 5,022, 664,150

Authorization of issues of Victory notes.

The Victory Liberty loan act (approved Mar. 3, 1919) authorized the

issue of notes of the United States not to exceed in theé aggregate.. $7, 000, 0600, 000
Issues of Victory notes: Victory Liberty loan, allotted subscriptions,

corrected to Sept. 30, 1919 . .uuiiiit i i aaaaans 4,498, 312, 650

Balance authority under existing law for issues of notes. .. .. .. 2,501, 637, 350

RECAPITULATION.

BODAS. - e ettt e 5,022, 664, 150
T SUUT 2, 501, 687, 350

Total....... e 7,524, 351, 500
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ILLEGITIMATE TRAFFIC IN GOVERNMENT OBLIGATIONS.

The Treasury has been much concérned during the past year over the
illegitimate and dishonest traffic in Liberty bonds and war-savings
certificates and stamps. A number of unscrupulous and unpatriotic
persons, by advertisementsin the daily press and through personalsolici-
tation in letters and otherwise, have purchased these securities from
the owners at prices far below their market price in the case of bonds,
and in the case of war-savings certificates considerably below their re-
demption value, and have redeemed such certificates at a profit by
cashing them at post offices. The Treasury has used every means
to frustrate the operations of such swindlers and has urged owners of
Government securities, whenever it becomes necessary for them to
part with them, to deal with reliable banks, trust companies, and
others of dependable reputation, and in case of war-savings certificates
to go direct to a postmaster, the only official redeeming agency.

On January 28, 1919, the following public warning against dishonest
operators in Liberty bonds was issued :

My attention has been directed to the activities of unscrupulous persons who have
been operating extensively throughout the country and who are swindling the owners
of Liberty bonds by purchasing bonds at prices far below their actual worth.

These swindlers get the attention of Liberty bond owners by publishing advertise-
.ments calculated to make the unsuspecting bond owner believe that the highest market
price can be secured for his bond through the agency of the advertiser. Such israrely,
if ever, the case, Records of transactions of this character, brought to the attention
of the Department of Justice and the Treasury Department, prove conclusively that
these swindlers take every advantage of bond owners who are forced into their clutches
by paying the lowest possible price which the owner will accept—and generally far
below the actual value of the bonds. . \

I regret to observe that many reputable newspapers are being victimized by accept-
ing the advertisements of these swindlers, and I appeal to all newspaper publishers
‘to scrutinize very carefully the character of individuals who use their columns to offer
to buy Liberty bonds.” As a newspaper publisher, I believe that it is the duty of pub-
lishers to protect their readers against unscrupulous advertisers. '

Other swindlers endeavor to trade worthless articles or securities of little value for.
Liberty bonds, and I appeal to patriotic publishers to assist in putting an end to this
practice. ’ C ‘ . )

The Treasury Department will take such steps as are possible under the law to pro-
tect the interests of holders of Liberty bonds, and will use every means at its command
to bring to justice all who seek to defraud the people who have so patriotically assisted
in winning the war by investing their savings in Liberty bonds and war-saving stamps.

Owners of Liberty bonds and war-saving stamps should in no circumstances part
with these securities unless necessity compels, and then they should deal only with
reliable banks, trust companies, banking institutions, and others whose reputation for -
integrity is beyond question. If it is necessary to sell Liberty bonds the highest mar-
ket value should be received.

The Treasury Department will welcome information concerning the operations of
these swindlers in any part of the country.
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The Treasury, with the cooperation of the Post Office Department,
has also taken various steps throughout the year to meet the situation
with respect to war-saving certificates and stamps. These certifi-
cates, by the terms of their issue, are not transferable. Under date of
January 23, 1919, the Post Office Department issued instructions to
postmasters throughout the country directing them to refuse to pay
any war-savings certificates where it was apparent that changes had
been made in the name of the original owner or where the certificate
was presented by anyone known to be publicly buying or offering to
buy war-savings stamps or certificates from the owners, unless positive
evidence was submitted that the certificate presented was originally
issued to the person then demanding payment. On January 27, 1919,
the Secretary of the Treasury issued the following statement calling
the attention of the public to the activities of these sharpers:

My attention.has been directed. to the numerous offers made by unscrupulous
persons through advertisements and in other ways to buy war-savings certificate
stamps, and as a result of such offers I am informed that owners of such securities have -
suffered material losses which could have been avoided by redemption of the war-
savings certificate stamps at post offices as provided by law.

I therefore direct the attention of the public, particularly such persons as have made
offers of the character above mentioned, to the following terms and conditions which
are printed on the back of the war-savings certificate of the series of 1918:

; T]kﬁs certificate is of no value except to the owner named hereon, and is not trans-
erable. -

The law pr0v1des that no one person shall at any one time hold War-savmgs certifi-
cates to an ageregate amount exceeding $1,000.

Certificate.—This certifies that, subject %o the terms and condltlons printed hereon,
‘the owner named on the back hereof will be entitled to receive on January 1, 1923,
in respectof each United States war-savings certificate stamp of the series of 1918 then
affixed hereto, the amount indicated thereon as then payable, or, at his option, will’
be entitled to.receive at any earlier date, in respect of each such stamp then affixed
hereto, the lesser amount indicated in the table printed hereon

- Treasury Department Circular No. 128, issued December 18, 1918, and referrmg to
war-savings certificate stamps, series of 1919, contains amongst others the following
provisions:

Any owner of a war-savings certlﬁca.te series of 1919, at his option, will be entitled
to receive, at any time after J anuary 10, 1919 and prior toJ anuary 1, 1924, at a money-
order post office (the office where registered in the case of a registered certiﬁcate), upon
surrender of his certificate and upon compliance with all other provisions thereof, in
respect of each war-savings certificate stamp, series of 1919, then affixed to such cemﬁ-
cate, the amount indicated in the following table, but no post office shall make any
such payment until 10 days after receiving written demand therefor, and such certifi-

- cate must be surrendered for payment within 60 days after such demand otherwise
the demand W1ll be deemed to be walved and a new demand will be requlred before
payment.

War-savings certificates, series of 1919, are not transferable and will be payable
only to the respeotlve owners named thereon, except in the case of the death or dlS-
‘ability of any such owner. )

It shall not be lawful for any one person at any time to hold war-savings cert1ﬁcates

- of any one series to an aggregate amount exceeding §1,000 (maturity value).

In order that the interests of owners of war-savings certificate stamps of éither seriea
may be safeguarded, I hereby notify all persons to refrain from offers to buy war-
savmgs stamps or accept same.in trade.
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The Post Office Department, cooperating with the Treasury Department, has issued
instructions whereby payment will be refused whenever it is apparent that changes
have been made in the name of the-original owner of any certificates which may be
presented to post offices for redemption.

-1 earnestly request newspapers and magazines to give this matter the fullest amount
of publicity in order that the rights of millions of people——mvestors in United States
Government securities—may be fully protected:

And again on May 26, 1919, the following announcement was made
urging holders to redeem thelr certificates through post offices, if
necessity compelled them to dispose of their stamps and to avoid
dealing with scalpers:

The Treasury has been greatly concerned by the receipt of reports of dishonest
“traffic in war-savings certificates and stamps. These securities were not intended
to be negotiable and, for the protection of the owners in case their necessities required,
provision was made for redemption.of war-savings certificates at post offices upon

10 days’ notice at a fixed price, representing the original purchase price with an addi-
tion for interest. No obstacles have at any time been placed by the Treasury in.
the way of the redemption of these war-savings certificates, and it should be generally
-understood that the owner of a certificate has an absolute right to redeem it in accord-
ance with its terms. Any case of a refusal to make such redemptlon if brought to the
attention of the Treasury, will result in prompt action.

The Government needs the money and hopes the holders of war-savings certificates
will retain them, but it will place no obstacle in the way of those bona fide holders
who request repayment. On the other hand, the Secretary will exercise every means
within the power of the Treasury, and has asked the cooperation of the Post Office
Department, to prevent payment being made to those rascals who are bhuying the
certificates and stamps for less than their redemption value and prompily turning
them in to the Government for redemption at a profit, and serves notice upon those
people who are enoagmor in this dlsreputable business that this is the settled policy of

. the Treasury.

In this connection attention is invited to the following extract from the instructions
issued to postmasters by the Post Office Departiment, under date of Jahuary 23, 1919,
with respect to the redemption of war-savings certificates presented by persons or
firms known to be buying or publicly offering to buy war-savings stamps or certificates
from their owners:

Postmasters are further instructed not to pay any war-savings certificates presented
by persons or firms known to be buying, or publicly offermo' to buy, war-savings
stamgs or certificates from the owners, unless positive evidence is submitted that the
certificates were originally issued to the persons or firms presenting them for payment.

I urge all patriotic holders of war-savings certificates to hold their certificates if they
can and, if they can not, to avoid all dealers in war—savmgs certificates and redeem the

certificates through post offices. :

The savings organlzatlon by pubhmty and otherwise, has also
worked to the same end, and other measures of a more direct nature
are in contemplation.

ISSUES OF FRAUDULENT AND WORTHLESS SECURITIES.

The attention of the Congress again is invited to the necessity of
enacting legislation to protect the people of the United States from
grave injury growing out of the issue of securities of doubtful worth

|
v



96 REPORT ON THE FINANCES.

and in many cases of fraudulent character. Unscrupulous promoters,
moreover, have tempted patriotic subscribers to the war obligations
of the Government, particularly thosé who were unaccustomed to
investments, to exchange Liberty bonds for their worthless stocks,
causing financial loss to innocent victims and prejudicing the national
finances by the resultant sale on the market of Government securi-
ties by those who have thus obtained possession of them.
The Capital Tssues Committee has reported upon the subject some-
- whatin detail. During the war the committee was unable to reach the
unpatriotic or dishonest stock vendor because of lack of power under
the law to compel submission to its jurisdiction. The experience of
the committee, however, has been laid before the Congress and the
Treasury has presented to the House Ways and Means Committee
and to the Senate Committee on Finance a bill proposed by the Cap-
ital Issues Committee and with the general purposes of which this
department is in accord. The Secretary’s letter and the committee’s
bill are attached hereto as Exhibit 69, page 426. The importance of
the enactment of legislation along these lines was emphasized by the
President in his address to the Congress, August 8, 1919, on “ The
“Cost of Living”’ in the followmg words:

May I not add that there is a bill now pendmo before the Congress wh1ch if passed,
would do much to stop speculation and to prevent the fraudulent methods of promo-
tion by which our people are annually fleeced of many millions of hard-earned money?
I refer to the measure proposed by the Capital Issues Committee for the control of

security issues. = 1t is a measure formulated by men who know the actual conditions
of business and its adoption would serve a great and beneficent purpose.

It may be that action by the Congress alone will not suffice to
suppress the evil effectually and that the problem will require supple-
mentary legislation by the several States to reach agents who rely
upon personal conversations and solicitations without the use of the
mails or any other governmental agency of the United States. The
Treasury respectfully urges the Congress to give consideration to
this important matter, and it is earnestly hoped that such action as is
necessary will be taken by the States in coordmatlon with legislation
by the Congress.

TAX EXEMPTIONS OF LIBERTY BONDS AND VICTORY NOTES.

The 43 per cent Victory notes 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 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
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individuals, partnerships, associations, or corporations. The 3% per
cent Victory notes 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 possessmns of
the United States, or by any local taxing authorlty

The Victory Liberty loan act also provided, in section 2, for cer-

tain further exemptions of Liberty bonds from Federal income sur-
taxes and profits taxes. These exemptions were in addition to the
exemptions conferred by the second Liberty bond act and the sup-
plement to the second Liberty bond act, and were designed to stabilize
further the market prices of the outstanding Liberty bonds. Section:
2 (a) of the Victory Liberty loan act granted an exemption up to

. $30,000 in the aggregate of first Liberty loan converted 4 per cent
bonds, first Liberty loan converted 4} per cent bonds, first Liberty.
loan second converted 4} per cent bonds, second leerty loan 4 per

. cent bonds, second Liberty loan converted 4} per cent -bonds, third
Liberty loan 41 per cent bonds, and fourth Liberty loan 4} per cent
bonds, as to the interest received on and after January 1, 1919, until
the expiration of five years after the termination: of the war. This
exemption was not made conditional upon subscription to Vlctory
notes. Section 2 (b) granted a further exemption up to $20,000 in
the aggregate of such 4 per cent and 4} per cent Liberty bonds as to
the interest received on and after January 1, 1919, this exemption
being conditional upon original subscription to and continued holding
at the date of the tax return of one-third as many notes of the Victory
Liberty loan, and extending through the life of such notes of the
Victory Liberty loan.

Accordingly the tax exemptions of leerty bonds and Victory notes
may now be summarized as follows: , N
1. Four per cent and 4} per cent bonds and 44 per cent Victory notes are exempt
- from all Federal, State, and loca,l,taxatjon, excépt (a) estate or inheritance taxes,

and (b) Federal income surtaxes and profits taxés, as follows:

(1) First Liberty loan converted 4 per cent bonds of 1932-1947 (first 4’s); (2) first
Liberty loan converted 4} per cent bonds of 1932-1947 (first 4}’s); (3) first Liberty
loan second converted 4} per cent bonds of 1932-1947 (first second 4%’s); (4) second
Liberty loan 4 per cent bonds of 1927-1942 (second 4’s); (5) second Liberty loan con-
verted 4} per cent bonds of 1927-1942 (second 4}’s); (6) third Liberty loan 4} per -
cent bonds of 1928 (third 43’s); (7) fourth Liberty loan 44 per cent bonds of 1933-1938
(fourth 4%’s); and (8) Victory Liberty loan 4% per cent convertible gold notes of 1922-

1923 (4% per cent Victory notes) 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 (a)
estate or inheritance 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 1nd1v1dua1s partnershlps, agsocias
tions, or corporations.

140325—7r1 1919——17
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II. Four per cent and 41 per cent bonds are entitled to limited exemptions from
- Federal income surtaxes and profits taxes, as follows:

Four per cent and 4} per cent Liberty bonds (but not 4§ per cent Vlctory notes) are
entitled to certain limited exemptions from graduated additional income taxes,
commonly known as surtaxes, and excess-profits and war-profits taxes, now or here-
after imposed by the United States, upon the income or profits of individuals,
" partnerships, associations, or corporations, in respect to the interest on principal
amounts thereof, as follows:

1. Five thousand dollars in the aggregate of first 4’s, first 41’s, first second 41’s,
second 4’s and 43%’s, third 4%’s, fourth 41’s, Treasury certificates, and war-savings cer-
- tificates.

2. Thirty thousand dollarsof first second 4%’s, until the explratjon of two years after
the termination of the war.

3. Thirty thousand dollars of fourth 4¥’s, until the expiration of two years after the
termination of the war.

4. Thirty thousand dollars in the aggregate of first 4’s, first 43’s, first second 4}’s,
second 4’s and 4}’s, third 4%’s, and fourth 41’s, as to the interest received on and
after January 1, 1919, until the expiration of five years after the termination of
the war. )

5. Forty-five thousand dollars in the aggregate of first 4's, first 44’s, second 4’s and
4}’s, und third 4}'s, as to the interest received after January 1,1918, until the expiration
of two years after the termination of the war; this exemption conditional on original
subscription to, and continued holding at the date of the ta,x return of, two-thirds
as many bonds of the fourth Liberty loan.

6. Twenty thousand dollars in the aggregate of first 4’s, first 43’s, first second 4¥'s,
second 4’s and 4%’s, third 43’s, and fourth 42’s, as to the interest received on and after
January 1, 1919; this exemption conditional upon original subscription to, and contin-
ued holding at the date of the tax return of, one-third as many notes of the Victory
Liberty loan, and extendlng through the life of such notes of the Vlctory Liberty -
loan. '

One hundred a,nd sixty thousand dollars tota,l possible exemptions from Federal
income’surtaxes and profits taxes, subject to conditions above summarized. _

I11. Three and one-half per cent bonds and 34 per cent notes are exempt from all
Federal, State, and local taxation, except estate or inheritance taxes, as follows:
© (1) First Liberty loan 3} per cent bonds of 1932-1947, and (2) Victory Liberty loan
3% per cent convertible gold notes of 1922-1923, 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 possessmns of the United States, or by any
local taxing authority.

In this connection I believe it my duty to direct your attention to

the need of simplification of the limited exemptions from surtaxes and
. profits taxes, summarized in paragraph II above, which were con-
ferred upon the holders of Liberty bonds by legislation enacted from
time to time during the period of the war.

Of these exemptions, exemption No. 1-continues throughout the life
of the various securities concerned and is not susceptible of change
or consolidation with any other exemption. Exemptions No. 3 and
No. 5 both continue until the expiration of two years after the ter-
mination of the war. No. 3 is unconditional, but No. 5 is conditioned
on original subscription to and continued holding at the date of the tax
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return of two-thirds as many bonds of the fourth Liberty loan. I
suggest, accordingly, that No. 3 and No. 5 be consolidated, and inas-
. much as the condition which was imposed at the time exemption No.
5 was conferred has served its purpose, that that condition may now be
removed in the interest of simplicity of administration, and also for the
benefit of the market for Liberty bonds. Exemption No. 2 is confined
to one issue of bonds which aggregates only $3,492,050, and it can
not be removed, nor be consolidated with other exemptions with-
out grave loss to the revenue. Exemptions No. 4 and No. 6 con-
tinue, the one until the expiration of five years after the termina-
tion of the war and the other through the life of the notes of the Vic-
tory Liberty loan. No. 4 is unconditional, but No. 6 is conditioned on
original subscription to and continued holding at the date of the tax
return of one-third as many notes of the Victory Liberty loan. I
suggest that these two exemptions be combined and that, for the
Teasons above given with relation to exemption No. 5, the condltlon
be removed. This will-extend somewhat the life of the $20,000 ex-
emption, but I believe the simplicity of administration and the
benefit to the market for Liberty bonds will ]ustlfy the course pro-
posed.

The only ob]ectlon to these simplified alrangements which occurs
to the Treasury is that they may confer upon holders of bonds who did
not subscribe or hold bonds or notes as required by the acts of Con-
gress certain exemptions from taxation which were conferred upon
original subscribers. On the other hand, they take away no right
which any holder has and in so far as they confer rights upon
those not now holders, they will in the end benefit original sub-
scribers who are still holders by improving the market value of their
bonds or notes. It is impossible to present any accurate calculation
of the consequences to the Treasury of the amendments of the law
proposed. I do not hesitate, however, to express my confident
judgment that the loss in revenue will be relatively slight and that the
gain to the Treasury which will result from the increased attractive-
ness of the taxable issues of the Liberty loans and the consequent
benefit to the Government’s credit, as well as the simplicity of adminis- -
* tration, will amply compensate the Treasury for that slight loss.

These simplified exemptions could be established by a statutory
provision reading substantially as follows:

That in addition to the exemptions provided in section 7 of the second Liberty bond
act and in subdivigion (3) of section 1 of the supplement to sgcond Liberty bond act,
4 per cent and 4% pér cent Liberty bonds shall be exempt 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 individ-

uals, partnerships, associations, or corporations, in respect to the interest on aggregate
principal amounts thereof as follows: $125,000 aggregate principal amount thereof
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after January 1, 1920, and until the expiration of two years after the daté of the ter-
mination of the war between the United States and the German Government, and
$50,000 aggregate principal amount thereof after the expiration of two years and until
the expiration of five years after the date of the termination of the war between the
United States and the German Government. The exemptions hereby conferred are
not subject to the conditions and limitations respectively imposed in subdivisions
(1) and (2) of section 1 of the supplement to second Liberty bond act and in section 2
of the Victory Liberty loan act, and are in lieu of and not in addltlon tothe exemptlons

therein contained.
BOND AND NOTE DESIGNS.

In the preparation of the Liberty bonds and the Victory notes,
involving the issuance of so many millions of pieces of war securities,:
every effort has been made to protect the Treasury and the public -
and to circumvent counterfeiting and denominational raising. The
Government’s established high standards of engraving and plate
printing have been maintained. Color work has been introduced
when appropriate. and the bonds and notes have been printed on the
distinctive bank-note paper adopted by the Treasury for currency
issues, in which rows of red and blue silk fiber are woven during the
process of manufacture. Profiting by experience of the past with
respect to currency issués, a multiplicity of designs has been avoided.
Distinctive portraits have been assigned to each denomination for
all issues, and following the same principle the backs of each denomi-
nation are printed in a uniform color for all issues. These distinctive
features. will greatly serve in preventing denominational raising.
With such a vast amount of war securities outstanding, it is important
that the people become thoroughly familiar with the characteristics
. of each issue in order that they may not be imposed upon by the
"unscrupulous. 1In general, the distinctive features appertaining to

all issues of Liberty bonds and Victory notes are as follows:

Denomi- Portrait on Color of backs of
nation. face of bonds. | bondsand coupons.
$50 | Jefferson.......... Brown.

100 | Jackson...........
500 Wa.shmgton .
1,000 | Lincoln....
5,000 | Monroe.
10,000 | Clévelan

100,000 | Grant.......... ol Lxght blue.

One exception occurs: ‘the backs of the $10,000- denomination of
“the first 34’s, registered, are printed in brown.

.CURRENCY DESIGNS.

" Following the ‘policy pursued with respect to uniform denomina-
tional designs for Liberty bonds and Victory notes, the Treasury is
now undertaking to adopt a distinctive characteristic for each denom-
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ination of all forms of currency in circulation. Instructions have
been issued to the Bureau of Engraving and Printing to prepare a
uniform portrait that will represent each denomination of all issues
of paper money. As Federal reserve notes and Federal reserve bank
notes are now largely in circulation, it has been decided to adopt for
all forms of currency the portraits that appear on those notes. The
“bureau is engaged on the work and the changes will be effected as
soon as possible. This standardization will serve as a safeguard
and protection against note raising, as well as in the interest of
economy. It will assist bankers, business men, and the people
generally in detecting attempted counterfeits, one of ‘the most
fruitful causes of which has been the absence of distinctive denomi-
national features in the currency.

One of the greatest dangers to the Treasury and to the public in -
connection with the question of counterfeiting has been the multi-
plicity of designs of our various forms of currency.. The question
of revision of currency designs has been under consideration by the
Treasury for many years, but it has been deemed important to take
this particular step with respect to denominational distinction
. without awaiting deliberation on the general subject.

The denominational portraits appearing on Federal réserve notes

and Federal reserve bank notes, and which now have been prescribed.

for future issues of all kinds of currency, are as follows:

Denomina- -~ Denomina- :
tions. Portrait. tions. Portrait.
8L | Washington, ’ $100 | Franklin.
elierson arshall.
" 5 | Lincoln. 1,000 | Hamilton.
10 | Jackson. . 5,000 | Madison.
20 | Cleveland. 10,000 | Chase.
50 | Grant. , .

THE FEDERAL RESERVE SYSTEM.

During the past year the Federal reserve system has continued to
render important service by assisting the Government in its war
finance operations and by enabling the banks to support the efforts
. of the Treasury without neglecting the interests of commerce and
industry.

Between October 25, 1918, and October 31, 1919 the total of dis-
counted bills held by the Federal reserve banks has grown from
$1,546,164,000 to $2,128,547,000. Of the latter total, $1,681,082,000
is represented by paper secured by Government war obligations, as
against $1,092,417,000 on the earlier date. During the period under
review the Federal reserve banks, as before, very properly abstained
from directly investing their funds in Government war securities.
The bulk of Government securities held at present by the Federal.
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reserve banks consists of United States bonds and 1-year 2 per
cent certificates to secure Federal reserve bank-note circulation.
Holdings of Government war securities proper represent almost
altogether temporary" purchases of Liberty bonds, Victory  notes,
and Treasury certificates to accommodate member and nonmember
banks. No material changes in members’ reserve deposits or in
net deposits of the Federal reserve banks have occurred during the-
year; increases in these items being due largely to the accession of
new members. '

Federal reserve note circulation stood on October 31, 1919, at
$2,752,876,000, only slightly below the highest figure on record
($2,753,457,000 reported for October 24, 1919), the corresponding
amount for October 25, 1918, being $2,507,912,000. The large
amount of notes In circulation on both dates mentioned is due in
part to the seasonal requirements for .currency during the crop-
- moving period, while the greater amount this year compared with
the preceding year reflects largely the higher price level prevailing
at the present time. During the period the Federal reserve banks’
aggregate liabilities on Federal reserve bank notes in circulation
increased from $58,859,000 to $254,933,000, this increase correspond-
ing approximately to the amount of silver certificates of small
denominations retired in accordance with the provisions of the act
of April 23, 1918, known as the Pittman Act.

Gold reserves of the Federal reserve banks, which were
$2,045,132,000 on October 25, 1918, continued to increase, largely
through deposits by the Treasury, and stood at $2,201,804,000 on
June 6, 1919, just before the removal by the Government of the
embargo on gold exports on June 9. After that date an almost con-
tinuous decline in gold reserves is noted for a period of three months,
deposits by the Treasury not being sufficient to offset withdrawals for
export. During the months of September and October gains in gold
reserves were caused through the acquisition by the Federal reserve
banks of gold received in payment for food sold by the United States
Grain Corporation to the German Government.. On October 31, total
gold reserves were $2,138,000,000, or about 93 millions more than on
October 25, 1918. '

Owing largely to the seasonal character of Government income and
profits tax collections, great variation is shown in the amounts of
balances carried by the Federal reserve banks on Government ac-
count, the maximum amounts occurring on the dates when large tax
payments fell due. During the period under review the total Govern-
ment balances ranged between 26 millions on June 6, 1919, and 286
millions on March 21, 1919, the Friday following the date when the
first installment of income and excess-profits taxes fell due. The
average of these balances for the period covered was 126 millions, -
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an average somewhat lower than the corresponding average for the
calendar year 1918.

Discount rates of the Federal reserve banks show but little change
during the fiscal year and whatever changes occurred were parallel
‘to changes 'in the rates charged on war paper. The rate on 15-day
. paper secured by United States war obligations early in 1918 was
raised to 4 per cent, and this was the ruling rate at which the bulk of
the discounts was made by most of the Federal reserve banks. The
90-day rate on war paper was maintained at 4} per cent, except
that temporarily a 4 per cent rate was adopted to encourage the
financing by the member banks of the fourth Liberty loan. Rates
on ordinary commercial paper, as a rule, were fixed one-fourth to
three-fourths per. cent higher than the corresponding rates on war
paper, with the result that since the middle of December, 1918, the
share of war paper in the banks’ holdings of discounted bills never
fell much below 80 per cent.

A statement showmg the changes for the perlod November 1,1918,
to June 30, 1919, in the loans and discounts of national banks, their
holdings'of Government securities and their gross deposits follows:

_[In thousands of dollars.]

Date Loans and | Government Gross
. discounts. securities. deposits.

Nov.1,1918. covninenniniieniennenennenens e eeereeenaas - 10,096, 940 3,156,312 15,051,473
e 9,918,294 2,949,878 15,423, 081
Mar, 4,1919..... 9,691,187 3 681 607 15,299, 807
May 12,1919.... ¥ 9,904, 821 4 028 140 15,903, 796
June 30,1919

~.Loans and discounts showed relatively small changes between
November 1, 1918, and May 12, 1919, but increased by over 650
millions between the latter date and June 30.  On the other hand, Gov-
ernment security holdings which had gone up from 3,156 millions on
November 1, 1918, to 4,028 millions on May 12, declined to 3,172
millions on June 30, as the result largely of the redemption of Treas-
ury certificates. Gross deposits, with the exception of the period
between the last of December, 1918, and March, 1919, show a con-
tinuous growth, the total on June 30 last being about 874 millions
in excess of the November, 1918, total.

WAR FINANCE CORPORATION.

With the signing of the armistice there was necessarily a narrow-
ing of the scope of the operations of the War Finance Corporation
because of the limitation of the law which restricted the advances of
the corporation to ‘‘ purposes necessary and contributory to the war.”’
The corporation previously had entered into a number of engage-

10,574,838 | 3,171,012 | 15,024,865 .
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ments, however, which it was necessary to carry out in accordance
with the terms agreed upon, as borrowers had made their plans in
good faith, relying upon the assistance of the corporation. Among
such advances were cattle loans in drouth-stricken sections of the
country for the purpose of preserving the breeding herds. These

loans were, as prewous ones of the same character of very great -

service in conserving the meat supply of the Nation.

While considerable amounts thus were advanced a large amount
of money was returned to the corporation during the year in repay-
‘ment of advances, and with very few exceptions the emergency funds
provided by the Government have been promptly repaid on maturity
of the loans. ,

In line with the recommendations of the Treasury, the Congress
extended the functions of the corporation with respect to financing
foreign trade by the following amendment to the War Finance
Corporation Act, which was incorporated in the Victory Loan act: -

Sec. 21. (a) That the corporation shall be empowered and authorized, in order to
promote commerce with foreign nations through the extension of credits, to make
advances upon such terms, not inconsistent with the provisions of this section, as it
may prescribe, for periods not exceeding five years from the respective dates of such

advances:
-(1) To any person, firm, corporation, or assocmtlon engaged in the busmess in the

United States of exporting therefrom domestic products to foreign countries; if such.

person, firm, corporation, or associationfis, in the opinion of the board of directors of
the corporation, unable to obtain funds upon reasonable terms through banking
channels. Any such advance shall be made only for the purpose of assisting in the
exportation of such products, and shall be limited. in amount to not more than the
contract price therefor, including insurance andcarrying or transportation charges
to-the foreign point of destination if and to the extent that such insurance and carrying

or transportation charges are payable in the United States by such exporter to domestic

insurers and carriers. The rate of interest charged on any such advance shall not be
less than 1 per centum per annum in excess of the rate of discount for ninety-day
commercial paper prevailing at the time of such advance at the Federal reserve bank of
the district in which the borrower is located; and

(2) To any bank, banker, or trust company in the United States which after this

section takes effect makes an advance to any such person, firm, corporation, or associa-
tion for the purpose of assisting in the exportation of such products. Any such advance
shall not exceed the amount remaining unpaid of the advances made by such bank,
banker, or trust company to such person, firm, corporation, or association for such
purpose.

(b) The aggregate of the advances made by the corporatlon under this section remain-
ing unpaid shall never at any time exceed the sum of $1,000,000,000.

(¢) Notwithstanding the limitation of section 1 the advances prov1ded for by this
section may be made until the expiration of one year after the termination of the war
between the United States and the German Government as fixed by proclamation of
the President. Any such advance made by the corporation shall be made upon the
promissory note or notes of the borrower, with full and adequate security in each
instance by indorsement, guaranty, or otherwise. The corporation shall retain power
to require additional security, at any time. The corporation in its discretion may upon
like security extend the .time of payment of any such advance through renewals,

N
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the substitution of new .obligations; or otherwise, but the time for the payment of any
such advance shall not be extended beyond five years from the date on which it was

eriginally made.

. During the first few months after the passage of the above amend-
ment loans made by the Treasury to foreign governments, the
* authorization of the War Departmeént to sell its surplus stock on

eredit, the authority of the Food Administration to sell on credit,
and special measures passed by the Congress for the relief of European
nations sufficed to maintain an exceptionally high level of exports,
but the time has now arrived when this new authority conferred upon
the War Finance Corporation 1s begmnmg to be used in the way
contemplated by the law,

Failure of the approprlatlon for the Railroad Admmlstratlon created
& sudden emergency in which the War Finance Corporation was able
‘to be of great assistance. It was felt by the directors that this aid
‘came well within the powers of the corporation in view of the fact
that the maintenance of our transportation system for the purpose
of keeping up a steady flow of supplies to American troops still in
Europe and for the purpose of facilitating demobilization constituted
an essential part of operations necessary and contributory to the war.
* In March, 1919, the directors, facing the large requirements of the
railroads, decided to issue $200,000,000 of l-year 5 per cent bonds
of the corporation. This issue was quickly taken: just prior to the
issue of the Victory loan and ample funds for any emergency were
thereby provided. In connection with the financing of railroad
requirements, the War Finance Corporation advanced to the Director
General, on proper security, $50,000,000, and to the railroads on
security of certificates of indebtedness of the Director General of
Railroads $65,094,830. The action of the War Finance Corporation

. not only furnished money in the sums mentioned, but made feasible
the prompt and patriotic cooperation of the bankers of the country in
agsisting the railroads. On the assembling of the Congress, the appro-
priation for the railroads was promptly passed and both the Railroad
Administration and the railroads repaid these emergency loans. The
corporation still has outstanding loans to rallroads to the extent of
$70,358,210. . :

The corporation has continued its function as a dealer in Govern-
ment securities.under section 11 of the act, and has been of great
service in stablhzmg the Government bond market

After the signing of the armistice, numerous changes in the organi- -
zation of the War Finance Corporation occurred. W. P.’G. Harding
resigned as managing director, continuing as director, and -was suc-

~ eeeded asmanaging director by EugeneMeyer,jr. Clifford M. Leonard,

who served as director during the war period, found it necessary on
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account of his health and business toresign. Sherman Allen, secretary
and treasurer, resigned to enter private business, and was succeeded by
R. R. Burklin. The general counsel of the corporation, George S.
Franklin and Samuel W. Fordyce, jr., as well as associate counsel
Frank M. Peters and Morton G. Bogue, wére compelled to give up
their public service to resume their private activities. M. C. Elliott
was elected consulting counsel and Louis B. Wehle general counsel.

The subjoined statement shows the condition of the corporation as
of November 15, 1919:

ASSETS.
Due from depositaries: ‘ .
Treasurer of the United States. .............ooiiiiiiiiiiiiiiiin, 813, 467, 262. 56
Cattle loan BZENCY .o vttt fereieeereieaees 1,466.41
' 813, 468,728, 87
Advances under the provisions of the act:
Total Total Balance Balance
advances. repayments. outstanding. outstanding.

Section 7, paragraph.l... $2,997,202.61 82,596, 410. 12
- Section7, paragraph 2... 1,712, 575.00 437,125. 00

$400, 792. 29
1, 275, 450. 00

SECLION 8.~ enenrerenennns 550, 000. 00 550,000.00 ...coviiiiiiiiiiiiiiiia e
Section 9:
Railroads........... 204, 794 520.00 134,436,310.00 370,358, 210.00
‘ Public utilities...... 39 661, 400 00 17, 124 767.85 22, 536 632.15 .
Warehouse receipts . 25, 211, 500. 00 25 211 500.00 ...l
Industrial loans..... 23,776,152. 00 22 737 500. 00 1,038, 652. 00
Cattle loans......... 7,779,826.13 5 074 915.28 2 704,910. 85 96, 638,405.00 .
¥
Total. .c.veuen.... 306,483,175.74 208,168, 528. 25 et et een s 98,314,647.49
United States bonds and Treasury certlﬁcates of mdebtedness e eectcciaceneiaranccaseans 482,544,097.70
United States bonds purchased, not yet delivered. ... . ... ...ceiviiiiiiiiiiiiaaeeenanns 4,208,269, 2%
Public Utility DonAS. . v ieie et iiieineeeraaearaecsccracanccoccarascsaseuncacaosossons 58,400.00
Accrued interestreceivable on loans. .. e b e e eeeeae it 1,174, 554. 00
Furniture and eQUiPIeNt . .. ... .ot tetetetereaanerasaaeaaaaraaaaaaearanananaan .9,242.49
oAl 8SSEtS . vieenecteearaaiercneaeeocecaanannas e ettt ittt ear i 599, 777, 939. 94

LIABILITIES.

.Capital stock paid in (authorized $500,000,000).
1-year 5 Eer cent gold bonds, Series A...........
0SS amount repurchased by corporation . 67 807 000. 00

ILenterest and sundry Profits.......ccoiiuniiimioiiiiieiatiieaiinaaienans 17, 830, 069. 86
ss: -
- Interest paid on 1-year 5 per cent gold bonds of the War .
Finance Corporation........ ... . ... ... ...c.ccceeao... $3,873,171. 40
Accrued interest paid on United States Government ob-
ligations purchased ........ ... ...l 888,761. 03
Expenses.of issue of 5 per cent gold bonds of the War
Finance Corporation................cociiieiiiennannn. 233,079.23
Administrative expenses since organization............. 250,118. 26

132, 193, 000. 00

. ] 5,245,120.92
Net interest and sundry profits (Collected). . vovnnnrnrrne e eeieriieiieiieraeenaennns ... 12,584,939.9¢

Total iabilities . . .oeneeneeneeneeneeneenn... SRR 599,777, 939. 94

From the above statement it will be seen that the War Finance Cor-
poration holds large amounts of the various issues of Liberty bonds
as well as considerable amounts of Treasury certificates. Liquida-
tion of the Treasury certificates at maturity and the sale of a large
part of the holdings of bonds to the Treasury for its bond purchase
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fund will enable the corporation to liquidate its bonded indebted-
mness due April 1, 1920, and also to provide funds to a considerable
extent for advances to foreign trade.

CAPITAL ISSUES COMMITTEE.

The Capital Issues Committee completed its work shortly after the
signing of the armistice and suspended active operations on Decem-
ber 31, 1918. The committee rendered its final report to the Con-
" gress on February 28, 1919, and was formally dissolved by the
President on August 30, 1919.

From the date of its organization on May 17, 1918, to the close of
its active operations on December 31, 1918, the committee received
and passed upon 3,309 applications 1nvolv1ng new securities of an
aggregate value of $3,777,313,000. The total amount disapproved
by the eommittee was $917,133,000.

In passing upon issues of securities for public and private enter-
prises entirely from the standpoint of the national interest, the com-
mittee performed a most important function during the war and
served an imperative purpose in conserving investment capital,
labor, and material for the use of the Government and essential in-
dustries. The commlttee operated as the logical corollary of the War
Finance Corporation.

The proclamation of the President dissolving the committee on
Avugust 30, 1919, and placing its records in the custody of the Federal
Trade Commlssmn was as follows:

BY THE PRESIDENT OF THE UNITED STATES OF AMERICA—A PROCLAMATION.

Whereas Congress on. April 5, 1918 enacted a law known as ‘‘The war finance cor-
poration act;” and

Whereas, under section 206 of said act, it is provided that the President may at
any time by proclamation declare that the title relating to the capital issues.committee
is no longer necessary and that thereupon it shall cease to be in effect:

Now therefore, I, Woodrow Wilson, President of the United States, by virtue of the
authority in me vested, do hereby proclaim and declare that title 2 of said war finance
corporation act, relating to the capital issues committee, is no longer necessary, and I
further direct that the committee shall close up its affairs, and that all the records,
including letters, correspondence, and testimony in the possession of said committee
be turned over to the Federal Trade Commission. :

In witness whereof I have hereunto set my hand and caused the seal of the Umted
States to be affixed. )

Done this 30th day of August, in the year of our Lord 1919, and of the independ-
ence of the United States of America the one hundred and-forty-fourth.

. Wooprow WILSON.
By the President:

RoBErT Lansing,
Secretary of State.
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GOLD.

The stock of gold money in the United States, including coin and
bullion, was $2,872,525,066 on November 1, 1919, a decrease of
$207,259,700 as compared with November 1, 1918, and an in-
crease of $985,254,402 as compared with August 1, 1914, or at the
beginning of the war in Europe. About one-third of the world’s
monetary stock of gold is estimated to be held by the United States.

After the termination of the embargo on the export movement of .
gold on June 9, 1919, there were moderate withdrawals, which natur-

"ally reduced the monetary stock.. The amount of gold money in
the country on June 1, 1919, and on the first day of each succeeding
month until November was as follows:

June 1, 1919........... $3,092,037,699 | Sept. 1, 1919............ $2, 944, 727, 731
July 1, 1919............ 3,026,591,090 | Oct. 1, 1919............ 2,905, 726, 555
Aug. 1, 1919........... 2,989, 548,109 | Nov. 1, 1919......... .. 2,872,525,066

The rising cost of labor and material has rendered gold mining,
not only in this country, but in all parts of the world, progressively
less and less profitable during the past two years, with the result of a
decreased output of gold in all parts of the world. There resulted
considerable public discussion as to what steps, if any, might wisely
be taken to relieve this situation. On November 2, 1918, my prede-
cessor appointed a committee, consisting of Albert Strauss, vice-
governor of the Federal Reserve Board, chairman; Edwin F. Gay,
dean of the graduate school of business administration, Harvard Uni-
versu;y, Raymond T. Baker, Director of the Mint; Emmet D. Boyle,
governor of Nevada; and Pope Yeatman, mining engineer, to con-
sider and report on the subject. The conclusions reached by the
committee commend themselves to me as sound and meet with my
‘entire approval., Their report follows: o
FeBruary 11, 1919.
To the Honorable the SECRETARY OF THE TREASURY.'

Sir: On November 2, 1918, your predecessor appointed the undermgmed a com-
mittee to investigate present conditions in the gold-mining industry and to study
the problem carefully and thoroughly with a view to definitely ascertaining all the
difficulties-confronting gold production and submitting suggestions of sane and sound
methods of relief.

‘The nature of the problem submltted to the comm)ttee was well stated in the letter .

of Secretary McAdoo to Delegate Sulzer, of Alaska, under date of June 10, 1918, to ..

which reference has been made in almost all resolutions or discussions of the subject
since that time. That letter iz reproduced herewith (Exhibit 70, page 431).

At that time the war was at its height and there was every prospect of a prolonged
war. Contrary to the belief apparently entertained in many quarters thestructure
of banking credit in any country during war time does not depend very much, if at all,
on the amount of gold that can be made available as a reserve for that structure.
Undoubtedly the rise in prices in this country since 1914 is to a great extent due to
the heavy importations of gold during 1915 and 1916, but it does not follow that the
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export of a corresponding amount of gold-at the present time would operate to bring.
down prices. As a matter of fact it is the judgment of this committee that it would
not so operate until we have reached or approached normal peace conditions, In

- time of peace the gold reserve is undoubtedly an important factor in controlling the
~credit structure, but in time of war that structure is determined by other causes.

" This distinction is sometimes overlooked and much inaccurate thinking is due to this

nversight. Under war conditions the imperative necessity of the Government for the
production of war essentials determines Government expenditure, and this expenditure
can not he modified to meet the banking needs of the country; on the contrary, the
banking policies of the country must conform to the fiscal policy of the Government,
Under these circumstances, the only way in which the expansion of banking credits
can be checked is by a reduction of civil demands to correspond with the expanding
needs for Government expenditure. The credit saved through this reduction of civil
demands becomes available to the Government through the purchase of Government
securities, or through the payment of taxes. To the extent to which such saving and
resulting investment does not take place Government obligations must be taken by
the banks, giving rise to credits to the Government which create additional pur-
chasmg power for-the use of the Government, This additional purchasing power,

in turn, competes with the demands of private individuals, driving up prices against
the Government and against the civil consumer and ultimately impairs the indi-
vidual’s purchasing power to an amount roughly equivalent to the impairment that
might better have been brought about through voluntary saving. The credit structure
thus erected depends inevitably upon Government needs and upon the willingness
and ability of the community to impose upon itself voluntary restraint in expenditure,
In other words, the structure will be high if the community fails to save. ’

The results in saving achieved in the United States were remarkable, but no
program of saving can be instantly put into effect, and the expansion of the credit
structure that took place under these circumstances was inevitable and could not
have been controlled through any reduction in the gold réserve.

This being so and a long war being believed in prospect, it was important to main-
tain a strong gold reserve in order that there. might be no impairment of confidence
in the convertibility of our cwrrency and in our ability ultimately to settle any inter-
national indebtedness in gold.

The cessation of hostilities has rad1cally changed this situation, and, with the
change in the situation, any need of particular effort to promote or stimulate our
gold production which may have existed has ceased. There is now no danger of an
impairment of confidence. The dimensions of our financial problems are becoming
clear and we know that we can without permanent strain meet any financial require-
ment the Government will be willing to assume. Some further expansion of credit
may result from our expenditures for demobilization and readjustment, but we can
look forward to a comparatively early contraction of our credit structure with the
attending circumstances of a free gold market and a gold reserve that shall once more
perform its normal function of regulating credit conditions. That movement will,
we believe, be both preceded and accompamed by lower commodity prices.

Under these circumstances, there is in our opinion no need for artificial stimula-
tion of gold production. Not only has any need therefor passed, but there have
come into operation causes that will in due time restore all industry, including the
mining of gold, to a normal basis. Gold mining will then become again normally
profitable and respond automatically to normal stimuli.

It is therefore the judgment of this committee that no steps should be taken by the
Government to stimulate or promote the production of gold.

The representatives of the gold mining interests very properly based their suggestions
for relief on the public necessity for a larger production of gold and not on the hardships
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suffered by them as parties interested in an industry in which the margin of profit had
been rapidly shrinking, and in many cases had entirely disappeared or been turned into
aloss. They recognized that such dlmlnlshmo profits and such losses were inevitable
under the shifting conditions of war, and ‘that merely as producers they had no better
claim to relief than any other section of the community suffering a reduction of profits
or incurring losses under the changing incidence of war conditions,

In the course of its consideration of the subject referred to it this committee has con-
ferred with a committee appointed by the American Gold Conference held at Reno in
" August, 1918, under the presidency of Gov. Emmet D. Boyle, of Nevada. It has had

the benefit of the very complete survey of the conditions of the gold mining industry
contained in the report dated October 30, 1918, of the committee appointed by the
Secretary of the Interior to study the gold situation, of which Hennen Jennings, esq.,
was chairman, and of the report dated November 29, 1918, of the gold production com-
. mittee appointed by the commissioners of the British Treasury under the chairmanship
of Lord Inchcape. Theyhaveconferred with orsecured the views of Prof. Irving Fisher
and other eminent economists, besides which they have had referred to them a consid-
erable volume of correspondence expressing widely varying views which had been
received by the Secretary of the Treasury and the Director of the Mint.
It is interesting to note that the British Treasury committee arrived at the same con-
clusion as that which we have reached. ' _
We can not refrain from expressing gratification at the substantial unanimity of
opinion among those whose position or experience entitles their views to respectful con-
sideration against suggested measures of relief that would have had a'tendency to un-
dermine or upset our standards of value. .

Respectfully submitted.
ALBERT STRAUSS.

Epwin F.Gavy,
Raymonp T. Bakkr.
EmMET D. BoYLE.
. PorE YEATMAN.
SILVER.

The conversion of silver dollars for use as bullion continued vir-
tually throughout the fiscal year, the work having been completed
on May 6, 1919, when the Secretary announced that he did not con-
template any further sales of silver under the act of April 23, 1918,
generally known as the Pittman Act, except to the Director of the Mint.

Over 191,000,000 standard silver dollars were melted during the
year. That amount, together with the dollars melted in the pre-
ceding fiscal year, enabled the Treasury to complete the arrangement
entered into in May, 1918, with the British Government for the ship-
ment to India of 200,000,000 fine ounces of silver resulting from the
melting of silver dollars under the authority of the Pittman Act.:

The following tables show various operations under that act from
the date of its passage to October 31, 1919
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TasLe 1.—Silver dollars melted.

Dollars melted (Wheréof $3,177,554 represented dollars in Treasury and
the balance was made available by the retirement of silver, certifi-

cates) ....c.oiiiiialon e e e $260, 121, 554
TaBrLe I1.—S8ilver certificates withdrawn from circulatioﬁ and canceled.
Denominations. ' Amount net
) DU e eeeie... $112,718,265
B e e se.- 35,624,260
55 PN oo aaaenaa i U 92, 960, 115
311 ~... 6,956,820
3 R U 6, 396, 340
11 2,262, 400
3 U 24, 300
P00, e N 1, 500

Totalface ValUe...ou vt i e e 256, 944, 000

TaBLE 111.—Federal reserve bank notes issued Apr. 80, 1918, to Oct. 81, 1919.

Net issue.

Bl L ettt eeteteeetaeieeaeeiteneneeeeeteteeeaeneeeenetenereeaeneearesaenanns $174,241,436
. SN 46,624, 364
34,170,435
1,608,910
1,254,700

G U O s ] 257,899,845
Less notes redeemed but not assorted by denominations. ... LLlllIIIII 1,656,000

vNotes outstanding October 31,1919...... e 256,243, 845

The Federal reserve bank notes which have been issued, as stated
in the above table, are secured as follows:

United States loan of 1925, 4 percent. . ..cooenienieisienenannnnnnn 31, 768, 000
United States consols of 1930, 2percent. .. ........................ 4,523, 100
United States Panama loan 1916, 2percent. . . coooiiiii .. 130, 300
United States Panama loan 1918, 2 percent. . ... ... ... ... 258, 000

_ Special certificates of indebtedness, 2 percent. ... .. .. ... ... ... 255,475,000
Y N 262,154, 400

The announcement of May 6, 1919, coupled with the removal on
that day of all restrictions on the export of silver, more fully dis-
cussed elsewhere in this report under the heading “The International
Financial Situation,”” had the effect of freeing the silver market from
the control of war measures. The market price of silver in the New
York market has since fluctuated as follows: -

Maximum and minimum prices of silver, by months, since May 6, 1919.

Maximum.| Minimum. Maximum. | Minimum.
. 81.215 $1.0125 || August.....oooeiiniiiao. $1.1675 . $1 0825
1.1425 1.085 September. 1.2125 1.12

1.09875 | 1.035 || October..........o...lll L2575 | 1175 -
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PUBLIC MONEYS AND SPECIAL DEPOSITARIES.

The Treasury continued throughout the year the policy of deposit-
ing proceeds from Liberty loan -subscriptions and purchases of cer-
tificates of indebtedness in incorporated banks and trust companies
designated by the Secretary as special depositaries for the purpose.
Any incorporated bank or trust company is eligible for such special
designation in accordance with the provisions of Department Circular
No. 92, as amended and supplemented, April 17, 1919 (Exhibit 71,
page 432). The entire receipts from Liberty loan subscriptions and
certificate sales during the fiscal year 1919 were deposited with
special depositaries, the Federal reserve banks, branch Federaﬂ
reserve banks, and the Treasurer of the United States.

At the beginning of the fiscal year 1919 there were 6,510 special
depositaries and at the close of the year there were 9,550, of which
4,511 were national banks and 5,039 State-banks and trust com-
panies. Both national and State banks were designated as such'
depositaries in every State in the Union. !

The amount of Government deposits in these depositaries on
June 30, 1919, was $905,397,000, and on October 31, 1919,
$422,776,000. These special deposits, liké deposits in the regular
depositaries for Government funds, paid the Treasury interest at
the rate of 2 per cent per annum. The amount of interest received
from such depositaries for the fiscal year 1919 was $20,996,202.36,
while the amount of interest received from this source from the
date. of the creation of the special depositaries in the early part of
the war to June 30, 1919, was $31,921,081.82, as shown by the fol-
lowing table:

Interest collected to Jume 80, 1919, by Federal reserve districts, on deposits ‘special de-
positaries on account of sales of L’Lberty bonds, Victory notes, and certificates of indebted-

ness and income and profits tax payments under acts .of Apr 24, 1917, Sept. 24, 191’7
Apr. 4, 1918, Sept. 24, 1918, July 9, 1918, and Mar. 8, 1919.

April 24 to .
Federal reserve JulyltoDec Jan.1toJune|July 1 to Dec.|Jan.1toJune
district, une 30, 1" s, 117, 30, 1918. 31, 1018, 30,1919. Total.
Boston............. $5,340.47 | $405,044.28 | $757,345.98 | $1,138,015.47 | $733,867.20 | $3,130,513.40
Now York......... 338 480.60 | 2,418,335.72 2 486 301. 63 6 720 162.97 | 2, 968 858.77 { 14,932, 139. 69
Philadelphia 1,044. 64 200 276. 04 557 068. 79 l 059 668.15 596 436.23 2 414 493.85
Clevelan . 290 482. 56 803 219.84 872 392.10 696, 750. 48 2 662 844.98
Rlchmond 81,252. 94 128, 860. 72 ‘109 503. 64 242,735.18 562 352.48
Atlanta. 28,189. 21 96, 086. 74 144 165. 99 203, 550. 98 472, 244.98 -
Chicago 300,428.59 | 658,048.19 974 334.63 | 1,107,399.81 | 3,049,234.75
St. Louis 56,412.34 268, 726. 24 403 488.76 369,776.91 | -1,098,404.25
Minneapolis 32, 520. 68 168, 309.21 164 790.29 311,793.53 677,413.71
Kansas City. 39, 634.27 150, 897.61 332 145.49 309,106.79 831,784.16
DallaS..cceurrnnen. 35,888.58 1 80,191.52 268 329.88 132, 651. 09 518, 414. 6%
San Francisco...... 2 726 51 137,996. 92 208 486. 34 377,421.12 590,811.02 | 1,317,441.9%-
New Orleans
Branch......ooeloeeeeensnnns 26,332.71 | 60,320.38 79,005.33 |  88,140.55 |  253,798.97
Total........ 358,221.43 | 4,142,794.84 | 6,423,863.19 | 12,644,323. 82 | 8,351,878.54 | 31,921, 08L. 82
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The necessity for depositing income and profits taxes in special -
depositary banks durlng the fiscal year 1919 was obviated by two
factors:

(1) Such taxes were permltted by law to be paid-in four quarterly
installments instead of having to be made in one payment as hereto-
fore.

2) Treasury certificates of indebtedness receivable in pa,yment
of income and profits taxes were sold in advance to taxpayers. By
this method the financial problem had adjusted itself before the
taxes were due and no shifting of large sums of money resulted.

By Department Circular No. 144 (Exhibit 72, page 438) collectors of
internal revenue are required to deposit their entire receipts in Fed-

. eral reserve banks or branch banks where such banks are located in
the headquarters city of the collector. . Where the collector is not
. located in a Federal reserve or branch Federal reserve city, he de-
posits cash and checks drawn on local banks (other than checks
received exclusively in payment of income and profits taxes in the
months of March, June, September, and December) with local
national bank depositaries. All out-of-town checks (and checks in
payment of income and profits taxes in the months of March, June,
September, and December) are forwarded to the Kederal reserve
bank or a branch of the Federal reserve bank in the district in which
the collector’s office is located. This use of the collection system of
the Federal reserve banks permits the Treasury to obtain earlier
credit for checks received in payment of internal-revenue taxes and
obviates the necessity of maintaining larger public balances in
depositary banks to enable them to carry the float resulting from the
. immediate credit to the Government’s account of the amount of the
. great number of checks received on account of taxes.

UNITED STATES DEPOSITARIES IN FOREIGN COUNTRIES.

Depositaries of public moneys of the United States were appointed
in Belgium during the fiscal year 1919, and in addition the Treasury
continued such depositaries in France, Great Britain, Italy, Spain,
Switzerland, Argentina, - and Canada. These depositaries were
designated under the authority vested in the Secretary of the Treasury
by section 8 of the act of September 24, 1917, as amended. 'They
were of great service to disbursing officers of the Government, partic-
ularly those of the Army and Navy, in making prompt payments and
transacting public business in foreign countries.

PAYMENT OF SPANISH-AMERICAN WAR BONDS.
Additional bonds of the 3 per cent loan of 1908-1918, popularly
known as the Spanish-American war loan, which matured and ceased
to bear interest on August 1, 1918, were presented to the Treasury
140325—¥F1 1919——8 ’
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for payment during the fiscal year 1919. .|On the date of maturity
there were $63,945,460 of these bonds outstanding.. During the first
mornth after maturity $55,414,960, of the securities were presented for
payment. Other amounts have been presented from time to time
until on June 30, 1919, $936, 000 were outstanding; and on October 1,

.1919, $858, 600 were outstanding. Thus
creation of a new war debt—the greatest in
the debt remaining from. the last previous
States was engaged has been virtually e

during the period of the
the history of America—
war in which the United
xtinguished. While the

amount is relatively small when measured by the standards of these

_ record-breaking days, its payment, partlcul
‘reflects the policy of the United States in
obhgatlons

BOND-SECURED CIRCULATION OF THE

The situation with respect to operations
Federal reserve act in connection with the re
circulation of the national banks and the

arly in the circumstances,
promptly discharging its

NATIONAL BANKS.

under section 18 of the

stirement of bond-secured

refunding of 2 per cent

bonds bearing the circulation privilege into

one-year 3 per cent Treas-
ury notes and 30-year 3 per cent bonds remained unchan

ged through-

out the fiscal year 1919., Owing to the demands for currency, appli-
cations from member banks for the sale of bonds securing circulation
were negligible and no 2 per cent bonds b’ee‘mring the circulation priv-
ilege were retired during the year. It should be pointed out, how-
ever, that the amount of bonds available for securing circulation was
reduced during the year by $63,945,460 by reason of the maturity of
the Spanish-American war 3 per cent bondls which became due and
payable on August 1, 1918, . =~

On January 1,-1919, the balance of $9, 301 000 one-year 3 per cent
Treasury notes then outstandmg matured, v&vere paid, and the option
held for their renewal was not exercised by the Secretary. With this
payment the total amount of one-year 3 Iper cent Treasury notes,
agdregatlng $27,362,000, issued under section 18 of the Federal re-
serve act in lieu of retired 2 per cent bonds having the circulation
privilege has been retired and no longer appears as an item of the
public debt.-
 United States bonds bearing the circul

standing on October 31, 1919, as follows:

4 per cent loan of 1925

mon privilege were out-

$118, 489, 900

2 per cent consols of 1930. ... .oeiiiiiiii i 599, 724, 050
2 per cent Panamas of 1916-3936......... ... .. . ol 48,954,180
2 per cent Panamas of 1918-1938. . ... ... ... o il 25,947, 400

793, 115, 530
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The amount of national bank circulation secured by United States
bonds on October 31, 1919, was $722,394,325, as compared with
$721,471,138 on October 31, 1918.

FUNDS_ FOR ARMY PAYMENTS IN EUROPE.

The method of providing Army payments in Europe, which was
outlinied in the report for the fiscal year 1918, has been continued
up to the present time. This plan has greatly facilitated payments
to United States troops in Furope and the settlement of other
Government obligations incurred in foreign countries. ’

Minor- modifications of the original scheme have been made to
meet changing conditions abroad, such, for instance, as the transfer
from Paris to Washington, toward the end of the fiscal year, of the
auditing of the accounts of disbursing officers in the military estab-
lishment. Under the provisions of the Army payment plan, the cash
balance maintained in France has been available to pay the checks of
any disbursing officer of the Army located in that country; likewise,
the cash balance maintained in England has been available to pay
chiecks of any Army dlsbursmg ofﬁcer located in that country. It
has not been necessary to carry a balance for the credit of each
officer and under each appropriation. This method has greatly
reduced the amount of cash balances in foreign countries required to
finance the Army. It has been of great assistance to the Treasury
in reducing the constant drain on the general fund. Since the
Government has had to borrow money to meet its current expendl-
tures, the reduction of transfers from the general fund results in
the saving of interest charges. Much has been saved in that direc-
tion and experience has fully justified the value of the Army payment .

plan. -
. AUDIT OF ACCOUNTS ABROAD.

The general purposes of section 12 of the act of September 24,
1917, providing for the audit of the accounts of the military estab-
lishment abroad, were fulfilled during the fiscal year. The audit
was authorized by law not only to facilitate the operations of dis-
bursing officers of the military forces but also to avoid the necessity
- of shipping each month from Europe the originals of vouchers and
pay rolls, thus subjecting them to the danger of loss by submarines
and other war perils. Because of the progress made in the demobi-.
lization of the Army the Assistant Auditor for the War Department
abroad was recalled just prior to June 30, 1919, and the work carried
on at Paris by that office.is now being performed by a division, es-
tablished for the purpose, in the office of Audltor for the War De-
partment at Washington.
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It was thought advisable to continue t
comptroller in Paris after the recall of
such time ‘as disbursements by the milite
should be reduced materially. It was belie
officers would be assisted and many erron
by continuing the facilities-.accorded the
decisions on proposed payments and su

NCES.

he office of the assistant
the auditor’'s force until
wry establishment abroad
ved that Army disbursing
eous payments prevented
m -of obtaining advance
ch similar assistance as

could be rendered by the office. This view has been justified by sub-
sequent events and in addition the services of the assistant comp-
troller in Paris have been utilized in connection with financial trans-
actions under the direction of the Secretary of the Treasury, such as
the daily transmission to the Treasury Department of a statement
of receipts, disbursements, and balances [reported by the French
Treasury, the supervision over 1ndemn1ty bonds and issuance of
duplicate checks where disbursing officers’ checks have been lost,
and other miscellaneous ‘work of the department. After the close
of the fiscal year 1919 the assistant comptroller’s office in Paris was
directed to close up its work.about October 1, and the employees of

that office were directed to return to Washi
The accounts of disbursing officers, with
connected therewith, filed with the assista
shipped to Washington in June, 1919.
the original pay rolls and vouchers coveri
the Army during the entire period of our
‘ing in Europe. Through the cooperation
in arranging for the transportation; the
freight cars, were received in Washingt
Their value historically and in adjusting tk
and dead, as well as in settling claims
They will be needed as original evidence

‘

For many years the question of a budget

A BUDGET SYSTEM.

ngton

the vouchers and papers
nt auditor in Paris, were
These accounts contain
ng the disbursements of
particip’ation in the fight-
of the War Department
se papers, filling several
on promptly and safely.
1e pay due soldiers, living
of all kinds, is apparent.
for many years.

system has been discussed

by the country in a rather desultory and disinterested manner.
- Secretaries of the Treasury have earnestly recommended the creation
of a budgetary plan under which the Government’s outgo would be

properly related to its income along th
scientific control and responsibility. The
might be considered from a purely academi
is desirable as an improvement has now
force of necessity has arrived. There has
discussion of the matter in recent months
creasing realization on the part of the pub

€

: lines of intelligent and

time when this question
¢ point of view as to what
passed.. The compelling
been a wholesome public
, accompanied by an in-
lic of the imperative need

_ of budgetary reform. The large expense involved in the aftermath

of the war, the interest and sinking-fund charges on the public debt,
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and the growth of the Government leave no.room for doubt that wWe
shall never return to the prewar standard of expenditures. The .cost.

of running the Governiient of this great Nation will mount mto huge‘
sums, which will be increased as additional burdens upon. the tax-
payers of the country by every element of duplicated effort, Waste1

and inefficiency. There can be no question or argument now as to

the necessity of a budget system, and the people of the country,
aroused to the needs of the situation, will sooner or later insist upon.

the adoption of an effective plan, for the answer to inaction is in-
creased taxation.

The Treasury is pleased to note that the Congress already is giving
careful consideration to this important question and has been glad
of the opportunity to present its views. That there should be one
single authority responsible for the preparation and execution of the
Government’s program of finance and that appropriations should be
made not independently of each other but with reference to one single
comprehenswe plan of expenditure properly related to the Govern-

ment’s income ‘there can be no doubt. The burden of preparing the -

‘budget must, in the nature of the case, if the work is to be properly
done and respons1b1hty centered 1nstead of divided, rest upon the
Executive. The supervision of the preparation of the budget should
be vested in the Secretary of the Treasury, who is the chief fiscal
officer of the Government and, as such, should be the representative

. of the President in budgetary control. The budget, as thus prepared
for the President and on his 1espon81b1hty, should not, as such, be
increased by the Congress, and the department has ventured to ex-
press the opinion that appropriations should be considered by a single
committee of the House of Represéntatives and the Senate. As a
further step in the plan, unquestionably the audit system should be
reformed by the consolidation of the offices of the Comptroller of

the Treasury and the Auditors of the Treasury into one central
organization, to which would be transferred the present duties and-
powers of the comptroller and the auditors, with the added authority =

to examine into and make report upon the methods employed and

the results obtained by the executive departments of the Govern-

ment. Such reports should be submitted to the Congress and to the
Secretary of the Treasury.

Some sincere advocates of a budgetary system, in their enthusiasm

' to see the movement started and believing that it is not possible to

. obtain a reasonably complete plan in the beginning, have suggested

that the reform be accomplished by gradual stages. With that view
the Treasury does not agree, because such a program undoubtedly
would retard rather than accelerate true budgetary reform. All
movements of change proceed slowly and gradually through a period
of discussion, but- when the time for action arrives they must take

\
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effective form if they are to succeed. M(')diﬁcati'on of the present
system will not be a budget simply beca t is called a budget.

use 1
_An effective plan must deal with the threb fundamental aspects- of
the problem, namely, the centering of responsibility in the Executive,
the exercise of self control in the Congress and the consolidation and
expansion of the audit system. Any other plan would be misleading
to the country and only result in the postponement of the desired
reform. - C - ,
The Treasury sincerely hopes that the Congress will proceed
promptly and vigorously with the consideration of this important
" question. The views of this Department are set forth in detail in
the following statement, which-was presented to the Select Committee
on the Budget of the House of Representatives on October 4, 1919:
"I am heartily in favor of a budget system. Without effective control over govern-
mental expenditures and limitation of them to the Government’s income we shall
bring down upon our heads the splendid structure which our fathers have built and

which we have preserved. The very success (which you will pardon me if I call bril-
liant) with which the Treasury has financed the stupendous requirements imposed:
upon America by the great war may become a menace. All sense of values seems to

have departed from among us. ureaus, and boards, all inspired

The departments, b1’

by alaudable enthusiasm for their work, but some by a
its importance, bombard the committees 6f Congress

meritorious, some of no merit whatever, but all conce
the fact that the great business of government is bein,
of these projects increases the deficit of the Governmer
to be thrown upon the great body of people, whether

taxes or by floating additional loans. For no fallacy is

tion that by issuing borids or notes or certificates of in
to future generations the burden of our own extras
issues will have to be met to-day, not only in the in;

less laudable instinct to magnify
with projects, some more or less
ived in sublime indifference to
o run at 2 loss and that each one
1t, and consequently the burden
the deficit be met by increasing
more grotesque than the assump-
debtedness now we may pass on
vagance. . The burden of these
terest and sinking-fund charges

added to an already heavy load but in the expansion of credit which is inevitable as a
result of the issue of such securities, constituting as théy do a prime basis for additional
credit in the hands of the holders, whoever they meLyl be. I shall not elaborate upon
that point, but I want to say to you in all solemnity that one hundred million American
people will pay for the extravagance of the Govemmlent, whether that extravagance
finds its incidence in governmental waste or in the dedire to accomplish real or fancied
benefits for a portion of the community. i

Let us now get back to bedrock. Let us remember that there can be no spending
by the Government without paying by the Governtaent and that the Government
can not pay except out.of the pockets of the people.| Let us remember, too, that in
the last analysis taxes and the cost of Government|loans are borne by 100,000,000
people. The burden of taxation, the burden of credit expansion, is inevitably shifted
to the whole people of the United States. Some methods of finance are better than
others. Some taxes are less readily adapted to being shifted from the backs of the
original taxpayers, presumably better able to bear them, to the backs of the people as
a whole, but in the long run the burden of governmeﬂtal waste and extravagance falls-
more heavily upon the poor than upon the well-to-do and more heavily upon the well-
to-do than upon the rich. By graduated income taxes we tend to mitigate this conse-
quence, but we can not wholly avoid it. Let us not|fail to remember that the Gov-
ernment of the United States is simply a name for the people of the United States and

that all of the people of the United States will pay:iin inverse order to their ability
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for extravagances of the'Government perpetrated in the interest of a portion of the
people or a section of the country.

You, gentlemen, I am sure, have learned as well as I by long service in Oongress that
the instincts and enthusiasms of departments, bureaus, and boards find support in
the committees of Congress appointed to have charge of their particular affairs. Asa
result we find that governmental expenditure initiated in a department of the Govern-
ment charged with the specific business of creating an army, or of creating a navy, or
of creating a merchant marine, or of stimulating commerce, or of protecting labor, or
of aiding the development of agriculture, is submitted to the Congress without con-
sultation with or approval by the finance officer of the Government, the Secretary of
the Treasury, who serves merely as a messenger, and whose office is charged with the
heavy burden of finding financial means in loans and taxes to meet expenditures;
and when it reaches the Congress is referred to the correspondinig committees of the
Congress whose specific function is also to see to the development of the Army, the
Navy, the merchant marine, etc. And the Congress passes upon all of these proj-
ects~——good, bad, and indifferent—without a report from the Committee on Ways and

‘Means or the Committee on Finance, the committees of Congress which share with the
Secretary of the Treasury the heavy burden of finance.

It undoubtedly is true that, oftener than otherwise, the sum of department estimates
is greater than allowed by the committees of Congress. I have heard it said that this-
is invariably so. I suspect that estimates are frequently contrived with a confident
expectation of such a fate. Nevertheless, it must be admitted that each jurisdic-
tional committee deals with estimates in a singularly sympathetic spirit that would
not be manifested by a budgetary official charged with the responsibility of advising
the Congress as to the levying of taxes as well as with the responsibility of collecting
the money of which appropriations are made. Moreover, it will not be denied that

.these various jurisdictional committees, acting separately and without complete infor-

mation concerning the activities of one another, accentuate the importance of the
departments, bureaus, and boards which they respectively have under their care.
This would not be so if appropriations were made by a single committee, any more
than would the initial estimates be allowed so far to exceed the probable revenues if
the finance minister of the Government were given power to assemble, review, and
alter them before transmitting them to the Congress. Extravagance of executive
departments and bureaus would thereby be appreciably restrained. I think it amaz-
ing that.under such a system the Congress has done so well for so long a time;. but I
feel constrained to. warn you gentlemen, in view of the greatly expanded activities
of the Government and the extraordinary financial burdens which the country must
endme that it would be hazardous to continue on the old way of transacting the
public business.

The Government of the United States is like a great company whose operatmg
managers, publicity managers, sales managers, purchasing department, are given
carte blanche to make: expenditures conceived by them te be in the interest of the

"+ development of the business, without consultation. with: or control. by those officers.

of the company who are charged with the business of ascertaining its revenues and
borrowing the money to make good their deficiencies.

Or, again, the Government of the United States is like a private family in which the
wife, having charge of the spending part of the family’s business, were given carte
blanche to buy houses, yachts, automobiles, clothes, and food, and to.employ servants,
ag she might find wise, with. a view to increasing the comfort, improving the edu-
cation, cultivating the taste, and enhancing the prestige and social standing of the
family; and the husband’s sole business were to see that there was money in the bank
to meet her checks as they were presented.

That is 2 most pronounced hyperbole, but it is literally true that the Secretary of
the Treasury under existing law and practice is unable to obtain from any department
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of the Government an accurate or approximately accurate estimate of its expenditures
for a few weeks in advance, not to say months or years. He must be guided not by
information furnished by them, but'by his own shrewd guess as a result of putting
together an infinite number of little facts and figures.| That the Treasury has been
able, notwithstanding these intolerable conditions, to finance the Government through
the great war and up to this date without impairing the credit, but, on the contrary,
with enhancement of the credit of the Government .of the United States, is due, first,
to the loyalty and devotion of the whole American people throughout the period of
the war, to the magnificent efforts of the patriotic Liberty loan organizations, to the

unqualified support given the Treasury by the Congress without regard to party, and,
if I may say so; to the rather exceptional skill and ingenuity with which the Treasury
has been conducted during this difficult period. But 1 say to you it is an intolerable
thing that such conditions should exist and that the welfare and economic life of the

" American people should be at the hazard of such things as these.

As a former colleague, and in a spirit of frank comradeship which such association
inspires, I am prompted here to enter a complaint which may not be ascribed to a
desire to be critical, but to a hope that it may be given serious attention in behalf of
administrative efficiency. The Congress votes with a lavish hand stupendous sums
conceived in a magnificent spirit of generosity with a view to the enhancement of the
prestige of the Nation, or for the benefit of this or that element in the community,
This it does upon the advice of the committee of Cono' ress charged with the business
of caring for such special interests. Then, speaking through the great Committee
on Appropriations, it pursues a policy of restriction with relation to the expenditures
of some of the departments of the Government which |makes it impossible for those
departments to conduct the vast affairs imposed upon them with efficiency and
economy. The Government of the United -States today is spending hundreds of
millions of dollars, even billions of dollars, for armies, for navies, for merchant fieets,
and.other magnificent activities and at the same time re‘fusing the payment of a living
wage to the faithful clerks and employees in departments of the Government charged
with the stupendous responsibility of transacting these‘ vast affairs honestly, expedi-
tiously, and economically.

While your committee is consudelmg a budget and an audit in the interest of the -
Government, the Government of the United States is in danger of losing millions of
dollars because some of the departments charged with the conduct of its business are
undermanned, limited to the employment of less efficient help than they should have,
and provided with insufficient space to house those employees. While you are con-
sidering thé reform of the audit, the work in the office of the auditors is months behind
because of the failure to prov1de an adequate force or adequate space to transact -
their business. ) '

While you discuss the budget plans and audit plans the Congress withholds the
necessary funds to erect an adequate vault for the protection of the vast gold store of
the United States. It withholds the necessary appropriation to enable the Treasury
of the United States to count Federal reserve bank notes and national-bank noteg
turned in for redemption, with the result that the Treasury is unable to take credit
for those notes and is obliged to borrow corresponding sums of moneys at interest run-
ning at 4} per cent and 4} per cent and this notwithstanding that any appropriation
made for this purpose will be charged back to the banks and cost not one penny to
the Government of the United States. Bonds, notes, and gold with the custody of
which the Treasury is charged are inadequately protected. There is an insufficient
force to care for them. The force we have is underpaid! The work in the Treasurer’s
Office is behind, the work in the Division of Loans and Currencyis behind, the work in
the Division of Public¢ Moneys is behind, the work in the Register’s Office is behind,

the work in the offices of all the auditors is behind, and the securities and moneys of
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the United States are inadequately protected because the Congress w1thholds the’
necessary approp1 iations.

I have spoken of the need of an executive budget covering all appropriations asked
for by the executive departments. But let us be honest with ourselves and honest
with the American people. A budget which does not cover the initiation or increase
of appropriations by Congress'will be a semblance of the real thing. I note that not a
little has been said about the constitutional prerogatives of Congress. but I know of
no clause in our Constitution that will prevent:the Congress exercising self-control.
The Houses of Congress can, by amendment of their own rules, surround with | proper
safeguards the initiation and the increase of appropriations by Congress.

To-day the credit of the United Statesisimperiled by projects initiated and supported
on the floor of Congress with a view to capturing the so-called soldier vote. I do not
believe for a minute there is any such thing as the soldier vote. I do not believe that
that magnificent body of strong, brave, lusty young men who went out to France, or
were ready to go, want to see the people of the United States exploited in order that
each of them may receive a donation. I do not believe these fine young men, if they
realized what it is that is proposed in their behalf, would accept a gift made at thé
expense of their fathers and mothers and sisters and the children that are to come after
them in order‘to give them a holiday. While of course you can not commit to terms of
money the value of the service rendered by the Army of America, I call your attention
to the fact that the actual pay of our soldiers was doubled at the outset of the war, that
our soldiers bave been paid with liberality never dreamed of in the history of this or
any other country, and that the projects now advocated so lavishly and with so little
regard for the welfare of the American people are not limited to those heroic men who )
suffered injury or death at the hands of the enemy, not even to those who actually saw
the front, not even to those who were sent to France. These pr01ects extend to every-
one of some four and one-half million men, mostly young men, who were included in
the military and naval forces of the United States, even to those of their number who
sought and obtained employment of a character which would relieve them from being
exposed to personal risk.

It has been the disheartening task of the Treasury to examine scores and scores of
bills drawn and presented with a view to benefiting asection of the country or a portion -
of its citizenship at the expense of the whole. Many of these bills were apparently
devised to avoid the appearance of an appropriation by requiring the Secretary
of the Treasury to issue bonds, notes, or certificates of indebtedness to meet the ex-
pendlture involved, and all of these bills were such as would not be reached by a
purely executive budget.

I have said the finances of the United States are in excellent condition. Ihavesaid in
substance that I do not anticipatea deficit in the current fiscal year in excess of $1,000,-
000,000, and that that deficit is covered by deferred installments of the Victory loan,
payable within the fiscal year. Ihave said that there need be no more Liberty loans.
But I say to you in all solemnity that if a prompt and immediate halt is not, called to
this great peril there must be another Liberty loan, and you gentlemen will have to go-
out to the people of the United States and call-upon them to subscribe for bonds,
the proceeds of which are to be given away to the well and strong young men who
you and I and the American pedple know went out in a spirit of unselfish-
ness, not ‘one of self-seeking, to fight for their country. You may ask the old men
and the widows, the school children, the rich and the poor, who responded to the call*
of their country to the number of twenty millions .during the period of the war to
respond again to this call for a donation. Ihope Ishall nevershrink from the perform-
ance of any public duty, yet I do not covet the task of making such an appeal, and I
shall not willingly be a party to offering this affront to the generous, heroic, unselfish -
Army and Navy of America that saved the freedom of the world.
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The Congress may propose to pay this gift in bonds themselves; but that should not
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~ of the Secretary of the Treasury in determining the G
on the contrary, contemplate depriving him of such
you what there is in. the record of the Treasury of the

President would be 'helpléss to-
President’s Cabinet. Projects.
be determined in conference-
the President’s decision should
money can be raised in loans:
xpenditures of the Government.
sident should obtain his advice-
bureau chief appointed for the-
of the Treasury. The budget
ntemplate increasing the voice-
overnment’s expenditures, but,
voice as he already has. I ask
United States from the time of’

Alexander Hamilton to this present day which justif

es this distrust? Which of the

departments of the Government has deserved better of the American people or of
“ this Congress? What reason have you to believe that the Secretary of the Treasury,
with the support of the great institution over which hie presides, the oldest of Govern--
ment departments, can not, if due authority be conflerred upon him, undertake this
task so vital to the welfare of the people and so vital to the success of the administration:
of his office?. We multiply boards and bureaus, we multiply clerks and statisticians,
and perpetually we attempt to hobble those great officers of the Government upon.
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whom rest the responsibility for producing the necessary results. Why not go back
to first principles and trust these men until they fail you and then get rid of them?
What good can come of a policy of imposing tremendous responsibility upon the great
officers of the Government and then tying their hands so that they can accomplish
nothing? ' ’

Whether the budget service should be in the form of a bureau in the Treasury is a
matter of detail which can'be worked out. Whatever form such a staff of the Secretary
of the Treasury should take, I am inclined to believe that it should be composed of
experts whose tenure of office, with the possible exception of the head, would be in
the nature of permanence.

If this additional duty should be imposed upon the Secretary of the Tremsury, I
think it would be wise to relieve him of activities which have no relation to the finan-
cial operations of the Government. The department should retain all the fiscal
bureaus and divisions, and the Coast Guard, which has to do with the collection and
protection of the revenue; but'in a readjustment of this character I think that it could
well dispense with.the Bureau of War Risk Insurance, the Bureau of Public Health
and perhaps the Supervising Architect’s Office.

Second, when-the budget has been received.by the Congress it will be accepted as
the President’s program of finance. If I may venture an opinion as to whether the
budget should be considered in one committee or distributed among the present com-
mittees that consider appropriations, I should say that it would be preferab]e to con-
sider it as a whole and by one committee. The forum of consideration, however, is
not quite so important as the question of the disposition of the budget at the hands of
Congress. That, in my judgment, is of the essence of an effective budget. While
Congress should retain the right to reduce the estimates, I believe that it should, as
far as the budget itselfis concerned, put some distinct limitation on the right to increase
-any item either in committee or on the floor unless recommended by the Secretary
of the Treasury, or, in the absence of such recommendation, unless approved by two-
thirds of the membership of Congress. The only increase on the floor which should
be permitted would be the restoration of an item reduced by the committee to the
original figure recommended by the Secretary. '

Under such a scheme the budget would come out of Congress practically as the
President’s budget and for which he must stand definitely responsible before the
country. If the Congress desired.to propose new expenditures, it should be done in
a separate bill, and if the expenditure which such legistation would entail would make .
the total expenditures exceed the estimated revenues, the Congress should provide
in the bill of appropriation specifically for the required revenue to make up the deficit.
In this way Congress would not forfeit any right to 1n1t1ate appropriations, but such
right would be only separated from the budget.

The program would stand before the country with a clear line of demarcation as to
the appropriations for which the President was responsible and those for which the
Congress assumed the principal responsibility. .

Third, there should be an audit and an effective audlt The audit now provided
by law is effective when made to insure that expendltules have been made in accord-
ance with law. The first step before Congress is to appropriate funds sufficient to
enable the auditors to make the audit which is provided for under existing law. . The
second step is to enlarge the scope of the audit, strengthen the powers and enlarge the
force so that there may be covered also the question whether expenditures have been
made efficiently, economically, and without duplication. Tor this purpose it is vitally
necessary. that there should be only one auditor instead of half a dozen. Itisdesirable
that the offices of the comptroller and auditors should be rolled into one. As-a step
in that direction Secretary McAdoo on October 25, 1918, issued an order directing the

_Comptroller of the Treasury to exercise administrative supervision and direction of
all the auditing offices. This was the first time that the auditors were placed under

N
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the administrative control of the comptroller, and the or
to go without amendment of the law,

In connection with the suggestion that the Comptr
auditors be divorced from the Treasury Department ar
establishment, it is not clearly defined in any of the
contemplated in the accounting system. It must be rem

PES.

ler was as far as it was possible

Her of the Treasury and the
d erected as an independent

proposals just what change is

embered that the comptroller

and the auditors are not merely auditors of expenditures with'respect to their regularit,

and.legality, but they are the accounting officers of the
They pass upon and check the accounts in connection
tion, whether it relates to the receipt of money, to direct

I'reasury.

with every financial transac-

payments out of the Treasury,

"to repayments to the credit of appropriations, to credits to disbursing officers, or to
payments by disbursing officers, , ‘
In the management of the Nation’s finances the Secretary of the Treasury musthave °
an effective system of accounting and bookkeeping. If the comptroller and auditors
were transferred from the Treasury I am inclined to think that it would be necessary
to duplicate much of this accounting and bookkeeping ‘i_n their offices. If the comp-
troller, asan independent officer, isto be in a position to give informqtion to the Con-
gress, as the suggestion seems to contemplate, unquestionably it would be necessary
for him to duplicate the bookkeeping operations of the Division of Public Moneys and
the Division of Bookkeeping and Warrants of the Treasuiry Department, and also some
of the bookkeeping operations of the office of the Treasurer of the United States. At .
the present time, however, I express no definite opinior:1 on this suggested change be-
cause it has not been put forward in such detail as to permit the expression of judgment
from' the standpoint of the accounting and bookkeeping ’requirements of the Treasury.
If the auditing department should be without the walls of the Treasury, itis vital that
the auditor or comptroller, whatever he may be called, should be as free from interfer-
ence by the members of the legislature and by members of the other departments of the
Government-as he is now in the Treasury. Ithas beean the duty and the pleasure of the
Treasury Department to uphold the comptroller in his/independence asaquasi judi-
cial officer, even in cases where hisdeterminations did not commend themselves to the
Treasury. Itis, of course, only human for the comptrolle:r to favor his own personal ele-
vation from asubordinate to anindependentposition. {Thereisnothingblameworthy
in that. The present comptroller has my support and confidence. Heis a brave, up-
~right and, on the whole, wise public servant. Whether any comptroller would be able to
exercise his functions as effectively and freely, deprived of the support and prestige of
the great Treasury Department and left to stand upon his own feet as the head of an in-
dependent office, Iam doubtful. On the whole, Yaminclined to the view thatthe best
interests of efficiency and economy require that the auditibe conducted under the super-
vision of the finance minister of the Government; the man upon whose shoulders will
fall the consequences of extravagance and waste.

. The act of March 4, 1909, provides:

Immediately upon the receipt of the regular annual estimates of appropriations
needed for the various branches of the Government it shall be the duty of the Secretary
“ of the Treasury to estimate as nearly asmay be the revenues of the Government for the
_ ensuing fiscal year, and if the estimates for appropriations, including the estimated
amount necessary to meet all continuing and permanent appropriations, shall exceed
the estimated revenues the Secretary of the Treasury shall transmit the estimates to
Congress as heretofore required by law and at once-transmit a detailed statement of all
of said estimates to the President, to the end that he|may, in giving Congress in-
formation of the state of the Union and in recommending to their consideration such
measures as he may judge necessary, advise the Congress how in his judgment the esti-
mated appropriations could with least injury to the public service be reduced so as to
bring the appropriations within the estimated revenues, or, if such reduction be not
in his judgment practicable without undue injury to the public service, that he may
recommend to Congress such loans or new taxes as may be necessary to cover the
deficiency. h

.
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It has been stated that this section of law contemplates the preparation of an ade-
quate book of estimates along budgetary lines. Such, in my judgment, is not the case.
In the first place the act states that in case the estimates for appropriations exceed the
estimated revenues, a detailed statement shall be made to the President by the Sec-
retary of the Treasury in order that he may advise the Congress how in his judgment
the estimated appropriations could with least injury to the public service be reduced,
or, if they can not be reduced, in order that he may recommend such loans or new

taxes as may be necessary to cover the deficiedcy. I call your particular attention to

the fact that the act states that in the contingency mentioned the President may rec-
ommend how the appropriations may be reduced. That is an implicit sanction by law
of the present situation, or at least a recognition in the statute that the estimates as now
" submitted are compiled without regard to the Nation’s income. When the estimates
go to Congress under any proper system, they should represent in the first instance the
"minimum requirements of the Government as related to its prospective receipts.

In the second place T invite attention to the fact that this law applies only to the .

regular annual estimates of appropriations, that is to say, the appropriations which
are submitted for the ensuing fiscal year. It does not apply to estimates for deficien-
cies and supplemental appropriations. When the Secretary of the Treasury ‘sends
the Book of Estimates to the Congress, less than one-half of the current fiscal year has
expired, but there is no requirement in law for any action whatever on the part of
the executive in case of an estimated deficit in the Treasury at the end of that current
fiscal year as a result of deficiency and supplemental estimates.

In the third place I should point out that this law compares estimated receipts and
‘estimates of appropriations, whereas it should compare estimated receipts and esti-

mated expenditures. At the time it was drawn, however, it was not customary for

the Secretary of the Treasury to estimate the expenditure for the ensuing fiscal year.

It hasbeen stated that no,attention has been paid to the statute. The facts are these: -
The estimates for the fiscal year 1911 were transmitted to Congress December 6, 1909, -

and therefore were the first regular annual estlma,tes of appropriations to be trans-
mittéd after the passage of the law.

. The 1911 estimates showed an estimated excess of ordinary receipts over ordinary
appropriations of $35,931,327.49, but with the Panama Canal appropriations added
instead of a surplus there would be shown a deficit of $12,132,197.21. As authority
existed for the issue of Panama Canal bonds, undoubtedly it was held that the act of
March 4, 1909, did not apply, there being more than sufficient revenue to meet the
estimated ordinary appropriations for 1911. This assumption is confirmed by the
fact that the annual report of Secretary MacVeagh for 1909 refers to the sale of bonds
of certificates of indehtedness to meet anticipated deficit shown in the estimates.

For the year 1912 the same condition was presented, it being estimated that the
ordinary receipts would exceed the ordinary appropriations by approximately $49,-
500,000, but taking the Panama'Canal appropriation into account there would be a
deficit of more than $7,000,000. A similar condition existed for 1913.

The estimates for 1914, sent to Congress on December 2, 1912, were  $732,556;023.03
and estimated receipts $710, 000,000, showing an estimated deficit of $22,556,023. 03,
exclusive of Panama Canal appropriations. President Taft reported this deficiency
in his message to the Congress December 6, 1912, and in his annual report submitted
to the Congress in December, ]912, Secretary MacVea,ch made the following obser-.
vation:

These estimates of appropriations, of course, are based upon conditions that now
exist and upon the laws which now prevail; and between now.and the end of the fiscal
year 1914 much may occur through legislative action to change the basis upon which
they are made. There are also included in these estimates items for projected public
works the payments for which will not be concluded during the fiscal year in question.

{
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Estimates for 1915, transmitted to Congress December 1, 1913, showed estimated
ordinary'receipts -of $728,000,000 and estimated ordinary appropriations of $714,684,-
675.02, the.estimated surplus of ordinary receipts being $13,315,000, exclusive of
Panama Canal appropriations. When the Government’s revenue was largely decreased
by reason of the European war, President Wilson delivered a special message to Con-
gress on September 4, 1914, urging that additional revenue of 100,000,000 be raised
‘through internal taxation.

TFor 1916, the estimated excess of ordinary receipts over ordinary appropriations
‘was $21,234,895.20. ’

The annual report of the Secretary of the Treasury of December 6, 1915, pages 48
to 52, deals with receipts and disbursements for 1916 and 1917, and recommended the
means of obtaining the additional revenue required for the fiscal year 1917. In
conformity with the statute, President Wilson similarly dealt with the situation in
his message to Congress December 7.

The annual report of the Secretary of the Treasury, sent to Congress in December,
1916, referred to the estimates for the fiscal year ending June 30, 1918. The estimates
indicated that theré would be a deficit on account of the program of preparedness. The
Secretary pointed out that on account of the untried new revenue laws relating to
‘taxation of inheritances and war munitions, and. the uncertainties as to the actual
. -expenditure that might be made on account of the large program for preparedness,
it was very difficult to estimate with accuracy the receipts and expenditures for the
fiscal year 1917 and particularly for the fiscal year 1918." He urged upon the attention
of Congress the necessity of passing such measures as would provide additional revenue
‘to meet the preparedness program. This was only a few months before the declara-
tion of war. After war was declared, the Secretary of the Treasury was in constant

ouch with the Committee on Ways and Means of the House and the Finance Com-
mittee of the Senate, advising them periodically of the needs of the Government.
As a result of these advices the Congress levied taxes and authorized issues of secu-
rities as the needs of the Government developed.

REVOLVING FUNDS AND REIMBURSEMENTS OF APPROPRIATIONS.

The necessity during the period of war emergency of providing
greater freedom of administrative action involving the use of public
moneys has been recognized by the Congress in various ways. The
-expedient of appropriating for so-called ‘“revolving funds’’ has come
into existence and from time to time there has been repeated the
practice which finds ample precedent in the past of authorizing
specific appropriations to be reimbursed by moneys received from
the sales of Government property and supplies, or otherwise, so
as to renew or increase the amounts originally appropriated. The
device of appropriating for revolving funds developed during the war,
while that of providing for the reimbursement of appropriations
is of long standing. They are essentially the same in principle.
“Such measures doubtless were necessary in the cases in which they
were employed during the crisis of war, when it was desirable to
grant wide discretion and extensive powers:in order to permit the
largest effort to be devoted to the supreme task of defeating the
“.enemy.
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Now that.the war emergency has passed, the Treasury desires to
invite the attention of the Congress to the grave menace to the con-
trol of appropriations and to the finances of the Government involved
in any extension of appropriations of this character, or even of their
continuance, unless in clearly exceptional cases. By such appro-
priations the revenues of the Government affected never become
unconditionally - available to meet general expenditures, but are
appropriated automatically for special purposes without further
control by the Congress and without any new consideration of the
. merits of the additional expenditure. These appropriations by
their very nature tend to produce expenditures which, if considered
anew, might not be authorized by the Congress, and I believe that
their discontinuance, to the utmost limit possible, is an essential
condition of any program for rigid-economy in Government expendi-
ture. To appropriate receipts accruing to the Government in this
" ‘manner for special purposes takes the money just as truly out of the
Treasury as if directly appropriated in specific sums, but at the same
time conceals the real extent of the appropriation involved. I feel
very strongly that, in general, the receipts of the Government should
be covered into the Treasury unconditionally without being affected
by any special trust or purpose, and that, so far as may be, expendi-
" tures of the Government should be made pursuant to direct appro-
. priation of the Congress.

While revolving funds and the like may be regarded as emergency

measures growing out of war needs and not likely of repetition
under ordinary conditions, it is thought advisable to bring the sub-
ject to the attention. of the Congress at this time because of the
tendency to seek administrative liberty of action with relation to
public moneys; without the usual Treasury supervision. The dis-
position of administrative officers is to acquire as wide discretionary
control over appropriations for their departments or establishments
as the Congress will permit, and every recognition by the Congress of
the need of such administrative control in specific cases is accepted
as an argument for further and similar grants of authority. The
discretionary power allowed over expenditures from specific or annual
appropriations, in ordinary circumstances, is not a matter which
concerns the Treasury except in the routine discharge of the statu-
_tory duties of its officers. But the grant from the Treasury of a
revolving fund with or without qualifications or limitations as to its
use, or the increase of appropriations by so-called reimbursements,
creates a situation that is indefinite and uncertain both from the
viewpoint of the Congress and of the Treasury.

In addition, it is pertinent to point out that appropriations of this

character present large and important accounting difficulties in that
- they bring into Government affairs features somewhat unfamiliar in
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. the accepted scheme of accountability to the Treasury, and which,
furthermore, are not wholly in keeping with the permanent statutory
requirements from which the intent of the Congress with reference
to appropriations and accounting for public moneys has hitherto
been drawn. The general intent of the Congress with reference to
the use of appropriations and the accountabﬂlty of responsible
officers to the Treasury for all moneys received by them for the use
-of the United States from any sources whatever are well settled.
Moreover, the appropriation acts themselves usually contain a
statement of intent by means of limiting clauses or provisos which
serve as guides to Treasury administration. The intent of the words
“revolving fund” in appropriation acts, however, is not always
apparent, and resort is necessarily had to construction in the light
of acknowledged principles as applied to the -objects to be accom-
plished. The difficulties are not all of interpretation from an account-
ing viewpoint. There remains a large field of transactions based
upon the revolving-fund principle over which the Tleasury has no
opportunity of exercising supervision. This loophole in fiscal control
permits large expcndltures without adequate accountability and
makes difficult the application of proper administrative measures in
" relation to the basic specific appropriation itself. The provisions
for an accounting and the disposition of revenues, for example,
appear to relate solely to final balances and not to the transactions
leading up to them. The whole revolving-fund principle is out of:
harmony with the permanent legislation that has heretofore safe-
guarded the use of public moneys, and makes difficult the fulfillment
o! the statutory duties imposed upon the Treasury It was ]ustlﬁable
only in the emergency of war.

Mention also should be made of the statlstlcal difficulties encoun-
tered in connection with such appropriations. Under the law and
in accordance with long-established custom, receipts which are cov-
ered into the Treasury as reimbursements of appropriations, and like-
wise receipts that are credited to revolving funds, do not appear as
receipts on the daily and other financial statements of the Govern-
ment, but they are deducted from the expenditures. This is an .
undesirable procedure. The law should require that such moneys be
deposited in the Treasury as receipts of the Government.

These manifestations of present-day tendencies show a serious
departure from the orderly procedure with respect to appropriations,
and the subject is commended in its relation to the Treasury as one
" worthy of careful consideration with the hope that, with the passing
of the war emergency, the Congress will not permit the extension of
these principles but will meet the needs of all Government agencies, as
far as possible, by definite appropriations with the requirement that
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all receipts accruing to the United States from whatever source shall -
‘be covered into the Treasury for the genera.l purposes of thc Govern-

ment.
'INCORPORATED GOVERNMENT AGENCIES.

The subject of incorporated Government agencies is closely related -
in its importance to the Treasury to that of appropriation for
revolving funds and reimbursable appropriations. This means of -

" handling some large and unusual activities of the Government was
necessary during the war, but, now that the emergency has passed,
there can be no justification, generally speaking, for the creation of
new Government-owned corporations or the continuation of those in
existence except in unusual cases or for the purpose of winding up
their affairs. At the least, such agencies should not be exempted
from amenability in future to the accounting laws of the United
States and the regulations of the Treasury made in pursuance to the
statutes unless good and controlling reasons are given therefor. " The
particular advantage (which I should rather call menace in time of
peace) accruing to Government functions so organized, is the freedom
which they enjoy in the expenditure of public money without the
legal restrictions that the Congresshasimposed withrespect to.the usual
transactions of the Government. ~If these activities were sustained
by specific appropriations and were required to withdraw their funds
from the Treasury in the manner prescribed for other Government
establishments with the same accountability both as to disburse-.
ments and receipts, there would be little or no ground for the cor-
porate form of organization.

Attention has been called partlcularly to thlS recent, innovation
among the instrumentalities of Government by reason of the re-
quirement of the Congress by act of July1, 1918, long after opera-
tions had been undertaken along commercml hnes without regard
to Treasury accountability, that the Secretary of the Treasury should
assume the responsibility of ‘an audit of the financial transactions of
the United States Shipping Board Emergency Fleet Corporation,
under such rules and regulations as he should prescribe. It is al-
most needless to say that a task of that nature imposéd at solate
a day is well-nigh impossible of fulfillment with any marked degree
of satisfaction.

Authorization given by the Congress empowered the corporation:
to control certain specific appropriations and account for them to
its own board of management and in such reports as are required to
be made to the Congress. The congressional appropriations were
not disbursed, therefore, through a disbursing officer and charged to
him on the books of the Treasury as in ordinary circumstances, but
were given to the corporation on settlements made by a Treasury

140325—F1 1919——9
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auditor as moneys due and paid on settlement warrants, for which
there is no accounting to the Treasury. The action of the Treasury
in this respect was in accord with law and with the evident purpose
of the Congress in having the specific appropriations made from.
public funds spent as the money of any corporation would be spent;
without reference to the laws limiting and restricting the use of
moneys by the regular departments and establishments of the Govern-
ment. Under such conditions vast sums have been handled  as
earnings and as expenditures without regard to their character as
public moneys and without the restraining application of the Treas-
ury regulations which have been brought into being by reason of
the legal requirements and restrictions surrounding the Government’s
financial transactions in ordinary circumstances.

A mere glance at the situation occupied by these mcorporated
agencies under private control and at their manifest weaknesses when
compared with government-controlled agencies or with business
corporations not connected with the Government will bring conviction
that the device is not a happy one for the Government’s finances or
a satisfactory one to the managers charged with responsibility for
their economical admi.njstration. This is due not alone to the inher-
ent difference of men and methods, trained under different systems
and evolved from different schools of efficiency, but also to a differ-
ence-in the view taken of the objects to be accomplished. Govern-
ment officers charged with- administrative achievement are charged
at the same time with obedience to restrictions placed upon the use
of appropriated funds, and the object of their endeavors is thus made
twofold. A proper regard for the interests of the public treasury is
not the least of their duties. The officers of a private corporation
seeking its own ends find the object of their efforts in the accumulation.
of business proﬁts unrestrained by any other law, as a rule, than is
to be found in penal legislation. But the ob;ectwe of business
profits is in itself a restraint and a guide to their actions and, above
all, a check on extravagant expenditures and on mefﬁmency The
corpora,tion created and utilized as a Government agency, however,
operating on a capital for which it has no accountability and which
has béen drawn from the public treasury with a prospect of further
access to public funds in time of need, whether the need shall arise
from successful expansion or wasteful (_axpendlture has none of these
restraints; and its objective may depart ever so far from congres-
‘sional intent without a test or any standard by which its full accom-
plishment or failure may be measured. These concerns become,
primarily, spending agencies without the restrictions and obligations
imposed by law upon Government establishments or those imposed
by invested capital upon private corporations which are to be tested
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by profits earned. They stand alone, therefore, without tests or
standards; without regulations or responsibility imposed by Govern-
ment authority or by individual holders of théir securities; and
‘without other guaranty of integrity and efficiency than may be derived
from the selection of their officers, Who may be given an arbitrary
power over their affairs.

Other cases than the Emergency Fleet Corporation could be cited
as typical of the anomalous position of such incorporated agencies
with respect to the Treasury; but it is thought that the difficulties
" ‘of safeguarding the public interests and carrying out the statutory
intent with respect to the public funds must be obvious from a mere
statement of their character. But for the somewhat prevailing tend-
ency to make commercial methods applicable to Government trans-
actions there is little or no excuse for excepting such agencies, now
that the war emergency has passed, from the usual requirements
and restrictions built up on the experience of many years and pre-
served by legislative enactment for general application to the finan-
cial transactions of the Government. :

It is. undeniable that government has come to mean very largely
a scientific business organization operating for the benefit . of the
public. Its operations must be based on efﬁcxent handling of
public finances for the benefit of those in whose interest the machine
is run or else it is a failure with respect to those irfterests. In this
sense its operatlons have a direct bearing on the hvmg cost and the
material welfare of the individual. In no respect is this direct con-
nection between the public treasury and the welfare of the individual
more advantageously manifested than in the economies and safe-
guards and efficiencies which should surround the business activities
of the Government.

There are very substantial grounds to be found in experience for
the view that strictly governmental establishments are oftener than
not administered more efficiently than many business concerns that
are frequently pointed out as models for the business of government,
and that government methods are more effective for thé purposes of
government than are the methods employed by private corpora-
tions. . Certainly it would seem that the time has come when the
use of revolving funds and the employment as governmental
agencies of chartered corporations operating under individual per-
- sonal control, and all similar devices, are no longer justified by
emergency needs. They inherently contain possibilities of extrav-
agant methods of accomplishing results which might be accom-
plished better and more economically by means of the ‘tried and
tested machmery‘ distinctively governmental In character and opera-
tion. : :
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The experience of the Treasury confirms the view that the so-called
red tape of government in accounting can be shown upon fair
analysis. to be but an orderly. procedure of safeguards and checks,
_easily followed by one who has a proper regard for the interests of
-the public, and presenting no obstacles to business efficiency except
to those who have an interest to serve by promoting a certain laxity
of ‘administration. And nothing promotes so rapidly an atmos-
phere of laxity as a removal of the legislative restraints long and
zealously imposed by the Conhgress with respect to appropriations
from the public funds or a weakening of the established requirement
that public moneys shall be deposited in the public treasury and
withdrawn only in consequence of legislative authorization.

With reference to the public funds, the consideration by the Con-
gress of the use of incorporated agencles as 1nstrumentaht1es of
government is urged.

CHECKING ACCOUNTS OF GOVERNMENT .CORPORATIONS AND THE
RAILROAD ADMINISTRATION CARRIED BY THE TREASURER.

-The United States Shipping Board Emergency Fleet Corporation,
the United States Housing Corporation, the War Finance Corpora-
tion, and the United States Food Administration Grain Corporation
have continued to maintain checkmg'balances with the Treasurer of
‘the United States, as outlined in the prewous annual report of the
Secretary of the Treasury. o

The total amount of the checks drawn on the Treasurer by the
United States Shipping Board Emergency Fleet Corporation which
have been paid from February 28, 1918, when the balances of that

- corporation were transferred to the Treasurer, to October 31, 1919,

was $4,331,872,379.71. The total balances on deposit with the Treas-
urer on October 31, held for credit of the disbursing agents of the
corporation, amounted to $208,332,821.86.

. The total amount of the checks drawn on the Treasurer by the
United States Housing Corporation which have been paid from July
27, 1918, when the checking credit was established on the books of
the Treasurer for the. corporation, to October 31, 1919, was $123,-
696,668.98. The total balances on deposit with the Treasurer on
October 31, held for credit of disbursing agents 01 the corporation,
amounted to $4,557,892.25.

The total amount of checks drawn on the Treasurer by the War
Finance Corporation which have been paid from June 2, 1918, when -
the ‘checking credit was established on.the books of the Treasurer
.for the corporation, to October 31, 1919, was $1,454,988,813.34. The
total amount of balances on deposit with the Treasurer on October 31, -
held for credit of the War Finance Corporation, was $28,165,824.59.
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~ The United States Food Administration Grain Corporation has
not used the Treasurer’s office to the same. extent as the other Gov-
ernment-owned corporations enumerated above. The total checks
paid by the Treasurer from October 31, 1918, when the first credit
was established for the Grain Corporatlon, to October 31, 1919, was
$436,200,000. The total amount of balances on depos1t with the
Treasurer on October 31, held for credit of the corporation, was
$177,290,209.70.

In addition to the above, the Russian bureau of the War Trade
Board and the Railroad Administration maintained checking -
accounts with the Treasurer of the United States. The total amount -
of checks drawn on the Treasurer by the Russian bureau of the
War Trade Board which have‘been paid from November 30, 1918,
when the checking account was established on the books of the
Treasurer for the corporation, to October 31, 1919, was $11,639,-
807.69. The total amount of balances.on deposit with the Treasurer
on October 31, held for the credit of the Russian Bureau of the
War Trade Board was $1,048,987.03.

The total amount of checks drawn on the Treasurer by the Rail-
road Administration, which have been paid from April 13, 1918, when.
" the first checking account was established on the books of the 'ﬁeas- :
urer for the Railroad Administration, to October 31, 1919, was
$1,313,977,605.60. The total amount of balances on deposit with the
Treasurer on Qc¢tober 31, held for the credit of dlsbursmg agents of
the Railroad Admmlstratlon was $17,373,159.60.

Pursuant to the réquest of the Director General of Railroads, the
Treasurer of the United States was des1gnated as his agency for the
payment of the principal and interest of the certificates of indebted-
ness issued by the Director General of Railroads on account of com-
pensation for the possession, use, control, and operation of railroads
and systems of transportation under Federal control; for motive
power, cars, or other necessary equipment, or parts thereof, or
material or supplies therefor, furnished to the director general for
use on or in connection with thé operation or utilization of the
property of railroads and systems of transportation under Federal
control; and for the purchase or construction of boats, barges, tugs,
and other transportatlon facilities furnished to the dlrector general
for use on or in connection with the operation or utilization of the
property of railroads and systems of transportation and of inland,
canal, and coastwise waterways: under Federal control. )

The Treasurer has paid these certificates of indebtedness directly
and through the Federal reserve banks. The holders of the. cer-
tificates were notified that payment of principal and interest, to
July 15, 1919, inclusive, would be made at the Treasury in Washing-
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ton, or; at the option of the holders of the certificates, at the Federal
reserve banks.

To make payment of these certificates the treasurer of the Rail-
road Administration established a credit of $288,526,150.13 with the
Treasurer of the United States. The payments made by the Treas-
urer of the United States from July 15, 1919, to September 30 1919,
amounted to $288,399,222.46.

The total amount of payments which have been made by the :
Treasurer for the above-named Government-owned corporations
- and the Railroad Administration up to and 1nclud1ng October 31,
1919, were $7,960,774,497.78.

The plans evolved by the Treasury for handhng the accounts and
disbursements of these agencies of the Government have been
operated to the entire satisfaction of all concerned. The funds
have been assured absolute security and appropriated moneys
" running into large amounts have not been withdrawn from .the
Treasury until needed to pay obligations of the Government, thus
reducing the amount of Government borrowings with the consequent
saving in interest charges.

SALARIES OF GOVERNMENT OFFICERS AND EMPLOYEES.

It is earnestly to be hoped that the Congress will give careful
consideration to the question of salariesin the public service. Whilein
the light of experience I can speak only for the Treasury, undoubtedly
the same problem respecting personnel that confronts this depart-
ment obtains in the other great Government establishments in
Washington. The largely multiplied business of the Government can
not be conducted with efficiency and economy unless there be
attracted to and retained in the public service a group of highly
trained, well paid, and permanent officials of supervisory grades.
Uncertainty of tenure in some instances and inadequacy of com-
pensation have closed the public service to many men of the best
type or forced them out of Government employ at the moment of
their greatest usefulness. The war has increased the public debt
more than twenty-fivesfold and has augmented the functions and
activities of the Government in many ways. The duties are greater
and the reaponsibilities are larger than those of other days, to the
standards of which it is not to be expected ‘that the Government
will ever return. The conditions are such that failure to take the
necessary action to invite and hold in the ‘public service men of
. exceptional ability and of real distinetion in their fields can result’
only in grave burdens to the taxpayers of the country and in poss1ble
disaster. o
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Already the transaction of the business of the Government is
hampered by deficiencies of personnel due to the return to private
life of many men of large capacity who, during the period of active
warfare, were willing and-glad to serve their .country at great
personal sacrifice. I have come to learn that there are heroes in
the civil establishments as well as in the military services, self-
sacrificing patriots who toil year in and year out for a bare pittance
when they could command salaries double or treble the amounts
they receive from the Government, but who for the love of their
country and for the love of their work have rejected alluring offers
in the field of private enterprise. They were too fine and too patri-
otic to leave their posts at a time when their services were indis-
pensable. Under the compelling force of patriotism they made
willing sacrifices during the war, but with the return of peace, the
Government can not expect to retain these employees indefinitely,
because in justice to themselves and their families they will sooner
or later accept the larger opportunities that are open to them in
the world of business and industry unless the Government proposes
to pay them salaries that at least reasonably approach the value
of their services. '

Only prompt action by the Congress to build up a permanent
and dignified civil service which will include men of great ability
and high attainments'can prevent mistakes and failures in the trans-
action of the public business, the consequences of which may be
- calamitous. This does not mean a wholesale increase in the Govern-
ment pay roll but such reclassification, new positions and increased
salaries as may be necessary to obtain and hold employees of the
character so imperatively needed in the interest of economy, effi-
ciency and safety. The Congress has already taken a step in this
direction by the creation of the Joint Commission on the Reclassifi- -
cation of Salaries, and it is to be hoped that that body will find
the solution of the pressing problem of compensation in a plan that
will grant a living wage to all employees commensurate with their
relative value to the Government and afford salaries that are com-
parable with those paid to men and women in private enterprise-

RETIREMENT OF CIVIL-SERVICE EMPLOYEES.

The logical corollary of the necessity for adequate salaries for the
personnel of the Government is the imperative need of an equitable
retirement law for civil-service employees. Economy and efficiency
in the public service and justice to faithful employees who have
toiled through the best years of their lives in the interest of the
Government require that provision be made for the retirement of
those who are superannuated or disabled. Previous Secretaries of
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" the Treasury have urged the passage of such an effective retirement

law, and to their recommendations I give my hearty indorsement.

In this connection attention is invited to the proposal of Secretary
McAdoo that the-Congress, in framing a retirement measure, con-
sider the possibilities of an expansion of the principles underlying
war-risk insurance. I agree with my predecessor that the solution
of the problem lies along the lines of insurance with both the Govern-
ment and the civil employees contributing to a scientific plan that
will provide for retirement as well as insurance against death.

FEDERAL FARM-LOAN SYSTEM.

The Federal farm-loan system has operated effectively and suc-
cessfully during the past year, amply justifying the great purpose
for which it was created and meeting the expectations of its advo-
cates. The Federal land banks have continued to make loans to
farmers at 5% per cent per annum, and the joint stock land banks at
6 per cent. All loans, as provided by the act, have been made on
the amortization plan, the borrower making a fixed payment, annu-
ally or semiannually, which is-at least 1 per cent in excess of the
interest charge, such excess being applied on the principal. As the
balance of the principal due decreases the proportion of this level
payment absorbed by the interest charge correspondingly decreases
and a constantly increasing balance is applicable to the extinguish-
ment of the debt. This principle, while familiar to actuaries and
statisticians, had not been applied in this country to individual
mortgages to any-appreciable extent prior to the enactment of the
Federal farm-loan act in July, 1916. The great success of the farm-
loan system has called attention to the advantages of this method of
paying debts, and the application of the amortization plan to all
mortgages, urban and rural, is now belng actively urged by influen-

-tial private organizations.

During the 12 months ended September 30, 1919, loans were made
by the Federal land banks to the farmers of the United States to the
aggregate amount of $129,271,662, an increase of $10,742,839 over
the corresponding period a year ago, and making a total of loans by
the Federal land banks from the inception of the system in March,
1917, of $261,175,346. The sub]omed table indicates the amount of
the loans made by each of the banks in the years referred to and in
the aggregate:
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Aggregate
olgo?ns
: . Loans made | Loans made | J2Ce lfom
strict. | : Oct, 1,1017, | Oct, 1, 1018, | dateofor
District. TFederal lJand bank. ganization
: to Sept. 30, | to Sept. 30, | 5y
: 1918. 1919 arch,
| Soptb
ept. 30,
1919. 7
1 | Springfield, Mass .................................... $4, 999, 630 $4,738,200 | £9,913,545
2 | Baltimore, Md.ccveevereiirniieniaiiiieniiinnn 4,323,150 5,277,550 10 401 600
3 | Columbia, 8. Crvevnernreneaceeearaneanaannen —.| 8,198,905 7,361,150 | 13,891,045
4| Louisville, Ky, nevemmriniininonnnnnnnnnon < 7,490,700 | 9,460,700 | 17,959,900
5| New Orleans, La.. . 8 800,135 8,722,715 | 18,192,505
6 | St. Louis, Mo.. 8,166,085 | 12,149,270 [ 20,895,940
7 | St. Paul, Minn. 17,380,500 { 14,886,100 | 33,605, 900
3 | Omaha, Nebr. . 14,418,050 | 20,267,450 | 35,390,200
9 | Wichita, Kans. .| 10,292,922 9,045,000 | 23,311,800
10 | HOUSEON, TOX.- e nneuremennemnnnrasanconronsnnmaransn 11/264,287 | 16,885,787 | 28,666, 561
11 | Berkeley, Calif..coovevenea....s e eteereeteearasenan - 7,315,800 | . 6,019,400 14 065,400 -
12 | Spokane, Wash . .cuceenmi i 17,878,679 14 458,340 34 880 860
TOtA). .ememimeannadaneanannaneanaasanaonnnnns 118,528,823 | 129,271,662 | 261,175,346

There have been 27 joint stock land banks incorporated by private

capital under the terms of the act, with aggregate capital of $8,500,-
000. Nineteen of these banks were incorporated during the past year,
and therefore can not be said to be; as yet, in full and active operation.
The loans made by the joint stock land banks aggregate $41,787,-
1359, which added to the loans of the Federal land banks makes a
total of $302,962,705 lent to farmers by all of the banks composing
the system. The banks of this character have grown very strikingly
in number and in volume of business during the past year. . Owing to,
the fact that they were not established until after the Federal land
banks, and that for some time there were only a few in operation,
their loans represent only 14 per cent of the total, but during one
or more recent months they have transacted as high as 30 per cent
of the whole volume of business of the system. Notwithstanding this
division of the field, the Federal land banks have done ,a larger
volume of more desirable business than in the previous year, the
membership of existing farm-loan associations has grown, and .over
600 new associations have been organlzed

A very gratifying feature of the year is the remarkable i unprove-
ment in the financial position of the “Federal land banks. During the
first year of their existence, and part of the second year, they neces-
sarily operated at a loss. This was inevitable, and was anticipated
by the proponents of the system and those who were familiar with
the business. The 12 banks opened in the spring of 1917 with an
aggregate capital of $9,000,000, of which $8,892,130 was. subscribed
by the Government and $107,870 by individuals.. -Before the close
of the first year over $600,000 of this original capital had been absorbed
by the excess of organization and current expenses over the scanty
receipts of that period. By January 31, 1919, this amount had been
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made good out of earnings. Under the provision of the Federal farm-
loan act that after subscriptions to capital stock by farm-lpan asso-
ciations shall amount to $750,000 in any Federal land bank, one-
fourth of all sums thereafter subscribed shall be applied to the pay-
ment and retirement of the stock originally subscribed, eight of
the banks had, up to November 15, 1919, paid and retired $1,198,890
of the stock originally subscribed by the Government, thereby
reducing the amount of stock held by the Government on that date
to $7,693,240. Notwithstanding such retirement of stock originally
subscribed, the aggregate capltal stock of the 12 banks increased
from $9,000,000 at the start to $21,321,687 on November 15, 1919.

" Up to October 31, 1919, the net earnings of the 12 banks
amounted to $1,278,394.41, of which $202,175 had been carried to
reserve account, $332,923.98 distributed in dividends paid by five .
banks upon stock owned by farm-loan associations and individuals,
and $743,295.43 is still carried as undivided profits.

Another gratifying feature, testifying alike to the security of the
loans made, the ability and willingness of borrowers to make pay-
ment, and the efficiency of the collection machinery of the banks, is
the unusually small total of delinquencies. To September 30, 1919,
payments due by borrowers to the banks had accrued to the amount
of $12,666,313.61. Of this sum the amount remaining unpaid on
that date was only $172,456.72, or 1.4 per cent of the total. Of that
amount $86,816.60 was 30 days or less overdue, $25,182.05 from 30
to 60 days, $14,872.85 from 60 to 90 days, and only $45,585.22 over
90 days overdue. This record has been made notwithstanding wide-
spread disaster to crops in several sections of the country. _

The Federal farm-loan act proyides that ‘‘the salaries and expenses
of the Federal farm loan board and the farm loan registrars and
examiners * * * ghall be paid by the United States.” The.
system is now so well established and is in such financial condition
that this assistance from the Government, in the judgment of the
Federal farm loan board, concurred in by officers of the banks, is no
longer necessary or desirable. The board accordingly has recom-
mended that beginning with the fiscal year 1921 its expenses be pro-
vided for by assessments against the Federal land banks and the
joint stock land banks in proportion to their gross assets. Measures
for this purpose have been introduced in both houses of the Congress
and, should the plan be adopted, the Government will be relieved
entirely from the payment of the expenses involved. To have put
the system on such a basis in three years is a very gratlfylng and satls-
factory result.

The primary purpose of the Federal farm-loan system, as expressed
in ‘the title of the act creating it, was ‘to provide capital for agricul-
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tural development.” The accomplishment of that purpose necessarily
involved the possibility of an enhancement of farm-land values. In
so far as such enhancement was based upon increased production or
added attraction to farm life, it was legitimate and desirable. In-
deed, there were many sections of the country where, owing- either
to the exodus of young men from the farms to industrial pursuits in
the towns, or to local and peculiar conditions, farm lands were selling
at prices much bélow their intrinsic value as measured by productive
capacity. - Any enhancement in land values in these sections which
might incidentally result from the operation of the Federal farm-loan
system was a general public benefit, as tending to check the urban
drift of population and stimulate the local production of foodstuffs.
- The Federal Farm Loan Board has had in view from the start, how-

ever, the importance of guarding the system from complicity in .

anything approaching speculation in farm lands or such enhance-
ment in their value as would either make them more difficult for men
of small means to acquire or add to the overhead cost of producing
foodstuffs. The high prices realized by growers for their crops during
the war period were naturally reflected in a general increase in land
values, but the first indication of any rapid or speculative rise did
not manifest itself until a few months ago, when it appeared in some
sections of the Middle West. It was claimed, perhaps correctly, in
a recent convention of private loaning agencies, that the advances in
this section were justified and will be permanent. The Federal
Farm Loan Board, however, has thought that in the public interest, -
and in pursuance of the policy of conservatism which they have always
followed, it would be better to follow this movement at a safe distance
than to be part of it. They, therefore, issued instructions under date
of May 3, 1919, to the banks under their supervision that where sales
had taken place within a year at prices materially in excess of pre-
vious values such sales were not to be taken into account in, the
appraisement of the land, and under date of July 7, 1919, that no
loans in excess of $100 an acre were to be made on land used for
general agricultural purposes, even where the appraisement was
$300 or $400 an acre. :

'SEED-GRAIN LOANS TO FARMERS.

The administration of the seed-grain loans made to farmers in
drouth-stricken areas from the sum of $5,000,000 placed at the joint
disposal of the Treasury Department and the Department of Agri- .
culture by the President from the fund appropriated for the national
security and defense has progressed steadily during the past year.
The nature. and scope of this plan as announced in Joint Circular
No. 1, dated August 2, 1918, of the Treasury Department and the
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Department of - -Agriculture is outhned in the Annual Report of the
Secretary of the Treasury for 1918, pages 107-109.. Joint Circular
No. 1 made provision for loans to farmers for the fall planting in 1918
only, but subsequently further advances were authorized, while
several modifications in the administration of the loans became neces-
sary to meet new and changed conditions.

In the autumn of 1918 a scourge of orasshoppers occurred in
certain sections of Kansas shortly after the fall planting in those
sections had been completed. The crops of many of the farmers who
had received advances from the Government were entirely destroyed
by this scourge, and these farmers would have been unable to replant
their land that fall had not the Government again extended relief to
them. In department telegram dated November 20, 1918, to the |
- president of the Federal land ‘bank of Wichita (Exhibit 73, page 443),
the Treasury Department with the concurrence of the Department
of Agriculture, authorized the Federal land bank of Wichita to make
additional seed-grain- loans for fall planting. These second fall
planting loans were- made upon substantially similar terms as the -
first fall planting loans: They were limited, however, to those
farmers whose acreage had been planted by means of the first loans
and whose crops had been completely destroyed by grasshoppers, &
fact to be evidenced by a certificate of an agent of the Department
of Agriculture. The maximum loan to any farmer was limited to
an amount not to exceed $150, nor greater than $1.50 per acre, and
a separate guaranty fund (Exhibit 74, page 444) was creatéd distinet

from the first fall plantmg guaranty fund, It was provided, how-
" ever, that any surplus in the second fall planting guaranty fund
after the payment of losses should be paid into the first fall planting
guaranty fund. These second fall planting loans were not made to
farmers in the St. Paul and Spokane districts, as the grasshopper
scourge appeared only in certain sections of Kansas.

At about the same time that these second fall planting loans
were authorized, a circular entitled ‘“‘Joint. Circular No. 2,” dated
November 1, 1918, prescribing ““Regulations relative to farmers’
seed-grain loans for spring wheat planting in 1919 in drouth-stricken
areas’ (Exhibit 75, page 447) was issued by the Treasury Department
and the Department of Agriculture. This circular authorized loans
for spring wheat planting to farmers who had suffered two successive
crop failures through drouth or winter-killing, and in other respects
created a plan substantially similar to the plan under which the fall
planting loans were made. No farmer who had received loans for the
purpose of fall planting could take advantage of these spring planting
loans unless the acreage sown by means of the fall planting advances
was less than 100 acres, and then only upon an acreage not to
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exceed the difference between the acreage which the farmer had
. planted by means of a former loan and 100 acres. The maximum
loan to any farmer was limited to an amount not to exceed $500
nor greater than $5 per acre. . A guaranty fund was created dis-
tinet from the first and second fall planting guaranty funds and it
was provided that any balance in such fund remaining after payments
had been made on the notes of the farmers whose crops had proved a
failure should be applied to reimburse any deficiency existing in the
first and second fall planting guaranty funds. Loans for spring.
wheat planting were made only in the Spokane and St. Paul districts.

In the spring of 1919 representations were made to the Treasury
- Department and to the Department of Agriculture that in some
. instances the crops planted in the fall of 1918 by means of Government
advances had been totally destroyed by winter-killing or other
causes, or so.nearly so as to render the crops failures under the
‘provisions of Joint Circular No. 1. In order that such land might not
lie idle, and to assist the farmers concerned in obtaining funds for:
their support, as well as for the liquidation of their indebtedness to
the ‘Government, a circular entitled .““Joint Circular No. 3,” -dated
March 20, 1919, prescribing “Regulations relative to farmers! seed-
grain loans in drouth—strlcken areas in the matter of determining
crop failure for the purpose of replanting”” (Exhibit 76, page 455) was
issued by the Treasury Department and the Department of Agricul-
ture. Under this circular a farmer whose. crop had been destroyed
could apply for permission to ploW up his land and plant other crops.
Before this permission was given, however, and to prevent the de-
struction of a crop which might justify harvesl;mg, an agent of the
Department of Agriculture must make investigation and render to
‘the land bank a certificate of failure. This ¢ertificate must show
that the stand remaining would not produce 5 bushels or more per .
acre under good conditions, and that the land would be immediately
planted to other crops. Upon receipt and approval by the bank of
this certificate of failure the farmer was allowed to plow up his land.

It being customary in certain sections of the Southwest to insure
growing crops against hail, the Federal land bank of Wichita in March,
1919, suggested the advisability of insuring the crops.of farmers who
had received advances from the Government. After a conference of
the representatives of the Treasury Department and the Department
of Agriculture, the Federal Farm Loan Board was instructed to
advise the Federal land bank of Wichita to take the necessary steps to
insure the crops in that section, with the understanding, however, that
the lien of an insurance company on such a crop would be subject to
the lien of the Government. Following this advice, the Federal land
bank of Wichita took out a blanket policy of insurance against
hail of $4 per acre on crops planted .by means of Government ad-
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vances. It was agreed, however, that if a farmer preferred to take
out insurance of his own accord, he might do so, provided the policy
was made payable to the Federal land bank.or was deposited with
that institution. Losses by hail having occurred, a circular entitled
“Joint Circular No. 4,”” dated September 2, 1919; prescribing ““Sup-
plemental regulations relative to farmers’ seed grain loans in drouth-
stricken areas covering the matter of insurance of crops” ( Exhibit 77,
page 457) was issued by the Treasury Department and the Department
of Agriculture. This circular prescribed the rules and regulations
governing the rights and liabilities of farmers whose crops were in-
sured against hail or other casualty, and subsequently destroyed
through such causes. It provided that the Federal land bank as
financial agent of the United States should apply whatever insurance
money it might receive to the payment of the farmer’s indebtedness.
The balance, if any, must then be returned to the farmer, who would
not be required to contribute to the guaranty fund, and who would
not be entitled to receive the benefits thereof unless the insurance
money was insufficient to cover his indebtedness. It is still too early-
to determine the exact amount which the Government will realize
through these insurance policies, but it is safe to say that by secur-
ing this insurance the respective guaranty funds will be relieved to
a considerable extent, for the indebtedness of many farmers whose
crops were destroyed by hail will be satisfied out of the insurance
money instead of by payments from the guaranty funds, thus mak-
ing the pro rata payments applied on the indebtedness of farmers
whose crops have failed through other causes materially greater: -

During the summer of 1919 it developed that where a crop would
probably not yield more than 4 bushels per acre, an amount which
would barely pay the reasonable cost of harvesting, thrashing, and
. marketing, the farmer would leave his land and go elsewhere to
labor for wages unless he were permitted to receive the proceeds
of his crop for the immediate sustenance of himself and family.
By letters dated August 13, 1919, to the Federal land bank of Spo-
kane, and September- 10, 1919, to the Federal land banks of St.
Paul and Wichita, signed by the Secretary of the Treasury and
the Secretary of Agriculture (Exhibit 78, page 459), the Federal
land banks were authorized to release the Government’s lien a on
crop on the receipt of a certificate from an agent of the Depart-
ment of Agriculture that the crop had not yielded more than 4
bushels per acre, that the yield was not more than sufficient to pay
the reasonable expense of harvesting, thrashing, and marketing, and
that the proceeds were necessary to the immediate support of the -
farmer and his family. The release of this lien, of course, did not
cancel the borrower’s obligation on his note. .
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By virtue of loans actually made and completed under the seed-
grain plan, a total of 1,137,810 acres'were planted according to reports
from the Federal land banks. As these loans were made only to
_ farmers who had exhausted their resources and were without com-
mercial basis for credit, this acreage would otherwise have remained
‘uncultivated in large part if not entirely. The total acreage sown '
as reported by the several Federal land banks is as follows:

State. ) . . ) o Acres.
4T - - 312,594
Qklahoma.............. et e meseeeeeeaeacaaaaaaanaaaanan 229, 589
Texas....... v e e . 84,230
New Mexico........ e U PPN 4,947

B )0 Y 0 ) 7 81,893
Montana. . ........ e eeea e aeeeaaeqeeseeeaetaceaeaieacaataaaaaaan 421, 617
Washington.......... ... . i.iil.. e - 2,940

Total............. RSO 1,187,810

The loans were made to 15,688 farmers, the amount aggregating
$4,200,838. "Of this sum the Federal land bank of Wichita made
loans for first fall planting to 8,198 farmers, amounting to $1,873,749;
and for second fall planting to 204 farmers, amounting to $18, 596
The Federal land bank of Spokane made loans for fall planting to -
1,287 farmers, amounting to $259,285; and for spring planting to
4,862 farmers, amounting to $1,690,649. The Federal land bank of
St. Paul made loans for fall planting to 271 farmers,- amounting to
$51,982; and for spring plantlng to 866 farmers, amounting to
$306,577. 4

This general plan enabled more than 15,000 farmers to carry on
their farming operations which otherwise would have been abandoned.
Without some such agency as the Federal land banks through
which these loans weré administered as financial agents of the Govern-
ment, the work could never have been done; and the prompt and
satisfactory rnanner in which this large volume of extraneous busi-
ness was carried on without disturbing the daily routine of these
banks is a substantial testimonial to the efficiency of their organiza-

~tion. The Federal land bank of Spokane was charged with the
service in Washington and Montana; that of St. Paul with North
Dakota; and that of Wichita with Kansas, New Mexico, Oklahoma,
and Texas. o A

. In Oklahoma and Texas and a portion of the Kansas district
farmers who have received loans have been favored with abundant
harvests and will be able not only to pay their individual indebt-
edness but also to make substantial contributions to the respective
guaranty funds. In portions of Kansas unfavorable weather condi-
tions and the devastation by grasshoppers resulted in a greatly
reduced yield—in most cases amounting to a total failure as defined
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in the plan; while unprecedented droughts in the plateau region of
Montana, and North Dakota resulted in almost complete failure
in those sections. Receipts in payment of these seed-grain loans
are now coming in, but it is. impossible definitely to forecast the
result. The success or failure of the plan does not, however, rest
‘upon the financial result, but upon the efficiency of the method
employed in extending aid to farmers to tide them over a period of
unprecedented agricultural conditions, and with a view to. increasing
" the food supply of the Nation during an emergency and to add to the
national security and defense. In view of the acreage sown under
this general plan, which otherwise would have been abandoned in
large part at least, it may properly be said that the purpose of the .
seed-grain loans has been well and fully accomplished.

BUREAU OF INTERNAL REVENUE.!

~For nearly eight months of the fiscal year 1919 the Bureau of
Internal Revenue was under the necessity of operating in accordance
with the provisions of the act of 1917, although during the greater.
part of that time there was pending in the Congress a bill intended
to produce greatly increased revenues and providing for material
alterations in the existing system of taxation. While the collection
of the various monthly taxes and the work of auditing and adjusting
income and other taxes arising under previous legislation was carried
forward energetically, the bureau was chiefly occupied during this
time with the expansion and improvement of its organization and
with other preparations for the administration of the war-revenue
act of 1918, which became effective finally on February 24, 1919

Less than three weeks in advance of March 15, the date set for the
filing of income and profits tax returns and the payment of the first
quarterly installment of these taxes under the new law, the bureau
was under the necessity of promulgating regulations and distributing
forms for the use of millions of taxpayers throughout the United
States. This emergent undertaking was satisfactorily performed .
through. the expedient of issuing and authorizing the use of tentative
forms of return on which the liability to tax,if not definitely ascer-
tainable by March 15, might be estimated to the best of the knowledge
and belief of the taxpayer. The filing on March 15 of more than
4,000,000 returns and the payment on that date of more than
$1,000,000,000 demonstrated the willingness of virtually all citizens

1 The figures concerning internal-revenuse receipts as given in this chapter differ from such figures carried
i n other statements showing the financial condition of the Government because the former represent col-
lections. by internal- -revenue officers throughout the country, whereas the latter represent the deposit of
these collections in the Treasury or depositaries during the fiscal year concerned, the differences being
due to the fact that some of the collections in the latter part of the fiscal year can not be deposited, or are
not reported to the Treasury as deposited, uuntil after June 30, thus carrying them into the following fiscal,
year as recorded in the statements showing the condition of the Treasury.
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to respond promptly, even under the most adverse conditions of
‘administration, to the obligations imposed on them on account of
the war-revenue requirements of the Government.

It was estimated that the Revenue Act of 1918 would produce, in
the first 12 months, about $6,000,000,000 of revenue. It appears
from the assessments made on the basis of income and profits tax
returns filed on March 15, 1919, for the taxable year 1918 that the
amount of the estimate will be realized. As a result of the statutory
provision authorizing the payment of income and profits taxes in four
quarterly installments falling due March 15, June 15, September 15,
and December 15, approximately one-half of such taxes assessed in

the fiscal year 1919 will be paid in the fiscal year 1920. The actual
collections for the fiscal year ended June 30, 1919, including only

two of the four installments of income and proﬁts tax payments,.
amounted to $3,839,950,612.05, as compared with $3,694,619,638.72:
collected in the fiscal year 1918; including the payment in full of
" income and profits taxes under the Revenue Act of 1917—an increase -
of $145,330,973.33. Reports already received .of payments of the
third installment of income and profits taxes indicate that with the
fourth installment due December 15, receipts from all other sources
of revenue provided by the act of 1918, and delinquent and additional
income and profits taxes, the aggregate collections during the first 12
months of operation undér the new act will closely approach the
- original -estimate of $6,000,000,000.
Although the delayin the passage of the Revenue Actof 1918 appears

-not to have resulted in any serious diminution of the revenue, delay
in the adjustment of difficult cases of tax liability has been unavoid-

able, and the audit and verification of taxpayers’ returns and claims

are not as far advanced at this time as would have been the case had
- the provisions of the law been available for the information and study

of taxpayers and administrative officers at an earlier date. In many
* thousands of cases it has been.necessary, in fairness to taxpayers, to
permit extensions of time for the filing of final returns. This in turn
has delayed consideration by the Bureau of Internal Revenue of the
cases concerned, although the installments due on the estimated
amount of tax had in each case been paid.

The benefits accruing to the Government and the taxpayer
through the organization of a group of representative business and
professional men and a special unit of expert accountants, auditors,
etc., for service in the administration of the first war revenue act
led to the creation of an Advisory Tax Board by the Revenue Act
of 1918. This board was organized March 13, 1919, ahd was com-
posed of five highly trained and experienced men, including an
economist, an accountant, a lawyer, a manufacturer, and a former
deputy commissioner of 1nterna1 revenue. During the first few

140325—F1 1919——10
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months of operation under the new law the board rendered invaluable
service in the formulation of regulations and in hearing appeals of
taxpayers as well as in advising the income-tax unit of the Bureau
of Internal Revenue in the disposition of involved technical cases.
By October 1, 1919, fundamental and controlling questions had been
determined and regulations and decisions had been constructed to
the point of permitting the discontinuance of the board, the duties
of which have since been assumed by a special group of tax experts,
lawyers and accountants who have had wide experience and training
in the bureau, especially in connectlon with the operatlons of the
Advisory Tax Board.

Material changes in the statutory bases of internal taxation made
it necessary in the administration of the first war-revenue -act to
effect important changes in the organization of the bureau at Wash-
ington. ' The development of this policy has led to a similar reorgan-

ization of the field force. The 64 collection districts have been
readjusted so that each State in the Union, with the exception of
Nevada, which for the present is embraced in the northern district
of California, constitutes at least one collection district;, and, with
the exception noted, the boundaries of all collection districts now
follow State lines. Two or more separate. districts have been con-
tinued in States where the service seemed to require such arrange-
ment for the time being without necessitating undue duplication of
supervisory work, although it is probable that the number of districts -
eventually will be reduced. In this readjustment. 10 new collection
districts were established for the States of Maine, Vermont, Rhode
Island, Delaware, Mississippi, North Dakota, Wyoming, Idaho, Utah,
aid Arizona, and the following 10 dlstrlcts were discontinued: The
second, sixth, seventh, and eighth of Kentucky; the seventh of
Indiana; the fifth and thirteenth of Illinois; the first of Wisconsin;
the ninth of Pennsylvania; and the fifth of North Carolina. The
territory formerly embraced within the abolished districts has been
added to the jurisdiction of other established districts of the same
States. The reorganization of the field service was accomplished
through Executive orders signed by the President on June 27, July
19,’and July 29, 1919, and the changes became effective August
1, 1919.

As an important part of the reorganization of the field serv1ce,
branch offices for the transaction of the various forms of intérnal-
revenue business and for furnishing advice and "assistance to tax-
payers have been established at important points throughout
several of the collection districts, and it will be the policy to develop
this plan so as to place the tax-service facilities of the Government
within convenient reach of every taxpayer. Eventually, it isintended
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that every principal city and town will have a branch office operated
under the direction of the several collectors of internal revenue.

The special methods of selecting and training employees in the
technical work of the Internal Revenue Service which were worked
out in considerable detail in the bureau at Washington during the
precedmg year have been carried into the field. The consequent

mprovement in the field personnel has permitted the bureau to take
an important step toward the decentralization of a large amount of
work ‘which in the first year under the new tax laws was handled
entirely at Washington. Income-tax returns of less than $5,000
filed in the fiscal year 1919 were left in the offices of collectors to be
audited and adjusted through conferences with taxpayers. As
rapidly as is consistent with uniform and accurate disposition of
cases, the handling of additional classes of claims and cases will be
assigned to the field officers to relieve the congestion of work at
Washington and to expedite the collection of additional taxes due,
as well as the payment of refunds to taxpayers. A special. effort
has been made to impress on field officers the importance of uniform
courtesy and impartiality in dealing with all taxpayers, so that the
transactions of the bureau with the public may be malntamed on.a
businesslike and. equitable basis. - -

The legal and accounting force engaged in the administration of
the income and profits tax laws and the audit and verification of

- nearly 7,000,000 returns received under the acts of 1917 and 1918 has
been built- up rapidly during the past year. Relatively’ large addi-
tions also have been made to the personnel of those units of the Bureau
of Internal Revenue which have immediate supervision of the admin-
istration of the laws relating to taxes on estates, commodities, luxuries,
and child labor. The force at Washington now numbers' 4,088 as

~compared with 1,367 at the beginning of the year. The income-tax
unit, which handles the most 1mportant subject matter in the bureau,
has been successful in increasing materially the rate of finished
cases, both those involving the assessment of additional taxes and
those 1nvolv1ng the refund of amounts erroneously collected as
taxes.

Employers of labor throughout the country have cooperated gen-.
erally. with the Bureau of Internal Revenue in the enforcement of the
provisions of the new revenue law imposing a tax of 10 per cent on
the net income of certain kinds of business employing child labor.
The disposition of employers has been to observe the standard set up

_ in the law by which tax liability may not be incurred and the revenue

officers have met with little difficulty in securing the evidences of age
which are required by the law to establish exemption from tax. This-
tax became effective only on April 25, 1919, and no employers have as
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yet been found to have subjected themselves to the assessment and
collection of the tax provided.

Under the provisions of the Harrison antinarcotic law, prov1d1ng »
for the registration and taxability of persons authorized to dispense
or sell certain habit-forming narcotic drugs, vigorous efforts have
been continued to apprehend and bring to justice persons guilty of
engaging in the illicit traffic in these drugs. ~The fiumber of revenue
agents and inspectors specially trained in this line of work has been
increased and a considerable number of convictions have been '
secured. . During the year final report was made by the committee
appointed to investigate this subject for the department. The wide
prevalence of narcotic drug addiction in many parts of the country,
as well as the inadequacy of the facilities provided for the rescue and
rehabilitation of addicts, is shown by the report. The Revenue Act
of 1918 amended the Harrison antinarcotic law in several impor-
tant respects. Provision was included for the separate classification
and registration of persons handling narcotic drugs in the various
stages of importation, manufacture, prescription, and distribution,
making possible more effective measures for securing .information
from those persons and enforcing the observance of the law. A tax
of 1 cent per ounce is also imposed on the commodity itself, the
payment of which is to be evidenced by the affixing of a stamp in such
manner as to seal the stopper or covering. The result of this measure
is to identify drugs which have passed through the legitimate trade
and those which have been procured through the widespread illicit -
traffic in narcotic drugs. On the authority of Supreme Court
decisions rendered during the year, a Treasury decision was issued-
defining the responsibility of physicians and drugglsts in dispensing
and distributing narcotic drugs. The result of the issuance of this
decision, which makes clear the illegality of prescribing or dispensing
to habitual users any quantity of narcotic drugs except in the course
of legitimate treatment to cure the habit, has been to cut off from
thou_sands of addicts their accustomed sources of supply. Many of
these persons are without funds to enter private institutions for the
cure of narcotic drug habits and have been reduced to a pitiable
condition in which they constitute a serious menace to many com-
munities. Accordingly, to meet this situation the department has
recommended to the Congress the enactment of legislation which
will put the Public Health Service in a position to undertake the
care and treatment of these unfortunates and restore them to a normal
condition. : '

Such a measure is now pending and its early enactment is urgently
recommended. The comparative ease with which narcotic drugs
may be concealed and smuggled into this country from abroad makes
highly desirable some international agreement by which the narcotic
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drug trade of the world may be regulated and controlled. Such'an
agreement i§ provided in the proposed constitution of the League of
Nations, which sets up authority to perfect the ratlﬁcatlon of the
‘Hague Opium Convention.
Such police functions as have hitherto been asmgned for execution
* to the Bureau of Internal Revenue have been, in form at least, taxa-
tion measures, and it was the judgment of the department that the
enforcement of prohibitioni, which is essentially unrelated both in
form and substance to taxation, should not be added to the already
onerous responsibilities of this bureau. The Congress, however,
having regard to the activities of revenue officers leading to the
apprehension and conviction of violators of the laws imposing taxes
on the manufacture and sale of alcoholic beverages, has provided by
.recent enactment for the enforcement of prohibition through the
agency of the Bureau of Internal Revenue. To avoid confusion and
inefficiency in the administration of the tax laws and of the prohibi-
. tion measure, it is proposed to organize separately within the bureau
a specml unit to carry on the prohibition work. Revenue officers of
experience in this line of work and no longer needed for the perform-
ance of duties in connection with taxes on the prohibited commodltles,
if qualified for the new work, will be transferred to the supervision of -
this unit, and sufficient additional force will be provided to carry on
a vigorous program in every State. With the expected cooperation
- of all law-abiding citizens and of State and municipal peace officers.
the observance of this law will be energetically sought through both
the dissemination of information and prosecution of offenders.

Syhthetic glycerin formula.

The termination of military operations in November 1918, made it
unnecessary to continue the special project of the chemical laboratory
of the Bureau of Internal Revenue for the promotion of the synthetic
manufacture of glycerin from the fermentation of molasses according
to the formula which had been worked out by the laboratory, as
stated in the preceding annual report of the Secretary of the Treasury.
This formula, however, which had engaged the attention of a consid-
erable staff of chemists for a period of three months, may have con-
siderable commercial value, as it permits the complete recovery of
" theraw material in the form of alcohol and potash, as well as glycerin.
The formula has therefore been made avallable to any manufacturers
who may be interested.

WAR RISK INSURANCE.

The Bureau of War Risk Insurance, created barely five years ago,
has developed from a small beginning into the largest single unit in
the Government service, conducting within itself four separate



150 ‘ REPORT ON THE FINANOCES.

businesses, each of which is comparable with the greatest of their
kind in the field of prlvate enterprlse The records on September 30,
1919, show: "

1. A marine and seamen’s insurance department— o
Having done a total business of.......................... $2,6390,080,236.54

With premiums collected amounting to- . ... e, 47, 592. 510. 61 *
Having issued 33,384 policies and paid claims to the

15473 1105 N 28,737,146, 47
With a surplus over expenses and refunds of.............. © 17,124,903, 84

2. A stupendous banking business for the dependents of men in
the service making monthly payments of allotments and
family allowances by the Government on 2,057,842 awards
during the period of a year and a half exceeding............ 531, 000, 000. 00

3. An employers’ liability department—
Now making payments each month on clalms for military :

' and naval compensation to the extent of................ 2,754,836, 13
Having paid burial expenses amounting t0: .. ............ 1,834,763.33

4. A life insurance department—
Having written during the period of one year and a half
4,561,974 individual policies representing a total amount

of insurance of....... .. ... ... ... . .ll.lill. 39,817,391,500.00 .
With premiums between Oct. 6, 1917, and Sept. 30, 1919, of
approximately. .. ... . .. ... .. ... ...........l.. 315,000,000.00
. With claims payable to the extent of......... Gerreeaaan. 1, 042, 457, 673. 48

During the fiscal year 1919 the character of the bureau’s functions
was vastly changed from that of the previous year. "On June 30,
1918, the United States was engaged in active warfare and the
bureau was receiving daily thousands of applications for insurance,
was issuing monthly over a million checks for allotments and family
allowances to the dependents of men in the service, and was conduct-
. ing a vast war-risk insurance business on American vessels, their
cargoes, and the lives of their crews. In the fiscal year 1918 the
bureau had received comparatively few insurance claims and very
few men had been discharged from the military service, so that the
.investigation of claims for payment of military and naval compen-
sation was not extensive. During the first four months of the fiscal
year 1919 the bureau had practically the same conditions to face
as during the previous fiscal year with the exception that, as the
casualties in the service had become heavier, it became necessary
to make plans for the prompt payment of claims for insurance and
for military and naval compensation.

- But with the signing of the armistice on November 11, 1918 the
whole machmery of operation had to be reversed. The bureau
ceased to issue marine and seamen’s insurance as the risks of war dis-
appeared. Men were discharged from military service and allot-
ments and family allowances which theretofore had gone to their
dependents had to be stopped and the insurance which had been
issued on the lives of men in the Army and Navy had to be treated
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in an individual way rather than in group. During the war, insur-
ance premiums were deducted from the pay of soldiers, sailors, and
marines, but. after discharge the men were required to pay their
premiums direct to the bureau; therefore it was necessary to set up
all the accounting records, notify the men of the ‘date premiums
were due, and keep them-informed of their privileges under the war-
risk insurance act.

As the disabled men were discharged from the military service
and filed claims for compensation, the bureau had to make investi-
gations to determine whether they were eligible for the payment of
compensation asdefined in the act, and make arrangements for
their medical treatment and hospitalization, if necessary.

These changes somewhat revolutionized the work of the bureau
and constituted a task of very great magnitude. '

Organization.

The bureau is now organized in 13 divisions, viz, Insurance Di-
vision, Compensation and Claims Division, Actuarial Division, Legal
Division, Finance Division, Medical Division, Allotment and Allow-
ance Division, Receipts and Disbursements Division, Liaison Divis-
ion, Marine and Seamen’s Division, Personnel D1v1s1on Chlef Clerk,
and Administration Division. :

The Insurance Division controls all the records pertaining to mili-
tary and naval insurance, including the administration of the work
of converting the term insurance policies into the permanent forms
of United States Government life insurance. This division keeps a
record of the date of discharge of every insured man and of all pre-
mium payments made after discharge. It also administers the
insurance feature of the soldiers’ and sailors’ civil relief act. The
Compensation and Claims Division receives both death-and disability
claims for compensation and insurance, obtains the necessary proofs,
and makes awards thereon. The Actuarial Division performs the ac- .
tuarial work of the bureau, prepares statistical reports oninsurance and
on compensation and insurance claims, and has established work report
units in other divisions of the bureau. The Legal Division is the
law office of the bureau, and in this division there is also a section
which controls the licensing of foreign insurance companies in ac-
cordance with the ‘‘trading with the enemy act.” The Finance
Division has charge of the bookkeeping and financial matters of the
bureau. The Medical Division is advisory to the Compensation
and Claims Division, and through it the Public Health Service pro
vides treatment for disabled men entitled thereto. The Allotment and
Allowance Division' attends to all matters pertaining to allotments
and family allowances. The Receipts and Disbursements Division
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sends out all checks for compensation and insurance claims as well as
allotments and family allowances. The Liaison Division is the
contact division of the bureau and has charge of the publication of
all official rulings and bulletins of information and instruction. The |
Marine and Seamen’s Division has charge of insurance on vessels
and cargoes and on the 'lives of seamen 'in the merchant marine.
The Personnel Division makes all appointments and keeps’ the per-
sonnel records of the bureau. The Chief Clerk and the Adminis-
tration Division have charge of mails, supplies, messengers, and
general office’ work.

The personnel of the bureau increased from 6,703 on July 1, 1918,
to 13,771 on July 1, 1919. To obtain this net increase of 7, 068 em- -
ployees it was necessary to make 11,796 appointments. Such a
labor turnover means a tremendous expenditure of time and money,
due to the period of training which every new employee must undergo.
With the reestablishment of more settled conditions in Washington
and throughout the country as a whole, it is expected that the rate
of turnover will be lessened, the service of the bureau correspond-
ingly improved, and the expenses decreased. The large increase in
personnel has been necessary -because of the temporary increase in
the work due to the demobilization of the military and naval forces,
despite the fact that many installations of labor-saving mechamcal
devices have been made. Of the men at present employed in the
bureau, 47 per cent are ex-service men.

In February the first units moved into the new 1l-story War
Risk Building. By the end of September the number of buildings -
occupled by the bureau was reduced from 16 to 4. The new bulldmg
is not large enough, and it is necessary to keep certain divisions in
other buildings. At the present time it is planned to consolidate the
Insurance Division in the War Risk Building and to place in out-
lying buildings divisions which are not so large as to prevent lodge-
ment in a single building. The Insurance Division is now housed -
in four different buildings in widely scattered sections of the city.

Marine and seamen’s wnsurance.

Under the act of September 2, 1914, insurance against war risk
was provided for vessels and their cargoes, and under the amendment
of June 12, 1917, protection was granted to masters and. crews
agamst loss of hfe, injury, and detention. The writing of marine
insurance dates from September 28, 1914, while the first seamen’s
insurance policy was issued July 3, 1917. The rates for both types
of policies were withdrawn on January 4, 1919. There remains only
the settlement of unadjusted claims. It was possible to terminate
the business of this insurance so soon after the signing of the armistice
~ because protection was provided against the war hazard only.
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Marine insurance— Insurance of hulls, cdrgoes, and freights, Sept. 2, 1914, to
Sept. 30, 1919. :

Total policies written...... ettt ' 27,227
Net insurance writtén. ....................... P ... $2,067,406,428. 00
Net premiums received.........oooiiiiiiiiaeeiiia.s SO “$46,749,925.71
Total losses, including estimated unpresented claims............. - $29, 915, 643. 71

Seamen’s imuranbe.—Imu-iance written on masters and éeamen, July 8, 1917, to
Sept. 30, 1919,

Total policies written.._.......cooeeioo oo ettt ©6,157
Net Ineurance Written. ... c.eeeeoeeeerqaiareeirnnnneeaannnnns . $322, 673, 808. 54
Net premiums received...... ..ot .. . $842,584.90
Total losses, including estimated unpresented claims....._...... . $307,077.81

Military and naval allotments and family allowances.

Article IT of the war-risk insurance act authorizes the bureau to
award allowances to the families and to the dependents of enlisted
men in-the Military and Naval establishments of the United States,
provided a monthly allotment of $15 is made from the pay of the
men. All enlisted men in the service were required either to make
application for an allowance, which was compulsory for a man
having a wife, children, or a former wife divorced and not remar-
ried to whom alimony had been decreed; or to file a statement
requesting that no allowance be awarded, which was optional with
a man having only dépendent parents, brothers, sisters, grandchildren
or grandparents. A great many requests for exemption from the
compulsory allotment were filed and were granted by the bureau
when proper cause was shown. '

The allotment and allowance problem during the past year was
completely reversed with the signing of the armistice. The Army
and Navy sent discharge notices which furnished data enabling the
" bureau to terminate the allotments and allowances. However,
instead of the entire case being closed when a man was discharged,
many cases required more attention than if the men had remained in
the service. A very large percentage of the men discharged, who had
made allotments to their families and who were entitled to allow-
ances, began immediately to correspond with .the bureau, making
protests regarding the amounts of money received by their dependent
relatives and advising the bureau as to what amounts, in their opin-
ions, should have been paid. As a result there has been an enormous
amount of correspondence in adjusting and terminating these cases.

Applications and awards for Samily allowances for the pemod Oct 6, 1917 to
June 30, 1919.

AppHeations received. ... ... ..l - 4,391,094
 Number of awards made for men having dependents ................... 2,045, 890
- Number of exemption cases submitted..............i..oo.ooo. ... - 100,156

Amount of allotments Pald..ceeeeeieeimeiioennoiea e, $267,955,981

Amount of allowances paid.....ccoiiiiiriiiiiiiiiiiiiiiiianannn P $233, 167, 009
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Military and naval compensation.

Compensation for death or for disability incurred while in the mili-
tary -or naval service is payable to a man or his dependents upon the
~ presentation and approval of proofs, provided disability or death was
. the result of the man’s performance of duty and not the result of his

own misconduct.
~ Article III of the war-risk insurance act specifies the amounts of
the military and naval compensation benefits. For example, a widow
alone receives $25 per month; a widow with one child, $35; a totally
disabled man with neither wife nor child, $30; a totally disabled man
with wife alone, $45; and a man losing both feet, both hands, both
- eyes, or who becomes totally blind, or helpless and permanently bed-
ridden, $100 per month. When, the disability is other than total, the
degree of disability is determined and the award made on a percentage
basis; for example, a man 50 per cent disabled having a wife, would
receive $22.50 per month. The basis for permanent, part1al dlsablhty
at the present time is $30 per month for a single man. Thus a man
who has lost a leg is entitled to from 40 to 70 per cent of $30 per
month, It is hoped that the proposal changing the basis to $100.°
per month will become a law. -

During the fiscal year 1919 the bureau practlcally completed the -
work arising from claims for military and naval compensation because
of death. After the armistice and the discharge from the service of
the wounded and sick, the number of disability claims increased very
rapidly. The law requires that-the disabled man submit to a physical
examination by a medical officer chosen by the bureau. The Public
Health Service has made the majority of these examinations. While
the disabled man is receiving compensation he must submit to reex-
amination as often as requested. To all persons entitled the bureau
provides such medical, surgical, and hospital services and prosthetic
apparatus as are reasonably necessary.

The following table shows the number of meén treated in hospltals
discharged from hospitals, and the number of artificial limbs fur-
nished by the bureau between October 6, 1917, and September 30‘ _
1919:

Cases admitted t0 hospitals. ... .oeeniemeeeeeeeeeeiiiiiaae et peenen 15, 078
Cases discharged from hospitals... ..o ittt © 8,943
Artificial arms supplied.............. e et . 979
Artificial egs supplied. ..o . i © 1,103

The medical treatment and hospitalization is done through the
Public Health Service.

The bureau is notified by the Army and Navy of deaths and dis-
abilities incurred in the service. These notifications are in the nature
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of claims and are so carried on the records of the buréau. Investiga-
tion, however, often reveals the fact that there is in reality no de-
pendency and that there is, therefore, no claim. At times men are
erroneously reported as dead, relatives frequently can not be
found, - and communications are occasionally received - definitely
stating that no claim will be made. The principal reason for dis-
allowing compensation claims on account of the death of men in the
service is that the parents are not dependent, the deceased being single
men. Frequently there are no dependents entitled to compensation.
A few claims have been disallowed because death was not incurred in
‘line -of duty or was caused by the willful misconduct of the deceased.
The principal reason for disallowing compensation disability claims
is that disability is less than 10 per cent of a total disability. There
have been a foew cases disallowed because disability was not the result
of service or because it was the result of willful misconduct.

When the status of parents changes so that they would not be
_ dependent upon the deceased, had he been alive, the payment of com-
pensation is terminated. Widows who remarry and children who
attain 18 years of age are not entitled to the continuation of
compensation payments. In the majority of cases military and naval
compensation awards for disability are terminated either because of
recovery from dlsablhty, or because of death of the disabled man,

Compensation is payable whether the dependency of the father
or mother, or both, arises before or after the death .of the person in
the service, provided that dependency arises and claim is made within
five years of the date of death. Compensation for disability is paya-
ble provided a medical certificate is secured within one year after
discharge stating that the person at the time of his discharge or re-
lease was suffering from injury likely to result in death or disability
and provided claim is made within five years after discharge or
resignation. Frequently claims which may become compensable
in the near future are allowed to remain perding. Similarly any
disallowed claim may be reopened when parents become dependent
- or when the extent of the disability increases.

The delay in the settlement of claims for military and naval com-
pensation because of death is due principally to the necessity of ascer-
taining from the War and: Navy.Departments information as to
whether death occurred in line of duty, to the time requisite to obtain
the return of claim papers properly filled out, or to the inability of the
bureau to ¢ommunicate with the claimants due to-their ‘failure to
give notice of their change of address. Disability claims are delayed
in settlement because of the necessity of securing medical examina-
tion and reexamma’mon or because of the lack of completed claim
papers. :
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Table showing number of military and naval compensation cases awarded for death and
: disability in the period from Oct. 6, 1917, to Sept 30, 1919,

Clalms awarded fordeath..... ... ... . i i i .. 32,831
Claims awarded for disability . oot e eaaaaa 71,757
Total claims awarded for death and dlsablhty ........... eee...l... 104,588

Table showing the amount of monthly payments awarded for military and naval compen-
sation for death and disability in the period from Oct. 6, 1917, 10 Sept. 30, 1919..

Claims awarded for death. .. oo o om et $867,495.92
Claims awarded for disability............ e, e 2, 230, 561. 60
Total claims awarded for death and disability................... 3,098, 057.52

Table showing number of military and naval compensation cases disallowed for death and
disability during the period from Oct. 6, 1917, to Sept. 30, 1919.

Claims disallowed for death....... S e 56,193
Claims disallowed for disability............. N e 11, 896
Total claims disallowed for death and disability......... PN 68,089

Military and naval insurance.

The war-risk insurance act provides for the issuance by the United
States of insurance against death and total permanent disability to
every officer and enlisted man, to every member of the Army Nurse
Corps, and to every member of the Navy Nurse Corps when employed
in active service under the War or Navy Departments, upon written
application to the bureau and the payment of premiums. The fol-
lowing table shows the number of applications, the amount of insur-
ance, and the estimated premium income from date of passage of the
War-rlsk insurance act to June 30, 1919:

Number of applicants for war-risk insurance to June 30, 1919....... 4,334,141
Number of applications for war-risk insurance to June 30, 1919..... 4, 520,178
Total amount of insurance applied for to June 30, 1919. .. .. ....... $39, 046, 202, 000
Average amount of insurance per application...................... o $8, 638
Average amount of insurance per applicant. ...................... $9, 009
Estimated premium income to June 30, 1919... .. ................ $295, 000, 000

The following tables give the number and amount of insurance
claims a_ctually awarded to September 30, 1919:

Contract and automatic insurance—Number of cases awarded for death and for permanen
total disability for the period Oct. 6, 1917, to Sept. 30, 1919.

Contract insurance awards fordeath. ... .. ... ... ... ... ....... 110, 446
Automatic insurance awards for death..................... ... ... 5,012
Total insurance awards for death. .. ... B 115, 458
Contract insurance awards for permanent total disability........... - 708
Automatic insurance awards for permanent total disabi,lity. ceelee 133
Total insurance awards for permanent total disability............. .. 841 -

Total insurance awards for death and for permanent. total disability.. 116,299
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Contract and automatic insurance—Amount of insurance upon whzch awards have been -
.- made for death and for permanent total disability for the pmod Oct. 6, 1917, to Sept. 30, -
1919.

Contract insurance awards for death......... . $1,013, 100, 633. 48
Automatic insurance awards for death......... 22, 554, 000. 00
Total insurance awards for death. ... ... ... ... ... ... $1, 035, 654, 633. 48
Contract insurance awards for permanent total
disabiliby . e e ‘ 6, 204, 540. 00
Automatic insurance awards for permanent, ‘
total disability....... ... il . 598, 500.00
Total insurance awards for permanent total disability. . .... 6, 803, 040. 00

Total insurance awards for death and for permanent total ] .
QISADILEY - .o e e e e 1,042, 457, 673. 48

The mgnmg of the armistice on November 11, 1918, was quickly
followed, as is well known, by the- demoblhzatlon of the Students’
Army Tralmng Corps and other units. It 1mmed1ately became
apparent that the bureau must be informed at once as to every
individual discharged to enable it to mark up its insurance records
accordingly and get in touch with the ex-service man to inform him
of the amount of his insurance premium, the date it became due and
such other facts as were deemed expedient.

A form of notice of discharge was agreed upon by the War and
‘Navy Departments and the bureau, and arrangements were made
~ that when 4 man was discharged from the service this form would
be prepared and sent to the bureau direct and not through military
channels. From this information the bureau was in a position to
stop the payment of allotments and family allowances to the de-
pendents of dlscharoed men and to prepare the way for ex-service
men to pay their premiums direct to the bureau. On the promptness
with which these discharge notices were received depended to a
large extent the proper functioning of the bureau, and it is to be
regretted that in spite of every precaution taken considerable delay
occurred in the recelpt of these discharge notices from the military
services. :

Beginning in December, 1918, notices of insurance premiums due
were issued, and in January and February hurdreds of thousands
were sent out. Of these, thousands were returned because or faulty
addresses, and the bureau still has 'to contend with this problem of
lack of proper address. However, by cooperation with the Post
Office Deépartment this situation constantly is being -improved.
Coupled with the difficulty of sending out notices which would reach
the discharged men was that resulting from the flood of correspond-
ence from these men, asking about their privileges under the war-
risk insurance act and their rights to converted insurance Nearly
all the men were unsettled for a month or two after the termination
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of military service, and many of them neglected their insurance.
Many could not secure employment at once or did not earn ehough
to allow them to maintain their insurance. Thousands ef others
never received the premium notices mailed by the bureau. Much
insurance was lapsed because the men had taken it out only on
account of the danger incident to military service.

There was for a time a lack of information about the methods of
paying premiums, the possibility of reducing the amount of policies,
and the advantages of war-risk insurance. Many men allowed their

“insurance to lapse and it was necessary to reach them by an extensive
campaign of conservation. The bureau has made every effort to
_point out to each individual the benefits of Government insurance
and to acquaint him with the simple requirements necessary for the
reinstatement of lapsed policies. From time to time reinstatement
provisions have been liberalized, until now all that is necessary to
reinstate insurance within 18 months aftér discharge is to remit to
the bureau two months’ premiums to cover, respectively, the grace
period of one month during which protection was had, and one
month in advance, with the statement that the insured is in as good
- health as at the time of discharge. It is thought that this recent
regulation relative to reinstatement will be the means of saving to

the insured and their beneficiaries the protection of millions of - -

dollars of war-risk insurance.
Umted States Government life insurance.

Section 404 of the war-risk insurance ‘act provides that not later
than five years after the date of the termination of the war, as de-
clared by proclamation of the President, the terminsurance shall be
converted, without medical examination, into such form or forms of
insurance as may be prescribed by regulations and as the insured
may request. The insurance offered under the provisions of this
section of the act is known as United States Government life insur-
ance and protects against death and permanent total disability.

Six forms of insurance are being offered: Ordinary life, 20-payment
life, 30-payment life, 20-year endowment, 30-year endowment, and
endowment at age 62. The rates of premium are attached to this

.report as Exhibit 79, page 460. Government insurance is very lib-
eral in that the insured is protected against permanent disability,
no matter at what age disability is incurred. Premiums may be
paid monthly, quarterly, semiannually, or annually at the election of
the insured. The insured will participate in and receive such divi-
dends as may be determined and apportioried by the director, with
the approval of the Secretary of the Treasury. These dividends may
be taken in cash or left on deposit to accumulate at interest at a rate
to be.determined by the Secretary of the Treasury.
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The new policies provide for most-liberal nonforfeiture and loan
provisions, including cash surrender value of the full reserve calcu-
lated on the American Table of Mortality and 34 per cent interest
at the end of any policy year, or a participating paid-up policy for a
less amount, or participating extended term insurance. The insured
may borrow from' the Government at any time after his policy has
been in force one year, and provided his policy is in force, up to 94 per
cent of the then cash value on the sole security of his pohcy There
‘are no restrictions as to travel, residence, occupation, or military or
naval service.  Claims are payable in 240 monthly installments of
$5.75 for each $1,000 of insurance. The proceeds from this insurance
are exempt from all taxation and are not assignable or subject to the
claims of creditors of the insured or any beneficiary except claims of
the United States arising under the war-risk insurance act.

The beneficiary may be changed at any time without the consent
of the beneficiary, provided the new beneficiary is a member of the
permitted clags. Provision is made for payment of a life annuity to
the beneficiary with payments for 240 months guaranteed, in lieu of

" the regular form of settlement.

Without any great effort being made to secure applications for
conversion, 36,061 applications for converted insurance were received
to September 30, 1919, of which 12,068 applications for $42,435,500
of insurance have been approved, the average policy being for $3,516.

Amendments.

Under the war-risk insurance act an enlisted man was compelled to
make allotment from his pay in favor of his wife, if any, and might
make allotments in favor of certain other dependent persons. In the
case of a wife the Government added an allowance,.and in certain
other cases where a man made an allotment to persons dependent, on
hlm for support the Government also made an allowance, but the ques-
tion of allowance in the latter instances was controlled by the question
of dependency upon the enlisted man. When the war-risk insurance
act was passed on October 6, 1917, and allotments were deducted
from the pay of soldiers and sailors beginning in November, 1917, it
became quite apparent'that the bureau could not undertake detailed
1nvest1gat10ns in every instance before checks were sent to dependents
of the men in the mﬂltary and naval service if the payments were to
go out promptly. So in a great many cases the bureau issued the
checks to the parents of soldiers and sailors in advance of investiga-.
tion. In the summer of 1918 many investigations of these cases
were made, and it was found that in some cases parents were receiv-
Ing allowances to which they were not entitled under the war-risk
'nsurance act, because they were not dependent. The bureau, there-
fore, discontinued allowances and, under the law, was compelled to
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deduct the prévious payments from future remittances. This con-
dition resulted in the amendment to the war-risk insurance act
(Exhibit 80, page 463) of February 25, 1919, which relieved the bureau
of the requirement to seek reimbursement in cases of this kind,
except where it is conclusively shown that the person receiving the
allowance did not bear the relationship to the enlisted man which is
necessary under the act and except in cases of manifest fraud.

An amendment to the Federal vocational rehabilitation act,
approved July 11,1919 (Exhibit 81, page 464), authorized the Federal -
Board for Vocational Education to place disabled persons discharged
from the military and naval forces in training without awaiting action
by the Bureau of War Risk Insurance on the question of their eligi-
bility to compensation under the provisions of thie war-risk insurance
act. This eliminated the delay involved in the previous practice
requiring the submission of such cases to the Bureau of War Risk
Insurance for determination of the questlon of compensatlon before
undertaking training. :

A man who has lost both hands, or both feet or both eyes, or
has been helpless or permanently bedridden, as the result of military
or naval service, is entitled to the payment of $100 per month as com-
pensation for total permanent disability. For cases involving the
loss of both hands and both eyes, or both feet and both eyes, or both
hands and both feet, the Congress passed an amendment to the act
approved August6,1919 (Exhibit 82, page 466,) providing another
allowance of $100 per month for a nurse or attendant, in addition to
the $100 allowed for total permanent disability.

ENEMY OR ALLY OF ENEMY INSURANCE COMPANIES AND OTHER FOREIGN
: INSURANCE COMPANIES.

" The jurisdiction of the Federal Government over foreign insurance
companies doing business in the United States has continued during
the past year, the Treasury administering the provisions of the trad-
ing-with-the-enemy act dealing with the question. From time to
time insurance companies already established in foreign countries
are applying for licenses to do business in this country. Since -
October 6, 1917, or the date when the trading-with-the-enemy act
went into effect, the Treasury has licensed 12 insurance’ companies
which never before did business in the United States.

SOLDIERS' AND SAILORS’ CIVIL RELIEF ACT AND BONDS ISSUED THERE-
.o ' UNDER.

, Artlcle IV of the act approved March 8, 1918, entitled “An act
to extend protection to the civil rights of members of the Military

and Naval Establishments of the United States engaged in the present
war,” otherwise known as the soldiers’ and sailors’ civil relief act
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(Exhibit 83, page 468), provides that the Government will protect pay-
ments of .insurance premiums in commercial companies on certain
policies on‘the lives of men in the military and naval services to the
extent of $5,000 insurance on any one life. The law stipulates that
- the premiums due life insurance companies in such instances shall
~be certified by the Bureau of War Risk Insurance to the Secretary
of the Treasury, and directs that, to secure the payment of such
premiums, bonds of the. Unlted States shall be-issued by the
Secretary and registered in the names of the respective insurers.
To June 30, 1919, the Bureau of War Risk Insurance approved
7,074 applications for benefits under this law. These approved
applications protected $11,266,633 of insurance in private com-
‘panies and societies on the lives of men in the military and naval
services. The amount of premiums guaranteed was $326,747.69.
Some of the premiums were paid by the insured, and to the extent
of such aggregate payments 1t-was unnecessary to issue bonds as a
‘guaranty.

To June 30, 1919, $179,500 of bonds had been issued to guarantee
the payment of such premiums, of which $100 had been canceled and
$179,400 were outstanding on that date. The issue of bonds by the
Secretary of the Treasury upon the certification of the Bureau of
War Risk Insurance - is covered by Treasury Department Circular
No. 115, dated July 1, 1918, which is attached to this report.as
Exhibit 84, page 473.

CUSTOMS.
During the fiscal year ended June 30, 1919, the effect of the war
on international trade made itself felt, and, as in the preceding year,
the customs revenues were far below normal. As compared with the
fiscal year ended June 30, 1918, however, there was an increase of
$1,390,079 and a decrease of over $112,000,000 as compared with the
fiscal year ended June 30, 1914, 1mmed1ately prior to the outbreak of
the war in Europe.
~ The aggregate receipts collected by the customs service during

the fiscal year 1919 amounted to $186,241,436. Since the signing of
the armistice, however, a considerable increase in customs revenue, as
compared with the corresponding period in the preceding fiscal year,
is apparent, and it is confidently expected that with the formal
restoration of peace the customs dues collected under existing laws
will increase to their former proportions, i. e., in the neighborhood
of $300,000,000. The value of imports for 1919 amounted to $3,091,-
369,329, an increase of $146,309,926 over those in 1918, while the
exports during the same period amounted to $7,224,867,829, an
increase of $1,296,582,188 over the exports of 1918, and nearly
$5,000,000,000 greater than the exports reported for the fiscal year
1914, '

140325—F1 1919— 11
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..The expenditures.of the customs service during ‘the past fiscal
yeéar-amounted to. $10,147,576, or an increase-of $138,652 over the
fiscal year 1918. . Although $500,000° wis addeéd to the regular cus-
toms appropriation to defray expenses incident to the enforcement,
by the customs authorities, of certain of the provisions of the espion-
age and trading-with-the-enemy acts, "the economical expenditure
of this special fund made it possible to return’to the treasury an
unexpended balance of over $400,000.

During the past fiscal year, up to the signing of thc armistice, the
customs service was required to exercise extraordinary vigilance in
order to insure'the -enforcement of the restrictive .measures adopted
by the: Government with respect to the arrival and departure of
persons and the importation and exportation of merchandise from
and to. foreign couritries. In fact, during the war period the customs -
service became & kind of ““clearing house” in the enforcement of
war-time regulations of ;several departments and governmental

“agencies other than the Treasury, notably the State Department,
the War Trade Board, and, to a;more limited extent, the War Depart-
ment. That all of these duties were expeditiously ‘and efficiently
performed is a tribute to the loyalty :and devotion of the field force
of the customs service worthy.of the recogmtlon and’ génerous con-
sideration of the Government. ,

During the past fiscal year it has been poss1ble to resume the annual
conferences of collectors of customs and appraisers of merchandise
which were suspended during the:war. period. These conferences
serve a most useful purpose because of ‘the opportunity which they
afford .to dlSCllSS problems of common interest and to dévise plans
for the 1mprovement of the service. They serve to strengthen the
espnt de corps of the customs serv1ce as well as to standardize the
methods of admmlstratlon ,

Under a new accountmg procedure put into operatlon throughout
the service during the past fiscal year it was possible to abolish the
use of 194 forms, used under the former system, - 'The new procedure .
is, furthermore, e*{pected to result in the saving of about half the
time and labor formerly necessary at the large naval office ports in
recordlng ‘the - transactions  and rendermg ﬁnancml reports to the
Auditor. for the Treasury
: Dunng the past fiscal year cons1derable work devolved upon cus-
toms ofﬁcers by reason of the enforcement by. them of the act of
June 7, 1918, commonly known as the motor-boat act. Under that
laW, collectors of customs are required to see that every motor boat
in ‘their districts, except those owned by the Government, is num-
bered. :Not only is it necessary to keep a-record of the numbers
as51gned to every motor boat and the names and addresses of the
owners thereof, but subsequent changes of ownership must likewise

- be recorded and violations reported to the Secretary of Commerce.
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. ‘The enactment of the recent Federal prohibition law also imposed
increased duties.on customs officers during the past fiscal year. As
soon as the manufacture and sale of liquor in this country was pro-
_hibited there was noticeable increased activity along the Mexican
and Canadian frontiers in the smuggling of liquors.” The special
measures adopted to meet the situation, coupled with thé severe pen-
alties which have been imposed, will result in a steady decline in vio-
[ations of this character. -

In view of the continued demand for space in Federal bulldmgs,
reorganization of the force employed at the various large ports has
been made during the past.year whereby space formerly devoted to-
customs purposes has been made avallable for othér Government
agencies.

Every effort has been made durmg the past fiscal year to simplify,
within thelimits permitted by law, the customs practlce and proce-
dure. Furthermore, a number of 1mprovements in the organization
of ‘the. customs forces were effected Wlth a view to expediting the
conduct of public busmess R

PUBLIC HEALTH

The perlod followmg the termmatlon ‘of hostlhtles with Germany,
no less than during the war, ushered in additional responsibilities of
a medical and public health nature which it became the duty of the
Federal Government to discharge.

By far the most responsible of ‘these dutles is the 1mportant work;
with which the Public Health Service is charged, of affording 1 medical

- rehef to the dlscharged ‘heroes of the late war.

" After the signing of the armistice, ‘with resultant.rapid demobiliza-
tion, the lack of facilities for providing for the hospital care and
. treatment of discharged soldiers, sailors, and marines who were bene-
ficiaries of the War Risk Insurance Bureau becamé so acute that
Congress found it necessary to pass leglslatlon to meet the situation.
In, the act of March 3, 1919, entiiled “An act to authorize the Sec-
retary of the Treasury to provide hospital -and sanatorium facilities
for discharged sick and disabled soldiers, sailors, and marines,’’ pro-
vision was made for the acquiring by the Public Health Serv1ce of
various properties, mcludmg hospitals and hospltal sites, with equip-
ment, etc., by transfer from the War Department and otherwise.
By the end of the fiscal _year, therefore, the Public Health Service had
opened nine hospltals for this class of beneficiaries. Additional
institutions were opened. after the expiration of the ﬁscal year and
further facilities will be prov1ded for the future. At the present time
virtually all of the beneficiaries of -the war risk act are being cared
for. through the agencles of the Public: Health Service. A
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In addition to caring for our soldiers, sailors, and marines, it was
found desirable shortly after the passage of the above-mentioned
act to enter into reciprocal arrangements with the Canadian Gov-
ernment whereby discharged soldiers of Canada in the United States
are given necessary medical attention at our institutions and Ameri-
can soldiers in Canada are accorded the same privilege in that country.

The better coordination of the medical activities of the Govern-
ment, so far as they related to the care of the discharged soldier, sailor,
and marine, was effected during the past year by the conclusion of
arrangements with the Federal Board for Vocational Education
whereby medical officers of the Public Health Service are now making
physical examinations, upon request of the District vocational officer
of that board, of disabled men discharged from the service desiring
to enter upon a course of vocational training.

The organization of the forces of the Public Health Service engaged
in this relief work is practically completed. With- its completion -
it is hoped to have built a machine of the highest efficiency and having
first regard for the welfare of the soldier, sailor, and marine, and to
have afforded facilities generally for carrying on what the Public
. Health Service recognizes to be a tremendously important function.
It might be well to mention in connection with the obtaining of
personnel for this work that the reserve corps, created by the act
of Congress approved October 27, 1918, was of great assistance.
Without the flexibility which it permitted in the corps, the service
would have been unable to obtain sufficient and competent assistants

for this work. S
’ After-the-war program.

Upon the cessation of hostilities, the Public Health Service turned
its attention toward the development of a comprehensive program to
meet the urgent after-the-war health needs. The record of rejec-:
tions during the draft showed that over 34 per cent of all draft regis-
trants were rejected by examining boards on account of physical
defects and, diseases. Studies previously conducted by the service.
had indicated unmistakably that in large measure these defects and -
diseases- could have been prevented had proper attention been. given
to them, especially in childhood. Therefore, this unsatisfactory con-
dition of the public health is by no means necessary. Its persistence
in the face of the energetic work of many departments and voluntary
organizations shows primarily that health work has not been suffi-
ciently organized and coordinated and has not received from govern-
mental authorities the attention that it merits and must have if the
- country is to make rapid recovery from ,war losses and to render
safe the development of new agricultural and industrial [processes.

It is true that preventable disease rates have been lowered in many
instances, and significant success has followed campaigns against
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isolated diseases a,nd insanitary conditions. The tuberculosis rate
has steadily fallen.. * Typhoid fever has been made a negligible factor,
and wherever active intelligent efforts-have been made to combat it
yellow fever has been kept out of the country. Nevertheless the
public ‘at large remains in ignorance of those main principles of
- health which investigations and practical experience have shown to
‘be necessary for the prevention of disease. -Itis pitiably evident that
such primary facts as the means of spread of typhoid fever and ma-
laria, the effectiveness of smallpox vaccination, and the elementary

principles of personal hygiene, such as the care of the teeth, are

not known to the public generally. No nationdl, comprehensive cam-
paign, dealing with all phases of the public health, has been con-
ducted. Until that is undertaken the information which the public
will have in regard to disease prevention will be fragmentary. The
problem is daily being aggravated by the fact that the population’
of the cities and of the country generally Is increasing rapidly, making
insanitary conditions more menacing.

In developing a program which will meet urgent national needs
in public health, leadership must be assumed by some central au-
thority. The Public Health Service is the natural agency to do so.
In the past, under authority of Congress, it has built a sound founda-
tion for the conduct of a national campaign for health by determin-
ing minimum standards of health and adequate measures for dimin-
ishing the annual toll of lives taken by preventable diseases and
insanitary conditions.

The program which the Public Health Service has prepared to meet
these urgent needs is comprehensive, dealing particularly with prob-
lems of industrial hygiene, rural hygiene, prevention of the diseases of
infancy and childhood, water supplies, milk supplies, sewage disposal,
malaria, tuberculosis, railway sanitation, municipal sanitation, health
standard, health.education, collection of morbidity reports, and the
organization and training for duty in emergency of the reserve of
the Public Health Service.

It is evident that the success of such a program will depend upon
the active cooperation of Federal, State, and local health authori-
ties and voluntary organizations to a degree not previously
recognized. Experience has shown that this cooperation can best be
secured on the Federal-aid extension- principle. The service has
already been authorized by Congress to carry on rural sanitation
demonstrations under that plan, but the appropriations have been
wholly inadequate. - Additional authority is needed if this principle is

~to be extended to the entire field of public health. Experience has .
shown that this is the most feasible plan for obtaining the proper
coordination of the activities of Federal, State, and local governments.

. While there is grave necessity for strict-economy in Government
expenditures, it is fruitless and unwise to deny requisite funds for the
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important work ‘of the Public:Health Service when human lives and’

the national. welfare may depend upon the ]udIClOUS use of Federal-

money. o :
Inﬂuenza

In addltlon to act1v1t1es relative to the control of the 1nﬂuenza epi-
demic, the Public Health Service concentrated efforts on the study
of the disease. In view of known epidemiological facts, it is self--
evident that the disease is highly communicable. There is a growing
feeling that it may be communicable only in its earliest, stages, par-.
ticularly. during the period of incubation.

A large amount of work was done to determine the prophylactic
value of vaccines made from the influenza bacillus and of vaccines con~
‘taining this organism together with various organisms which were
regarded as secondary invaders and probably as the cause of the pneu-
monia which so often complicates influenza. The only experiments
along these lines on which conclusions may be safely based are those
in which a portlon of the personnel ma group or in an institution was
lnoculated a number of days prlor to the entrance of infection to the
group or to the institution. * Under these controlled conditions the
vaccines which were tried failed to 1nﬂuence elther the morbldlty or the
mortahty of the disease. :

PUBLIC BUILDINGS

After the signing of the armlstlce, blds were invited for the con-
struction of authorlzed Federal buildings and extensions, contracts
for which had been deferred on account of the imperative needs for
labor, material, transportation, and money in the prosecution of the
war. It was found impossible, however, to resume ‘building opera-
tions to any considerable extent because pricés which had been grad-
ually increasing for many months had reached a point where, except
in a few lsolated 1nstances the. 11m1ts of cost:fixed by law were in-
sufficient. .

This condltlon .affecting more than 100 buﬂdlngs has -been
brought to the attention of the Congress and estimates have been
submitted -of the amounts severally heeded to be provided by way of
increases in limits of cost to enable the department to proceed with
the work of construction. . ,

_The restriction placed upon the lettlng of new contracts for the con-
structlon of Federal buildings durlng the war did not involve the sus-
pension of the work of preparing drawings and’ specifications for

buildings already authorized and not.under contract, nor did it

involve the suspension of constructlon Work on buildings- already.
under contrsict, and which at the time were in various stages of com-
pletion. Construction work, notWIthstandlng abnormal condltlons"
of the most dlscouraglng sort Was ca,rrled forwa,rd as rapldly as, possh-
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" ble, with the result that 73 buildings and ‘extensions were completed
and made ready for occupancy during the year. . On a production
basis, and as a’continuation of the Jbuilding program of'the precedmg
three or four years, thls represented arate of progress of a new bulld-
1ng or extension’ every five calendar days )

The Postmaster General havmg reported to the Treasury that the
~ Postal Service” had outgrown many of the Federal buildings, the
condition was brought to the attention of thé Congress and 2 list
of the buildings, together with estimates of the cost of ex’cendmg a
considerable number of them, has been submitted:  Similar esti:
mates for the lemammg buudmo's Wﬂl be transmltted in the near

future
Oontmctors reliet act.

When the Umted States entered’ the war with Germany on Apnl
6, 1917, there were a large number of bulldmgs under construction,
the contracts for which had been awarded on bids prepared before
that date. The demands which . the war made upon' the resources
of the country for skilled workmen and materials variously affected
these contracts...-Priorities given for munitions: displaced orders
already. given for -building - materials or- postponed their - being
placed, and the commandeering :of plants where .building materials
were being manufactured, together with transportation difficulties
“and increases in-cost of freight; materials, and labor; caused-unfore- -
seen delays and expense to.contractors. -With a viéw to reimbursing
these contractors, their subcontractors, and. material men (including
sureties who furnished meéans to enable failing: contractors to com-
plete their contracts; or who :compléted: same as sureties), an: act
entitled .“ An act. for the relief- of -contractors and subcontractors
for.the post offices'and other-buildings and work under the- superf
vision of the Treasury Department,” and for other purposes ‘'was
passed by the Congress and approved August 25, 1919, :

That act provides for the reimbursement of such contractors,
* subcontractors, material men, and sureties for their increased costs
" due to war conditions for work performed after April 6, 1917, under
Government contracts made or proposals submitted (and -afterwards
accepted without change in price) prior to that date. . Claims must
be submitted within three months from the passage of the -act.
Reimbursement is confined to the: actual 1ncreased cost, exclus1ve
of profits. : R

-Already a number of claims have been ﬁled but ‘as the act carrled- »
no appropriation for their payment ‘the Treasury has submitted an'
estimate for an appropriation in an amount believed. to be sufficierit
to care for the claims likely to. be perfected:soon) and. further- esti-:
mates will be submitted from time to time . funds are requlred to.
pay claims, as. audlted Sy e B e
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National Archives Building.

Many of the priceless archives of the Government are exposed to
destruction and loss for the want of safe and appropriate storage
facilities. The necessity for a building specially designed for the
preservation of thése valuable records has long been recognized.
Under authority conferred by the act of March 4, 1913, an examina-
tion has been made of the plans of a number of archives buildings
of Europe, outline plans have been prepared and approved, a site
selected, and estimates submitted for an appropriation for the land
and the construction of the stack portion of the building. If the
appropriation is made, work on the National Archives Building
will be begun at the earliest practicable moment. The attention
of the Congress is respectfully drawn to the very great and urgent
need of providing funds for the construction of a building for this
important purpose.

o ’ COAST GUARD.

Throughout the entire fiscal year 1919 -the - Cpast' Guard, in
accordance. with the provisions of the act of January 28, 1915,
continued to operate as a part of the naval forces, and engaged in
the prosecution of the war under the direction of the Secretary of
the Navy.

The vessels of the Coast Guard rendered most useful service in
the carrying out of war operatlons, and the service personnel were
utilized to great advarg;age in various and important war activities
under - the direction of the Navy Department .Besldes serving on
Cgast Guard cutters, officers of the service were attached to naval
vemsels in -foreign and domestic waters, were on transport duty,
and were assigned to training stations, aviation stations, navy
yards,. and naval districts.. The. Coast Guard -during,the World...
War maintained its high traditions and performed its war-time
duties as part of the military forces of the country with marked
credgt &nd distinction.

On September 26, 1918, Whlle escortmg a convoy in European
waters, the Coast Guard cutter Tampa was sunk . with all hands
in the Bristol Channel by a torpedo from an enemy submarine.
Diligent search was made by destroyers in the v1cm1ty of the dis-
aster, but nothing was found but two unrecognizable bodies in
sailor’s uniform and some small pieces of wreckage. There ere
on board 8 officers, 4 warrant officers, and 100 enlisted men, all of
whom, egcept the medical officer, belonged to the Coast Guard.
Thus, in the performance of their duty, did 112 gallant officers and
men give up their lives for their country. With the exceptionof the

loss of the U. S. S. Cyclops, with her complement, this is the largest™ " -

individual loss of life sustained by our naval forces during the war.
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The Coast Guard was returned to the jurisdiction of the Treasury
on August 28, 1919, by the following Executive order: :

. EXECUTIVE ORDER.

By virtue of the authority conferred by ‘‘An act authorizing the President to co-
ordinate or consolidate executive bureaus, agencies, and offices, and for other pur-
poses, in the interest of economy and the more efficient concentration of the Govern-
ment,”’” approved May 20, 1918, I' do hereby make and publish the following order:

The important purposes for which the operation of the Coast Guard was temporarily
tranéferréd “to the Navy-iinder the act approved January 28, 1915; entitled ‘‘An act
to create the Coast Guard by combining therein the existing Life-Saving Service and
Revenue-Cutter Service” having been accomplished, and, it being for the best in.
terests of the Government and for the efficient service of the Coast Guard in connection
with the collection of the revenue that the Coast Guard be under the supervision of
the Treasury Department, it is hereby directed that the Coast Guard shall on and
after this date operate under the Treasury Department.

° Wooprow WILSON.

Tee WaHITE HoUusE, August 28, 1919. )

In accordance with the terms of the above order, the Coast Guard

_hsis=resumed - the:performance-of its peace-tlme functions -under -the -

Treasury.
. ANCHORAGE CONTROL.

Under Title 2 of the esplonage act, a,pproved June 15, 1917, the
Secretary of the Treasury was authorized, subject to the approval of
the President, to make and enforce rules and regulations governing
the anchorage and movement of vessels, foreign and domestic, in the
territorial waters of the United States, and to exercise full control
over such vessels while in ports of the United States. Under author-
ity of this act, there was formed a board known as the board on the
anchorage and movement of vessels. This board consisted of three
members, representing the Treasury, War,iand Navy Departments.
An officer-.of the.Coast Guard was .designated-as.a representative. of
the Treasury on this board and also was made chairman. The
board designated anchorage-grounds at the ports of New York,
Philadelphia, Norfolk, San Francigco, and the St. Mary River, and
also prescribed regulations governing the movement of vessels in.
those ports as well as regulations govetning the lading and unlading
of explosives. The board did not deem it necessary to establish
anchorage grounds and regulations govermng the lading of explosives
at other ports.

‘The office of captain of the port was created at each of the ports
mentioned, except at San Francisco, and a United States Coast Guard
officer was designated as captain of the port to enforog the regulations.

Many of the enlisted men and officers of the Coast Guard were
engaged in this work and also assisted very materially in the enforce- -
ment of other laws and regulations*pertaining to-the entrance-and- -
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departuré of persons-into and from the" United States and i’ the
search of vessels for contraband goods. : :

The Coast Guard officers and men also asmsted mateually in the
enforcement of war-time régulations issued by this department per-
taining to the operation, licensing, etc., of coastwise and harbor craft.

These special regulations have now: been revoked and, all of the
‘ activities above mentioned have practwally ceased except those under

_the rules and regulations governing the anchorage and movement of
vessels and. the handling of explosives, which regulations are still in
full effect and are being enforced by the officers and men of the Coast

Guard.
'BUREAU OF ENGRAVING AND PRINTING,

: The demands of the Government upon the Bureau of- Enoqavmg
and Printing during the fiscal year 1919 were the greatest in history.
All previous records were broken by the engraving, printing, and
delivery .of - 447,464,105 sheets of finished work, .including Liberty
bonds, Victory notes, war-savings stamps, thrift stamps, certlﬁcates
of indebtedness, farm-loan bonds, stamps, and currency. The task
was carefully and cheerfully performed by the employees of the
‘bureau, who worked uncomplainingly in day and night shifts. There
is.no ‘institution in the Government where greater care is’ necessary
than in' the Bureau of Engraving and Printing.

« Prior to the war the law required the printing of the face-of all
money , on. hand plate-printing presses. To meet the emergency
heeds of .the Government-the statute was modified so as to authorize

the Secretary of the Treasury to plate print currency and securities

.in ' whatever manner and by whatever process he deemed nécessary..
Under this authority, togéther with the installation of modern ma-
chinery and the application of up-to-date methods, the bureau has.
" been. equipped to meet the requirements and the necessities of the
Government with respect to currency, stamps, and securities.

The bureau’s cost-accounting system was improved during the
year, and valuable information is now readily available as.to the
various operations to enable the director to determine definitely the
- costs of the output. This information is of particular value in con-
nectlon with the product for which the bureau i 1s reimbursed.

CONTRACTING AND PURCHASING.

. As the business of the Government expands, there is an increasing
need of centralization under some one authority of the great problem
of: contracting for and purchasing Government supplies: An initial
step in this direction, with respect to contracting:for supplies for use -
primarily by the Government services in. Washington, was made
by. the . establishment- of the General Supply Committee, but the.
scope of its work is narrow at best. Within its limited field of
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.- operations it has accomplished something in the reduction of purchase
 prices, but has left untouched the disadvantages to the public service
at large which arise from a diversification of administrative views
as to general and special needs and from a similar diversification
in' the form of the contract obhgatlons assumed under the different
branches of the service.

- Similarly the establishment of Government fuel yards as author-
ized by the act of July 1, 1918, was a step in the general direction of
centralized control to the advantage of the public service. But-again
the field of ()peratlons was made a limited one and its benefits confined
to the branches of the Federal service and the municipal government
in the District of Columbia and immiediate vicinity.

These measures would seem to cover but a fraction of the general
requirements for central control over contracting and purchasing.
There is no good reason why the field of operations of a centralized
‘authority of-this character should be confined to a lesser territory
than that marked by national boundaries, or why the benefits of
organization, business judgmient, and efficient methods should be
employed -only locally when the need for them is as widespread as -
the-public service itself. It is thought that the whole needs of the
Government in: matters of contracting and purchasmg, without
regard to geographical points at which such needs may.arise within
the continental limits, could be as well, or better, served by the
establishment of a central machmery as can the needs at any glven
pomt such-as the District of Columbia. -

Tt -can not be questioned that procuring supplies, including con-
tracting for supplies for works of construction and manufactured

_articlés or fabricated materials, is a task single in its nature, and one
~which would lend itself to central organization properly planned
and equipped for its purposes, with a permanent chain of depots
and warehouses for supplymg expeditiously the requlrements of all
headquarters and field services. Of nearly equal importance in the
advantages to be gained are the two questions of improved efficiency
at'a lower operating cost and the securing of supplies at lower prices.
At present without previous cooperation, the various branches of the

~ public service are competitors among themselves in' the markets
~ which they seek, and their similar needs often operate to increase

prices for each other under the general rule of supply and demand.

This is an-administrative problem of great importance in thé interests

of economy and efﬁclency, and I am sure that it will require but a

cursory examination ‘of the waste and duplication that inevitably

must accompany the present system to make manifest the de31rab111ty
for ‘some- drastic reform along the lines-suggested.

- The view has been ‘advanced from -some quarters that certain
branches ‘of service, whose requirements are -specialized or highly
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technical in character, would ‘not obtain satisfictory results except
through their own personnel. It is not seen that this' view is
tenable upon an analysis of the situation. If technical or expert
services are available now in the various establishments of the
‘Government, the same services could be utilized by a central control.
The more or less centralized machinery brought.into operation by
the necessities of the world war may be cited as an answer to objec-
tions of this character. In practically all branches of the publi¢
service dealing with war activities the business control of technical
equipment and its procurement was placed in the hands of others
than the technical experts whose knowledge was essential to the
design and choice of. the equipment itself. Similarly, and more
effectively perhaps, a central business control of procurement and
distribution in time of peace can avail itself of expert services and
technical knowledge wherever found within the Government. The
fact that business men from civil life were called upon in a period of
urgent haste to undertake the procurement through. commercial
changels-of - highly~specialized-articles- of fabrication or manufacture
-and that their efforts were successfully apphed with the cooperation
of the technical experts within the servicg, is a sufficient indication
that a central business control of procurement is not incompatible
with the control by the appropriate branches of the character and
choice of their technical supphes

Aside from the economies to be, derived from the application of
good business judgment to purchasmg, storing, and distributing, the
establishment of a central control would have an influence of the
utmost value op the contractual relations of the Government.
Under the present divided control these are lackmg in the uniformity
which should obtain, and for that reason occasion many adjustments
by the Treasury in the settlement of legal claims which might be
avoided under a proper system of standardization of contract forms
and management. The prevailing deficiencies in this respect came
into view to an unprecedented degree as a result of recent war activi-
ties and have served to bring the subject into fresh and serious con-
sideration. It will be recalled that a condition existed in contract
affairs which necessitated legislative action for their adjustment not
wholly within the strictly legal obligations of the Government.

It will require a trained and skillful organization, with all the
facilities necessary for expansions in periods of emergency, if like
experiences are to be avoided in the future. Under the urgency of
the moment contract forms were disregarded in features essential to -
the interests of the Government and in many cases were entirely
supplanted by informal agreements, written and oral. Form and
procedure imposed by present laws were quite generally disregarded,
and often were' unknown to-the officials drawn from-civil.life .and
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charged with the procurement of supplles because of their knowl-
edge of industrial conditions. It is obvious that an established and
effective. central control, capable of expanding its facilities as cir-
cumstances require, would meet emergencies with greater security
to the interests of the Government and contractors alike.

In the Government’s everyday affairs, however, the need is just
as urgent, and a lack of uniformity in the: written instruments of
contract is not alone responsible for the numerous claims against the
Treasury. Faulty form and lack of standardization are supplemented
to the disadvantage of the Government and contractors by the un-
certainty and differences of construction rendered by administrative
officers during the period of fulfillment, by unwarranted administra-
tive acts in contravention of explicit terms of contract, both for and .
against the interests of contracting parties, and by all the many.
omissions and commissions which are due to the absence of a single
supervision.

. It is thought that these and a host: of evils not ‘touched upon can
best be eradicated by combining in one establishment the adequate
authority for contracting and purchasing, #ith all needed facilities,
and unlimited as to its field of operations within the United States.
To state it in its simplest form, it is a mere matter of combining in
~one establis hment the classes of business common to all, with proper
provision for specialized needs. 1t is not open to doubt that such
action would redound imimeasurably to the benefit of the public
treasury and relieve all branches of the pubhc service of a burden
of duties not now administered satisfactorily to the disbursing and
accounting authorities. Nor is it open to doubt that it can be
effectively accomphshed
Something might be said of the advantages which Would accrue to
the public interests from measures which might be designed to cure
specific. evils alone, such as requiring as separate considerations
greater uniformity in contract forms and methods of contracting, a
revision of the statutory requirements as to advertising and proposals,
and kindred reforms, each desirable in itself. But these would leave
unsolved the really big problem presented by the situation as'a whole.
As has been pointed out in the annual report of the Comptroller of
the Treasury, the sums involved are large, the public interests con-
cerned are vital and far-reaching, the administrative and accounting
duties are complex and burdensome, and the private interests con-
cerned are equally important, often involving the business success .
or failure of contractors. The contract requirements of the Govern-
ment standing alone constitute almost a department of Government
in themselves, with their own legal and equitable considerations, and
a mass of laws and court decisions surrounding .their fulfillment,
adjustment, and settlement. The present moment, with the experi-
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ences of the war fresh in mind and much data available for considera=
tion, would seem to be a propitious one for the study of all purchasing
and contracting needs and the proper establishment of machinery
necessary to an efficient, expeditious, and economical fulfillment of
those needs for the purposes of both ordmary perlods -and periods of
crisis. :

~ It has been con31dered whether soine action might be taken by
" executive authorlty, in the absence of legislative enactment, to bring
purchasing and contracting operations as found in the various depart-
ments.and independent establishments into some sort of correlation
for the entire executive branch of the Government; but it is thought
that the magnitude of the task and its intimate contact with all
.. -agencies of that branch argue for a completeness of control and such
legal authority for the step as can be granted by the Congress alone:
. A proper regard for economical and efficient administration, its
bearings on the public treasury, and the judgment of:competent
critics all combine to urge the establishment of such an'agency as the
one proposed. - Unlike many projects for which consideration is .so
often asked, it would unify and tend to contract rather than expand
) the a,drnlnlstratlon of - present activities. - :

GENERAL SUPPLY COMMITTEE.

In advance of provision for the centralized control of all con-
tracting for and purchasing of supplies for Washington and the field,
as recommended above, it is urgently suggested that prompt measures
. be taken at least to remodel and expand the functions of the General
Supply Committee, which at the present time is only an agency of
contracting for Government supplies. In the absence of the suggested
general legislation, a plan should be evolved under which common
supphes required for use by two or more of the executive depart-
ments or independent establishments of the Government in Washing-
ton would be contracted for, purchased, stored, and distributed
through a single bureau. In lieu of the General Supply Committee
there should be created a bureau of supplies consisting of ‘three .
divisions, one of which should include the present general functions
of the General Supply Committee, to be known as the division of
contraets, the second to be known as the division of purchases, and .
the third to include the present Division of Property Transfer of the
committee and to be known ‘as the division of stores. This would
require the maintenance of a'suitable warehouse adequately stocked
with all articles in common use for distribution to the Government
service. The ability to carry in stock various classes of supplies.
commonly required by the departments would permit the prompt
filling of all requests and obviate the necessity for open-market pur-
chases which, to a great extent, exists at the present time. Such a
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bureau would be able to buy supplies at opportune seasons and in
quantities that undoubtedly would greatly reduce the cost.

With respect to the operations of the General Supply Committee
during the fiscal year 1919, the records show that reported purchases
by the various Government offices under contracts negotiated by the
Secretary of the Treasury through the committee amounted to
. $10,321,438.18. As certain establishments are not required by law
to report purchases and others failed to report fully, the total amount
of purchases during the year probably exceeded $15,000,000.

After the. signing -of the armistice, it became apparent that large |
quantities of office material, supplies, and equipment would become
surplus because of the cessation of war activities, and on December
3, 1918, the President, on the recommendation of this department,
issued an Executive order directing that surplus material, supplies,
and equipment,. falling into disuse because of the cessation of war
activities, or for other reasons, be transferred to the Secretary of the
Treasury for reissue to other Government establishments through
the General Supply Conmimittee.  Under that order the General Sup-
ply Committee functions as a clearing house for the executive de-
partments and independent establishments of the Government in the
District of Columbia, in that it takes over all the surplus material,
supplies, and equipment, classifies, warehouses, repairs, and reissues
it from time to time to other governmental establishments as their
needs arise. . In making purchases from available funds for needed
office material, supplies, and equipment the order required the several
executive departments and independent establishments and the.
municipal government of the District of Columbia to buy from the
stores. of the General Supply Committee if the artlcles were obtain-
able from that source.

To carry the order into effect, the Congress granted an appropria-
tion of $100,000 for the remainder of the fiscal year 1919 and for the
fiscal year 1920, and stipulated that the Executive order shall con-
tinue in effect until June 30, 1920, without modification, except that
proceeds from the transfer of appropriations thereunder shall be
covered into the Treasury as miscellaneous réceipts.

From December 10, 1918, to June 30, 1919, there was transferred
to the General Supply Commlttee $1,031,948.54 worth of material,
of which $555,195.34 worth was issued.  That amount includes dis-
counts allowed on account of deterioration from use which equaled
15% per cent. .. The balance chargeable to stores account-was, there-

‘ore. $476,753.20. The total expense of operation; that is, overhead.
charges, for the period mentloned was $24,297.30, or 4+ per cent of
gross sales.

Section 5 of the act approved July 11 1919 provided that the
heads of the several executive .departments and other responsible
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officials, in expending appropriations contained in that or any other
act, so far as possible, should purchase material, supplies, and equip-
ment, when needed and funds were available, from other services of
the Government possessing material, supplies, and equipment no
longer required because of the cessation of war activities.

To carry out that provision of the law, the duties of the General
Supply Committee were further increased by the Executive order of
August 27, 1919, by which the committee was designated as a central

. body of information with respect to supplies, and, as such, to receive
reports of all surplus material, supplies, and equipment available by
reason of the cessation of war activities in Government services
throughout the United States. Record of material reported as surplus .
is maintained in the committee for the information of all Government
'departments and establishments.

There has been transferred to the General Supply Committee,
under the Executive order of December 3, 1918, certain motor equip-
ment, which it is unable to sell to other services of the Government.
This consists of a number of old and badly worn trucks, automobile
bodies, and motor eycles, which it would appéar to be to the interest
of the Government to sell at public auction. It is, therefore, recom-
mended thgt the necessary authority be granted to permit the sale
of equipment now or hereafter transferred to the General Supply
Committee, for which there is no demand, and the sale of which

would be in the interest of the Government, and further that, in the -

case of articles purchased at high prices during the war, the commit-
tee be allowed to transfer them to governmental services at a fair
market value. '

THE INTERNATIONAL HIGH COMMISSION.

The work of the International High Commission has gone on
steadily through the fiscal year 1919 with a constantly growing
record of accomplishment. * With the signing of the armistice and
the conclusion of hostilities, it was felt that the time was opportune
and appropriate for the holding of a second Pan-American financial
conference. Accordingly, at the suggestion of the commission which
was established to carry out the recommendations of the first Pan-
American conference, the President, through the Secretary of State,
has invited the governments of Central and South America again
to send their ministers of finance and other appropriate representa-
tives to confer with the Secretary of the Treasury at Washington
in January, 1920, on the financial and commercial problems of the .
American Republics. This second conference will open on January
12 and close on January 17.

Acting under the direction and coordination of the central execu-
tive council, the various national sections of the commission are now
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engaged in studying a tentative program for the second conference
which has been formulated by the council and in assembling data
for consideration at that meeting. Careful studies of the public debt,
currency system, banking laws and practices, and principal ‘economic
requirements of each Republic of Central and South America and
the West Indies have been undertaken. The council also is giving
particulsar attention to questions of communication and transporta-
tion and has set on foot a detailed investigation of the requirements
for the rehabilitation and extension of maritime and land transporta-
tion facilities in Latin America. In this connection the council is
receiving the hearty cooperation of the Department of Commerce
and the United States Shipping Board, which have undertaken
special surveys of transportation necessities in order to make the
information available for the conference. Data also is being ob-
tained with respect to the cable and wireless situation in Latin
America. ‘

The International Trade-Mark Registration Bureau at Habana
has advanced still further toward effective operation, and the last
obstacles to its actual receipt and registration of trade-marks from
the countries of the Northern Group were being cleared up as the
fiscal year ended. It is now actively functioning. Our own enjoy-
‘ment of all the benefits of the trade-mark convention of 1910, so
far as it is in effect, was somewhat handicapped during the fiscal
year 1919 by the lack of enabling legislation to permit the Com-
missioner of Patents to open a register for marks communicated -to
him from the international bureau or bureaus. That difficulty, it is
hoped, will be overcome during the present fiscal year. v'

This convention will serve as a practical device for the better
security of the industrial property and good will of manufacturers
and exporters not only in the United States, but in all the American
Republics. It seeks to make the process of registration simulta-
neous, expeditious, and inexpensive; it does not affect the substance
of domestic trade-mark regulations in any manner. It merely pro-
vides that the registrant in any one of the signatory countries may
secure through the international bureaus registration in all the other
signatory countries, provided there is no inherent obstacle in the
nature of his trade-mark or in the technical provisions of the domestic
trade-mark law. The rights acquired are not everywhere the same.
The registrant is put on an equal footing with the domestic applicant
for trade-mark registration in each of the countries to which the
international trade-mark bureaus communicate the fact of its inter-
national registration. He acquires no greater rights than citizens of
those countries, nor any less. He gets as much protection in those
countries as their laws afford, just as citizens of those countries -
acquire as much protection in his country as his domestic law will

140325—F1 1919——12
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- grant. - It is a notable achievement of the International High Com
mission to have assisted in removing a cause of uncertainty, delay,
and loss in the protection of our foreign commerce, 'and to have
stimulated the commerce of: other countries by encouraging.the dis-
tribution among them of all articles wherein propnetary right’ a,nd
good will constitute important assets. :
Associated with the preparation for the ﬁnancml conference ‘is
the study that has been undertaken by the commlssmn of the laws
under which corporatlons and branches of foreign companies may or-
gamze or operate in the Republics of Central and South America.,
This inquiry is in line with the purpose of the commission to study

- . the commercial law of the American Republics in the hope of removing

the chief obstacles to closer commercial intercourse and gradually
bringing about an approximation to the scientific standards of inter-
national commercial law and practice. "With that serious object in
. view, the commission has not ceased to labor for uniformity of the law
. relating to bills of exchange and checks, bills of lading, warehouse
receipts, and conditional sales. The careful consideration of the .
models proposed for legislation on any of these topics will require, on
- the part of the national legislatures of Latin America, a by no means
inconsiderable period of time, as it has required and still requires in
the legislatures of our several States in this country. The council is
satisfied, however, with the progress made in this most important
field and looks for the gradual acceptance of the rules and standards
of practice submitted.
During the year special attention was given by all of the national
" sections to the two important conventions proposed by the council
several years ago, the first relating to an international gold clearance
fund and the second having to do with the simplification of regula-
tions governing commercial travelers and their samples (Exhibits 85
and 86, pages 475 and 477). The commercial traveler convention
. has been signed by the United States and Uruguay, Guatemala,
- Salvador, Panama, Venezuela and Paraguay. Negotiations with a
dozen other countries are now undér way. The gold clearance fund
convention is also in process of negotiation, although it was not
formally signed with any country before the end of the fiscal year. -
- The commission is endeavoring to popularize the use of the Brussels
classification of merchandise for statistical purposes, and to that end
has issued a series of bulletins presenting the annual import and ex-
port statistics of each of the Republics, arranged in accordance with
the Brussels classification and ‘with values expressed in national
currencies as well as in the international money of account agreed upon
by the commission for this purpose and known as the Panamericano.
_The Department of Commerce publishes in English the material re-
lating to the United States, while the commission publishes in
Spanish and English alike the material relating to the other republies.



SECRETARY OF THE TREASURY. 179

- At the beginning of the fiscal year 1919, the expenses of thecom-
mission were still being defrayed from an appropriation of $40,000
made in the act approved February 7, 1916. The Sixty-fifth Congress
‘appropriated $25,000 for the fiscal year 1919.  “The use of that appro-
priation, howeﬁer,‘did not begin until October, 1918, when'the appro-
-, priation of 1916 was exhausted. At the close of the fiscal year a
balance of $11,000 reverted to the general fund. For the fiscal year
1920 the Congress has appropriated the sum of $25,000 for the ex-
penses of the commission. The sum of $50,000 also has been appro-
.prlated for the second Pan American Financial Conference, to re-
main available until expended.
In order properly to carry on the work of -the United States section
of the International High Commission during the fiscal year 1921,
‘with due regard for its record of accomplishment and the important
matters it has undertaken, it is my conviction that the appropriation _
made by the Congress should be increased to $30,000. '
During the year 1919 the membership of the United States section
of the commission was as follows: The Secretary of the Treasury,
chairman; John Bassett Moore, vice chairman; Duncan U. Fletcher,
Andrew J. Peters, Paul M. Warburg, Samuel Untermyer, John H.
Fahey, and John H. Wigmore. L. S. Rowe, secretary general.
The vacant place on the commission has since been filled by Herbert
Flelshhacker, of San Francisco, formerly a member of the Federal
Advisory Council and president of the Anglo and London Paris

National Bank. The staff of the commission consists of an as31stant' .

secretary general, six technical assistants, and a correspondmg num-
ber of clerical assistants.

'SURETY BONDS FOR GOVERNMENT OFFICERS.

~ The attention of the Congress is directed to the increasing number
‘of bonds required by the Government from its employees. Tt is
estimated that approximately 200,000 employees, including the
Postal Service, give fidelity bonds in varying penalties ranging from
$500 for a rural leétter carrier to $500,000 for an assistant treasurer of
the United States. Most of these bonds are executed by bonding
companies, and the premiums, which are paid by the employees
themselves, are fixed within the limitation of the act approved
August 5, 1909.

The.growth and extent of the business suggest the des1rab1hty of
considering the establishment of aplanwhereby the Governmentwould
bond its own employees, who would pay premiums into a mutual
fidelity fund to be used for the payment of losses arising under the
sbonds. This would be a wholly safe and satisfactory way of affording
protection to the Government and at the same time undoubtedly
reducing the premium charge to employees. In this connection it
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should be pointed out that the joint commission of Congress created
‘by the act of August 5, 1909, recommended the creation of a mutual
- bonding fund as the solution of the Government’s bondmg problem.

If such a plan be not adopted at this time, attention is called to the
work now being done by the Treasury through the supervision
exercised over bonding companies writing bonds for Government
officers in all departments.” The act of March 23, 1910, amending the
act.of August 13, 1894, merely transferred from the Attorney General
to the Secretary of the Treasury the limited supervision provided for
under the last-mentioned act, but did not give the Treasury Depart-.
ment any additional supervisory authority over these bonding
companies. Reasonable funds should be provided to permit the
effective enforcement of the statute by affording facilities for making
periodical examinations of the financial condition of bonding com-
panies, thereby securing a larger measure of protection for the Gov-
ernment. A large sum would not be required for this purpose.

Under regulations approved by the Secretary of the Treasury,
bonding companies doing business with the Government are not
permitted to assume a liability on account of any single risk or bond,
with the exception of certain customs and internal-revenue bonds, in
excess of 10 per cent of their capital and surplus ag fixed by the
Treasury Department. While the bonding companies have acqui- -
esced in the rigid enforcement of this 10 per cent limitation,it is *
believed that the best interests of the Government would be served
if appropriate legislation were enacted by the Congress definitely
fixing the limit of liability. It is respectfully recommended that the
act of March 23, 1910, be amended accordingly. -

REPRESENTATION OF TREASURY ON WAR TRADE BOARD.

The Secretary of the Treasury continued during the current year to
be represented on the War Trade Board, thus keeping that board in
" touch with the financial policies- of the Treasury. Department and
securing for the Treasury Department the benefit of full information
in regard to the trade and blockade policies of the War Trade Board.
Following the signing of the armistice, the War Trade Board under-
took to remove restrictions on trade as rapidly-as conditions war-
ranted such removal, and by June 30, 1919, all but a few remnants of
those restrictions had been removed. By order of the President, the
functions of the War Trade Board were on that date transferred to
the Department of State to be administered by thé War Trade Board
section of the Department of State, and the existence of the. War
Trade Board came to an end.
I take this occasion to record my judgment of the valuable service
performed by that board and my apprecxatlon of its cordial coopera-
tion with this department.
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¥ PANAMA CANAL. . v

The general fund of the Treasury was charged during the fiscal
year 1919 with $12,265,775.08 on account of the Panama Canal,
including $1,726,857.87 for construction work and $10,538,917.21 for»

_fortifications, maintenance, and miscellaneous expenditures. The
general fund was credited during the year with $6,777,046.55 receipts
from tolls, etc., making a net expenditure for the year of $5,488,728.53.
The total amount expended’ for canal construction, fortlﬁcatlons,
maintenance, etc., from the general fund to June 30, 1919, exclusive
“of relmbursements from sales of bonds, was $313,474,507.02, while
the amounts received from Panama Canal bonds, 1nclud1ng premlums
thereon, issued in 1907, 1908, 1909, 1911, and 1912 was
$138,600,869.02, making the total expenditures on account of the
Panama Canal to the close of the fiscal year 1919 $452,075,376.04.

CONTINGENT FUND.

I respectfully request that the Congress appropriate for the fiscal
year 1921 the sum of $15,000 as a contingent fund for the Secretary
of the Treasury. This amount was asked for the fiscal year 1920,
but was not granted.

Out of this fund in previous years improved methods and econ-
omies- have been effected and duplication of work eliminated.

FINANCES

The followmg statements showmg recelpts, disbursements, esti-
mates, and the condition of the Treasury are submitted:
RECEIPTS AND DISBURSEMENTS.!
Fiscal year 1919,

The receipts and disbursements of the Government during the fiscal
year ended June.30, 1919, were as follows:

' (See details on pba,oes 188 to 198.)

GENERAL Funbp.

Receipts into the general fund, including trust-fund recelpts but
excluding postal revenues:

Customs...... e et et $183, 428, 624. 78
Internal revenue— ’ )
Income and excess- proﬁts taxes...... $2, 600, 762, 734. 84
Miscellaneous. . . ..ccoooeiiiiiiiints 1, 239, 468, 260. 01
o —_———— 3,840, 230, 994. 85
Sales of public lands. ............... S e 1, 404, 705. 12
Miscellaneous. . . ..oeveiinn i 622, 539, 527. 71
Total ordinary receipts.......co.oo.t. et e 4, 647, 603, 852. 46

1 “Disbursement*;,” as used in this statement in addition to actual expengditures, include unexpended
balances to the credit of disbursing ofﬁcers



182

Disburgements,’ from the gereral fund for cur- -

rent expenses and capital outlays, including
trust-fund disbursements, but excluding

, Postal service paid from posta,l revenues and

Pa,na,ma. Canal disbursements:
For civil establishment—

-Legislative establishment. .. .......
i Executive proper, including Tariff
Commission, .War Trade 'Board,
War Industries Board, Alien Prop-
erty Custodian, and Committee on
.~ Public Information...............
State Department...................
Treasury Department pmper ........
. Bureau of War Risk Insurance.......
Public buildings, construction, sites,
equipment, and maintenance. . ....

Department of Justice...............

Post Office Department propér. ..... "

Postal deficiencies for prior years .
Navy Department proper........... .-
Interior Department proper. .

Department of Agriculture.. .'.’ .- ; e
Department of Commerce............ -

Department of Labor................

United States Shipping Board.........

- Federal control of transportation sys-

War Finance Corporation......... ..
Food and Fuel Administrations. ... .
Council of National Defense..........
Bureau of Industrial Housing........
Interstate Commerce Commission..

" Federal Trade Commission........

" Federal Board for Vocational Education
Employees’ Compensation Commission
Smithsonian Inst1tut10n and National

Other independent oﬁices .............
District of Columbia....... e

War Department proper.............. .

. REPORT‘ON THE FINANCES.

$16, 605, 836. 15

21,497, 674. 97

20, 248, 594. 49 -

171,319, 616. 58
2101, 943, 693. 27

16, 651, 372. 40
20, 162, 504. 50
15, 216, 025. 43
2,062, 433. 96

343,511. 15
9,773, 378. 04

29,120, 861. 52 °

36, 888, 371. 28

15, 668, 534. 14 . .

18, 290, 490. 61
11,871,201, 577. 51

349, 238, 385: 21
295, 000, 000. 00
117, 644, 584. 08

554, 039. 43 |

70, 483, 879. 32
5,688, 651. 38
1, 595, 737. 29
3, 549, 442. 64
1, 536, 434. 80

668, 668. 06
6,370,516.00

16, 565, 433. 74

For War Department—

~For Military . Estabhshment ag fol- .

lows— .
Support of the Army, $7,304,078,-
o R 826.17;
$2,434, 088. 16; Jfortifications,
$1,863,133;573.18; arsenals,

$13,060,745.32; civilian military

training camps, $1,104,902.84;

registration . and selection. for .

military service, $15,037,579.62;
- military :posts and nnscella.-
neous, $9,674,564 . -

Military Academy, .

- 9,208, 524, 279. 29

$3, 230, 890, 247. Y5

. ! “Disbursements,” as used in this statement, in addmon to actual expendltures, mclude uuexpended

balances to the credit of disbursing officers.
?Exclusive of allotments of pay.

N
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‘Disbursements' from the general fund for cur-,
rent expenses and capital outlays, including
trust-fund disbursements, but excluding
postal service paid from postal revenuesand -
Panama Canal disbursements—Continued.
For War Department—Continued. :
For rivers and harbors............... $33, 078, 306. 32
For war miscéllaneous, civil, includ-
" ing national homes, $4, 461 122.80;
soldiers’ deposit fund, $755,658.91;
. cemeteries, parks, claims, etc.,
$6,240,017.13......... e s 11, 456, 798. 84

For Naval Establishment, including construction of new ves-
sels, machinery, armament, equipment, improvement at
navy yards, and miscellaneous..............oooiiaiiiiats

For Indian Service.........o.o.o.ioiinn.-.. et

FOT PEISIONS. < eenee ettt e aeaeanaearacnoaassbannnans

For interest on the public debt.......... et

183

1$9, 253, 059, 384. 45

29,009, 272, 388. 53
34, 593, 256. 69
221,614, 781. 44
615. 867, 337. 32

Add difference arising in ad]ustment of mlscellaneous ac--

Total ordinary disbursements ........ e,

~ “Excess of ordinary disbursements........................ .
Special disbursements: i ) -
Purchase of obligations of foreign govern-

MeNt8. oot aaaa. $3, 477, 850, 265. 56
Purchase of farm-loan-bonds.............. 96, 662, 398. 59
Total special'disbursements .................. s
Panama Canal: o
Receipts from tolls, ete.................... 6,777, 046. 55
Disbursements for canal................. . 12, 265, 775. 08
Excess of canal disbursements..... \.'. ........ e

15, 365, 207, 396. 38
' 65,345.38

15, 365, 362, 741. 76
10, 717, 758, 889. 30

3,574, 512, 664. 15

5, 488, 728. 53

Excess of disbursements over receipts, exclusive. of public

14, 297, 760, 281. 98

0 ) o
Public debt—receipts and deposits:
First Liberty loan. .. .............0....c $8,485. 38
Second Libertyloan............. e 2,404. 00 