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AND ASSISTANT SECRETARIES

OF THE TREASURY DEPARTMENT FROM MARCH 4, 1933, TO NOVEM.-
BER 15, 19431 AND THE PRESIDENT UNDER WHOM THEY SERVED

Term of service

Secretary of the Treasury

Official President
From— To— ’
Secretaries of the Treasiwy
Mar. 4,1933 | Dec. 31,1933 | William H. Woodin, New York. .. . oo oo Roosevelt.
Jan. 1,1934 |________.__.____ Henry Morgenthau, Jr,, New York.|_.......__...._..._______ Roosevelt.
Under Secretaries )
May 19,1933 | .Nov. 16,1933 | Dean G. Acheson, Maryland....._. Woodin. oo Roosevelt.
Nov. 17,1933 | Dec. 31,1933 | Henry Morgenthau, Jr., New York. Roosevelt.
May 2,1934 | Feb. 15,1936 Thonlnlas {%ﬁerson Coolidge, Mas- | Morgenthau._._..___.._.| Roosevelt.
sachusetts.
Jan. 29,1937 | Sept. 15,1938 | Roswell Magill, New York.._._.___ Morgenthau____..______ Roosevelt.
Nov. 1,1938 | Dec. 31,1939 | John W. Hanes, North Carolina...| Morgenthau__..__..___. Roosevelt.
Jan, 18,1940 | ... ... _.-{ Daniel W, Bell, Illinois..__.7_____ Morgenthau_ . _..._.____ Roosevelt.
Assistant Secretaries '

Apr. 18,1933 Lawrence W. Robert, Jr., Georgia.| Woodin, Morgenthau...| Roosevelt.
June 6,1933 Stephen B. Gibbons, New York.__{ Woodin, Morgenthau...; Roosevelt.
June 12,1933 _Thomas Hewes, Connecticut... Woodin, ommmoooooooo Roosevelt,
Dec. 1,1934 Josephine Roche, Colorado Morgenthau_ . Roosevelt.
Feb. 19,1936 Wayne C. Taylor, Illinois._.. Morgenthau__._.__.____. Roosevelt.,
July 1,1938 John W. Haneés, North Carolina. .| -Morgenthau___________ Roosevelt.

_.| Herbert E. Gaston, New York._..._ Morgenthau.__.._..____ Roosevelt.
Jan. 18,1940 .| John L. Sulhvan, New Hampghire.| Morgenthau____._.___.. Roosevelt.

for 1

1 E;%rg officials since 1789 see annual report for 1932, pp. xvii to xxi, and corresponding table in annual report
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ANNUAL REPORT ON THE FINANCES

" TREASURY DEPARTMENT,
Washmgton D. C., January 10, 1944.

Sir:
. T have the honor to make the following report on the finances of the
. Federal Government for-the fiscal year.ended June 30, 1943.
~ This was the first complete fiscal year of our participation in the
war. It was a year of rapid transition of the economy from a peace-
time to a wartime basis. The major phases of this transition were
completed by the end of the fiscal year, so that the accounts of the
Federal Government for the fiscal year 1944 will be the first to reflect
the full impact of the war on our economy.

This seems a fitting time, therefore, to review the ﬁnance‘s of the
Federal Government thus far in the war, to assess their significance
in the whole scheme of the war economy, and to consider ‘what shape
they should take for the remainder of the wartime period. A
. The table on page 2 summarizing the Federal finances shows the
-receipts and expenditures of the Federal Government for the fiscal
years 1940 thlough 1943, and the estimated receipts and expenditures
for the.fiscal years 1944 and 1945. The figures on expenditures
shown in the table include both budgetary expenditures and net out-
lays made by the Treasury for the operatlon of Government corpor-
ations.

The fiscal year 1940, the first fiscal year included in the table,
‘was the last before the commencement of the defense program, The
estimates for the fiscal years 1944 and 1945 included in the table are
from the Budget of the United States Government for the fiscal year
1945. The Budget estimates of both receipts and expenditures
assume—as a basis for conservative fiscal planning—the continuation
of the war through the fiscal year 1945; and the estimates of receipts
are based on present tax law..

War expenditures, the figures in the table show, will have increased
-over 50 times, from $1.7 billions in the fiscal year 1940 to an estimated
$92.0 billions in the fiscal year 1944; while during the same period
total Federal expenditures will have increased a httle over 10 mmes
~from $9.3 billions to.$99.3 billions.

The increase in Federal receipts during this perlod Whne laggmg
behind the increase in expeunditures, is itself phenomenal. Federal
recetpts will have increased more than sevenfold, from $5.4 billions to
$41.2 billions, between the fiscal years 1940-and 1944.
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Summary of Federal finances, ﬁscal years 1940 through 19451

[In billions of dollars]
Item 1940 ‘ 1941 I 1942 | 1943 1944 1945
Actual Estimated
A Expondltures .
1. War .
a, Budgetary. ..o 1.7 6.3 26.0 72.1 88.5 88.2
b. Government corporations 2. .. ___ {-....... .4 2.3 3.0 3.5 1.8
e. Total ol 1.7 6.7 28.3 75.1 92.0 90.0
2. Other; : .
a. Interest on the publicdebt......______. 1.0 1.1 1.3 1.8 2.7 3.8
b. Refunds of taxes and customs, includ-
ing excess profits tax refund bonds. .- .1 .1 .1 .1 .4 1.8
¢. Veterans’ pensions and benefits...__. .6 .6 .6 .6 .9 1.3
d. Other budgetary expenditures. .. 5.7 4.6 4.5 3.6 3.5 3.0
e. Government corporations®.___________. .3 7 —.4] —L&|, —.2 * -
TR V7 F e 1.6 7.1 59| 46| 7.3 9.8
3. Total expenditures. . .. ... ... ... 9.3 13.8 34.2 7971 99.3 99.8
B. Receipts 4. . o ieciaeos 5.4 7.6 128 ] .22 3 41.2 40.8
C. Excess of expenditures. ... .o ioioioiooaa. [ 3.9 6.2 21. 4 57.4 58.1

N oTE.~—Figures are rounded to the nearest tenth of a billion and will not necessarlly add to totals.

* Less than $50 millions.

1 Figures are on the basis of classifications appearing in 1945 Budget Message. They include net expendi-
tures of Government corporations and the totals are not, therefore, the same as the figures in other tables
in this report. They exclude statutory debt retirements and trust funds.

2 Includes only Treasury outlays for the war activities of the Reconstruction Fmance Corporation and
its subsidiaries. Figures are excess of expenditures over receipts. .
3 Comprises principally Treasury outlays for Commodity Credit Corporation, Home Owners Loan Cor-
poration, and nonwar activities of Reconstruction Finance Corporation and its subsidiaries. Figures are -

excess of expendltures over receipts. Negative figures indicate excess of receipts.

4 Net bufdge(tlary receipts, i. 6., total receipts less net appropriation to Federal old-age and survivors insur-
ance trust fun

A rough measure of the increasing impact of Federal opei‘atic)ns on
the national economy may be made by relating expenditures and
receipts to the total production of goods and services, known as gross
national product. This is done in the following table.

Proportzon of gross national product represented by expendilures, receipls, and
excess of expenditures of the Federal Government, fiscal years 1940 through 1946

Gross ) . Proportion represented by—
Fiscal year national .
" product | Federalex- |  Federal Excess of

(in billions) penditures | receipts | expenditures

Percent 0 P«ercent,v6  Percent

$93 1

. 106 13 7 6
133 26, 10 16
172 46 13 33
196 51 21 30
198 50 21 30

NoTE.—Gross national product data are estlmates by l:he Department of Commerce for 1940 through
1943 and by the Treasury Department for 1944 and 1945. Other data used in computing percentages are
taken from preceding table. Proportions are rounded to nearest percent. For a more extended analysis
of the gross national product and its relation to Federal operations in the fiscal year 1943, see p. 66.
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‘The figures on expenditures, receipts, and excess of expenditures

~used in the above table are the same as those used in the table that

precedes it. - The figures on gross national product are from the De-

partment of Commerce except the estimates tor the fiscal years 1944

and 1945, which were made by the: Treasury.! These estimates

" reflect the Budget. estimates for Federal operations and, like the
Budget, assume the continuation of the war through June 1945.

As shown in the above table, the gross national product will have

doubled between the fiscal years 1940 and 1944. Most of this change
reflects an increase in actual physical production, revealing & produc-
tivity of the American industrial and agricultural economy which
" had hitherto been suspected only by the most optimistic. It is this
achievement of industrial and agricultural America which has made
possible the record attained to date both in fighting and in financing
the war. : . :
« The expansion in the fiscal activities of the Federal Government has
been enormous even when expressed in terms of the rapidly increasing’
gross national product. As shown in the table, total Federal expendi-
tures will have increased from 10 percent of the gross product in the -
fiscal year preceding the commencement of the defense program to an
estimated 51 percent in the fiscal year ending next June; while during
the same period the receipts of the Federal Government will have
increased from 6 to 21 percent of the gross product.

Need for additional taxes

The sevenfold growth in the receipts of the Federal Government
will have been achieved by the expansion of our tax system under
five successive defense and war revenue measures already passed by
the Congress, each of which has acted upon a rapidly increasing
national product. We have needed much more revenue than even
these increases in taxes have produced but an adequate level of war-
time tax revenue can be reached only by stages. - It is difficult to -
step up taxes from a peacetime level fast enough to keep pace with
wartime financial requirements. The successive adjustments which
taxpayers must make to wartime taxes should be as large and rapid
as feasible but not so drastic as to endanger the stability and pro-
ductivity of the economy. '

It is very important, however, that an intermediate stage of in-
creased taxes should not be confused with the final goal for wartime
taxation. We have by no means reached a level of taxation which
can be considered adequate for the remainder of the war period. The
Federal Government is now absorbing, principally for war purposes,

I Further information on the relationship of the gross national product to Federal fiscal operations is
presented in the section on ‘“Sources of funds for Federal borrowing,” which begins on p, 66. Certain minor
adjustments are made to the figures on Federal receipts and expenditures in that section in order to put
them on the same technical basis throughout as the gross national product data, but these adjustments are
omitted in the present brief statement. The general relationships indicated in the table are valid, however,
since the adjustments are minor in magnitude.’

3
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about ‘one-half of the gross national product; but is receiving less
than one-quarter of the amount of this product in Federal taxes.
" This situation can-hardly be defended as the ﬁnal goal of a sound
‘program of war finance.

It is imprudent not to hold down the growth of the national debt by
levying as large an amount in taxes as possible while this can be done
without risk of unemployment of men or resourcés.

It is dangerous fiscal policy to continue the pressures on price ceil-
ings and the risks of inflation involved in the present excess of Fed-
er al spending over Federal taxes, equal to more than’ one-quar ter of
the gross national product.

‘Finally, it is manifestly unfair to our men in the armed forces that
-we should postpone, until their return, the allocation of any larger
proportion of the war cost than is absolutely necessary. ’ :

I recognize that the war cannot be wholly, or even nearly, paid for
by current taxation. Economic incentives must be provided for
workers to put, forth their best efforts in-hard grueling work, and for
businessmen to strain every nerve to. operate their businesses.effi-
ciently. Within these limits, however, taxes can be advanced. This
should be done as rapidly as possible because the war will not wait
and risks of inflation will not wait.

How far we are from the economic limit of Federal tamtlon is
shown by the fact that one of the major economic problems now con-
fronting the country is that of ““excess’” consumer spending power—
i. e., spending power in excess of the available supply of civilian goods
at present prices. . This “excess” spending power. is created -by the
excess of Federal expenditures over Federal taxes; and constitutes,

on.the one hand, a threat of inflation and on the other, an ewdence‘
of ability to pay additional taxes. : :

The taxes needed to round out a sound program of war ﬁnance
should be levied in accordance with the principle of ability-to pay.
This does not necessarily imply sole reliance on any parlicular type
of tax. It is my sincere hope,; however, that all of the needed reve-
~nue.will be raised by levying. taxes upon those best able to bear them
- and that none of it will be raised by the 1mp0s1tlon of taxes on the
necessities of life.

I am hopeful too that taxpayers can be substantially reheved from~
the expense and annoyance of complying with an unduly complex
tax law. Our taxes must be made simple and easy to understand.
Next to an adequate tax svstem, our greatest immediate need is tax
simplification. -

The tables on page 2, showing Fedgral receipts and expenditures,
and their relationship to the gross national product, indicate that no
substantial change is to be expected in the proportion of the gross’
_national produet absorbed by Federal taxation in the fiscal year 1945,

[
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as compared with the fiscal year 1944. The estimates of receipts in
these tables, as previously noted, assume, among other things, a con-
tinuation of the tax laws existing on December 31, 1943. These esti-
mates are not likely to be substantially altered hy the taxes levied in
the revenue bill now pending before the Congress. It is my hope,
. however, that actual revenues in the fiscal year 1945 will be materially
higher than indicated in the tables because the Congress will see fit
in subsequent legislation to strengthen the record of progress already
made in sound war finance by increasing Federal taxes to a level more
commensurate with the amount of the national product and the
country s aggregate ablhty to pay.

Prmczples of wa,rtzme borrowing

The economic limits on the préportion of the total war cost which
can ultimately be met from current taxation, taken together with the
time which is required even under the most favorable circumstances to
increase the yield of taxation to the amount ultimately feasible, have
combined to produce a hiige Federal deficit thus far in our participa-
tion in the war. In order to finance this deficit and to increase the
working balance in the ‘Treasury to a level commensurate with the
wartime rate of expenditures, it was necessary to increase the interest-
bearing public debt (including guaranteed issues) by $92 billions
during the three-year period ended June 30, 1943.

In devising ways and means of raising this huge sum, the Treasury

has been guided by the underlying principles that (1) the necessary
funds should be raised in such a manner as to minimize the risk of
inflation, (2) the liquidity of the Nation’s financial institutions should
be maintained and increased, thereby placing them in a strong
position to confront the problems of the post-war period, (3) small -
investors in Government securities should be protected against loss,
and (4) the cost of ﬁnancmg the war should be kept at a reasonable
level. :
In accordance Wlth its ob]ectlve of conducting its borrowing opera-
tions in such a way as to minimize the risk of inflation, the Treasury
Department on May 1, 1941—more than 6 months before Pearl
Harbor—introducéd, and initiated a popular sales campaign for,
three new issues of savings securities—Series E, F, and G savings
bonds. - In initiating the sales campaign for these securities, the
Treasury was fortunate in being able to build upon the firm foundation
of the popular confidence in and familiarity with United States savings
bonds which had been gradually growing ever since their introduction
in 1935.

Immediately followmrr the entrance of the United States into the
war, the Treasury Department commenced to emphasize the develop-
ment of the payroll savings plan for the purchase of Series E savings
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bonds. Bonds sold in this manner absorb consumer purchasing power )
directly at its source and, consequently, have a maximum impact
upon consumer spending. The payroll savings plan, therefore, has
proved an extremely important weapon in the fight against inflation.

An account of its progress to the close of the fiscal year is glven beo"m-
_ning on page 46 of this report.

In addition to the payroll savings plan for the sale of Serles E bonds
the Treasury Department—commencing with the campaign for’ the
popular sale of all series of savings bonds inaugurated in May 1941,
and already noted—initiated and maintained continuous campaigns
for the sale of other types of Government securities, especially tax and
savings notes. In the fall of 1942, it was decided to supplement
these continuous sales campaigns by special periodic efforts. In
accordance with this decision, thesFirst and Second War Loan drives
were conducted during the fiscal year, and were notably successful.

A discussion of these drives is given befginnino' on page 36 of this
report.

About $52 bllhons of the total increase in the’ pubhc debt durlng :
the three fiscal years ended June 30, 1943, was absorbed by nonbank
investors. The remaining $40 billions was absorbed by commercial
and Federal Reserve Banks. A large part of the absorption by banks
was necessary to provide for the increase in circulating medium re-
* quired by the expanding wartime economy. A large portion of the

remainder was necessary because markets for Government securities
outside of the banking system, in the nature of the case, require time
for their development. The Treasury is working continuously to ex-
pand these markets, however, and I hope to report a larger proportion
-of nonbank absorption of the increase in the public debt during the
current fiscal year. ‘

In accordance with the principle of maintaining the hquldlty of_
the ‘banking system, about half of the $40 blHlOIlS of Government
securities sold, on net balance, to the banking system during the 3
years ended with the fiscal year 1943 consisted of bills-and certificates
with a maturity not exceeding 1 year; and, since February 1942, the
Treasury Department has offered to commercial banks, for the invest- .
ment of their demand deposits, no securities with a maturity on
original issuance longer than 10 years. These measures have pre-
served and increased the liquidity of the banking system, and have
placed it in a strong position to deal with the problems of the post-
war period.

" The third of the principles which have governed Treasury wartlme
borrowing has been the protection of the interests of the small in-

- vestor. The Treasury Department has considered itself the  trustee
for the inexperienced investor who purchases Government securities
prlmarlly to help his country in its time of stress, and places. his
faith in his Government that the secuntles he purchases are sound
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investments and are designed with a view to his own requirements.
It is with this in mind that the Treasury De-partment’s appeal to
small investors has been confined to Series E savings bonds, which
are nonnegotiable and payable on demand 60 days after issue date.
They are, hence, guaranteed against fluctuations in market value.
Their investment yield if held to maturity—2.9 percent—is the hlghest
obtainable on any United States Government security.

‘Series E savings bonds are thus especially advantageous to the small
investor, as compared with marketable bonds, since E bonds afford
him absolute protection against fluctuations in market value. I
believe that the view sometimes expressed that the interest of the
Government is otherwise and would be better served by marketable
securities of fixed terms is based upon an incorrect. analysis of the real
problem which is presented by securities of either type when held by
small investors. This problem is that the securities may be disposed
of by their owners and the proceeds spent for consumers’ goods and
services at a time when such goods and services are scarce. It does
not matter, as far as the main issue is concerned, whether the securities
so disposed of are presented directly to the Treasury for redemption
or are sold in the market. In either case, the expenditure of the -
proceeds of the securities would increase the aggregate demand for
goods and services and so would tend to increase the price level if it
occurred during a period when goods and services were scarce—or to
increase production and employment if it occurred during a time when
goods and services were in supply. In either.case also, the effect
of the disposal of the securities by their original owners would be
either to increase the amount of Government securities held by banks
or with bank credit or to offset in whole or in part a reduction in the
. amount of securities so held which would otheiwise have occurred.

On the broad economic issue, therefore, the advantages and dis-
advantages of selling nonnegotiable and marketable securities, respec-
tively, to small investors appear to be the same. On two subsidiary
counts, however, the case is decidedly in favor of nonnegotiable
securities. These counts are: (1) Nonnegotiable securities with
guaranteed redemption values are not subject to the panicky liguida-
tion which is likely to occur among small holders of marketable securi-
ties in the event of a decline in their market value, and so are not
likely to be disposed of until the holder feels an actual need for the use
of their proceeds, and (2) when nonnegotiable securities are redeemed,
they can be refunded in an orderly manner through the issuance of the
types of new securities best fitted to the market at that time. In
this " respect, nonnegotmble securities are much superior from a
technical point-of view to marketable securities which, under similar
circumstances, ‘would dribble into the market in- small blocks—in
part through irregular channels where the original holders may not
have received full value,
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It seems to me, therefore, that the contrast sometimes made be-
tween the interest of the whole economy and the interest of the
individual investor in this respect is a false one—both interests are
better served by the issuance of nonnegotiable securities, such as the
present savings bonds, than they would be by the issuance of mar-
ketable securities of fixed term.

Finally, we have endeavored.to’ ﬁnance the war at a reasonable
level of interest rates. We have received in this endeavor the whole-
hearted cooperation of the Federal Reserve System, the commercial
banks, and the investing public generally; and I believe that. the re-
sults which have been.obtained are a tribute to the democratic method
of war finance and will contribute immeasurably to. the stablhty of
the economy in the post-war period.

On June 30, 1940, at the commencement of the period of detense
finance, the average rate of interest on the entire public debt (in-
cluding guaranteed issues) amounted. to 2:51 percent; by June 30,
1943, this average rate on the entire debt had fallen to 1.98 percent.
The average rate on all new borrowing during this period amounted
to 1.73 percent, despite the fact that over 95 percent of this borrow-
ing—all of it since February 28, 1941—had been accomplished by the
issuance of taxable securities.. . This compares with an average rate
of 4.25 percent on borrowing during the last World War, when all of
the securities issued were either wholly or partially tax-exempt.

There follows a detailed -discussion of receipts and expenditures,
public debt operations, taxation and monetary developments, and
other Treasury operations durmg the fiscal year.

RECEIPTS IN GENERAL AND SPECIAL ACCOUNTS

The fiscal year 1043 was the third consecutive year in which receipts
of the Federal Government rose to a level exceeding that of any
previous year in the Nation’s h]StOIY "In the fiscal year 1941, under
the impetus of the national defense program, net receipts reached -a
then unprecedented level. In the fiscal year 1942, which was marked
by the shift from a defense to & war economy, net receipts exceeded
those of the preceding fiscal year by 68.2 percent. In 1943, the first
full fiscal year to reflect the economic effect of a period of intensive

-war activity, net receipts again increased, this time by 74.1 percent
over those of the preceding fiscal year. The changing trend in these

receipts in. the fiscal years 1937 through 1943 is pictured, by major

sources, in the chart on page 9.

“The increase in 1ece1pbs in the fiscal year 1943 is attr ibutable to the
generally higher incomes of taxpayers, to an attendant increase in
expenditures for taxable commodities, and to the imposition of new
taxes and of higher tax rates. The Revenue Act of 1942 mcreased
the tax on corporation incomes by raising the surtax and the excess
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RECEIPTS,! CLASSIFIED BY MAJOR SOURCES
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profits tax rates. Individual incomes were subjected to higher taxes -
by means of lowered personal exemptions and credits for dependents,
- by increased normal and surtax rates, and by the introduction of the
Victory tax. The Revenue Act of 1942 also imposed higher excise
taxes on a number of commodities and brought additional commodities
into the taxable group..

The full effect of the provisions of the Revenue Act of 1942 was not
reflected in‘the 1943 receipts, however. The act was approved on
October 21,1942, almost 4 months after the opening of the fiscal year.
With respect to a number of the taxes, changes made by thé law were
not effective until subsequent dates. In addition, statutory lags in
the collection of taxes, particularly in the case of the income, estate,
and gift taxes, served to reduce the portion of the fiscal year 1943
receipts which was affected by the act. However, an important part
of the increase in receipts, as compared with those of the preceding
fiscal year, was attributable to this legislation.

A compamson of recelpts by major sources, in the fiscal years 1942
and 1943 is presented in the table followmg, and a more detailed
comparison is contained in table 6 on page 501 of this report.

’Récgipts by magjor sources, fiscal years 1942 and 19431 .

[Dollars in millions]

Increase or decrease | Percent of
(~), 1943 over 1942 | total in-
crease in
: ’ - freceipts
! . rom gen-
Source ) 1942 1943 ) ] eral “-f,hd
: speci
Amount | Percent accounts,
1943 over
- 1942
Internal re\}enue
Income and excess profits taxes
Corporation: : - .
Income, tax, current ................... $2,764.0 | $4,137.0 | $1,373.0 49.7 4.1
EXCeSS ProfitSocaveceerecerannnemaans 1,618.2 | 5,063. 9 3,445.7 212.9 35.5
Declared value excess proﬁts taxo......| - 52.2 82. 30.2 57.9 .3
Total current corporation2 ... _.____. 4,434.4 | 9,283.3 | 4,848.9 109.3 49.9
Individual: ] )
Income tax, eurrent. .........o_.o..... 3,108.0 | 5,771.0 | 2,663.0 85.7 27.4
Withholding at source on salaries and : - . ‘
WAGES w weeacccmccecanaamaneseanmnnammaam e 686.0 686.0 [oceeamnnn. 71
Total current individual .....________ 3,108.0 | 6,457.0 | 3,349.0 107.8 34.5
Back taxes: k : .
Corporation income....o...ccoovoo. 305.3 383.9 78.8 25.7 1.0
Individual income. . . 154.8 172.9 18.1 1.7 (’;

‘ Unjust enrichment tax. ... 44 . 1.8 —-2.6| =53.1 @
Total back taxest_........ooooeaaoiot 464.5 558.6 | . 94.1 20.3 1.0
’I‘ota] income and cxcess profits taxes ’ k

> (collection basis)..ooe.cereoioi o 8,006.9 { 16,208.9 | 8,202.0 103.6 85.3
Adjustment to daily Treasury -
statement__ ... —46.4 | —205.2| —158.8 |.......... ~1.6
Total income and excess profits taxes . )
(daily Treasury statement basis)..| 7,960.5 | 16,093.7 | §,133.2 102.2 83.7

Footnotes at end of table.
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Receipts'by magjor. sources, fiscal years 1942 and 1943 '—Continued

Increase or decrease | Percent of
(=), 1943 over 1042 | total in-
crease in
. freceipts
) Tom gen-
Source ‘ 1942 1943 eral a& d
speci
Amount. Percent accounts,
’ . 1943 over
- ' 1942
Internal revenue—Continued. )
-Miscellaneous internal revenue:
Capital stock tax. ... oo oiaecaoiiooooe $281.9 $328.8 [ $46.9 16.6 .5
Estate tax.... - 340.3 414.5 74.2 21.8 .8
Gift tax. ... 1. 92.2 33.0 —59.2 —64.2 -.6
Liquor taxes s - .oo..... .] 1,046.9 | 1,423.5 376.6 36.0 3.9
Tobacco and products taxe: - 780.8 923.0 | . 143.1 18.3 1.5
FS17:301) o1 2:5 G ORI . 4.7 45.2 . 3.8 8.4 ®
Manufacturers’ excise taxes: ;
Gasoline. .. 369.6 288.8 |© —80.8 -=21.9 -~.8
Automobiles, trucks, tires, tubes, and - .
parts or 86CessOTies . - ooceucenoaaan 180.5 4.4 —136.1 —75.4 —1.4
Electrical energy.. - 50.0 48.7 —1.3 —2.6. ®-
Lubricating ofls. - 46.4 43.3 —3.1 6.7 ®)
- Allother b ool iaiiiiannn 121.8 79.0 —42.8 —35.1 —.4
- Total manufacturers’ excise taxes.... 768.3 | « 604.3 | —264.0 | —34.4 —2.7
> Retailers’ excise taxes..__ . . iooeoooo 80.2 165.3 85.1 106.1 .9
Misce]laneous taxes: .
Telephone, telegraph, radlo and cable .
facilities, et oo oo oo eenioo 48.2 91.21 - 43.0 89.2 - .4
Locnl telephone service. - 26.8 67.0 40.2 150.0 .4
Transportation of persons. 21.4 87.1 65.7 307.0 W7
Transportation of propertyeceeeeocceefoacnnoons 82.6 82.6 {occeeacun. .9
Admissions...__:.cooooouen 115.0 154.5 30.5 34.3 .4
Use of motor vehicles and bosts. 72.9 146.7 73.8 101. 2 .8
Sugar tax & 68.2 53.8 -14.6 —21.4 -2
All other, including repealed taxes 52.9 50.3 —2,6 —~4.9 ®
Total miscellaneous taxes........... 405. 4 1 732.8 327. 4 80.8 3.4
" Total miscellaneous internal revenue
(collection basis)ceeae.ccuoaeoC 3,837.7 | 45711 733.4 | 19.1 . 1.5
Adjustment to daily Treasury °
statement. . ... ..o..... 49.4 | —185 =27.9 |eecmaennn —-.3
Total'miscellaneous internal revenue . .
(daily Treasury statement basis)..| 3,847.1| 4,552.6 | 705.5 18.3 -7.3
Employment taxes:
* Employment by other than carriers:
Federal Insurance Contributions Act.. - 805.6 1 .1,130.5 234.9 26.2 2.4
Federal Unemployment Tax Act._.__. 119.9 158.4 38.5 32.1 .4
i b N1 7Y SN 1,015.6 | 1,288.9 273.3 26.9 2.8
‘Carriers and their employees.. 1170.0 208.8 38.8 22.8 .4
Total employment taxes................. 1,185.6 | 1,407.7 312.1 26.3 3.2
Total internal revenue_.........__._..__. 12,993.1 | 22,144.0 |- 9,150.9 70.4 94.2
Railroad unemployment insurance contributions. . 8.5 10.3 1.8 . 21.2 ®
(021 151403 ¢+ 388.9 324.3 —64.6 —16 6 -7
Total internal revenue taxes, railroad unem- |~ -
©  ployment insurance, and customs_...__.__. 13,390.5 | 22,478.5| 9,088.0 67.9 93.5
Miscellaneous receipts......coooocciocecanns [, 277.4 906. 1 628.7 226.6 6.5
Total receipts, general and special accounts. . 13,667.9 | 23,384.6 | 9,716.7 71.1 100.0
Deduct: Netappropriation for Federal old-age and )
survivors insurance trust fund..___________....__ 868.9 | 1,103.0 S 234.1 26.9 |iueecaaaaan
Net receipts, general and special accounts..._| 12,799.1 | 22,281.6 | 9,482.5 255 T D

Note.—Dollar figures are rounded to nearest tenth of a million and: wilil not necessarily add to totals.

t The detail of income taxes and miscellaneous internal reventue taxes is on the basis of internal revenue
collections with totals adjusted to the basis of the daily Treasury statement. Employment taxes, railroad
unemployment insurance contributions, customs, and miscellaneous receipts are shown on the daily Treas-
ury statement basis. General and special accounts are combined.

2 Includes back excess profits and declared value excess profits taxes.

3 Less than 0.05 percent.

¢ Excludes back corporation excess profits and declared value excess profits taxes.

3 Collections for credit to trust funds are not included.

6 “All other, including repealed taxes” includes tobacco floor stocks taxes (receipts under 1940 and prior
acts); marcotics, including marihuana and special taxes; National Firearms Act; hydraulic mini.ug tax; and
all other repealed taxes not reinstated by the Revenue "Act of 1942,
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Total receipts in general and special accounts in the fiscal year 1943
amounted to $23,384.6 millions. Net receipts, after deduction of the
net appropriations for the Federal old-age and survivors insurance
trust fund, amounted to $22,281.6 millions. Corresponding receipts -
in the fiscal year 1942 were $13,667.9 millions and $12,799.1 millions.
All major revenue sources except customs contributed to the increase of
$9,716.7 millions in total receipts in 1943. Income and excess profits
taxes on corporations provided 49.9 percent of this increase and
~ income taxes on individuals provided 34.5 percent. In the aggregate,
. income and excess profits taxes accounted for an increase of $8,133.2

millions, or 83.7 percent of the whole increase in total receipts. -Other
major sources of revenue contributed to the increase in these propor-
tions: miscellaneous internal revenue, 7.3 percent; miscellaneous
receipts, 6.5 percent; and employment taxes, 3.2 percent. The
decrease in customs receipts amounted to $64.6 illions.

The percentage -composition of total receipts by tax sources changed
markedly in the fiscal year<1943 as compared with that of thefiscal
year 1942. Income and excess profits taxes, which accounted for 58.2
percent of total receipts in the fiscal year 1942, rose to 68.8 percent of
total receipts in the fiscal year 1943. As a result, the total amount of
revenue derived from all other major tax sources in the fiscal year 1943
_ represented a smaller percentage of total receipts from all sources than
did the comparable amount in the. fiscal year 1942. Receipts fiom
miscellaneous internal revenue and employment taxes increased in
absolute amounts but decreased in their ratio to total receipts from
28.1 and 8.7 percent, 1espcctively, in the fiscal year 1942 to 19.5 and 6.4
percent, respectively, in the fiscal year 1943. The percentage of total
receipts which was derived from miscellaneous receipts rose from 2.0
percent in the fiscal year 1942 to 3.9 percent in the fiscal year 1943
because of the large increase in the absolute amount of revenue from
this source. Receipts from customs decreased in amount as Well as
in percentage.

In the fiscal year 1943 current corporation income tax receipts from
the corporation normal tax and surtax amounted to $4,137.0 millions.
This is an increase of $1,373.0 millions or 49.7 percent over the $2,764.0
millions received from these sources in the fiscal year 1942. Current
corporation income tax liabilities in respect of incomes of the ¢alendar
year 1941 affected to approximately the same extent the receipts in
each of the fiscal years 1942 and 1943. Hence, the increase was
attributable principally to higher income levels and increased tax rates
‘existing in. thé calendar year 1942 as compared with those in the
calendar year 1940.

Corporation excess profits tax receipts in the fiscal year 1943 aggre-
gated $5,063.9 millions, an increase of $3,445.7 millions or 212.9 per-

ent over collectlons of $1, 618 2 mllhons from thls source. in the ﬁscal
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year 1942, The increase was principally attributable to consecutive
increases in corporation incomes (in each of the taxable calendar years
whose incomes contributed to the tax collections in the respective
fiscal years under consideration) and to a higher effective rate of tax
on these incomes. The increase in the effective tax rate resulted from
the broadening of the tax bases and the increasing of the tax rates.

Increases in corporation excess profits tax receipts attributable to
increases in corporation income depend on the relative effects . of
changes in liabilities in the calendar years 1940 1941, and 1942 on
the fiscal year collections.

Receipts of excess profits taxes in the fiscal year 1942 represented
the balance (approximately one-half) of the liability collected in re-
spect of calendar year. 1940 incomes which had not been received in the
fiscal year 1941 and approximately one-half of the liability payable in
respeet of calendar year 1941 incomes. The balance of the liabilities
collected in respect of calendar year 1941 incomes appeared in fiscal
year 1943 receipts which also contained about one-half of the liabili-
ties for excess profits taxes in respect of calendar year 1942 incomes,
Since the calendar year 1942 corporation incomes were very much
larger than those of corporations in the calendar year 1940, and since
an approximately equal portion of the taxes in respect of the incomes
in the calendar year 1941 appeared in each fiscal year’s receipts, it is
clear that the increase in incomes in the calendar year 1942 as com-
pared with the incomes in the calendar year 1940 was one of the prin-
. cipal factors which augmented the fiscal year 1943 receipts of corpo-
ration excess profits taxes.

In addition, a higher effective rate of tax was levied on these
higher incomes. A summary comparison of the pertinent changes in
the law which contribute to this result is as follows: Under the Second
Revenue Act of 1940, which was applicable in general to corporation
incomes earned in the calendar year 1940, the income tax was allowed
as a deduction from adj usted excess profits net income, thus decreasing
the base of the excess profits tax as compared with the law in force in
the succeeding years. Under the Revenue Acts of 1941 and 1942,
which were applicable in calendar years 1941 and 1942, respectively, :
the excess profits tax was computed before deduction of the corpora-
‘tion income taxes, thus broadening the excess profits tax base for the
incomes of those years. ‘

Whereas the Second Revenue Act of 1940, undex which the liability
for excess profits taxes for incomes in the calendar year 1940 was de-
termined, imposed excess profits tax rates varying from 25 to 50 per-
cent (depending upon the absolute amount of adjusted excess profits
net income), the Revenue Act of 1941 in effect taxed corporations with
respect to 1941 incomes at excess profits tax rates which varied from
35 to 60 percent of their adjusted excess profits net income, depending
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upon the absolute amount of such income. - The Revenue Act of 1942,
under which the liability for excess profits taxes on corporation incomes

. for the calendar year 1942 was determined, imposed a flat excess

profits tax rate of 90 percent, subject to the limitation that the aggre-
gate of the normal tax, surtax, and the excess profits tax could not
exceed 80 percent of the corporation surtax net income, computed
without the credit allowed for the adjustéd excess profits net income.
Some alleviation of the impact of the high rates was provided by a
post-war credit, for each taxable year ending after December 31, 1941
(except in the case of a taxable year beginning in 1941 and ehding be-
fore July 1, 1942), and not beginning after the date of cessation of hos-
tilities in the present war, of an amount equal to 10 percent of the
excess profits tax. At the election of the taxpayer, the post-war credit
can be taken currently in an amount up-to 40 percent of the amount

- paid in net reduction of indebtedness, provided this does not exceed

the post-war credit for the taxable year.
. The declared value excess profits tax, while classified as an income
tax, is really a companion tax of the capital stock tax which is classi-
ﬁed as an excise tax. The declared value excess profits tax applies only
if a corporation fails to declare its capital stock at a value at least equal
to 10 times the earnings taxable under the declared value excess prof-
its tax. Hence the amount received under this tax depends upon the
accuracy with which corporations predict their earnings.

The time of filing the capital stock declaration, which is used as a

‘basis for the declared value éxcess profits tax receipts in the fiscal year

1943, was postponed from July 31, 1942, to November 28, 1942, by
Public Law 720, approved September 29, 1942. As a result, corpora-
tions on a calendar year basis had to estimate their income for only
1 month of the year in the calendar year 1942, whereas in the previous
year, when the timing of the filing of the capital stock tax return was
postponed by the Revenue Act of 1941 from July 31, 1941, to October
29, 1941, 2 months’ incomes had to be estimated. The 1941 declara-

" tion of capital stock valuation which determined the fiscal year 1942 -

declared value excess profits tax receipts was a 3-year declaration which
could not be revised downward whereas the declaration made in the
calendar year 1942 was for 1 year only.

In spite of the more favorable circumstances prevailing in the decla-
ration of capital stock valuation made in the calendar year 1942,
corporations missed their capital stock valuations which would insure
them against the payment of the declared value excess profits tax by a
wider margin than in the calendar year 1941. Hence, receipts from the
declared value excess profits tax in the fiscal year 1943 totaled $82.4
millions, an increase of 57.9 percent as compared with receipts 0f $02 2
millions from this source in the precedmg fiscal year.
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Receipts from corporation back income taxes in the fiscal year 1943
amounted to $383.9 millions as against $305.3 millions in the fiscal year
1942, This represents an increase of $78.6 millions or 25.7 percent. -

Current individual income tax receipts of $6,457.0 millions in the
fiscal year 1943 were $3,349.0 millions or 107.8 percent greater than
the $3,108.0 millions received from this tax source in the fiscal year
1942. Included in the fiscal year 1943 receipts from this source were
some receipts from the withholding at the source of 5 percent of sala-
- ries and wages, which were received in the calendar year 1943 at a .
payroll period rate in excess of an annual rate of $624. Receipts. in -

the fiscal years 1942 and 1943 from income taxes were dependent on
the liabilities in respect of income received during the caleridar years
1940 to 1942, inclusive. The tax liability in each of these calendar
years was successwely higher. 'This was due in part to the increased
levels of income in each year over that of the preceding year, and in
part to the hlgher effective tax rate levied on these incomes as a re-
sult of changes in rates and exemptions, :

In the case of the individual income tax the habﬂltles in respect
“of the incomes of a particular calendar year are not collected in equal
proportions in each of the 2 fiscal years affected, more than half of the
calendar year’s liability being received in the first six months of the
succeeding calendar year. The portion of receipts based on the lia-
bility incurred in respect of the calendar year 1941 incomes which was
collected in the fiscal year 1943 was $1,223.8 millions less than the
portion collected in the fiscal year 1942." The portion of fiscal year
1943 receipts representing liability incurred in respect of calendar
year 1942 incomes was $3,886.8 millions greater than the fiscal year
1942 receipts from liability incurred in respect of income of the calendar
year 1940. Hence, the net increase of ordinary net income tax receipts
in the fiscal year 1943 amounted to $2,663.0 millions. The addition
of withholding tax receipts of $686.0 millions accounted for a total
increase of income tax collections for the fiscal year 1943 of $3, 349 0.
millions. : ~
Receipts from back taxes on individual incomes amounted to

$172.9 millions in the fiscal year 1943. This was an increase of $18.1
millions or 11.7 percent over the $154.8 millions recewed in the ﬁscal
_ year 1942. : :

Miscellaneous internal revenue receipts were $4 552.6 millions, an
increase of $705.5 millions or 18.3 percent over receipts of $3, 84.7 1
millions in the fiscal year 1942. Receipts from the taxes in this cate-
gory, with the exception of the capital stock, estate, and gift taxes,
are excise taxes dependent upon the sale of certain commodities and
services. The net increase in receipts from the excise taxes was, there-
fore, a further result of the combined effect of higher income levels, in-
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creased tax rates, and the addition of new taxes. As compared with
receipts in the fiscal'year 1942, the receipts from certain taxes such as
gift taxes and manufacturers’ excise taxes decreased because of special
circumstances affecting their tax bases. Such decreases, however, were
more than offset by increases in receipts from the other taxes in the
miscellaneous internal revenue classification. . :

- The capital stock tax is in the nature of an insurance payment to
avoid the higher rates of the declared value excess profits tax which
apply when the corporation earnings subject to the declared value -
excess profits tax are more than 10 percent of the declared valuation
of the capital stock. Receipts from the capital stock tax totaled
$328.8 millions in the fiscal year 1943, an increase of 16.6 percent as
compared with receipts of $281.9 millions in the fiscal year 1942. The
tax rates were the same in both fiscal years so that the increased
collections from this tax represented higher capital stock valuations
on the returns filed on November 28, 1942, as compared with these on
the returns filed on October 29, 1941. This higher declaration resulted
from the estimate on the part of corporations that their calendar year
1942 incomes would be higher than their 1941 incomes.

Estate tax receipts were $414.5 millions in the fiscal year 1943, an
increase of $74.2 millions or 21.8 percent over the receipts of $340 3
millions in the fiscal year 1942. The increase is attributable in part
to an increase in the general level of property valuation for estate tax

- purposes during the periods in which liability was incurred, and in part
to the higher rates impbsed by the Revenue Act of 1941 which ‘were
partially reflected in the fiscal year 1943 receipts. “The 15-ménth
statutory lag permissible in the filing of estate tax returns accounted
for the fact that the higher rates of the Revenue Act of 1941 were 1ot
fully effective in the fiscal year 1943 receipts and that rates of the
Revenue Act of 1942 were applicable to only a few of the Ieturns ﬁled
during the fiscal year 1943.

-Gift tax receipts of $33.0 millions in the fiscal year 1943 were $59.2

_millions or 64.2 percent less than in the fiscal year 1942. The decrease
may be accounted for by the large number of gifts made in the calendar
year 1941 as compared with the number made in the calendar year
1942.. The Revenue Act of 1941, approved September 20, 1941, made
the increased estate tax rates effectlve immediately but prov1ded that
“the increased gift tax rates would be effective on gifts made on or after
‘January 1, 1942, Receipts in the fiscal year 1942, therefore, were .
affected by the tax-saving incentive for making gifts in the calendar
year 1941. Following a year of larger gifts because of special incep-
tives, gifts.during the calendar year 1942 were lower; as were the gift
tax receipts in the fiscal year 1943, even though the higher glft tax
rates imposed by the Revenue Act of 1941 were effective.
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Receipts from liquor taxes totaled $1,423.5 millions in the fiscal
year 1943.. This:amounted to an increase of $376.6. millions or 36.0
percent, as compared with the $1,046.9 -millions received from this
source in the fiscal year 1942, The Revenue Act of 1942 provided for
increases in the rates of tax on sales, beginning November 1, 1942, of
distilled spirits, fermented malt liquors, and wines. These changes,
although they were in effect through only 8 months of the fiscal year
1943, ‘were largely responsible for the increased revenues from these
sources. Receipts from the tax on distilled spirits in the fiscal year
1943 were $781.7 millions.or 36.1 percent greater than the 1942 re-
ceipts of $574.3 millions. An increase of 24.4 percent. was shown in
the fiscal year 1943 receipts from fermented malt liquors which were
$455.6 millions or $89.4 millions greater than receipts in the fiscal year
1942. The revenues from wines in the fiscal year 1943, which were
$33.7 millions, showed an increase of 40.4 percent over the fiscal year
1942 revenues of $24.0 millions. Increased consumption of wines as
well as higher Federal excise tax rates contributed to this increase.

"Tobacco tax receipts in the fiscal year 1943 were $923.9 millions.
This amount was $143.1 millions or 18.3 percent greater than the fiscal
year 1942 receipts of $780.8 millions. The higher tax rates imposed.by
the Revenue Act of 1942 were in effect through only 8 months of the
fiscal year 1943 and therefore did not fully contribute to the fiscal year
receipts. -The largest source of these receipts was the tax on ciga-
rettes, which amounted to $835.2 millions in the fiscal year 1943. This
was $130.3 millions or 18.5 percent greater than receipts of $704.9.
milliéns in the fiscal year 1942. The receipts from cigar taxes in the
fiscal year 1943, which were $23.1 millions, showed an increase
of 62.7 percent. over the 1942 receipts of $14.2 millions. Both the
higher tax rates and a trend toward smoking higher priced cigars con-
tributed to this increase. Although the tax rates on chewing and
smoking tobacco and snuff have remained the same during the past 2
fiscal years, the revenue from chewing and smoking tobacco decreased
8.3 percent, showing a decline in the use of these ploduéts while snuff
continued to show a.relatively stable demand with an increase of only
$0.1 million over 1942 receipts of $7.4 millions.

In the revenues from manufacturers’ excise taxes may be seen the
effect of restrictions on the manufacturers’ use, for civilian consump--
tion, of essential materials that are vital to the war effort. The elim-
ination of automobiles, electrical appliances, machines, ete., from the
market all contributed to the decrease of 34.4 percent in the 1943
manufacturers’ excise tax collections of $504.3 millions as compared
with those of $768.3 millions in the fiscal year 1942. Receipts-from
the tax on gasoline, which formed the largest source of revenue in this
group, amounted to $288.8 millions in the fiscal year 1943. This was
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a decrease of 21.9 percent below the fiscal year 1942 receipts of $369.6
millions.. The decrease may be attributed to the effect of restrictions
on the use of gasoline by means of a rationing system which operated
throughout the fiscal year in the eastern Seaboard States-and on a
Nation-wide basis beginning December 1, 1942.

Five tax sources within the manufacturers excise tax group showed
increases in receipts. - Receipts from the taxes on sporting .goods,.
luggage, photographic apparatus, and electric light bulbs represented
collections for 12 months in the fiscal year 1943 as compared with only
8 months in the fiscal year 1942. .. In the case of photographic appara-
tus the tax rate was further increased under the Revenue Act of 1942,

“accounting for part of the increase in revenues. The tax on electric
- signs, rubber articles, commercial washing machines, and optical equip-
ment was repealed by the Revenue Act of 1942, resulting in a decrease
in the revenues from these sources in the fiscal year 1943 as compared
with the fiscal year. 1942,

Retailers’ excise taxes were $165.3 millions in the fiscal year 1943,
amounting to an increase of $85.1 millions or 106.1 percent over the
1942 taxes of $80.2 millions. These taxes on the retail sales of jewelry,
* furs; and toilet preparations went into effect on October 1, 1941, and
were - unchanged by the Revenue Act of 1942. The increase in
consumer incomes and the ability to buy luxuries, as well as the fact

that collections for an entire year make up the fiscal year 1943 receipts
as compared with collections for only 8 months in the fiscal year 1942,
contributed to the high rate of increase from these taxes.

-Miscéllaneous taxes were $732.8 millions in the fiscal year 1943.

This was an increase of $327.4 millions or 80.8 percent over the $405.4
millions which were received in the fiscal year 1942. The greatest
percent of increase was shown in the revenue from the tax on trans-
portation of persons which rose 307.0 percent in 1943 over the fiscal
year 1942 receipts of $21.4 millions. - Two factors which contributed to
this increase were the doubling of the tax rate and the greater volume
of passenger traffic. 'The effect of these factors was partially offset
by exemptions jgiven to military personnel. A new tax, effective as
of December 1, 1942, was imposed by the Revenue Act of 1942 on
- transportation- of property. The revenue from the latter source,
- representing collections for the remaining portion of the fiscal year,
amounted to $82.6 millions and was 25.2 percent of the total increase
in receipts from miscellaneous taxes. Higher tax rates which were
imposed by the Revenue Act of 1942 on the various forms of com-
munieation, plus the effect of higher levels of business activity which
resulted in the increased use of these services, increased the revenues
from local telephone service by 150.0 percent and from long distance
telephone, télegraph, radio and other facilities by 89.2 percent. Rev-
enues from local telephone service were $67.0 millions in the fiscal
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year 1943, an amount which was $40.2 millions greater than in the
fiscal year 1942; while revenues from all other taxable types of com-
munications were $91.2 millions in the fiscal year. 1943 or $43.0
millions greater than in the fiscal year 1942. The effect of higher .
incomes can be seen in the revenues from such taxes as those on
admissions, coin-operated amusement and gaming devices, bowling
alleys, billiard and pool tables, all of which increased in the ﬁscal
year 1943 as compared with the fiscal year 1942, '

Total employment tax receipts increased from $1,185.6 millions in
the fiscal year 1942 to $1,497.7 millions in the fiscal year 1943. The
greater portion of the increase may be attributed to the higher level
of taxable pay rolls. Unprecedented wartime activity increased
industrial employment and pay rolls to a record level; longer hours
‘and intensive use of equipment resulted in a marked increase in rail-
road pay rolls. There had been no changes in rates or coverage since
_the fiscal year 1942, with the exception of a statutory increase in the
tax on carriers and their employees, which affected receipts in.only
the last 3 months of the fiscal year 1943.

. Receipts under the Federal Insurance Contributions Act increased -
from $895.6 millions in the fiscal year 1942 to $1,130.5 millions.
Under the Federal Unemployment Tax Act, receipts rose from $119.9
‘millions to $158.4 millions. . Under the Carriers Taxing Act, receipts
in the fiscal year 1943 amounted to $208.8 millions, as compared with
receipts in the fiscal year 1942 of $170.0 millions. Appro*amately
$4.5 millions of this $38.8 million increase resulted from an increase
in the tax rate. The tax on employment after December 31, 1942,
was increased to 334 percent on both the carriers and their employees
(total 634 percent) from the former rate of 3 percent on both employers
and employees.

Railroad unemployment i insurance contubutlons in the fiscal year
1943 were $10.3 millions as compared with $8.5 millions in 1942. This
was an increase of 21.2 percent.

Customs receipts in the fiscal year 1943 were $324.3 millions. This
amount was $64.6 millions less than the receipts of $388.9 millions in
the fiscal year 1942. This decrease was almost entirely accounted for
by operations in the first half of the fiscal year, receipts in the second
6. months being slightly greater than in the corresponding period
of the fiscal year 1942, The dutiable imports on which at least $20
millions of revenue were collected in the fiscal year 1943 were, as in the |
fiscal year 1942, wool, agricultural products, sugar and molasses,
metals, spirits and wines, and tobacco. Duties on these commodities
-varied in the order of importance with respect to revenues, but
accounted for more than 85 percent of total receipts from customs in the
. fiscal year 1943 as compared with approximately 79 percent in the fiscal
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year 1942. The net decrease in receipts in the fiscal year 1943 was
occasioned by wartime restrictions on the use of shipping facilities,
by controls stressing the importation of only those materials necessary
for war production or for supplementing supplies for domestic con-
sumption, and by provisions for importing strategic materials free of
duty. There was also the effect of & number of trade agreements with- -
countries which granted reductions in the existing tariff rates.

Miscellaneous receipts in the fiscal year 1943 amounted to $906.1
millions, an increase of $628.7 millions over the fiscal year 1942 re-
ceipts. Most of the increase in receipts represented the cash returned
to the Treasury as a result of renegotiations of war contracts by the
War and Navy Departments and the United States Maritime
Commission.

._EXPENDITURES FROM GENERAL AND SPECIAL ACCOUNTS

"Total expenditures of the Federal Government from general and
special accounts amounted to $78.2 billions. during the fiscal year
1943, which was nearly two and one-half times the amount expended
" in the year before. A comparison of expenditures in the fiscal year
1943 with those in the two preceding fiscal years classified to show
war and other expcndlturcs separately appears in the table that
follows.

Expenditures, fiscal years 1941 through 1943

[Dollars in billions.- On basis of daily Treasury statements, see p. 459]

1041 - 1942 1943 . Total
Purpose P P i P Pe
R er- er- er- er- .
Amount; cent | Amount | o, | Amount [ o0, | Amount | oo

V\;ar....‘...,......-...,.......'._ $6.3 | 49.3 $26.0 | 80.0 $72.1 | 92.2 $104.4 84.6
Other: -

General. ... 53| 415 5.1 15.8 4.3 5.5 14.7 1.9

Interest on the public debt. . 1.1 8.7 1.3 3.9 1.8 2.3 4.2 3.4

Statutory debt retirements. _ .1 .5 .1 .3 ™) *) .2 .1

Total ... 12.8 | 100.0 | . 32.5 | 100.0 78.2 { 100.0 123.4 | 100.0

Note.—Figures are rounded and will not necessarily add to totals.
*Tess than $50 millions or 0.05 percent.

‘War expenditures, it is noted from the table above, multiplied moré
than 11 times between 1941 and 1943. Other expenditures of the
Federal Government declined except for interest on the public debt
which rose from $1.1 billions in 1941 to $1.8 billions in 1943.

Expenditures in each of the past 3 fiscal years are summarized by
general functions in the table on page 22. The trend of expenditures
for recent years is shown in Chart 3.
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EXPENDITURES,! CLASSIFIED BY MAJOR FUNCTIONS.
FISCAL YEARS 1937 THROUGH 1943

DOLLARS DOLLARS
Billions . Billions,
75 | - - 75
70 , : 70

Non-War Activities
i % Interest on
é5 VA" 655k ene ' ' 65
) Wor Activities '
60 60
55 5%
50 50
45 [ 45
.40 40
35 35
.30 30
25 : —— 25
20 ~—1 20 .
15 —1 15
10 — |0
S — — &
0 i I 2 e 2 EXES L »
1937 - 1938 1939 1940 1941 1942 1943 0
FISCAL YEARS ’
CHART 3.

Nore.—Expenditures for nonwar activities shown in this chart include some outlays which had the
fartherance of defense or of the war effort as an objective, The expenditures for such activities were made
from general appropriations and could not accordingly be classified as part of the war program.

1Excludes statutory debt retirements and trust account expenditures. .
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Classification of expenditures, fiscal years 1941 throuqh 1943, by organizalions and

Junclions v
(In millions of dollars. On basis of dally Treasury statements, see p. 459]
Orgenization and function 1941 - 1942 1943 Total
. War expenditures: :

War Department_ ______ ... .. 3,678 14,070 42, 265 60,013

Navy Department 2,313 8, 580 20, 888 31,781

United States Maritime COmmlelO]:l.-_ 51 929 2,776 3,756

‘War Shipping Administration___ [ SR, 132 1,105 1,237

Other... .o leas e emceeeeen © 259 2, 300 5,075 7,634

Subtotal . ....... SRR . 6,301 26, 011 72,109 104, 421

QGeneral expenditures: ] -

Veterans' pensions and benefits. . ._..............__ 563 556 602 1,721

" Social security program. ... ... .. ....... . 588 659 785 | - 1,983
Public works.......... i 738 - 680 543 1,961 -

Aid to agriculture..._. 1937 1, 225 1,163 3,326

Relief and work relief_ . 1,632 1,133 317° 3,082

ther. oo . 840 873 901 . 2,614

Subtotal. 5, 269 5,125 ) 4, 262 14, 686

. Public debt: ’

I0terest o e oo ecccicceicaeen,, | 1,111 1, 260 1,808 4,179

Statutory retirements. ... o oooiooeiao.o.. 64 95 . 3 162

Subtotal ... e emeememmccmacean 1,175 1, 3_55 1,812 4, 341

Total expenditures. ... ..o oo cuoooeiiooeeo. 12,775 | 32,491 78,182 123, 449

~Nore.—Figures are rounded to nearest million and will not necessarily add to totals.

1 Reduced by $315 millions, representmg payments into the Treasury of capital and surplus of certain
agricultural corporations, of whlch $70 millions were resubscribed in 1942 and $59 millions were resubscribed
in 1943. Details are shown in the Annual Report of the Secretary of the Treasury for 1941, p. 50,

Monthly expenditures, as shown in the table on page 24, rose from
$831 millions in July 1940, at the beginning of the defense program,
to $1.5 billiens in June 1941, to $4.5 billions in June 1942, and to
$8.3 billions in June 1943. Monthly expenditures for war purposes
and for other purposes exclusive of statutory debt retlremen‘os appear
in Chart 4.
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MONTHLY EXPENDITURES,! BYfCLASSES
JULY 1940 THROUGH JUNE 1943

DOLLARS

23

LL DOLLARS.
Billions Billiens
9 19
8 } 8
7 7
6 16

_ 4
5 7 5
- 7
'/ / 7 B .
- ) .
‘ ey
' War Exp ndituresl _

2 7 ///7 - 12
l blic Debt 14
7

o L8 XGeneral Expenditures B335
S NJMMJISNIM °.

J
1940 1941

1Excludes statutory debt retirements.

0o

.1942

Caarr 4. .
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Monthly expenditures, fiscal years 1941 through 1943 ‘

{In millions of dollars. On basis of daily Treasury statements, see p. 459.]

¢
FO(tiherI Public debt
' War ex- | Jedera Total ex-
< expendi- 7
Month and fiscal year %?S'gsl fures ! ex- | Statatory ;)t%;;g;.
cept public | Interest retire-
‘debt - ments
1940—JUlY . oo 199 699 20 12 ‘831
August._. . 223 464 20 3. 708
. September.. 241 369 148 2 760
October.... 311 485 73 1 870
393 413 11 1 818
495 458 219 15 1,187
589 496 25 7 1,118
610 445 21 2 1,077
769 480 150 2 1,401
7382 460 73 1 1,316 -
857 272 12 1 1,142
832 357 339 17 1,546
6, 301 5,299 1,111 64 12,775
969 604 25 3 1,600
1,181 390 9 34 1, 564
1,330 375 169 8 1,882
1,537 471 75 7 2,089
1,448 394 15 3 1, 860
1,850 459 232 16 2, 557
2,104 492 32 3 2,631
2, 208 409 12 1 2, 630
2,809 407 205 15 3,436
3,238 439 77 2 3,755
3, 560 375 19 2 3,955
3,829 3n 390 1 4,531
26,011 5,125 1,260 95 32,491
4,498 628 35 2 5,162
4, 884 324 7 ™) 5,215
5,384 322 224 ™) 5,931
5,481 386 70 ™ 5,937
6,042 293 28 ™ 6,363
5,825 322 353 1 6, 501
5,947 372 54 * 6,372
5,770 314 35 E") ’ 6,119
6, 744 348 262 *) 7,354
6,974 404 89 * 7,466
7,002 301 42 ™ 7,435
7,469 248 609 |aceeaecmcace 8,327
Fiscal year 1943 .ceone oL 72,109 4,262 1,808 3 78,182
Total, fiscal years 1941 through 1943...___ 104, 421 14, 686 4,179 162 123, 449

Nore.—Figures are rounded to nearest miilion and will not necessariiy adad to totals.

*Less than $500,000.

1 Includes operations under revolving funds and transfers to trust accounts.

War expenditures

The figures under the caption “ War expenditures’ in the preceding
summary tables and in most of the other tables in this report include
the entire expenditures of the following departments and agencies:
War Department (except for rivers and harbors, and flood control),
Navy Department, United States Maritime Commission, War Ship-
ping Administration, Office for Emergengy Management and certain
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other agencies in the Executive Office of the President, and Smaller
War Plants Corporation (to extent of appropriation for capital stock).
They also include certain expenditures of the following departments
and agencies which have, in addition to the expenditures for their
regular activities, some expenditures classified under the heads of war
activities: Department of Labor, Department of the Interior, Depart-
- ment of Agriculture (principally lend-lease), Treasury Department
(principally lend-lease), National Housing Agency, Federal Works
Agency, Federal Security Agency, Commerce Department, Selective
Service (administrative expenses), Panama Canal, Department of
Justice, and certain agencies in the Executive Office of the President.

Expenditures of the above agencies include amounts disbursed for
materials, goods, and services transferred to other countries in accord-
ance with the provisions of the Defense Aid Act of 1941 and the Mili-
‘tary Establishment Appropriation Acts and Naval Appropriation
Acts as amended. No comprehensive breakdown of the figures in
these tables to show the amount expended for lend-lease items is
available in the Treasury records. Data on lend-lease aid are set forth
in reports of the Lend-Lease Administration.

The figures on war expenditures embrace expenses of all operations
including training of personnel of the armed forces, transportation,
travel, pay, subsistence, maintenance, and many' other items.
Excluded from the figures on war expenditures, however, are expendi-
tures of the Reconstruction Finance Corporation and its subsidiaries
(see table on page 28). Excluded also are some outlays which had the
furtherance of defense or of the war effort as an objective but were
made from funds which supplemented the regular appropriations of
such civil departments and agencies as the Tennessee Valley Authority,
the Panama Canal, the Federal Secutity Agency, and the Federal
Works Agency. Excluded also are expenditures of other agencies
“whose activities have been greatly expanded as a direct result of the
war. The expenditures for such activities are made from general
appropriations and they cannot accordingly be classified as a part of
the war program.

The growth in war production in relation to the growth of total
war expenditures is shown roughly by the comparison in Chart 5 of
expenditures by the three agencies listed above whose activities include
- the procurement of the principal weapons of war (War and Navy De-
partments and the Maritime Commission) with the War Production
Board’s index of production of airplanes, ships, tanks, guns, ammuni-
tion, and all industrial equipment (excluding construction of industrial
facilities). A monthly summary of war expendxtures appears in
the following table. :

542890—44——4
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Monthly expenditures for war aclivities by specified agencies, fiscal years 1941
through 1943

[In millions of dollars.  On basis of daily Treasury statements, see p. 459]

U.Ss.
War - | Navy nroitime Other
Month and fiscal year D!g}ggl;t D;Jgg:;t Cosri[g:ls_ Subtotal agencies Total
79 102 8 189 9 199
91 111 11 214 9
82 140 6 228 13 241
137 154 10 301 11 311
206 173 3 381 12 393
290 184 |* 3 471 24 495
350 223 o4 570 19 589
408 181 a8 581 29 610
548 196 3 747 22 769
522 233 4 759 24 782
465 352 8 826 32 857
500 263 14 776 56 832
Fiscal year 1941 ... ___.___._. 3,678 2,313 51 6, 042 259 *6, 301
July.... 516 362 41 919 50 969
August. . 441 °6 1,032 99 1,131
Septemb 424 46 1,216 114 1,330
October 497 44 1,375 162 1, 537
Novemb 493 57 1,320 128 1,448
Decembe 545 69 1,686 165 1, 850
1942—January.- 575 86 1,942 162 2,104
February.. 581 95 2,045 163 2,
March. 946 121 2,499 309 2,809
April. 1,101 98 2,793 445 3,238
May.. 1, 307 130 3,287 272 3, 560
Jume. . s 1, 309 150 3,465 363 . 3,829
8,580 929 23,579 2,432 26,011
1,103 184 4,148 350 4,498
1,376 211 4,462 423 4,884
1, 294 141 4, 953 431 5,384
1,596 46 5,060 421 5,481
1,478 274 5,290 751 6,042
1, 275 5,424 401 5, 825
1,274 331 5, 658 9 5, 047
2, 002 223 5, 465 305 5,770
2,053 285 6, 324 420 | . y 744
2,102 248 6,076 898 6,974
2, 251 243 6, 350 741 7,092
2, 315 6,719 750 , 46!
Fiscal year 1943 42, 265 20, 888 2,776 65,929 6,180 72,109
’I‘otal fiscal years 1941 through : : BT
1043, et 60, 013 31,781 3,756 95, 550 8,871 104, 421

Note.—Figures are rounded to nearest million and will not necessanly add to totals,
¢ Excess of credits (deduct).

The expenditures for war purposes shown in the preceding tables
are compared with the appropriations and contract authorizations for
war purposes in the table on page 28. The lag between appropriations
and contract authorizations on the one hand and expenditures on the
other is due to the necessity for planning well in advance to insure
adequate procurement of supplies and coordination and execution of
production operatlons
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WAR EXPENDITURES COMPARED MONTHLY WITH MUNITIONS
PERCENT

PRODUCTION, JULY 1940 THROUGH JUNE 1943
DOLLARS -
Billions {Munitions
(Expenditures) Production)
8 : 800
.7 — 700
PR E
) ) . ) ;..% ...'.
6 - - — 600
War Expenditures W '
(Wor, Navy, and ,.a' 0}
Maritime Commission) Vo .
5 (Billions of Dollars) o.-" 500
i N ‘
4 # 400
3 £ — : 300
5/ WPB Munitions
§ /.Product/on Indlex :
I/ November 1941=100
i
ot / -
| . 100
L
NI MM I SN IMMI SN I MM sn O
94| : 1942 1943

N
0 J S N
1940 . |
CHART 5.
Note.—War Production Board munitions production index mcludes airplanes, shxps, tanks, guns, ame
munition, and all industrial equipment, but not construction of industrial facilities.
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War expenditures, appropriations, and coniract authorizations, July 1, 1940,
through June 30, 19431 -

v

" {In billions of dollars]

W Total war ap,
1 war ap- ar con- | propriations”
War ex- : tract au- | and contract

Organization penditures p‘;‘i’g;;a' _thoriza- | authoriza-

- - |tions (net)?| tioms ap-

. proved

War Department -« oo eeoooeee e aaans 60.0 1326 fooenmeoeoe. 132.6
Navy Department . .. - oo oo oo 31.8 76.8 16.9 93.6
U. 8. Maritime Commission. 3.8 9.7 21 - 11.8
12 [ 35 N PN 3.1
7.6 18.8 T 19.5
}04 4 241.0 19.7 260.7

Nore.—Figures are rounded and will not necessarily add to totals.

! This summary. does not include amounts of appropriation bills pending on June 30, 1943, which were
enacted in the fiscal year 1944. Otherwise this table agrees with detailed table ot war activities shown on
p. 542 of this report.

2 For which appropriations have not yet been made.

The figures above do not of course include the Reconstruction
Finance Corporation and its subsidiary corporations. According to
reports made by the Cor‘poratidn, its commitments amounted to
$23.8 billions between July'1, 1940, and June 30, 1943, of which $3.3
billions have been withdrawn and canceled. .

The following summary shows, by fiscal years, disbursements and
receipts of the Reconstruction Finance Corporation and its subsidiaries
in connection with thé war program.

War disbursements and recezpts of the Reconstruction Finance Corporation and its
substdiaries

[In millions of dollars. On basis of reports received by the Treasury]

w1 1942 1043 Total

Dis- Re- | Dis Re- Dis- Re- Dis- Re-

burse- | ;00 | burse- | | burse- | o5 | burse- [y
ments | 1P ! | ments | 6IPtS ! | mangs | eIPES | mants celPts»

Reconstruction Finance Corpora
tion’s subsidiaries: i C :
Defense Plant Corporation.__._. 147 1| 1,211 146 3,431 | 1,366 | 4,789 1,512
Defense Supplies Corporation...| =~ 5§ 60 222 5221 1,321 565

Metals Reserve Company.._..... 386 1,140 579
Rubber Reserve Company...... 194 |~ 220 503 303
U. 8. Commercial Company..... 7 1y 7 11
The RFC Mortgage Company.. 34 3 34
Reconstruction Finance Corporation
(direct):
Loan to Grcat Britain - and : .
Northern Ireland. ... ...l | 390 14 {eeeoaaee 25 390 39
Loan—Defense Homes Corpora-~ ’ A
tiom 3 | b 3 N 33 * 44 ™ .
Stock-—War Damage Corporation. |- ... |occoooo|acmcaoc|oaaao ot I U P, L O P
All other loans_ ... _._..______ 72 7 158 64 340 195 570 265
N2 DO 398 45| 2,760 506 | .5,704 | 2,728 | 8,863 3,218

Nore.—Figures are rounded to nearest million and will not necessarily add to totals.

*Less than $500,000.
t Rents, repayments and sales. Does not include profits on sales.
2 Transferred to the National Housing Agency on Sept. 1, 1942,
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 General expenditures

General expenditures during the year represented only a small por-
tion of the total Federal Budget. As has been noted earlier, they
amounted to $4.3 billions. Interest on the public debt, together with
statutory retirements, amounted to an additional $1.8 billions. The
sum of these figures—3$6.1 billions—is to be compared with a total
expenditure in 1943 of $78.2 billions. :

As was shown in the table on page 22, expenditures for carrying on
the régular operations of the Government, other than interest on
and statutory retirements of the public debt, declined $864 millions
from those of 1942. The largest decrease, amounting to $816 millions,
was in expenditures for relief and work relief. The decline in relief
and 'Work relief expenditures reflected liquidation of the Work
Projects Administration and of the Civilian Conservation Corps,
transfer of the National Youth Admlmstra,tlon to war activities, and
abolishment of the food stamp program for supplyma surplus food—
stuffs to persons on relief.

Expenditures for aid to agriculture decreased from $1,225 millions
in 1942 to $1,163 millions in 1943. v

The decline of $137 millions in the public works expenditures re-
" flected deferment, until after the war, of projects other than those
related to military needs. Expenditures by the Tennessee Valley
~ Authority, included in the table on page 22 under the classification
“Other,” amounted to $127 millions in 1942 and $111 millions in 1943.

Offsetting the foregoing decreases, there was an increase of $47
millions in expenditures for veterans’ pensions and benefits. This was
accounted for mainly by a transfer of $30 millions to the national -
service life insurance trust fund as a reserve for death claims becoming:
payable as a result of military and naval service in the present war -
and expenditures for salaries of new employees required in connection
with the administration of the national service life insurance program.

There was also an increase in expenditures for the social security
program in 1943, due principally to an increase in the amount of the
‘railroad retirement appropriated account transferred to trust accounts.

DEFICIT IN GENERAL AND SPECIAL ACCOUNTS

In the fiscal year 1943, eéxpenditures exceeded receipts in general
and special accounts by $55,897 millions. This sum represented the
net deficit exclusive of statutory debt retirements. The derivation

. of the deficit in 1942 and 1943 follows: :
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Deficit in general and special accounts, fiscal years 1942 and 1943
* [In millions of dollars. On basis of daily Treasury statements, see p. 459]

1942 - 1943 -
RECEIDES, BOLAL. — - oo oo oeen ez mme e e e e e e s eeemmmmeeeaeee e 13,668 | 23,385
Deduct net appropriation to Federal old-age and survivors insurance trust fund .. 869 1,103
Nt 1e0eI DS . - - oo e et e c e cececcceccmememeecccmamaaaen 12,799 22,282
Expenditures excluding statutory debt retirements._ ... ..ol 32,397 78,179
-Net budgetary deficit............ e mmmm e cm e maeeneceesee~ 19, 598 55, 897

'RECEIPTS AND EXPENDITURES IN TRUST ACCOUNTS AND CHECKING
ACCOUNTS OF GOVERNMENT CORPORATIONS AND CREDIT
AGENCIES . )
In addition to receipts and expenditures under general and special

accounts, discussed above, certain receipts and expenditures of

the Government are reported on the Daily Statement of the United

States Treasury under the title of ‘“Trust accounts, increment

‘on gold, etc.” Neither the receipts nor the expenditures of these

accounts affect the Federal Budget except to the extent that appro-

priations are made to these accounts from the General Fund. Such
appropriations .appear as expenditures under general and special
accounts, and as receipts under trust accounts, increment on gold, etc.!

The principal trust accounts dispose of the excess of their receipts over

. expenditures by investing such excess in Government securities, as pro-

-vided by statute.. The corporations and credit agencies maintaining

checking accounts with the Treasurer of the United States generally

apply the cash balances not needed for operations to the purchase of

Government securities for investment or to debt or capital stock retire-

ment. A summary of receipts and expenditures in trust accounts,

ete., for the fiscal years 1942 and 1943 follows: -

Summary of receipts and expendilures tn trust accounis, elc., 1942 and 1943
[In millions of dotlars. On basis of daily Treasury statements, see, p. 459)

Increase or
1942 . 1943 decrease (—)
Receipts:
Federal old-age and survivors insurance trust fund, unem-
ployment trust fund, and railroad retirement account.__._.___ 2,327 2, 810 482
Other trust funds and 8CCOUNES. - oo oo emooooo oo 850 1,117 267
" Increment resulting from reduction in welght of gold dollar___ * ™ [
Seigniorage 14 (... —~14
Total receipts..... 3,191 3,926 T735-.
Expenditures: -
Federal old-age and survivors insurance trust {und, unem-
ployment trust fund, and railroad retirement account ....... 2,318 2,806 487 -
Other trust funds and A0COUNTS. ... ~_._........... 753 788 34
Charges against increment on gold. ... ™ ™ *
Subtotal . ciiiiciiiiaaaan 3,072 3,594 522
Transactions in checking accounts of Government agencies,
ete. (meb) Lol 3,625 | *2,194 —1,431
Total expenditures oo o 6, 696 5, 787 —909
Excess of expenditures: ..o oo 3, 506 1, 861 . —1,645

Nore.—Figures are rounded to nearest million and will not necessarily add to totals.

* Less than $500,000.
! Includes sales and redemptions of market obhgatlons

.1 However, net appropriations to the Federal old-age and survivors insurance trust fund appear as deduce ‘
tions from receipts under general and special accounts.
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- . A summary of receipts and expenditures in trust accounts, .checking

_accounts of Government corporations and credit agencies, increment
on gold, etc., for the years 1932 through 1943 will be found in table 1
on page 464, and details by months for the fiscal year 1943 in tables
3 and 4 on pages 474 and 494.

Because Government corporations and credit agencies maintain
checking accounts with the Treasurer of the United States, the trans-
actions shown in the preceding table and in-other tables in this report
represent their net operations. The tables, therefore, do not furnish
sufficient, data for a detailed analysis of the financial transactions of
these agencies. Arrangements have been made with these corpora-
tions, however, whereby certain data are submitted to the Treasury
so that the Treasury’s records can reflect the operations of these
corporations and agencies. These data have been combined and
appear in the tables beginning on page 706, showing sources and uses
of funds for the fiscal year 1943 and from the date of inception of the
various corporations to June 30, 1943. The figures are not on the
basis of the daily Treasury statement and, therefore, do not agree
exactly with the figures shown in other tables in this report. A com-
parative summary of these data for the fiscal years 1942 and 1943

-appears in-the following table.

Sources and uses of funds of certain Government corporations and credil agencies,
fiscal years 1942 and 1943

{In millions of dollars. On basis of reports received from corporations and agencies)

1942 1943
SoURCES oF FUNDS
‘Appropriations from General Fund of the Treasury. ... _..___.______.__.._. 32 179
- Allocations, rediscounts, and loans from other Government corporations (net) 1,653 2,923

Sale of obhgatlons to the Treasury (Ret) . ..o oo oo emeeaes 3,226 | . 3,555

Sale of obligations in the market (net)...__ - —1, 004 —635

Sale of stock to other agencies.._..___. . 2

Sale of property acquired. ..o 1,389 3,779

Repayment of 10808 - oo emaan 1,387 1,656

Interest, dividends, assessments, and property income.. - 386 406

Other recelpts .......................................... - 244 | . 1,575

Total, sources of funds. . iiiicicceaiien . 7,822 13,440
’ ' UsEs oF FUNDS -

Expenses: . o
Administrative ... oo i iieiaciiall e 53 52
Nonadministrative. ... aeiaiciniaioe 27 40

Purchase and lmprovement of property owned. - 2,976 6, 885

Li0ANS . - oo e mcec e ecmmem—eemmen 1,911 1,398

Retirement of obligations issued in exchange for mortgages 300 - 29

Investments (Met) . ..o o iiaiicaoaace 45 47

Allocations, rediscounts, and loans to other Government corporations (net). 1,713 2,769

Interest and dividends paid. o . iieicmaan 1

Other expenditures._ .ol 146 700

Total, USes Of TUNAS ..o oot 7,324 12, 068

Norte.—Figures are rounded to nearest million and will not necessarily add to totals.
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FINANCING THE NET BUDGETARY DEFICIT AND OTHER
REQUIREMENTS '

The Treasury s financing program during the fiscal year had to
provide for the net budgetary deficit shown on page 30 and for the
funds needed to meet the requirements of Government corporations
and credit agencies and to provide for an increase in the General Fund
balance. The table that follows summarizes the total cash require-
ments, including the General Fund balance increase, and the net
amount of new money raised during the year.

Amount
L. (én millions
Requirements: of dollars)
Net budgetary deficit, excluding statutory debt retirements..._.. . ... ... ___ 55,897

Excess of expenditures in—
(a) C}cl}eckmg] accounts of Government corporations and credit agencies:
1 1 Y U P PO
Sales and redemptions of obligations in the market (net). -
(b) Trust and other accounts. ..o .. ieieeanl

BUBLOLAL oo e 1, 861

Increase in General Fund balance. .- > ... . 1 1T TTTTIITITIITII 6,515
— 8,376
Total reqUITeIMeNtS. - oo oo e e e e e 64, 274

Means of financing:

Public debt rccelpts (net) from—

(a) -Public issues: .
Treasury DillS. .o e e

Treasury certificates of indebtedness.

Treasury NOteS. o oo. oo ccceiaaato

Treasury notes, tax series and savings series

Treasury bonds_ ... .____..___ Femeeemeens

United States savings bonds :

Otherissues. .. cococommnnnn

(b) Special issues to trust funds, ete..

Nore.—Fijgures are rounded to nearest million and will not necessarily add to totals. ’

* Excess of receipts (deduct).
1 Includes accrued discount.

A distribution of the $64,274 millions net borrowing during the fiscal
yeéar by months and a companson with the amounts raised in cor-
respouding months of the prévious fiscal year appear in the table
that follows.

" Net amounts borrowed, fiscal years 1942 and 1943

[In millions of dollars. On basis of daily Treasury statements, seep. 459]

Month 1942 1943 Month 1942 1943
Ty o 551 4,714 || February . 2,369 | 2,954
AuguSt_ ool - 1, 408 4,549 || March 39 . 1,483
September_.__. .. ... 425 4,798 ||- April.. 2,542 14, 342
October. .. ... 2,238 6,420 || May.. - - 8,609 . 6,064
November. .. ..coeeeeceono. 1,456 3,212 | June ..o .. 3,852 784
December- . oooonoooaaenn 2,898 12,054 3
TanuUSLY -t 2,073 2,899 Total e 23, 461 64,274

NotE.~—Figures are rounded to nearest million and will not necessarily add to totals.
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THE PUBLIC DEBT
Summary of financing opefations

In the process of borrowing $64,274 millions, the Treasury issued
during the fiscal year 1943 a gross amount of $122,632 millions of

public debt securities. This amount was so far in excess of amounts

raised in any previous comparable period in Treasury operations
that it was necessary to make changes in the mechanics of the financ-
ing operations from time to time during the fiscal year.

As a result, the year’s operations were. divided roughly into three

financing perlods. The first period extended from July 1, 1942,

through November 30, 1942, during which time the Treasury made
eight offerings of securities to the market in the usual pre-war manner.
Special selling efforts during the period were confined to continuous
offerings of savings bonds and Treasury notes, tax series. The second
period extended from December 1, 1942, through March 31, 1943.
During this period the Treasury conducted the Victory Fund Drive,
later known as the First War Loan, and made an interim offering of
certificates of indebtedness. . The third period covered the remainder

of the fiscal year, during which time the Treasury conducted the

Second War Loan and offered certificates of indebtedness to refund
securities maturmg on May 1, 1943.

Gross receipts from the sale of public debt obligations duung each
of the three periods, gross expenditures for the redemption and
retirement of public debt items, and the net amount of new money
obtained in each period are shown by types of public debt securities in
the table that follows.

¢

Pubdlic debt recetpts and e:cpendztures during the three financing pemodq of the fiscal -

year 1 943
[In billions of dollars. On basis of dally Treasury statements, see p. 459] -
July 1~-Nov. 30, 1942 Dec. 1, 1942-Mar. 31, 1943
Issues ’ Net re- Net re-
Re; pgﬁi- ceipts (iqr Rei pg;gi_ ceipts é)l‘
ceipts expendi- | ceipts | expendi-
tures tures (—) tures tures ()
Public issues:
Cash:
Treasury bills_ . ... oo 8.7 5.5 3.2 12.0 8.5 3.
Certificates of indebtedness. ... - 5.2 1.5 3.7 6.0 1.6 4,
Certificates of indebtedness, special ser S. 1.8 1.4 .4 15.3 15.7 —.
Treasury notes. ..o ... ___________.__. - 3.7 .3 R A, .3 —.
Treasury notes, tax series and savings
1) P 3.4 .8 2.7 2.7 2.0
Treasury bonds. ..o ovooomoon oo 5.3 * . 5.3 5.9 * 3
United States savings bonds (including
accrued dlccount) 4.1 .2 3.9 4.1 .3 3
Allother._._..._.. .3 ™) .2 .8 .2
Exchanges...__..._.... .1 R RSV PR SURIOR (RO
Special issues to trust funds,ete. ... .. ... 11 .2 .9 1.3 .1 1.2
Tota) e 33.7 10.0 23.7 48.2 28.8 19.4

*Less than $50 millions.

D00 ©N Wl
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Puyblic debt recetpts and expenditures during the three financing periods of the fiscal
. year 1943—Continued

{In billions of dollars.)

B Apr. 1-June 30, 1943 Total fiscal year 1943
Issues Net re- Net re-
Re; pgﬁii- ceipts or I.{e; pgiii- ceipts é)}*
ceipts p expendi- | ceipts expendi-
7| tures itures (=) bures frires (—)
Public issues:
ash: .
Treasury bills. ..o .. 11.9 9.2 2.6 32.6 23.3 9.3
Certificates of indebtedness._.._.____.____. 5.5 By 5.4 16.7 (. 3.2 13.5
" Certificates of indebtedness, special series. .8 B 17.9 17.9 b .
Treasury notes. . - oo uooooioimei ] g .6 —.6 3.7 1.3 2.5
Treasury notes, tax series and savings .
B2 L o 2.8 1.4 1.1 8.7 4.2 4.5
Treasury bonds.._.._....___.__ eeeeannan 8.7 .4 8.3 19.9 .4 19.5
United States savings bonds (including : -
accrued discount) 3.7 .3 3.4 1.9 .8 11.1
All other .3 .2 W1 1.4 .4 1.0
Exchanges___.. 1.4 ) O 3 P, 1.4 1.4 | oeueoe .
Special issues to trust funds, ete_. ...l 5.9 5.0 .9 8.3 5.3 3.
B 07 7 | I 40.7 19.6 2121 122.6 58.4 64.

wlo

Nore.—Iigures are rounded to nearest tenth of a billion and will not necessarily add to totals.

A discussion of the Treasury’s financing operations during each of
the three financing periods shown in the foregoing table follows.

First period—dJuly 1 through November 30, 1942.—The Treasury’s
principal offerings of marketable securities during the first period of the
year’s financing program consisted of three bond issues, two note
issues, and two issues of certificates of indebtedness. All of these
issues were for new money. In addition an offering of certificates of
indebtedness was made primarily to refund a maturing issue of
certificates. , . ' ,

Included among the bond offerings was the second offering in August
1942 of 2% percent Treasury bonds of 1962-67, the so-called “tap”
‘issue which had first been offered in May 1942. This issue was not
open to commercial banks and it was specified that they would not be
. permitted to own it until a period of ten years should have elapsed
from the date of its issue. "A new provision was introduced with this
offering which, in effect, allowed optional redemption of the bonds at
par and accrued interest upon the death of the owner if the bonds
were used to pay Federal estate taxes. This provision applied retro-
actively to the bonds of the same description that had been issued in
May 1942 and it has been included in all subsequent issues of 2% per--
cent bonds. Additional details with respect to this provision are con-
tained in the official circular covering this issue which appears as
exhibit 3 on page 291. Beginning February 1, 1943, these bonds,
which had previously been issued only in registered form, were made
available in coupon form also. .
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A summary of public debt issues and retirements during the first
financing period of the fiscal year appears in the table that follows.

Public debt receipts and expendztures during the first ﬁnancmy pemod July 1 through
Nov. 80, 1942

[In thousands of dollars. On basis of daily Treasury statements, see p. 459]

Net receipts

Issues : ) Receipts |Expenditures| or expendi-
tures (—)
Pubgc xlslsues )
Preasury bills. .o iciiiicaaaal 8,735,316 S, 535, 260 3, 200, 056
Certificates of indebtedness__........._. 5,150, 313 1,498, 367 3, 651, 946
Certificates of indebtedness, special series. 1, 818, 000 1, 396, 600 422, 000

TFEASULY DOLES . o menmeommemmmemmee oI 3,748 628 343,212 3, 405, 416
Treasury notes, tax series_...

Cash redemptions.._._. 54,718 2, 688, 024
Received for taxes. .. 695, 661
Treasury bonds. .. ... 5,296, 164 1, 866 5, 204, 298
Umtied States savmgs bonds: L0223 '
CRIILY ¢y (- P , 022, 374 qoe’
Accrued discount. ... ......... ) - 43, 538} 175, 211 8,890,701
United States savings stamps__._..... . 1251, 644 35,840 215, 805
-Depositary bonds. ... ... 31,695 . 35 . 31,660
Adjusted service bonds._._...._._ 2349 3,967 —3,618
Albother. e e 5'. 108 -—5,108
Total cash 32,536,424 | 9,745,247 - 22,791,177
Exchanges 68,313 68,313 [ ______._.
Total cash and exchanges 32, 604,737 9,813, 560 22,791,177
Special issues to trust funds, ete. ... . ... . ____ 1,078,098 175,970 .902, 128
Grand total________._....... e eeme e —ame—a——— 33,682, 835 9, 989, 530 23, 693, 305

Nore.—Figures are rounded to nearest thousand and will not necessarily add to totals.

1 Includes $194,010,156.70 deposited by Postal Savings System to cover outstanding postal savings stamps,
liiability for which was transferred from the Postal Savings System to the Treasury as a public debt obliga-
tion. . !

2 Issued in payment of amounts due on adjusted service certificates. ’

Further details of the $14 billions of market offerings of Treasury
bonds, notes, and certificates of indebtedness during the first financing
period of the year appear in the table below. Discussions of Treasury
bill offerings and of sales of United States savings bonds and sales of
Treasury notes, tax series, through which substantial amounts of new
money were ralsed durmg the period, appear on pages 41, 55, and 56 of
this report.

Market offerings of Treasury bonds, Treasury notes, and cerlificates of indebtedness
between July 1 and Nov. 80, 1942

Date issued Issue Amount
July 15,1942 | 2% Treasury bonds of 1949-51, due Dec. 15, 1951: Yor cash_.._.____.______ $2, 097, 617, 600
Aug. 38,1942 | 23149, Treasury bonds of 1962—67 due June 15 1967 (addltloual issue of the

bonds of May 5, 1942): For cash ........................................ 1, 235, 966, 500

Aug. 15,1942 | %9, Certificates of indehtedness, Series B~1943, due Aug. 1,1943: Forcash_| 1,609,332, 000
Sept. 21,1942 | 0.65% Certificates of mdebtedness, Series C- 1943 due May 1 1943: Forcash_| 1,505, 727, 000
Sept. 25,1942 | 1349, Treasury notes, Series C-1945, due Mar. 15, 1945: For cash._ . . 1,606, 204, 500
Oct. 15,1942 | 1149, Treasury notes, Series B-1946, due Dec. 15, 1946 (additional issue of

the bonds of June 5 1942): For cash 2, 142, 390, 600
Oct. 19,1042 | 29, Treasury bonds of 1950~ 52, due Mar. 15, 1952 Forecash.__ - __...._.... 1,962, 688, 300
Nov, - 2,1942 | %% Certificates of mdebtedness Series D- 1945 due Nov. 1,1943; For cash.| 2,035, 254, 000

) NP SO B CW (198 F-'\ -1
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Second period—December 1, 1942, through March 31, 1943.—1t be-
came apparent during the first part of the fiscal year that in order to
“obtain a greater proportion of the necessary funds from sources other
-than commercial banks a change in the method of financing was
necessary. In November 1942, therefore, the Treasury made plans
for a series of major drives for funds. The first of these, the Victory
Fund Drive, later known as the First War Loan, was conducted be-
‘tween November 30 and December 23, 1942. The goal of this cam-
palgn was to raise approximately $9 billions through the sale of three
new issues of marketable securities, all dated December 1, 1942, and
through the sale of Treasury bills, three series of savings bonds and
two series of tax savings notes. A list of the i issues offered follows.

M % percent certificates of indebtedness due December 1, 1943;

(2) 1% percent Treasury bonds due June 15, 1948; '

(3) 2% percent Treasury bonds of December 15, 1963-68, which
commercial banks were not pé‘lmlttbd to own. untﬂ ten
years after issue date;

(4) Three-months’ Treasury bills;

(5) Series E savings bonds;

(6) Series F and G savings bonds; and

~ (7) Series A and C Treasury notes, tax séries.

Commercial banks were permitted to subscribe to the 1% percent
bonds and the % percent certificates of indebtedness, but their sub-
scriptions were limited to approximately $2 billions of each issue.

Sales in the First War Loan to all investors were $12,947 millions.
Sales to investors. other than commercial banks amounted to $7,860
. millions, compared with the goal of $4,000 millions for such investors.

A table comparing sales by investor classes with the goals follows.
More detailed data on sales appear in the table on page 601.

Sales of Government securities during the First War Loan compared with goals, by
classes of investors

{Dollars in millions. On basis of reports of sales}

Percentage
Class of investor : Goal Seles distribution
of sales
Nonbank investors: .
Individuals, partnerships, and personal trust accountq $1,593 12.3
Insuratice companies.... 1,699 13.1
Mutual savings banks. . 620 4.8
State and local governmen $4, 000 200 . L5
Dealers and hrokers_..______ 1769 5.9
Other corporations and associations________.___ 2,711 20.9
U. 8. Government agencies and tl ust funds. ... ’ 270 .| 221
Total nonbank INvestors. . oo e 4,000 7,860 60. 7
Commerecial banks.___.._.____. . 2 5,000 5,087 39.3
Total all investors. ... T ... 9, 000 - 12,947 100.0°

Nore.—Figures are rounded and will not necessarily add to totals.

t Excludes sales earmarked for other nonbank investors; these have been combined with sales to “other
corporations and associations.”
2 Amount set aside for commercial banks
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The First War Loan Drive was carried on jointly, in each of the
twelve Federal Reserve districts, by the Victory Fund Committees
which promoted sales of securities other than Series E savings bonds,
and by the War‘Savings Staff which promoted sales of the E bonds.
Each Victory Fund Committee had as its chairman the President of
the Federal Reserve Bank of its district. An executive committee
and regional subcommittees served under each district Victory Fund
Committee. These committees, established in May 1942, had 44,000
volunteer workers during the drive. They. solicited subseriptions
from individuals, corporations, savings banks, insurance companies,
institutions, trusts, and estates throughout the country. - The
Secretary of the Treasury acted as chairman of a committee of the
Federal Reserve Bank Presidents, and the Chairman of the Board of.
Governors of the Federal Rcserve System acted as liaison ofﬁcer
bétween the Treasury and the Federal Reserve Banks. -

The only other new securlty offered durmg the remainder of the
second period of the year’s financing program was an issue of % percent
Treasury certificates of indebtedness dated February 1, 1943. About
three-fourths of the proceeds of this offering was applled to the
redemption; on February 1, of $1,588 millions of maturing % percent
certificates of 1ndebtedness The balance of the funds raised con-
stituted new money.

A summary of pablic debt issues and retirements during the second
financing period of the fiscal year appears in the table that follows.
Public debt receipts and expenditures during the second financing period, Dec. 1, 1942,

through Mar. 81, 1943

[In thousands of dollars. On basis of daily Treasury statements, see p. 459] -

. . i Net receipts
Issués Reéceipts E’éﬁgg_g" or expendi-
: tares (~)
Public issues: ,
Cash: - .
Treasury Bills. oo oo iiiiieoae 12,047, 341 8, 523, 508 3, 523,833
Certificates of indebtedness______I____. - 6, 010, 897 1, 592, 176 4,418,721
Certificates of indebtedness, special series. ... __.____ 15, 288, 000 15, 710, 000 '—422,000
Treasury notes_ ... . __. ..o ..oo___l. . 302, 956 —302, 956
Treasury notes, tax series.. .
Cash redemptions 20,088 643, 084
Received for taxes 2,005, 424 :
Treasury bonds.___. 9 5,891, 828
Unitied States savings 4,086, 086
ssue price. .. ...._.. , 086, .,
Accrued discount___._ 50, 914} 325,188 3,811,812
United States savings stamps o 1215,233 204, 821 10, 411
Depositary bonds_~ ... ... 51,463 15 51,448
Adjusted service bonds. ...l .. ___.... 2203 1,872 —1,669
Allother...__________..__ .- 557, 248 7,404 549, 843
Total cash. 46, 868, 750 28, 694, 395 18,174, 356
Exehanges. ..o e e e e eem
Total cash and exchanges_.....___._.___....._......C 46, 868, 750 28, 604, 395 18,174, 356
Special issues to trust funds, etc._. 1,336, 630 120, 081 1,216,549
Grand total. ... oo eiineiaeeans 48,205,380 | 28,814,476 19, 390, 905

Nore.—Figures are rounded to nearest thousand and will not necessarily add. to totals.

1 Includes $748,722.20 deposited by Postal Savings System to cover outstanding postal savings stamps,
hg})xha’ for which was transferred from the Postal Savings System.to the Treasury as a public debt
obligation. .

*2 Tssued in- paygxent of amounts dus oy ad]usted service certificates. o
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Further details with respect to the market offerings of Treasury
bonds and certificates of indebtedness during the second financing -
period of the year appear in the table below. Discussions of Treasury
bill offerings and of the sales of savings bonds and Treasury notes, tax
series, through which substantial ameunts of new money were raised-
during this period, appear on pages 41, 55, and 56 of this report.

Market offerings of Treasury bonds and certificates of mdebtedness Dec. I 1942
through Mar 31 1943

Date issued - Issue . Amount

Dee. 11,1942 %% Certificates of indebtedness, Series E-1943, due Dec. 1, 1943: For cash. $3,‘799,736,000

Dec. 1,1942 | 18{9% Treasury bonds of 1948, due June 15, 1048; For cash. ... oowon.. 3,061,856, 000
Dec. 1,1942 | 216% Treasury bonds of 1963—68 due Dec. 15, 1968: For cash .............. 2,830, 914, 000
Feb. 1,1943 | 76% Certificates of mdebtedness, Series A-1 944 due Feb. 1, 1944 Foreash.| 2,211,161,000

Total.... ... R e cemeemcecaeeeeanne—na——an 11, 903, 667, 000

Third period—April 1 through June 30,1943 —The third period of
the financing program was opened by the Second War Loan which was
conducted between April 12 and May 1, 1943. The Second War Loan
was directed by a new marketing organization, the Treasury War:
Finance Committee. This Committee, which was set up in March
1943, integrated the efforts of the War Savmgs Staffs and the Victory
. Fund Committees in increasing and broadening the sale’ of Govern- -
ment securities. -

The Presidents of the twelve Federal Reserve Banks were in charge
of district War Finance Committees, composed of representatives of
the War Savings Staffs and of the Victory Fund Committees. More -
than 1,000,000 volunteers took partin this drive.
~ The goal for the Second War Loan was $13,000 millions and sales
to investors included in the goal amounted to $17,620 millions. Pur-
chases by dealers and brokers and by United States Government
agencies and trust funds, amounting to $935 millions, were not included
in the goal. However, including these latter purchases, total sales
in the Second. War Loan were $18,555 millions, compared with sales
of $12,947 millions in the First War Loan. ‘

It was the aim of the Second War Loan drive to increase still further
the sale of Government securities to nonbank investors. In this aim
the Second War Loan was successful. Purchases by nonbank inves-
tors (including sales to investors not included in the goal for the Second
War Loan) were $13,476 millions as compared with $7,860 millions in
the First War Loan. Since sales to commercial banks were about the
same in both drives, the entire increase in the amount raised in the
Second War Loan over the amount raised in the First War Loan con-
sisted of sales to nonbank investors. , v

In general, the financing in the April drive followed the pattern of
the December program. Three new marketable issues, all dated April
15, 1943, were offered and weekly increases in the outstanding amount
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of Treasury bills were continued. The sale of savings bonds, SerlesA
E, F, and G, was vigorously promoted.
A hst of the securities offered follows.

(1) % percent certificates of indebtedness due April 1, 1944;

(2) 2 percent Treasury bonds of September 15, 1950-52;

(3) 2% percent Treasury bonds of June 15, 1964~69, which com- -
mercial banks were not permitted to own until 10 years
after issue date;

(4) Three-months’ Treasury bills;

(5) Series E savings bonds;

(6) Series F and G savings bonds; and

(7) Series C Treasury notes, tax series.

For commercial banks, subscriptions to the % percent certificates
were confined to the first three days of the drive, and subscriptions to
the 2 percent bonds to three days toward the end of the drive. In
each case allotments were limited to approximately $2 billions.

All sales of savings bonds from April 1 through May 8 were credited
toward the drive goal, in order to allow sufficient time for the funds to
pass through the accounts of thousands of issuing agents and into the
Federal Reserve Bank accounts. = Sales of Series C tax notes from
April 1 through May 1 were counted toward the goal. Sales of the
Series A tax notes, which had been counted in the First War Loan
drive, were excluded

Total sales of $18,555 millions in the Second War Loan represented
nearly 90 percent as much as was obtained in all of the five bohd
drives in the first World War. Sales classified by investor groups are
compared With the Treasury’s goals in the following table. '

Sales of Government securities during the Second War Loan compared with goals by
classes of investors

[Dollars in millions. On basis of reports of sales]

o " Percentage
Class of investor Goal Sales - | distribution
of sales |

Included in the goal:
Nonbank investors:
Individuals, partnerships, and personal trust accounts..__ $2, 500 $3, 290
Insurance compames ...................................... 2 000 { 2,408

-

7.7
3.0
Mutual savings banks...... 1,196 6.4
State and local governments.__....._. - } 3,500 { 503 | 2.7
Other corporations and associations. ....._._. - ' 5,146 27.7
Total nonbank investors included in goal. ... ... .. 8,000 12, 541 67.6
Commercial banks. ... oo 1 5, 000- 5079 27.4
Total sales included ingoal. . ..o oo oo 13, 000 17,620 95.0
Not included in the goal: ;
Dealers and brokers. ... ... ..o |l 2 544 2.9
U. 8. Government agencies and trust funds. . : 301 2.1
Total other investors..._...__..........__. . - 935 < 50
Total all InVeStOrs. - moe v ooei o] ol C— 18, 655 100.0

Nore.—Figures are rounded and will not necessarily add to totals.

1 Amount set aside for commercial banks. . .
* Excludes sales earmarked for distribution toother nonbank investors. These sales have been distributed .
to the appropriata class of investor in thisitable. . .
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Sales of securities during the Second War Loan by classes of in-
vestors and by issues are compared with the results of the First War
Loan on page 601. More than one-half of the securities purchased_
by individuals, partnerships, and personal trust accounts in the
Second War Loan consisted of savings bonds of Series E, F, and G.
Purchases of Series E bonds alone accounted for $1,473 millions of
the total purchases of $3,290 millions of all securities by individuals,
‘partnerships, and personal trust accounts. Insurance companies and
mutual savings banks, on the other hand, placed more than one-half
" .of their total purchases in the 2% percent bonds. Other corporations
and associations concentrated their investments in the certificates of
indebtedness and the tax notes.

On April 19, 1943, the Treasury announced the offering of one-year
% percent certificates of indebtedness dated May 1, 1943, in exchange
for 0.65 percent Treasury certificates of indebtedness and the ¥
percent Commodity Credit Corporation notes of Series F, both matur-
ing May 1, 1943. Exchanges were made par for par, and cash sub-
scriptions were not received. This exchange operation was not
assoclated with the Second War Loan campaign.

A summary of public debt issues and retirements during the third
financing period of the fiscal year follows. :

Public debt receipts and ea:penduures during the third financing penod Apr. 1 through
June 30, 1943

{In thousands of dollars. On basis of daily Treasury statements, see p. 459]

Net receipts
Issues , Receipts | Expenditures| or expendi-
. tures (—)
Public issues: . .

Cash: ) .
Treasury bills. . oo iiieiieiaiaa. 11, 864, 339 9,248,123 2, 816, 216
Certificates of indebtedness. ... ... ... _.....C 1. 5,532,483 129, 363 5,403, 120
Certificates of indebtedness, special series. . - 805, 000 805,000 |..ocuooooai-
Treastury DMOLeS . . oo ccmcce e e 622, 874 —622,874
Treasury notes, tax series and savings series. . s 2, 583, 221

Cash redemptions. _ ... ... oo iiiiiiiiiii]amiiiaiiaaae 40, 083 1, 149, 818

. Received for taxes. .. . N B, 1, 393, 320, ’
Treasury bonds. ...l .. .. 8,701,138 397, 869 8, 303, 269

Um%ed States savings bonds: 3630, 231 :
SSUE PIiCe oo oo o e e eaa , 680,

Accrued discount. . . 33, 160} 347,925 3,365, 466
United States savings sta 1137, 523 150, 389 —12, 866
Depositary bonds... .. 64,119 15 64, 104
Adjusted service 2182 1, 500 —1,319
All other. 65, 730 8, 543 57,187
Total eash ... il 33,467,125 13, 145, 001 20,322,123
EXChaNges. o e 1,373, 451 1,373,450 |..ooooo..
Total cash and exchanges. ... o occaeaiaen . 34, 840, 576 14, 518, 452 20, 322,123
Special issues to trust funds, ete_. ... S 5,903, 097 5,035,785 - 867,312
Grand total . . iiiiaenos 40, 743, 673 19, 554, 237. -21, 189, 435

Note.—Figures are rounded to nearest thousand and will not necessarily add to totals.

! Includes $114.70 deposited by Postal Savings System to cover outstanding postal savings stamps, lia-
bility for which was transferred from the Postal Savings System to the Treasury as a public debt obhgation.
2 Issued in payment of amounts due on adjusted service certificates.
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Further details with respect to the market offerings of Treasury
bonds and certificates of indebtedness during the third financing
period of the year appear in the table following. A discussion of
other Treasury securities offered during the penod appears below under
the caption ‘‘Securities on continuous sale.”

Market offerings of Treasury bonds and certificates of indebledness Apr 1 through h
June 30, 1943 .

Date issued .I ssue ) Amount
Apr. 415, 1943 | 2% Treasury bonds of 1950-52, due Sept. 15, 1952: Forecash.|._.._.......... $4, 939, 261, 000
Apr. 15,1943 | 214% Treasury bonds of 1964-69, due June 15, 1969: For cash.|.............. 3, 761, 904, 000
Apr. 15,1943 | %% Certificates of indebtedness, Series B-1944, due Apr.1, o . :
1944: Foreash. ... . iiaccaciaccica]iieciiaie o 5, 250, 731,000

May 1,1943 7/;70 Certificates of indebtedness, Series C-1944, due May 1,
944: |

In exchange for 0.65% certlﬁcates of indebtedness, Series

C-1943, maturing May 1, 1043 ____._......______._.__ $1,373, 451, 000
In exchange for %% Commodlty Credit (‘orporatlon
notes, maturing May 1, 1943 ___.____.____________.___. 281, 752, 000
————ee—— 1,655, 203, 000
Total. et SRR PSRN 15, 607, 099, 000

All official circulars and statements relating to the transactions in
new securities issued during the year are mcluded in the exhibits
beginning on page 289.

Consolidated security sales organization.—It was announced on June
12, 1943, that a Third War Loan would take place in September.
In planning this drive. the Secretary stated that, while substantial
progress in selling securities to individuals had been made in the
Second War Loan, it had been decided that the local Victory Fund
Committees and War Savings Staffs would be more effective if com-
bined permanently into unified War Finance Committees established
on State lines under the direction of a chairman in each State reporting
to the War Finance Division of the Treasury. The State committees
were placed in charge of future war loan drives, and their purpose was
to sell increasing amounts of securities to 1nd1v1duals and to non-
bank corporations. They were made responsible also for the con-
tinuing sale of war savings bonds through the voluntary payroll
allotment and other regular purchase plans.

Securities on continuous sale

The discussion of public debt: operatlons in the preceding paragraphs
has been confined to an over-all summary of these operations classified .
primarily by the financing' periods in which they fell. Some of the -
operations discussed therein were actually part of continuous sales
programs. These are discussed in more detail in the paragraphs that
follow. .

United States savings bonds.—Total sales of savmgs bonds during the
fiscal year 1943 amounted to $11,789 millions issue price: On June

542890—d44——5 »
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30, 1943, the current redemption value of United States savings bonds
outstanding, including those sold prior to 1943, amounted to $21,256
millions, Sales of these bonds are shown, by series, in the chart on_
page 43 and in the table following.

" Sales of Series B, F, and G savings bonds, fiscal years 1941 through 1.943 and by

months for the fiscal year 1943

[In millions of dollars. On basis of daily Treasury statements, see p. 459]

Period ' Series E Series I' Series G Total
By fiscal years:

1941 ¢ 203 67 v 895 664
3,526 436 2,032 5,993
8,271 . 758 2 759 11,789

By months: R .
1942—July . 508 74 319 901
August . 454 52 191 697
September. - 510 61 184 755
October_. 665 61 210 935
Novembe: 542 45 148 735
Decembe; 726 66 222 1,014
1943—January.... 815 77 348 1, 240
Tebruary. _ 634 48 205 887
Mare $ 720 44 180 944
April 1,007 110 353 1, 470
May._.. 995 86 254 1,335
June 696 35 144 875

Norte.—Figtres are rounded to nearest nillion and will not necessarily add to totals. Figures are based
on deposits with the Treasurer of the United States. Accruals are not included.

! Savings bonds of Series E, F, and G were on sale only during the last two months of the fiscal year 1041.

The dollar volume of sales of eachi denomination of Series E bonds
and the number of bonds of each denomination sold are shown in the
table on page 44 for the fiscal years 1941 through 1943 and by months
for the fiscal year 1943. = Detailed data from March 1935, when sav-

‘ings bonds first went on sale, through June 30, 1943, by months, are

shown in the tables beginning on page 603. (On November 30, 1942,

‘the designation of United States war savings bonds was reserved for

Series E bonds. See exhibit 29, page 330.)
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SALES OF SERIES E WAR SAVINGS BONDS

MONTHLY SEPTEMBER 1941 THROUGH JUNE 1943
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Sales of Series E war savings bonds of each denomination, ﬁscal years 1941 through
1943 and by months for the fiscal year 1943

' [Sales by denominations estimated on basis of total deposits as reported by Treasurer of the United States)

Denomination \

Period > >
$25 $50 $100 $500 $1,000 Total

Issue price of bonds sold (in mi]iions)

By ﬁscal years i
1941 . $14 $13 $41 $41: $93 $203
616 342 813 637 1,119 3, 526
2,988 1,081 1,714 1,007 1,481 8,271
By months: . i .
1942 JUlY o C oot e 162 61 115 , 68 102
August 169 60 101 52 71 454
September. 189 67 112 60 81 510
October.... 253 89 143 77 103 665
November. 215 74 116 60 76 542
December. . 265 99 167 89 116 726
1943—January . .. 271 100 158 101 185 815
February 243 84 120 69 117 634
Mare 293 99 135 76 117 720
April_. 303 118 211 149 226 1,007
May... 325 126 214 138 192
June ... 299 103 133 67 94 696

Number of bonds sold (in thousands)

- 767 353 552 108 125 1,905

32,832 9, 107 10, 837 1,698 1,493 55, 967

159, 369 28,828 22, 851 2, 686 1,975 215 709

By months:

1942—July . 8,623 1,630 1,527 182 137 12,098

Augu 9,038 1,611 1,346 138 12,228

Sepiem 10,096 | . 1,798 1,494 161 108 13,657

October.. 13, 481 2,373 1,900 |~ 206 138 |° 18,098

November. ... ... 11, 457 1,982 1, 544 161 102 15, 245

December. ..o .coooiiiiiol | 14,136 2,630 2,088 238 155 19, 247

1943—January. .. ceeeeo] 14,467 2, 661 2, 105 269 -247 19,749
February ........ 12,976 2,232 1, 602 184 157 17,151

March. . oueeceiicicccnae e 15, 653 2,647 1,804 202 155 20, 462

April. ool 16, 168 3,151° 2, 809 396 302 22,825

MY e cceaai e e 17, 309 3,370 2,856 369 255 24, 160

15TV 15, 965 2,743 | © 1,777 178 125 20, 789

Nore.—Figures are rounded and will not necessarily add to totals.
1 Savings bonds of Series E, F, and G were on sale only during the last two months of the fiscal ycar 1941,

Further data on sales of savings bonds by denominations are shown
in table 36 on page 611 and in chart 7 on page 45.

*The task of furthering the sale of United States savmgs bonds
durmg the fiscal year fell largely to the War Savings Staff which was,
as previously mentioned, consolidated into the War Fi inance Division
toward the end of the ﬁscal year. The War Savings Staff was a con-
tinuation of the Defense Savings Staff established in March 1941. In

the more than two years-since its creation, it had set up a Nation-wide
~sales organization, along State lines, for the purpose, primarily, of
selling Series E bonds to millions of individuals who were not normally
investors. in Government securities. These persons had little or no
acquaintance with the investment markets, but the investment of
their savings in Government securities was particularly necessary if
‘the inflationary potentialities of public borrowing were to be minimized.
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SALES OF SERIES E SAVINGS BONDS BY DENOMINATIONS
MONTHLY SEPTEMBER 1941 THROUGH JUNE 1943
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During the fiscal year ended June 30, 1943, the activities of the
War Savings Staff, other than its operations during war loan drives,
were directed primarily toward building up the payroll savings plan.
This plan was inaugurated in the latter part of the calendar year 1941,
and under it workers authorized their employers to make regular
deductions from their wages for the purchase of war savings bonds.
The chart on page 47 summarizes the growth of the plan. The table
following sets forth summary figures as of June 30, 1942, and June
30, 1943.  Further data may be found in the table on page 630 of
thls report.

E:ctent of participation in payroli savings plan, June 30, 1942, and June 30, 1943

[Estimated on basis of reports from companies and governmental agencies]

June 1942 June 1943

Number of firms with plans (excluding Fedeial, State, and local govern- s
IMENES) - o oo e cmma e e e mmeeme oo 108, 099 . 182, 895
Persons participating in payroll savings plan (including employees of
Federal, State and local governments and members of the armed forces)..| 16,000, 000 26, 800, 000
Aggregate amount deducted from pay of persons participating (including
employees of Federal, State, and local governments and members$ of the .
ArMed fOrCes) . oo oo oo et e iieemcecceeaaen [ $153, 000,000 | $415, 000, 000
Deductions as percentage of actual pay of participants. ... ... 5. 8% 9.0%

Sales of Series E savings bonds through the payroll savings plan
grew steadily during the year, as shown in chart 8 on page 47. In
that perlod the total amount deducted from pay rolls for the purchase
of war savings bonds amounted to more than $4 billions, and these
funds represented about one-half of the total amount of all Series E
bonds sold durmg the year. Nearly 90 percent of the money deducted
for this purpose is estimated to have come from persons earning less
than $5,000 & year.

The aggregate monthly deductions of $415 mﬂhons that were accu-
mulating in June 1943 for the purchase of war bonds under the pay-
roll savings plan represented an average deduction of $15 for every
person participating in the plan in that month. This deduction was
sufficient, on the average, to provide a $25 bond once every five weeks
for each one of the 26.8 million participating persons. This number of
participants included some 3 million civilian employees of Federal,
State, and local governments and nearly 3 million members of the

: almed forces.

Included among the firms having the payroll savings plan in opera-
tion at the end of the fiscal year were more than 99 percent of the
firms with 500 or more employees and 95 percent of those with 100 to
500 employees. The persons employed by these firms represented
about 85 percent of the total employees of business and industry in the
country at the end of the fiscal year. .
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PARTICIPATION IN PAYROLL SAVINGS PLAN
MONTHLY DECEMBER 1941 THROUGH JUNE 1943
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Sam'ngs bond redemptions.—United States savings bonds of Series
E, upon which principal reliance has been placed for the absorption of

. small savings of individuals, differ from the popular issues employed.

in previous wars in that they are not negotiable but are redeemable
at the owner’s demand after 60 days from issue date, and in that
annual purchases by individuals are limited in amount. Series F

~“and Series G bonds, wbich were first offered in 1941 in response to

requests for a savings bond with a higher annual purchase limit and
for one which peid interest currently instead of only at redemption,
have characteristics similar to Series E bonds, but may be considered
as supplementary issues. United States savings bonds, which were
first offered in 1935, are well adapted to populai’ war finance. The
purchaser is protected by the feature of nonnefrotiability against the
risk of loss from a decline in market price, such as was suffered by
holders of Liberty bonds 1mmed1ately following the first World War.
The liquidity of the investment is assured, however, by the feature of
demand redeemability; but the owner is given a strong incentive to
retain his bonds by the graduated scale of redemption values under
which the rate of interest for the period held increases each half year.

Savings bond redemptions during the fiscal year 1943, at original
purchase price, aggregated $841 millions. Monthly redemptions for
the fiscal year 1943 and totals for the fiscal years 1941 through 1943
are shown in the following table. Detailed data from May 1935
are shown by months in the tables beginnihg on page 603.

‘Redemptwns of savings bonds, fiscal years 1941 through 1943 and by months for

the fiscal year 1943

{In thousands of dollars at original purchase price. Estimated, except Series G, on basis of redempt)ons
as reported by Treasurer of United States]

Period S%e]s)A Series B | Series F | Series G Total :
By ﬁscal years: .
142,182 22 49 542 142, 796
126, 233 60, 003 2, 860 11,812 200, 908
81,804- (88, 023 16, 994 54,508 | - 841,320
By months: . . .
1942—July . - - 7,159 14,799 491 2, 523 24,072
August__ - - 8,443 19, 003 764 3,370 31, 581
. Septembe 7,789 22,519 . 645 2,757 . 33,709
October. .. 7,401 28,090 904 3,183 39, 678
November. 5,872 32,028 742 4,058 42, 699
December. 6, 256 43, 756 921 3,216 54, 150
1943—January. .. - 6, 989 49, 640 1,571 4,176 62,375
Jebruary.. - - 6,371 62, 700 1,695 4,995 | - 75,760
. March. . - 7,004 116, 540 1,817 | . 5, 180 130, 541
April_. - 6,771 87, 592 1,840 5, 941 102,143
May... . 5, 947 86, 371 2,813 8,211 103, 341
June. ... .l ...l 5,803 124,985 2,791 6, 900 140,479

NotE.~TFigures are rounded Lo ncarest thousand and will not necessarily add to totals.
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. In order to obtain a complete picture of the relationship of savings
bond redemptions to sales, the accumulated sales of each series of
savings bonds should be compared with the accumulated redemptions.
Such a comparison for Series E, F, and G savings bonds appears in
the chart below. Between May 1, 1941, and June 30, 1943, cash’
receipts from the sales of Series E, F, and G savings bonds amounted
to $18.4 billions. Redemptions through June 30, 1943, at original
cost, totaled $835 millions or 4.5 percent of sales. More than 95
percent, therefore, of the $18.4 billions taken in by the Treasury from-
sales of Series E, F, and G savings bonds since they were first offered -
for sale was stlll mvesbed in those securities on June 30, 1943.

SALES OF SAVINGS BONDS COMPARED WITH REDEMPTIONS
MONTHLY DECEMBER 1941 THROUGH JUNE 1943
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Sales of Series IE bonds amounted to. $12 billions between May 1,
1941, and June 30, 1943. Redemptions at original cost amounted to
.'$748 millions or 6.2 percent of sales. About 94 percent, therefore,
of the funds received from sales of Series E bonds was still invested in
those securities on June 30, 1943. -
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Further details on sales and redemptions of Series E bonds, classified
by denominations, appear in the chart on page 51. Redemptions,
it is noted, are somewhat greater in proportion in the smaller de-
nominations of Series E bonds than in the larger denominations.
This is accounted for largely by two factors: (1) The lower-income
individuals who buy bonds usually purchase the $25 denomination;
‘they are generally the first to be affected by financial emergencies that
make it necessary for them to cash the bonds they have acquired;
(2) many persons, making substantial purchases of E bonds and wish-
ing to provide against the possibility of having to redeem their bonds
before maturity, specify delivery in small denominations, either to
dvoid the necessity of partial redemption of large denominations with
reissue - of the remainder in smaller denominations or in ignorance of
the fact that such partial redemption is possible.

The table that follows summarizes accumulated sales and redemp-
tions -of Series F and G savings bonds and of Series E bonds by
denominations, for selected months since these seties were first issued.

Accumulated sales of Series E, F, and G savings bonds compared with accmﬁulated
redemptions selected months from December 1941 1o June 1943

{Sales and redemptions in mllhons of dollars at issue price estimated on basis of total deposits and ’
redemptions, respectively, as reported by Treasurer of the United States

1941 1942 1943
December June’ December June
Series E: .
$25 denomination: .
Accumulated sales. - |- 113.9 630. 0 1,883.1 © 3,618.2
Accumulated redemptio: R 11 10.7 90.5 419.4
Percent outstanding .. _ . __ R 99.09%, 98. 3% 95. 2%, 88.49%,
$50 denomination:
Accumulated sales. ......__.o.oo....oloo... : 93.2 354 8 805. 6 1,435.8
Accumulated redemptlons_ - : 0.7 22.2 91.9
Percent outstanding - - ..., 99.2%, 98. 5% 97.2% 93.6%
$100 denomination:
Accumulated sales. ... . ___.__ 258.4 854.1 1,596.5 2,567.9
. Accumulated redemptions. _ 2.4 13.1 36.7 96. 8
Percent outstanding ... ..o ... 99.1% 98.5% 97.7% 96.2%
$500 denomination:
Accumulated sales 229.4 | ©  677.6 1,085.0 1,684.9
Accumulated redemptions 2.4 11.0 26.0 53.5
Percent outstanding - 99.0% 98.49, 97.6% 96.89%,
$1,000 denomination:
Accumulated sales. ... 449.7 1, 212 9 1,763.2 2,693.9
Accumulated redemptions._ . 4.5 44.9 86.4
Percent outstanding.- ... 99.0% 98. 3% '97.5% 96.8%,
All denominations: )
Accumulated sales..........o.o...o... s 1,144.7 3, 729 4 ©7,133.5 12,000.6
Accumulated redemptions - 111 220. 2 748.0
Percent outstanding 99.0% 98 4% 96.9% 93.8%
Series F:
. All denominations: :
Accumulated sales 207.7 501.6 859.7 1,259.5
. A,ccumulated redemptio 4 3 7.4 19.9
Percent outstanding__ ... 99.8% 99. 4%, 99.1% 98.4%,
Series G
el Al denommatlons .
Accumulated sales 1,184.9 2, 426 6 3,700.9 5,186.1
"Accumulated redemptions 2.1 3.5 66.9
‘Percent outstanding 99.8% 99. 5% 99.2% 98.7%,

Norg.—Figures are rounded and will not necessarily add to toigls.
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SALES OF SERIES E SAVINGS BONDS COMPARED WITH
REDEMPTIONS, BY DENOMINATIONS

MONTHLY DECEMBER 1941 THROUGH JUNE 1é43
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Savings bond redemptions may also be compared with the amount
of the various series outstanding. During the fiscal year redemptions
of savings bonds amounted to 4.0 percent of the amount outstanding
at the end of the fiscal year. For Series E bonds aléne redemptions
amounted to $688.6 millions (current redemption value) or 6.1
percent of the amount outstanding at the end of the fiscal year. The
table that follows compares redemptions with the amount outstanding
for. the past 3 years and monthly during the fiscal year 1943.
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Redemptions of all seri,és'of savings bonds as percent of amount outstanding, fiscal -
years 1941 through 1943 and by months for the fiscal year 1943

[I?o]lars in thousands at current redemption value. On basis of daily Treasury statements, see p. 459]

. o .- Amount out- } Redemptions

. Poriod %ﬁ??p“e‘gf standing at | as percent of

- ) o m%gth end of year | amount out-

: or month standing
By ﬁscal years:
$148, 126 $4, 313, 953 3.43
207, 388 10, 182, 1%8 2.04
848, 324 21, 256, 167 3.99
By months: .
1942—July : 25, 461 11, 077, 840 .23
32,176 11, 751, 163 .27
34, 289 12, 478, 811 W27
40, 125 13, 380, 842 .30
43,161 14, 078, 889 .31
g L) m
A .

76,352 17 067 472 .45
131, 210 17, 890 701 .73
102, 806 19, 267, 006 .53
N 103,972 20, 507, 383 .51
| June N 141 147 21,256,167 | .66

Norte.—Dollar figures are rounded to nearest thousand and will not necessarily add to totals.

~ The table below shows the redemption experience of all series of
United States savings bonds since they were first issued in 1935.
This experience has been different for bonds of Series A to E issued
before our entry into the war, when the chief reasons for their purchase
were their investment characteristics, and for Series E bonds issued
since Pearl Harbor, for the purchase of which there has been the
added reason of patriotism. The table separates bonds of Series
A to E issued through December 31, 1941, from Series E bonds issued
since that daté in order to show this difference.: (The redemption’
experience of Series F and Series G bonds is, of course, not comparable
with the experience of bonds of Series A to E although they are shown
together in the table for convenience.)

Percent of sales of savings bonds of each denomination redeemed by the end of varioﬂs
yearly periods through June 30, 1943

[On basis of public debt accounts, see p. 459]

Percent of bonds issued through Dec. 31, 1941, Series A to E, re-
deemed by the end of—

P 1 year | 2 years | 3 years | 4 years | § years | 6 years | 7 years | , 8 years
Denomination (1935-41| (193541 (1935-401 (1935-391 (1935-38! (1935-37] (1935-36. (1935
. Series) | Series) | Series) | Series) { Series) | Series) | Series) ' Series)

Percent
7 13 24 30 35 40 42 42
6 11 20 27 32 37 40 39
6 11 19 25 30 34 37 37
5 10 16 22 26 29 31 32
4 8 11 15 19 22 24 26
4 9 14 18 22 25 28 29
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Percent of sales of savings bonds of each denomination redeemed by the end of various
yearly periods thr/mgh June 30, 1943—Continued

Percent of | Percent: of Series F and G
. - Series E bonds issued from May
bonds issued 1, 1941, redeemed by the
. from Jan. 1, end of—
Denomination L 1942, ve~
| demia, ‘
eendof 1
1 year (1941~ | 2 years (1941
e o2 | 42 Series) Series)
Percent
16 1] 12
9. 0} ®
5 1 1
4 1 1
4 1 1
6] 1 1
(O] 1 1
1 1

NotEe.—The percentages shown in this table are the proportlons of thé value of the bonds sold in any |
calendar year which are redeemed before July 1 of the next calendar year, and before July 1 of succeeding .
calendar years. The percentages for ¢ach annual series have been calculated separately; the composite
percentages shown above are simple averages of the percentages for each annual series. '

! This denomination offered in Series F only.
2 These denominations not offered.

Redemptions of United Savings bonds before maturity increased
sharply in amount during the fiscal year 1942; but the volume of
sales of such obligations also increased markedly. The proportion
of Series I bonds issued during 1942 which had been redeemed at
the end of 1 year was about 8 percent, or approx1mately twice that’
of the bonds of the same type issued earlier which had been redeemed
at the end of 1 year. The redemption rate on Series E bonds of $25
denomination issued in 1942 was also about twice the rate for bonds
of that denomination sold before our entry into the war; and the
rate for the $50 denomination was about 50 percent greater than
that for the corresponding denomination issued prior to January 1,
1942. On the other hand, redemptions after 1 year of Series E bonds
of $100 denomination and larger, issued durlng 1942, were slightly
less than redemptions of similar bonds issued before 1942. The reason
that the proportion of over-all redemptions increased almost as much
as that for $25 bonds alone, despite the much better redemption
experience of the larger denominations, is,-of course, the much higher
pr oportion of $25 bond sales in 1942 than in previous years.

Redemptions of Series F and G bonds have been neghg1ble averag-
1ng only about 1 percent at the end of 2 years. These bonds, as
noted above, were issued as supplements to Series E bonds, for in- -
vestment needs of those who had purchased their limits of Series E,
or who had special investment problems to which Series E bonds
were not adapted.
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Issuing agents for war savings bonds.—As of June 30, 1943, there
were 51,159 agents qualified to issue Series E war savings bonds.
These figures do not include subagents and branches of issuing agen-
cies, which run into considerable numbers. The continued growth
in the number of these outlets for the sale of war savings bonds reflects
the magnitude of the problem of mass distribution of a securlty such
as Seriés E, intended for the small investor.

As of June 30, 1943, there had been appointed as issuing agents
9,240 corporations of an industrial, commercial, or retail character,
compared with 2,566 such agents as of June 30, 1942. - This marked
.increase was the result of the extension of the issuing privilege to
corporations operating large payroll savings plans. The issuing
privilege enabled these corporations to dehver the bonds purchased
by their employees much more quickly than had otherwise been

- possible.

. The following table shows the number and types of issuing agents

on June 30, 1943, and various previous dates.

Number of agents qualified to issue Series E war savings bonds as of June 30, 1943
and various previous dates )

[On basis of reports by Federal Reserve Banks)

1941 C1942 1943

Type of agent : -
- May 7 Jan. 31 | June 30 | Dec. 31 June.3_0_

Commercial and savings banks. 7,676 14, 097 14, 478 15 353 15, 342

' Building and loan associations. . 739 2,434 2,911 . 8,86 3,684

- . Credit unions. ..o - 8 2, 080 2, 807 2, 876 2, 753
Other corporations........ R 7 487 2,566 7 991 9, 240
Total other than post offices. ... ....... 8,430 19, 098 22, 862 29, 849 31,019

Post offices. - el 15,812 17,123 18,858 19, 841 20, 140

Grand total. v 24,242 36, 221 41,720 49,690 { 51,159

War savings stamps—Under authority of section 5 of the Public
Debt Act of 1942, approved March 28, 1942, the Treasury Department
assumed the liability of the Postal Savings System for postal savings
‘stamps outstanding at the close of business September 30, 1942. . The
Postal Savings System thereupon discontinued the issuance of postal
savings stamps and thereafter United States savings stamps were -
issued by the Treasury as a public debt obligation. of the United States.
Total sdles of savings stamps during the fiscal year 1943, including
sales reported by the Post Office Department for the first few months
of the year, amounted to $590 millions. Redemptions during the
same period amounted to $545 millions, of which $474 millions, or
- 87 percent, were exchanged for United States savings bonds. Monthly
data on sales and redemptions of savings stamps from May 1, 1941,
through June 30, 1943, are shown in the tables beginning on page 631.
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Treasury motes, tax series and savings series.—Treasury tax series
notes were first offered for sale on August 1, 1941, as noted in my
annual report for the fiscal year 1942. The purpose in offering these
. notes was to provide a convenient means of saving against accruing
tax liabilities, and to make available to the Government money due

from taxpayers ducing the period when the liability accrued. Two .

series of notes were issued. Series A notes, which were designed for
the convenience of small taxpayers, were receivable for taxes at par
and accrued interest at a rate of 16 cents per month per $100, or
approximately 1.92 percent per annum. The aggregate amount of

these notes which-one could use in any year for the payment of income -

tax, estate tax, and gift tax was limited to $1,200 each. Series B

notes, issued for the convenience of large taxpayers, particularly .

corporations, were acceptable in payment of taxes at par plus accrued
interest of 4 cents per month per $100, or approximately 0.48 percent
per annum. No limit was placed on the use of these notes for the

payment of taxes. Series A and Series B notes matured at the end of-

2 years from issue date. Cash redemptions were permitted at pur-
chase price without interest for the period held. - A
Effective September 14, 1942, changes were made in the terms of
tax series notes, with a view to increasing their usefulness and attrac-
tiveness, and thus increasing the amounts of money brought into the
Treasury as a result of their sale. The increase in individual income
_ tax rates which had already occurred and the further increases which

were in prospect as a result of the demands of war finance made it

expedient to raise the limit on the amount of Series'A notes which

could be used annually in payment of any one of the three taxes named -

above, from $1,200 to $5,000." At the same time, in order to allow

purchasers a longer time to correct over-estimates of their tax liabili-

ties and thus to encourage them to purchase a larger volume of notes,
the maturity of these notes was extended to 3 years. Requests for
the issuance of a short-term security with characteristics similar to
those of United States savings bonds, in which corporations could
invest liquid reserves which were accumulating, in part as a result of
priorities and shortages, led to the introduction of a new series of notes
for larger taxpayers in substitution for Series B tax savings notes.
The new notes, designated Series C, differed from the previous issue of
Series B notes in that Series C notes would be redeemed with accrued
interest either in payment of taxes or for cash. They thus served
the double purpose of providing for the accumulation of savings for
the payment of taxes and for the temporary or short-term investment
of idle liquid balances. They were redeemable in payment of taxes
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* two months after issue date, and for cash 6 months after issue date on
30 days’ notice. The interest yield of the notes was based on a
- sliding scale; and if held- to maturity the notes yield approximately
-+ 1.07 percent. Official circulars with respect to Series-A and C notes
‘appear on pages 298, 326, and 339 of this report.

The introduction of the pay-as-you-go system of individual income
‘tax collection, effective on July 1, 1943, removed the principal occa-
~sion for issuing Series A notes and their sale was terminated June 22,

- 1943. TFor the convenience of those who had purchased more of the .
notes than necessary to meet their tax liabilities under the new arrange-
" ment, provision was made for payment of accrued interest on the cash
“redemption of the notes. At the same time, the designation of Treas-
ury notes of tax Series C was changed to Treasury savings notes of
Series C. The requirement of 30 days’ notice for the redemption of
the latter notes, and the $5,000 limit on the use of Series A notes for
tax payment have since been withdrawn. ~
. Sales' of Treasury notes, tax series and savings series (excluding

exchanges), amounted to $8,690 millions during the year. Redemp-

tions amounted to $4,209 millions, of which $4,094 millions were re-
" deemed for taxes and $115 millions for cash. Sales and redemptions
are shown, by issues, and by months, from August 1941 through June
1943 in the tables beginning on page 638. o

Treasury bills.—Offerings of Treasury bills were made each week

i during the year; 43 issues were for a term of 91 days, 9 issues were
for 92 days, and one issue was for 90 days. The amounts of the weekly
offering increased progressively from $300 millions at the beginning
of the fiscal year to $1,000 millions for the last 3 issues of the year.
The 11 series outstanding at the beginning of the year totaled $2,508
millions and the 13 series outstanding at the end of the year, $11,864
millions, an increase of $9,356 millions in the amount outstanding.
- The average rate on all bills issued during the year was 0.371
- percent. Only a small amount of fluctuation in the rate occurred.
_ This was due to the continuing influence of the posted rate of %
of 1 percent for the purchase of such bills which was established at
the Federal Reserve Banks pursuant to directions of the Federal
Open Market Committee on April 30, 1942.

On May 6, 1943, announcement was made that, in the interest of
wider distribution of Treasury bills, offerings beginning with the
issue dated May 12, 1943, and thereafter until further notice, would
include a provision for the receipt and allotment in full of tenders for
$100,000 or less from any one bidder at a fixed price of 99.905 (equiva-
lént to a rate of discount of approximately % of 1 percent per annum),
in addition to the conventional bidding on a competitive basis. At the -
same time it was also announced that beginning with the issue dated
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May 12, 1943, 92-day Treasury bills would be offered for a period -
of 13 weeks. © With the completion of this cycle, Treasury bills began
to mature on Thursdays, an arrangement which affords an extra
day’s time between the opening of bids on Mondays and the. date of
payment, and which thus alleviates the difficulty ‘which was being
.encountered from congestion in communication facilities. ’

Further information concerning Treasury bills will be found in
the exhibits begmnmg on page 332 and in the table on page 590.

Adjusted service bonds.—Adjusted service bonds of 1945, amounting
to $733,800, were issued during the year, making a total of $1,841
millions of such bonds issued since June 15, 1936,.in payment of
amounts due on adjusted service certificates. Redemptions of §7
millions of these bonds during the year brought the total redemptions
since June 15, 1936, to $1,619 millions, leaving $222 millions out-
standmg on June 30, 1943. Further data on adjusted service bonds
,appear in the table on page 552.

Depositary bonds.—The issuance of depositary bonds, as authomzed
by Department Circular No. 660, dated May 23, 1941, was con-
tinued during the fiscal year to various depositaries and financial
agents in amounts not exceeding the amounts for which the depositary
and financial agency had qualified. These agents had executed
depositary, financial agency, and collateral agreements satisfactory
to the Secretary of the Treasury. The total amount issued during
the year was $147,277,250, bringing the total amount issued to
$226,235,250. Redemptions for the year amounted to $65,000,
bringing total redemptions to $70,000 and leaving $226 165,250
outstanding. -

Special 1ssues—During the year the Treasury continued to issue
special series- of interest-bearing securities for the investment of
trust or other funds deposited in the Treasury. The amount -of.
such obligations increased by $2,986 millions during the year, the
details of which will be found in the table on page 554 of this report.
 Special shori-term certificates of indebtedness.—Special short-term
_certificates of indebtedness, issued for various periods of from 1 to 7
days, were sold during the ﬁscal year to the Federal Reserve Bank of
New York. These certificates were issued at times when the Treas-
ury, in order to avoid accunulating funds in excess of its needs and
thus disturbing the money market, permltted its balances with the
TFederal Reserve Banks to be exhausted in anticipation of heavy
payments on account of income taxes or the sale of securities in' the
war loan drives. . The certificates were issued only to the extent of
the overdrafts thus incurred. ' The details of such i issues will be found
in the table on page 590 of this 1eport

542800—44——86
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Cumulative sinking fund

Credits accruing to the cumulative sinking fund during the year
amounted to $588 millions which, added to the unexpended balance
of $3,178 millions brought forward from the previous year, made a
total of $3,766 millions available in the fund. Of this amount, about
$3 millions were applied to the retirement of various issues of bonds
and notes which matured during the fiscal year 1942. The unex-
pended balance of $3,762-millions was carried forward to the fiscal
year 1944.

Tables presenting the transactions on account of the fund for 1943
and since its inception on July 1, 1920, will be found beginning on
page 599.

Composition of the public debt

The gross public debt on June 30, 1943, amounted to $136,696 mil-
lions, an increase of $64,274 millions during the fiscal year. The
chart on page 59 shows the composition of the interest-bearing debt
and also the guaranteed debt outstanding at the end of each month
from June 30, 1936, through June 30, 1943. The following table
shows the amount of the public debt outstandmg on June 30, 1942,
and June 30, 1943, classified by character of i issues, the percent in-
crease durlng the year, and the percent d1str1but10n of the debt
among the various classes of issues.

Public debt outstanding on June 30, 1942, and June 30, 1943, by classes of issues!

[Dollars in millions. On basis of daily Treasury statements, see p. 459]

Percent Percent dis-
5 20 | 7 2 ng:rea‘se tribution of
. une une 30, | or decrease amounts
Class of issue (1942 | . 1943 943—),
1943 over
1042 i 1942 | 1943
Tnterest-bearing: ) . .
Public issues:
" Marketable issues: . ,
Postal savings bonds, etc., authorized by
acts prior to Apr. 6, 1917 . $196 $196 * 0.3 0.1
Treasury bonds___._.__ 38,085 57, 520 51.0 52.6 T 42,1
Treasury-notes....__... 6,689 | © 9,168 37.1 9.2 6.7
Certificates of indebtedness. 3,096 I 16, 561 435.0 4.3 12,1
Treasury bills. . . 2, 508 11, 864 373.0 3.5 8.7
Total marketable issues............__.._. 50,573 |« 95,310 88.5 69.8 - 60.7
Nonmarketable issues:
United States savings bonds._.....__...... . 10,188 21, 256 108.6 4.1 15.5
Depositary bonds........ 79 226 186. 5 .1 .2
Adjusted service bonds 229 222 —-2.9 .3 .2
Treasury notes, tax series and savings .
FL7:) o (- N 3,015 7,495 | 148.6 4.2 55
Total nonmarketable issues.___ 13, 510 29, 200 116.1 18.7 21.4
Total public issues............. 64,083 | 124, 509 94.3 [ 885 | oi1
: Spemal issues to trust funds, ete 7,885 10, 871 37.9 10.9 8.0
Total interest-bearing debt, 71,968 | 135,380 88.1 99.4 99.0
Matured debt on which interest has ceased 98 141 42.9 .1 .1
Debt bearing no interest. 356 1,175 230.4 .5 .9
Total gross debt. .- -oomeoomecmecmccaaacmaccna- 72,422 | 136,696 88.7| 100.0 [ 100.0

Note.—Figures are rounded and will not necessarily add to totals.

*Less than 0.05 percent.
1 A table covering obligations guaranteed by the United States for these dates appears on p. 64.
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COMPOSITION OF THE PUBLIC DEBT,! BY TYPES OF ISSUES
- MONTHLY JUNE 1936 THROUGH JUNE 1943

3 1937 1938 1939 1940 1941 1942 3 oéu@as
Bilions | : ' Billions
140 - 140
130 130
120 120
110 1 HO0
100 Public Issues of 100

Bills and Certificates™ J
90 ; 20
80 80
70 Guaranteed Qbligations = 70
: \
60 60
50 , . 50
O .nnmulumllll|II|||"”"""“m \ 40
30 \\ \\\\\\\\\\\\\\\\\\\\\\ \\\\\\\ 10
RN

'20 20
10 10

051936 1937 1938 1939 1940 1941 1942 1943 . ©

CraART 11.
! Including guaranteed issues. .

- The principal changes in the composition of the public debt during
the year were the increase in the proportion of Treasury bills and oer-
tificates of indebtedness and the corresponding decrease in the pro-
portion of Treasury notes and bonds. Weekly offerings of 3-month
Treasury bills were increased during the year from $300 millions
to $1 billion. On June 30, 1942, only two public issues of certificates
of indebtedness, amounting to about $1.5 billions each, were out-
standing, while on June 30, 1943, there were six issues ranging in
amount from $1.6 billions to $5.3 billions. About 38 percent of the
increase in public issues outstanding consisted of the increased amounts
of Treasury bills and certificates of indebtedness. The decline in.the
relative importance of Treasury bonds during the fiscal year was due
partly to the policy, discussed on page 77 of this report, of placing-
restrictions on the purchase of bonds by commercial banks.
~ United States savings bonds outstanding rose from 14.1 to 15.5
percent, of the total debt between June 30, 1942, and June 30, 1943,
reflecting the growth of the payroll savings plan. The increase of
outstanding Treasury notes, tax series and savings series, from 4.2
to 5.5 percent of the total debt was the result, in large part, of the
liberalization of the terms of these issues in September 1942.
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Interest on.the public debt
Expenditures—Total expenditures during the year for interest on
the public debt amounted to $1,808 millions, an increase of $548 mil-
lions over expenditures of -the previous year. As shown in table 52,
on page 654, $1,019 millions consisted of interest subject to the
Federal income tax, $515 millions of interest’ subject, with minor
.exceptions, to the surtax only, and $38 millions of interest wholly
exempt from the Federal income tax. In addition, interest paid on
special securities issued to Federal Government agencies and trust
- funds which are not taxable amounted to $241 millions. These -
_amounts compare with expenditures of $153 millions of taxable, $850
millions of partially tax-exempt, and $57 millions of Who]ly tax-
exempt interest, and $199 mﬂhons of interest on special issues in the
previous fiscal year.

Interest rate structure.—Chart 13 compares the term structure of
interest rates on United States Government securities on June 30,
1943, with that of December 6, 1941, just before our entry into the
war, and on June.30, 1942. It will be noted that the yields of tax-
able Treasury securities did not change greatly during the fiscal year
1943, but that from December 6, 1941, to June 30, 1942, rates rose
throughout the entire range of maturities. The greatest increases
" in rates, however, occurred among short-term Treasury obligations.
Yields of tax-exempt Treasury securities, which also rose between
December 6, 1941, and June 30, 1942, declined during the fiscal year,
and on June 30, 1943, were close to their levels \]ust before Pearl
Harbor.

Computed interest rate—The computed average rate of interest on
‘the public debt on June 30, 1943, amounted to 1.979 percent. This
was the lowest which this rate had ever been and compares with 2.285
percent on June 30, 1942, and 2.518 percent on June 30, 1941.

Computed interest rates for each type of public debt issue for each
month from June 1935 through June 1943 are shown in the chart on
page 62. . The reduction in the computed rate during the year reflected
in part a refunding of debt issued at higher rates in earlier years, and in
part a change in the composition of the debt through the issuance of
securities of shorter average maturity than those previously outstand-

ing. As previously noted, the rates of interest paid by the Treasury
" Department on securities of various maturities issued during the year
did not change materially from the rates prevailing for securities of
corresponding maturities at- the beginning of the year.
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YlELDS OF OBLIGATIONS OF THE UNITED STATES ON SELECTED

DATES
[BASED ON CLOSING PRICES]

PERCENT I ] | T ~ PERCENT
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e4 e 24
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20 e ’ 20

A \:Decd/94/ : :
|.8 /\ | 4 |;8
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1.4 // : 14

1.2 / : ‘ 1.2

1.0 —t 1.0

/ Fixed Maturity Issues ) )

84— 8

/
3 f" 6

4 ‘// = 4
2 2
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" YEARS TO MATURITY OR CALL

26 | —T I : —26

24——— Tax-Exempt Securities 24

22 T 22

20} : — . : —20

‘18 : June 30, /9 :} ] 8
1.6 /, ; Ne Dec. 6, 194/ - 16 -
14 1.4
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1 / / I . .

10 ,/ Bonds' ' —1.0
8+~ ‘ 8
o/ 6
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4 ﬁ,:, Notes 4
2t 2
%~ o 5 0 25 30

’ YEARS TO MATURITY OR CALL
CHaARrT 12.

1 Notes are all fully tax -exempt, fixed maturity issues. Bonds are all partially tax-exempt, and those
tofwhich the curves-are drawn are all callable issues, :
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COMPUTED ANNUAL INTEREST RATES ON THE PUBLIC DEBT
‘BY TYPES OF ISSUES, MONTHLY JUNE 1935 THROUGH JUNE 1943
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Debt limit

The Public Debt Act of 1943, effective April 11, 1943 (see exhibit

.on page 338), further amended section 21 of the Second Liberty Bond

Act to increase the limit on the amount of obligations which might be
issued under authority of the act to $210 billions outstanding at any
one time. The prior limitation was $125 billions. The unused bor-
rowing authorization as of June 30, 1943, under the 11m1tat10n in
effect on this date is shown below.

Face amount of obligations outstanding and the face amount which can still be issued
under the limitation in effect on June 30, 1943

Total face amount that may be outstanding at any one time. ... ... ... ... __ $210, 000, 000, 000
OQutstanding as of June 30, 1943: .
Interest-bearing:
Bonds:

Treasury .. .. __._____.__ $57, 520, 467, 900

Savings (ma 26, 195, 158, 550

Depositary._ 226, 165, 250

Adjusted service 722,060, 157

TreasSury notes. ... o iiiiicieaeas 22, 758, 889, 525
Certificates of indebtedness 20, 836, 685, 000
Treasury bills (maturity value) 11, 863, 911, 000
— 55, 459, 485, 525

140, 123, 337, 382

$84, 663, 851, 857

; —_—

Matured obligations on which interest hasceased. ... .. ... . ... .. 132. 396, 425
Debt bearing no interest (United States warsavings stamps).._._.__...__. 213, 349, 935
———— 140, 469, 083, 742

Face amount of obligations issuable under above authority.__.________-...______.____...___ 69, 530, 916, 258

1 Approximate maturity value. Principal amount (current redemption value) according to daily Treas-
ury statement, $21,256,166,543.

Reconcilement with Daily Statement of the United States Treasury, June 30, 1943
Total face amount of outstanding public debt obligations issued under authority of the

Second Liberty Bond Act, asamended. ... . ..o $140, 469, 083, 742
Deduct: Unearned discount on savings bonds (difference between current redemption
value and maturity value) .. .. .ol 4, 938,992,007 .
Add: Other public debt obligations outstanding but not subject to the 135, 530, 091, 735
statutory limitation:
Interest-bearing (postal savmgs bonds, ete.) ..o $195, 960, 420
Matured obligations on which interest bas ceased. . - , 665
Debt bearing 0o interest. ..o . 961, 934, 510

1, 165, 998, 595
Total gross debt outstanding as of June 30, 1943 .. e eemeenas 136, 696, 080, 330
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THE GUARANTEED DEBT

The Treasury has made available to certain Government corpora-
tions and credit agencies, authorized to issue obligations guaranteed as
to principal and interest by the United States, all of its facilities for -
the issuance, redemption, etc., of public debt obligations, so that those
corporations desiring to do so could arrange to have their obligations
serviced through Treasury facilities. '

However, because of the policy of the Trea,sury, inaugurated in
October 1941, to prov1de the funds needed by Government corpora-
tions and credit agencies issuing guaranteed obligations, there were
no new issues sold in the open market by Government corporations in
1943, although the Commodity Credit Corporation, following approval -
by the Treasury, borrowed from commercial banks to finance certain
-of that Corporation’s programs. The ownership of certain Recon-
struction. Finance Corporation obligations was transferred during the
year from the Treasury to other Government corporations, to give

" those corporations a temporary medium of investing their idle balances.

The amounts of these items outstanding appear in the statement of
the guaranteed debt as- obligations of the Reconstruction Finance
Corporation.

The facilities of the Treasury were used during the year to handle
the guaranteed market securities which matured or were called for
redemption. The following table shows the maturities and redemp-
tions of guaranteed market issues during the year.

- Guaranteed obligations matured and redeemed during the fiscal year 1948

Description Amount

Commodity Credit Corporation: -

849 notes, Series F, matured May I, 1943 . .o cmcmacneann $289, 458, 000
Home Owners' Loan Corporatlon

214% bonds, Series G, 1942-44, called for redemption on July 1, 1942_ . _______._._______ 29, 324, 225

3% bonds, Series A, 1944—52 retlred by special authorlty on various dates .............. . 425
Réconstruction Financé Corporatlon :

19, notes, Series S, matured July 1, 1942 _ e mcmceaan 3, 596, 000

76% notes, Series U, matured October 15, 1942 et 319, 895, 000

Obal L e e o cecieicacacceeopeano| 642,273,650

During the year issues of mutual mortgage insurance fund and hous-
ing insurance fund debentures amounted to $4,313,850. Instructions
were issued by the Secretary of the Treasury on March 27, 1942, and
September 28, 1942, pursuant to calls of the: Commissioner, Federal
Housing Administration, for the partial redemption by seventh and
eighth calls of mutual mortgage insurance fund debentures, Series B,
in aggregate amounts of $1,473,850 and $841,850, payable July 1,
1942, and January 1, 1943, respectlvely During ‘the fiscal year the
uncalled debentures redeemed amounted to $3,100.00 for Series B
and $19.05 for Series A. The net increase in outstanding Federal
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Housing  Administration debentures during the fiscal year was
$1,995,030.95.

Instructions were issued by the Secretary of the Treasury on } March
27, 1943, pursuant to call of the Commissioner, Federal Housing Ad-
ministration, for the partial redemption by ninth call of mutual mort-
gage insurance fund debentures, Series B, and for the partial redemp-
tion by first call of housing insurance fund debentures, Series D, in
the amounts of $538,400 and $1,618 850 respectively, payable July
1, 1943.

Copies of the mnstructions issued by the Secretary of the Treasury

.during the fiscal year 1943 will be found as exhibits. begmmng on
page 340. '

As a result of the ﬁncmcmo pohcy for Government coxporatlons.
and credit agencies, the contingent liabilities of the Government on.
account of outstanding unmatured obligations in the hands of the
public decreased from $4,548 millions on June 30, 1942, to $4,092
millions on June 30, 1943. The net changes during the year in the
various classes of guaranteed securities outstanding are shown in the
table that follows. A detailed statement of these obligations and of
certain other contingent liabilities of the United States as of June 30,
1943, Wlll be found on page 656. '

Compamson of obligations quaranteed by the United States outstanding June 30
1 942 and 1943, by agencies 1

N .
[In millions of dollars. On basis of daily Treasury statements, see p. 459]

Barati o June 30, June 30, Increase or
Corporation ot agency 1042 1943 decrease (—)
Unmatured obligations: : X )
Commodity Credit Corporation. _ ... . ..._....._. 701 480 —231
Federal Farm Mortgage Corporation....... 930 930 [oecneoociozos
Federal Housing Administration: :
Mutual mortgage insurance fund. 9 9 *
Housing insurance fund___._...___ 13 15 2
Federal Public Housing Authority 2. . 114 1372 I
Home Owners’ Loan Corporation_.___ . 1, 563 1,633 § —29
Reconstruction Finance Corporation..__ ... _________. l 219 1,011 —208
Total unmatured obligations ... ........ ... 34,548 34,092 =457
Matured obligations, all agencies_.. 2 | .8 . -~11
Matured interest, all ageneies.. ... ... 3 3 ™
Total, based on guarantees..._ ... _._.______. 4,571 4,103 —468

Note.—Figures are rounded to nearest million and will not necessarily add to totals.

*Less than $500,000.

1" Doss not include obligations held by the Treasury and reflected in the public debt.

2 Formerly United States Housing Authority; changed by Executive Order No. 9070, dated Feb 24, 1942,

3 Does not include $8 millions of obligations issued on the credit of the Umted States by the Tennessee
Valley Authority and held by thc Reconstruction Finance Corporation.

\

Securities of Government corporations and credit agencies held -

directly by the Treasury increased from $4,079 millions as of June 30,
1942, to $7,535 millions as of June 30, 1943.

Durmg the fiscal year the power of the Federal Housmg Adminis-

tration and the Reconstruction Finance Corporation to issue guar- -
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anteed obligations was extended by the enactment of further legisla-
tion. Under the act of March 23, 1943 (Public Law 15), the author-
ity of the Federal Housing Administration to insure the principal
amount of mortgages under Title VI of the National Housing Aet,
as amended, was increased by $400 millions. The aggregate amount
of principal obligations of all mortgages insured by the Federal
Housing Administration is now limited to $5,200 millions, which
may be increased by an amount not exceeding $1,000 milligns with
the approval of the President. In addition, the Commissioner is
authorized to incur total liabilities not exceeding $165 millions under
Title I of the National Housing Act, as amended, for insured renova-
tion and modernization loans. :

As the result of transactions during the fiscal year 1943, under
. several existing acts, the borrowing power of the Reconstruction
Finance Corporation changed. The amount of obligations which it
was authorized to issue, as of June 30, 1943, amounted -to $17,108
millions, including the amounts outstanding under indefinite author-
izations, a net decrease of $124 millions since June 30, 1942. This
net decrease results from the followmg changes:

INCREASES

Statutory authorizations with definite limitations: N
1. For loans to Secretary of Agriculture, act of July 22, 1942—Public Law 674 (55 Stat. 664): Amount

Loans under Title I of The Bankhead-Jones Farm Tenant Act. $32, 500, 000

Loeans under Title II of The Bankhead-Jones Farm Tenant Act 97, 500, 000

Loans under section 7 of the Rural Electrification Act._._.___._ 10, 000, 000

I1. For loans to Federal Housing Administrator (48 Stat. 1247; 12 U. 8. C. 1705). 3, 500, 000

Statutory aunthorizations with indefinite limitations:

For subscriptions to preferred stock in nationdl banks, State banks, or trust com-

panies (48 Stat. 6;,12 U. 8. C. 51-0) .. i —27, 433, 336

L Ota) IO aSeS o - o o e 116, 066, 614

DECREASES

1V. Obligations of the Reconstruction Finance Corporation canceled by the Secretary of the
Treasury pursuant to act of February 24, 1938, on account of expenditures for:
Federal Housing Administrator__. __._..___.._.__..__._ . 3, 500, 000
Regional agricultural credit corporations—capita 37, 000, 000
Regional agricultural credit corporations—expenses. - 1,046, 322

V. Repayment of loaus to Secretary of Agriculture {or farm tenancy and rural rehabilitation_ . 198, 213, 946

Totaldecreases......,._...._____..-............u.._......A.T ................. s 2 39, 760, 268

VI. Net decrease in DOrrowing POWET . . v oo oo e e e 123 693, 654

The provisions of law authorizing agencies to. issue obligations
guaranteed by the United States have placed certain limits with
respect to the total amounts that can be issued. This legislation
with respect to the limitations established may be placed in three
groups as follows: :

(1) Definite limitation.—Provisions stating a specific amount of
obligations which may be (a) issued, or (b) issued and outstanding
at any specified time. When the 1e01slat1ve authonty provides only
for the issue of obligations, the agency may issue obligations in a
-definite amount but after they have been retired may not issue new
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obligations in an equal amount. Under the second provision, the
agency may reissue obligations provided the total amount outstanding '
does not exceed the-authorized limit.

(2) Indirect limstation.—Provisions not stating a specific amount
of obligations that may be issued and outstanding at any time, but
the amount issued and outstanding is contingent upon Gther specific
limiting factors. As a result there is an indirect limit upon the
‘amount which may be issued and outstanding at any one time.

3) "No specific limitation.—Provisions not stating a specific amount
of obligations which may be issued or issued and outstanding at any
one time, but the amount is contingent upon other specific factors,
the amount of such factors also being indefinite.

The table that follows shows, by agencies, the amounts of obliga-
tions authorized to be outstandmg as of June 30, 1943, and the
amounts actually outstanding on that date.

Borrowing power and outstanding issues of Govermment corporations and credit,
agencws whose obligations are guaranteed by:the United States, June 30, 1.943
R {In millions of dollars]

Outstanding obligétions

Agency . Borrow- Held b Held by others !
ing power| eld by :
. Total ‘Treasury -
. Unmatured | Matured 2
I. Agencies issuing obligations for cash or in
exchange for mortgages: - :
Commodity Credit Corporation. .. 2, 650 2, 430 1,950 480 *)

, Federal Farm Mortgage Corporatio; 2,000 932 | 930 2
Federal Public Housing Authority. 3 800 397 283 SO S 7: T I,
Home Owners’ Loan Corporation_. 34,750 1,751 | 212 1,533
Reconstruction Finance Corporation . 17,108 6, 044 5,033 1,011 *
Tennessee Valley Authority....._....__. 62 57 L5 PN R,

Subtotal o el 27,370 11,612 7,535 4, 069 8
II. Agencies issuing obligations only in pay-
ment of defaulted and foreclosed insured |*
mortgages:
Federal Housing Administration . 45,365
U. S. Maritime Commission... - $200
Subtotal. ... 5, 565 ]
Qrand totalo .o _io..... 32,935 11,635 7,535 4,092 8

Note.—Figures are rounded to nearest million and will not necessanly add to totals.

*Less than $500,000.
© 1 Excludes matured interest, all agencies, in amount of $3 millions.

2 Funds have been dep051ted with the Treasurer of the United States for: payment of all obligations
g?g%a,ntﬁed by the United States, representing outstanding matured principal of $8 millions and interest
o} millions.

8 This amount may be increased only by the amount of issues for refunding purposes

¢ Limit of authority to insure mortgages. This amount may be increased by $1,000 millions upon approval
by the President. Debentures may be 1ssued and tendered only in exchange for insured property acqulred
through foreclosure.

8 Limit which may be outstanding at any one time with respect to the insuring of mortgages.

SOURCES OF FUNDS FOR FEDERAL BORROWING
Production in general—and war production in particular—creates
the pool of funds which the Treasury must draw on to finance the
war. Production turns out physical goods and services for war and
civilian purposes; it also generates at the same time income equal in
amount to the value of production. What the people of the Nation
receive in the way of income is simply the equivalent of what they
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produce in the way of goods and services. If the Federal Govern-
ment, therefore, spends more than it receives in taxes, the people of
the country have more income left than.they can use to pulchase
the limited supply of goods and services without an increase in prices.
For the Federal Government, a deficit results; for the rest of the
economy, an identical surplus. It is precisely this surplus which exer-
cises an inflationary pressure on the price level, and which the Govern- -
ment, therefore, must try to reach through its borrowing program.
There follows an analysis of the value of production during the
fiscal year 1943, and the uses of the gross income generated by this
production. The succeeding section analyzes the uses of new liquid
savings and accumulations made by the various groups of investors,
with particular reference to the amounts Wthh it is estimated were
placed in Federal securities.’ :

REPORT OF THE SECRETARY OF THE TREASURY

Value of production and corresponding gross money income of the country

The chart below and the table on page 68 present estimates of the
gross national product and its disposition for the fiscal year 1943,
based mainly on estimates prepared by the Department of Commerce.
The gross national product represents the sum total of the current
production of goods and services in the Na’olon '

GROSS NATIONAL PRODUCT AND THE DISPOSITION OF THE
INCOME GENERATED BY PRODUCTION, FISCAL YEAR 1943

DOLLARS
Billions :
180 "PRODUCTION--£guals----INCOME
" 160 ‘federal Toxes
140 Wor e v d
i Liquid Savings
Federal iy ond Accumu/at/ons .
120 ———— Government B Ce
Purchases s Federal deﬂc/t/
100 Nonwor-wtR00080008k . e e
80
60
"\ Private
Private Purchoses. Expenditures
40
20’ , .
Stote and Local State and Local
0 ] Gov t. Purchoses - Taxes

CHaRT 14.
Norte.~Estimates by Department of Commerce and Treasury Department.

t The statistics available for this analysis are by no means complete. A number of Federal agencies have
conducted studies which provide valuable information pertaining to many aspects of the problem, and it
is thus possible to analyze the situation in broad outline, even though many details are lacking. It is
obvmusP impossible in a brief discussion to bring out all of the technical aspects of the data, altbough the
more 1mportant qualifications in the source material will be noted from time to time, .
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“

Gross natzonal product and the dzspo%tzon of the income generated by produciion,
fiscal year 1943

{In billions of dbllars. Estimates of Department of Commerce and Treasury Department;]

A. Production of goods and services, classified * B. Disposition of gross money income gener-
by purchaser: * ated by production:
1. Purchases by Federal Government: 1 1. Net Federal ta‘(es received from in-
A War. o iieiiciaan 72.5 come stream 2. _______.__.___._.__._ 20.6
b. Other .......................... 4.5 : _—
: - 2. Liquid savings and accumulations:
c. Total oo 77.0 a. Made by individuals 3._...__._.. 32.5
. —_—— b. Made by corporations 4._____._._ 16.6
2. Private purchases: ¢. Made by governmental -ac-
a. Capital goods... ... .__.._..__. counts & 5.3
b. Cousumers’ goods and services.. 86 6 d. Unallocated . 2.1
e. Total.. ... 88.1 e. Total. o . ..l -
3. Purchases by State and local govern- . 3. Spent for private goods and services:
mentS ... 6.9 ([ a. By businesses. ... ._.._......... .6
. b. By consumers. . .. .ooooooooenoo 87.5
. 4. QGross national-product__._.___._._ 172.1 : _—
: c. Total ... ... .. 88.1
4. Net State and local taxes received—-—
from income stream 2%______...__ 6.9
5, Gross national product_.__.._.____ 172.1

Norte.—Figures are rounded to nearest tenth of a billion and will not necessarily add to totals.

1 Excludes government expenditures not constituting a drain on gross national product, *

 Represents total taxes received, with adjustments to allow for amounts returned to the income stream
through such payments as relief, pensions, and dependency allowances, as well as for tax payments made to
withholding agents but not yet received by the Treasury.

3 Includes partnerships, personal trust accounts, and unincorporated businesses.

4+ Includes small amount of reserves of umncorporated businesses, for which separate data are not available:

¢ Includes accumulations in Federal trust funds and surpluses of State and local governments. .

6 E\rctludes amounts of State and local surpluses, which are included in accumulations in governmental
accounts

It should be noted at the outset that the figures for the Federal
Government shown in the chart and table have been adjusted from
figures for total Federal expenditures and receipts appearing else-
where in this report. . Total government expenditures (State and local
as well as Federal) include certain payments which do not absorb
current production of goods and services, and it has been necessary to
exclude these items in arriving at a figure which will represent the

- government’s draft on current output. Similarly, data on govern- -
ment receipts must be adjusted in order to arrive at a tax figure which
represents only the net amount withdrawn from the sum total of
incomes generated by current production, and which allows also for
amounts returned to the income stream through such payments as
relief, pensions, and dependents’ allowances, as well as for tax pay--
ments made to withholding agents but not yet received by the
Treasury. :

The left side 01 the chart presents a striking picture of the extent to
which our economy has been mobilized for war. The gross national
product of $172.1 billions in the fiscal year 1943 was the highest in the
Nation’s history. Of this total, $72.5 billions was taken by the
Federal Government for war purposes and another $4.5 billions for
other purposes. State and local government purchases amounted to
$6.9 billions, leaving $88.1 billions for private use.
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The table shows that the total for private use consisted of $86.6
billions of consumers’ goods-and services and $1.5 billions o\f private
capital goods. The small amount shown for purchases of private
capital goods reflects sharply curtailed production of new private
plant, equipment, and housing, as well as the withdrawal from inven-
tories of goods which could not be replaced. The figure for con-
sumers’ goods and services, on the other hand, is the highest ever
recorded. 'None of the figures has been adjusted, however, to elim-
inate the effect of rising prices, since it is the dollar values which are
pertinent in following production through to income.

The following table presents a reconciliation of the Treasury figures
on Federal expenditures for the fiscal year, with the Department of
Commerce figures on purchases of goods and services by the Federal
Government.

Reconciliation of Federal expenditures and Federal purchases of goods and sermce.s,}
fiscal year 1943

{In billions of dollars]

" Item : . War Other | Total
A. Federal expenditures:
1, Budgetary expenditures. ... ciiieceiaeas 72.1 6.1 78.2
2, Governmen§ corporations. ................ PN 3.0 -1.5 1.5 "
f T N 7. ¥ E I S S 75.1 4.6 79.7

B. Less: Expenditures not constituting a drain on gross national product:
. 1. Purchase of existing assets, prepayments on contracts, offshore

expenditures, and dependents’ allowaneces. ... .._.._.._._... 3 2.2

2. Loan transactions of Government corporations._..__..._. - . . -7

3. Miscellaneous, including relief and veterans’ pensions 1.2

LT 7 .6 | . 2.6

C. Federal purchases of goods and SIVICES nr o oo eee e mmmemmee . . . 77.0

Note.—Figures are rounded to the nearest penth of a billion and will noé necessarily add to totals.

The right side of the chart shows how individuals and businesses
used the incomes which they received in the fiscal year 1943 as a result
of their participation in productive activities. Total private expendi-
tures of $88.1 billions, shown in this part of the chart, are the same as
total private purchases, shown in the left side of the chart.. Pur-
chases by individuals of $86.6 billions of consumers’ goods and seivices
and $0.9 billion of private capital goods are added to arrive at con-
sumers’ spendings; businesses purchased the remaining $0.6 bllhon of
private capital goods. :

The other uses of income shown in the chart are tax payments to
the Federal, State, and local governments and liquid savings and
accumulations. . The amount shown for Federal taxes is $20.6 billions,
but as already noted this represents net Federal taxes received from
the income stream rather than the amount of net budgetary receipts’

‘reported by the Treasury for the fiscal year. Adjustments of the
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Treasury figure to reflect net Federal taxes rece1ved from the income
stream are shown in the following table.

~

Reconczlwtzon of Federal recezpts and ret Federal tazes received from the income -
stream, fiscal year 1943

[In billions of dollars]

Item Amount
Net budget recelpts ....................................... R S 22.3
Plus: Tax payments made to withholding agents but not yet received by the Treasury. e .8
’ ) 23.1
Less: Amounts returned to the income stream and amounts received from non-current income. 2.5
Net Federal taxes received from the income stream. ... .. ... 20.6

Net State and local taxes received from the income stream are .
shown at $6.9 billions in the chart, equivalent to the amount expended
on goods and services by State and local governments. The figures
have been adjusted, however, to exclude State and local surpluses
which are included- as part of hquld accumulations made by govern-
mental accounts.

It is estimated that hquld savings and accumulatlons amounted to
$56.5 billions in the fiscal year. This total consisted of $32.5 billions
of liquid savings of individuals, $16.6 billions of liquid accumulations

“of corporations, $5.3 billions of liquid accumulations of governmental
accounts, and $2.1 billions which it was not possible to allocate to
specific investor classes. The term “individuals’” has been defined
for purposes of this analysis to include partnerships, personal trust
accounts, and unincorporated businesses.

Liquid corporate accumulations include unspent reserves ‘and re-
tained earnings. These business accumulations cannot be spent for
plant, equipment, or new inventories because of wartime controls.
The total for corporations.includes also a small amount of unspent

. reserves of unincorporated basinesses, since data are not available to
separate these reserves-and classify them instead with liquid savmgs
of individuals.

Liquid accumulations of governmental accounts include accu_mula-
tions in Federal trust funds, mainly social security funds, and the
current surpluses of State and local governments. Governmental
accumulations are classified separately, although they derive origi-
nallf, of course, from gross incomes received by individuals and busi-
nesses, part of which is returned to the Government through the
medium of tax or other payments.

A comparison of the two sides of the chart indicates that during
the fiscal year the Federal Government purchased about 45 percent
of the gross national product, although Federal taxes absorbed only
about 12 percent of the -total income generated.! The difference
mages differ very shghtly from those shown in the table on p. 2 to the minor extent that

Federal expenditures differ from Federal purchases of goods and services and that Federal receipts differ
from net Federal taxes received from the income stream.
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between these two figures, or about one-third of the value of total
output or income, was a deficiency which had to be covered by
Federal borrowing. The chart shows that this deficiency was matched
by the sum total of the liquid savings and accumulations in the rest
of the economy. In other words, private businesses and individuals,
and State and local governments received 55 percent of current:
output but retained 88 percent of total income. The 33 percent
discrepancy represented their liquid savings and accumulations.

The relationship between the Federal deficit and total current liquid
savmgs and accumulations is a benchmark in the data under discus-
sion. Estimates of total production, national income, and related

data, however well prepared, must remain estimates because of the .

difficulty of calculating precisely the amounts involved. The Fed-
+ eral deficit, however, is a known figure, so that the size of total private
liquid’ savings and accumulations being made in the Nation during
“any given period can be told with certainty. A number of minér
- adjustments are necessary, but the magnitude is firmly established.

NET ABSORPTION OF FEDERAL SECURITIES BY INVESTOR CLASSES

The following table shows the estimated absorption of increases in
the public debt attributable to each of the major classes of investors
during the fiscal year 1943, as well as during the two preceding fiscal
years. Securities guaranteed by the Government are included.

Estimated absorpiion of the increase in direct and guamntecd inieresi- beamnq debt
fiscal years 1941, 1942, and 1943

[Estimates of Treasury Department] .

o Class of investor : 1941 1942 1943

Billions of dollars

I. Estmmted absorption of the increase by:
. Nonbank sources:
1. Individuvals (including partnerships, personal trust aceounts,

and unincorporated busmesses)

2. Insurance companies...:.......
3. Mutual savings banks______._
4, Other corporations and associations
5
6
7

. oo
MBSO

—
WOHWN

P,
ol oW,

. Federal agencies and trust funds. - ______.___ ... . _ . ... 1.
5. State and local governments. _ ... ______.. ... ___

@ |-
»~

Total for nonbank sources.............. P 41| 15.1

" ‘B. Bank sourceés: B . .
1, Commercial banks. ... ieieicceiio. 3.1 6.2 25.9

2. Federal Reserve Banks._ _______... e mmm e -3 .5 . 4.6
3. Total for bank sources..._..... SR 2.8 6.7 30.5
(ST ) U S 6.9 2.8 |  63.0

- Footnotes at end of table.
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Estimated absorptwn of the increase in direct and guaranteed interest-bearing debt,
Siscal years 1941, 1942, and 1943—Continued

Class of investor ’ ' 1041 1042 1943
] Percent of total
11. Percent of increase absorbed by:
A, Nonbank sources:
: 1. Individuals (including partnerships, personal trust accounts,
and unincorporated DUSINESSES) - - - oo oo ooniioiiicciiaaaan 26 32 20
2. Insurance companies. . ............. - 7 9 6
3. Mutnal savings bapks. - _..____.... 4 2 2
4, QOther corporations and associations * . 18 17
5. Federal agencies and trust funds.__ PO 20 10 6
6. State and local governments. . ... ... - _ RS 1 1
7. Total for DONDANK SOUICES . --oceenmeeac e caeacmaaamman 1 59 7 69 52
B. Bank sources: ) )
1. Commercial BanKS. oo e e iicccannae .45 28 41
2. Federal Reserve Banks .. ..o oiiiivniiriimmeaaaaen —4 : 2 7
3. Total for bank SOUFCES. - «nvenmemmoneeemereeeeenceanaaces 1 31 48
[ 171 TP, S 100 100 100

NoOTE —Flgures are rounded and will not necessarily add to totals
*Less than $50 millions or 0.5 percent

The figures given in the table show that the increase in debt during’
the fiscal year 1943 was more than nine times that in the fiscal year
1941. Nonbank investors made very sharp increases in the aggregate
amounts of their net acquisitions of Federal securities during the fiscal
vears 1942 and 1943, a development which was highly significant in
view of the importance of nonbank financing in the control of inflation.
It will be noted, however, that the net absorption of $32.5 billions of
Federal securities by nonbank’' investors in 1943 represented a some-’
what smaller percentage of the total increase in the debt than was
attributable to this group in either 1942 or 1941. The smaller pro-
portion accounted for by nonbank investors during 1943, however,
was due largely to the fact that the working balance of the Treasury
was increased durmg that year through additional borrowing from
commercial banks, in order to bring it up to a level more cons1stent
with the greater cash requirements of the war program.

The table shows that individuals absorbed $12.3 billions or 20 per-
cent of the $63 billions increase in the debt during the fiscal year 1943.
In the préceding fiscal year, whep the increase in the debt was only
about-one-third as much as in 1943, individuals absorbed $6.9 billions,
or 32 petcent. Net acquisitions by this group during the fiscal year
1941 amounted to $1.8 billions, or 26 percent of the. total debt i increase

of $6.9 billions during that year.-

" Other nonbank investors are shown to have absorbed $20.1 billions
of Federal securities during the fiscal year 1943, over twice as much as
the net absorption attributable to these investors in 1942, and about
nine times as much as was absorbed by nonbank investors other than -
individuals in the fiscal year 1941. While all of the nonbank investor.
classes made substantial additions to their holdmgs of Federal securi-
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ties during 1943, “other corporations and associations” are shown to
g

. have increased their net purchases by the largest amounts. This -

development was due mainly to the accumulation of corporate funds
which would normally have been mmvested in plant eqmpment or

- inventories, as noted previously. '

Despite these large increases in the amount of Government securi-
ties absorbed by nonbank investors, however, the magnitude of bor-
rowing operations has increased so sharply that the proportion of
Government securities absorbéd by commercial banks went to 41 per-
cent in the fiscal year 1943, from 28 percent in the previous year.

. During the same period the absorption by Federal Reserve Banks

increased from 2 to 7 percent, so that bank, sources accounted for
about 48 percent of the increase in the debt during the fiscal year 1943,
as compared with 31 percent the previous year, and 41 percent in the
fiscal year 1941. As has been indicated earlier in this report, how-
ever, part of the bank borrowing was for the purpose of increasing
the woﬂ\mg balance; and steps were taken during the fiscal year to
effect a progressive increase-in the proportion of borrowing from
nonbank investors and a progressive decrease in the proportion from.

_ bank sources.

In the paragraphs which follow, the amounts of liquid savings and
accumulations which have been absorbed by purchases of Federal
securities during the fiscal year 1943 are analyzed in more detail. The
figures on liquid savings and accumulations are taken from the dis-
cussion in the preceding section.

1. Indwidyals.—Liquid savings of individuals (including partner-
ships, personal trust accounts, and unincorporated businesses) amount-
ed to $32.5 billions in the fiscal year 1943, as was pointed out pre-
viously. The table on page 74 shows the liquid savings which were

- made by individuals during the fiscal year, by 6-month periods. The

total was divided between $16.3 billions in the first half of the year
and $16.1 billions in the second half. The table indicates how much
of the available funds went into private life insurance, savings
accounts, and repayment of debt, respectively, in each period. To-
gether, these last mentioned items accounted for $7.9 billions for the
full year, leaving $24.6 billions available for other purposes. A large
part of this sum was available for the purchase of Federal securities,

~although a considerable part of it undoubtedly was needed for larger

balances of currency and checking accounts associated with the higher
level of business which developed during the fiscal year.

The lower part of the table shows the amounts which individuals
are estimated to have placed in Federal securities. "Gross purchases -

~ of securities from the Treasury are listed first, divided between pur-

chases made in war loan drives and those made otherwise. Allow-

ance is then made for replacements to, cover liquidations of securities

by this group of investors. These liquidations include securities which
542890—44——7
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matured during the period, securities which were redeemed by their
holders, and securities - which were sold in the market to other invest-
ors. The net absorption of securities is shown at $5.7 billions for the
first half of the fiscal year and $6.6 billions for the second half, or a
total of $12.3 billions for the full year. It is clear that the sales pro-
gram for individuals improved in effectiveness as the year progressed

- Most of the available funds which were not invested in Federal'
securities were placed i n currency and checking accounts.

. Indipiduals: 1 Liquid savings made and Federal securities absorbed, fiscal year 1943

[In billions of dollars. Based on ‘estimates of Commerce Department, Securities and Exchange Commission,
o and Treasury Department)

c

S First | Second | Full
Item B half half year
Liquid savings of individuals. ... ... oo ———— 16.3 16.1 32.5
ess: - '
Private life insurance.._..._.._.... 1.3 1.6 2.9
Mutual savings bank accounts.._. .3 .5 .7
Time deposits in-commercial banks 9__ .8 1.2 2.1
Debt repayment ... .o iieiicicieccmmens 1.1 1.1 2.2
B U 3.5 4.4 7.9
Fquals Other liquid savings of individuals. ...._.............. SO 12.9 1.7 24.6
Amounts invested in Federal securmes
‘Purchased directly from the Treasury
During war loan drives...... R S 1.6 3.3 4.9
B0 T3 SN 4.5 4.7 9.2
S SRR 6.1 8.0 14.0
. Less: Replacements for cash maturities, redemptions, and market sales. .»4 1.3 1.7
Equals: Net amount invested in Federal securities.................._. 5.7 6.6 “12.3

NOTE —Fxgures are rounded to nearest tenth of a billion and will not necessarily add to totals

B Including partnershlps, personal trust accounts, and unincorporated businesses.
2 All increases in the aggregate amount of time deposxts assigned to individuals and corporations as a
group have been allocated to individuals.

.2. Insurance compames and mutual savings banks.—Life insurance
companies received an estimated $2.9 billions net in new liquid savings
of individuals during the fiscal year, as noted above. This amount
represented the net increase-in individual equity in life insurance,
according to estimates of the Securities and Exchange Commission.
"Similar figures were not available for property insurance companies,
although the amount involved was negligible. Mutual savings banks
received $0.7 billion of liquid savings of individuals during the year.

The table on page 75 shows the liquid savings of individuals received
by life insurance. companies and by mutual savings banks during the
fiscal year and presents also estimates of the net absorption of Federal
securities by insurance companies and mutual savmgs banks during
the year.

It will be noted that the net absorption of Federal securities by all
insurance -companies amounted to $3.8 billions, as compared with
$2.9: bllhons of hquld savings of 1nd1v1duals received by-life insurance

LR A
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companies. The difference eonsisted of purchases made by property
~ insurance companies, and purchases made by life insurance companies
representing the investment of funds received from the hqulda’mon
of other assets such as securities or loans held.

Net absorption of Federal securities by mutual savings banks is
estimated at $1.4 billions, double the amount of the liquid savings of
individuals received by these organizations. ‘The extra funds repre-
sented the conversion of other assets to Federal securities by this
group of investors.

Insurance companies and mutual savings banks: Liquid sabiﬁgs received afd Federal
‘ securiltes absorbed, fiscal year 1943

{In billions of dollars. Based on estimates of Securities and Exchange Commission and Treasury

Department]
Insurance| Mutual
Item com- savings
. panies banks
Liquid sa»vings of individuals TECRIVEd. —omememoeeemeeaeeene . S o 2.9 0.7

Amounts invested in Federal securities:
Purchased directly from thé Treasury:

During war 1080 Arives oo oo e cecccmcarcme——an 41 1.8
Other_. ... 1.3 g
Total... - 5.4 | 2.5

I.ess: Replacements Tor (‘ash maturities, redemptions, and marketsales. _........_ 1.6 ° 1.1
Equals: Netamount mvested in Federal SeCurities - .. oooeeoooooooloomaeao. 3.8 1.4

! Represents liquid savings of individuals received by life insurance companies only: igures are not avail-
able for savings received by property insurance companies, but the amount is neghg1b e.

3. Other corporations and associations.—The table below shows the -
current liquid accumulations of corporatmns and the amount of
Federal securities absorbed by “‘other corporations and associations.”
Tt is estimated that liquid accumulations of corporations amounted to
$16.6 billions during the fiscal year. No figures are shown for liquid
accumulations of associations because of lack of data but the aggre-
gate amount is small. -

It will be noted that the net amount invested in, Federal securities
by “other corporations and associations” is estimated at $10.6 billions,
equivalent to about two-thirds of the total liquid accumulations of
corporations during the period. The difference between total liquid
accumulations and purchases of Federal securities reflects several
factors. First, a small part of the liquid accumulations of corpora-
tions represented unspent reserves of unincorporated businesses, which
have not been classified separately for lack of data. Second, cor-
porations utilized 'some of their new liquid accumulations to- retire
debt during the year. Third, a part of new corporate funds was used
to enlarge working capital. These factors were only offset to a minor
degree by the fact that purchases of securities by associations were
included in the figures for Federal securities acquired,



76 " REPORT OF THE SECRETARY ()F THE TREASURY

Other corporations and assocwtwns 1 Liguid accumulations and pur chases of Federal
securities, fiscalyear 1943

[In billions of dollars. Based on estimates of Commerce Drepartment and Treasury Department]

Item Amount

Liquid accumulations of corporations. ...__. SRR e me et e 16.6

Amounts invested in Federal securities: : -
Purchased directly from the Treasury:

During war Joan Arives . .. . e 9.2

T LT 10.0

7 ) Y 19.2

Less: Replacements for cash maturities, redemptions, and market sales_ ... ... __...._.. 8.6

Equals: 'Net amount invested in Fedeéral securities. ... .. ..o ooioiioiioioiaiao. 10.6

St Includmg dealers and brokers.

4. Governmental accounts. —Thls group of investors includes Federal
agencies and trust funds and State and local government investment .
accounts of various kinds. ‘It has been pr cvmusly noted that liquid
accumulations in governmental accounts are estimated at $5.3 billions

. for the fiscal year. Asshown in the table below, these consisted of $3.0
billions of accumulations in Federal trust funds, such as social security
funds, and $2.2 billions of liquid surpluses of State and local govern-
ments. Federal agencies and trust funds are estimated to have ab-

. sorbed $3.7 billions of Federal securities during the fiscal year, as

compared with $3.0 billions of accumulations in Federal trust funds.

The extra funds invested represented mainly the investment by Fed-

eral agencies of funds made available through the liquidation of other
assets, primarily loans outstanding.

State and local governments acquired $0.7 billion of Federal secu-
rities during the fiscal year, although their surpluses aggregated $2.2
billions. A large part of the surpluses was used to retire outstandmg- ,
State and local securities.

Governmental accounts: Liguid accumulatwns and purchases of Federal securities,
* fiscal year 1943 .

[In billions of dollafs. Estimates of :Comme.rce Department and Treasury Department)

Federal State

agencies and local

and trust govern- .’
funds ments

Item

Accumulations in Federal trust funds
Liquid surp]uses of State and local govemments

Amounts invested in Federal securities:
Purchased directly from the Treasury:!

During war loan drives.. .. ... ... ____.. e 7 : .7
Other e 3.2 *)
B Y R 3.9 7
- Less: Replacements for cash matur 1t1es, redemptions, and market sales...... 2 (@]
Equals: Net amount mvostcd in Federal securities.. ... ....._........ 3.7 7

*Less than $50 millions. ’ ’
1 Special issues to Federal agencies ahd trust funds are included with purchases on the basis of net changes
in amounts oul;sta.ndmg



REPORT OF THE SECRETARY OF THE TREASURY 77

5. Bank sources—During the fiscal year the interest-bearing direct
and guaranteed debt of the Federal Government increased by $63.0
billions. It is estimated that a total of $32.5 billions of this increase
was absorbed by nonbank investors, as shown in the preceding tables.
This leaves $30.5 billions to be accounted for by bank sources. -

The following table shows the amount of securities which were
absorbed by commercial banks and Federal Reserve Banks during the
fiscal year. Commercial banks are estimated to have acquired $25.9
billions of Federal securities, most of which were obtained on direct
purchase from the Treasury. Federal Reserve Banks acquired $4.6
billions, all in the open market. These acquisitions were made

primarily for the purpose of providing currency and bank reserves.
Commercial banks and Federal Reserve Banks: Federal securilies absorbed, fiscal

year 19483

[In billions of dollars. Data from Federal Reserve System and Treasury Department estimates]

. {Commer-| Federal
Item . cial Reserve
banks Banks

Amounts invested in Federal securities:!
Purchased directly from the Treasury:

During war loan Arives . . e emeeemaan 10.2 (cooaooo
Other 14.4
- Total 24.6
Plus: Excess of market purchases over replacements for cash maturities and :
redemptions_.......... et — e amemeamamen 1.3

Equals: Net amount invested in Federal securities..._...._._ SO . ..... 25.9 4.6

I Treasury bills are included op the basis of net changes in amounts acequired either directly from the g
Treasury or in the market. .

POLICY WITH RESPECT TO BANK BORROWING

The Treasury’s position with respect to borrowing from banks was
stated in an address by the Under Secretary of the Treasury before
the Investment Bankers Association of Amenca on October 19, 1942,
The Under Secretary said in part:

. .. I have tried to emphasize that it is our firm belief in the Treasury that
we should borrow from commercial banks only on a residual basis—that is, to
. resort to the commercial banks only after every eﬁmt has been made to ﬁnance
the deficit from other sources . . .

We must recognize that the commercial banks will be called upon to finance a
large share of the deficit—in fact, a share of unprecedented magnitude. In the
months—perhaps years—to come, it is important that the banks preserve a
maximum of liquidity. To help them to do so, we have decided that securities
sold to the banks should have a range of maturities running from 3 months, in
the case of Treasury bills, to 10 years, in the case of Treasury bonds . . .

In securities of over l-year maturity, we have continued to offer the banks
‘Treasury notes, and Treasury bonds with a term of not over 10 years. This
meal?s a maximum interest rate of 2 percent on Treasury bonds sold to commerclal
banks. |

It may seem at times that banks are being diseriminated against in not being
permitted to subscribe for longer-term securities which bear higher interest rates
than 2 percent; but this is not the case. The Government would certainly be
doing the banks no favor if it permitted them to load themselves with long-term
issues. You mnay recall that the report of the Economic Policy Commission of the
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American Bankers Association, issued last April, concluded that securities sold to
banks should be limited to a 10-year maturity. I think all of you will agree that a
frozen banking system trymg to become unfrozen after the war by selhng long-
term Government securities might create a bad situation.

It should also be noted that a large part of the securities which will be bought
by banks will be financed by increases in deposits for the banking system as a
whole. It seems reasonable that the 1nterest rate on securities financed in this
manner should be kept down to a maximum of 2 percent—regardless of the -
maturities involved—because the costs incurred by the bapks in making loans
direct to the Government, and in handling.the increased deposits resulting from
these loans; are small. Furthermore, from the point of view of the cost of financing
the war, interest rates should be kept as low as is compatible with the objective of
financing the war as much as possible outside of commercial banks.

To the extent, however, that we must resort to the commercial banks
it is imperative that interest rates be kept. at prevailing levels and that the maxi-
mum of liquidity be preserved . . .

(The full text appears as exhibit 76, p. 390.)

The following is a brief summary of legislation enacted by Con-
gress and steps taken by the Treasury Department and other govern-
mental agencies during the fiscal year in order to define the relation-
ship of the commercial banks to Government financing and to assure
the smooth working of the money market.

1. Congress amended the Federal Reserve Act, by Public Law 656,
approved July 7, 1942, t6 permit the Board of Governors of the Fed-
eral Reserve System to change the reserve requirements for member
‘banks in central reserve cities, reserve cities, and elsewhere, independ-
ently of changes in reserve requirements for banks in the reserve
classifications other than the one affected by the particular regu-
lation. Such changes are limited to the maximum and minimum
reserve requirements for each class of bank as already defined in the
Federal Reserve Act. The same amendment eliminated the provi-
sion hitherto contained in the act that no member bank should make
8 new loan or pay a dividend while its reserves were deficient. Under
this amendment the Board of Governors ordered three successive
reductions of 2 percent each in the reserve requirements applicable
to banks in central reserve cities, effective August 20, September 14,
and October 3, 1942, thus reducing those reserve requirements to the
level of existing requirements for banks in reserve cities. According
- to Federal Reserve estimates this action resulted in the aggregate
release of approximately $1.2 billions of member bank reserves at
the times when reserve requirements were reduced..

2. On August 7, 1942, the Federal Open Market Committee supple-
mented its. directive of April 30, 1942, to the Federal Reserve Banks
that they should purchase all Treasury bills offered to them at a dis-
count rate of % of 1 percent per annum, by providing that any such
purchases, if desired by the seller, should be made on the condition that
the Federal Reserve Bank, upon request of the seller, would sell to
him an equal amount of Treasury bills of the same series at the same
rate of discount. In addition, during October 1942, discount rates on
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advances by Federal Reserve Banks to member banks, secured by
Government obligations maturing or callable within one year, were
reduced by all Federal Reserve Banks to % of 1 percent.

3. The Comptroller of the Currency, the Federal Deposit Insurance
Corporation, the Board of Governors of the Federal Reserve System,
and’ the Executive Committee of the National Association of Super-
visors of State Banks issued on November 23, 1942, a joint statement
of policy. It was announced that banks would not be subject. to
* criticism by examiners on account of investments in Government
securities of any type except those made specifically ineligible for
bank investment, and that no deterrents would be placed in the way
of such investments. It was also stated that banks would not be sub-
ject to criticism for availing themselves of the facilities of the Federal
Reserve Banks to borrow or to sell Treasury bills for the purpose of
restoring their reserve positions. The statement, moreover,. declared
that examining authorities would have no objection to loans by banks
to investors to enable the borrowers.to purchase (Government securities
in anticipation of income, provided such loans were on a short-term
or amortized basis and were fully repald within 6 months. (See
exhibit 42, p. 340.) ,

4, By an act approved April 13, 1943, United States Government
deposits arising out of the’ purchase of Grovernment securities by or
through commercial banks (commonly known as war loan deposits)
were excluded from the definition of deposits for the purpose of deter-
mining the assessment basis for deposit insurance until 6 months after
the termination of the war; and, for the same period of time, the
reserve requirement against such war loan deposits was suspended.
(See exhibit 64, p. 367.) This legislation tends to ease the strain on
bank reserves incident to the transfer of funds on account of subscrip-
tions to Government securities and otherwise to facilitate stich sub-
scriptions. The effect upon bank reserves of the initial payment for
securities purchased through war loan account is, in the case of a bank’s
own subscription, an increase of deposits unaccompanied by an increase
in the amount of reserve required; and, in the case of a subscription
entered for a customer, a transfer of a deposit from an account
requiring a reserve to one against which no reserve is required, and thus
increases excess reserves. KExcess reserves are reduced only gradually
as the proceeds of the loan are spent by the Government and returned
to the banks as private deposits.

5. On May 6, 1943, as previously noted, the Treasury Department
announced that beginning with the offering of Treasury bills to be
dated May 12, in addition to the customary competitive tenders,
- tenders in an amount not exceeding $100,000 from any one subscriber
would be received on a fixed price basis and allotted in full.” The -



80 " REPORT OF THE SECRETARY OF THE TREASURY
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purpose of this change in procedure was to increase the attractiveness
of short-term Treasury securities to investors, particularly the smaller
“commercial banks not acquainted with the competitive tender,

techmque

“In addltlon to the specific measures just outlined; it was the policy
of the Treasury Department during the fiscal year to concentrate the
increase in the debt absorbed by banks in short-term instruments,

+particularly bills and certificates, and to secure as wide a distribution
of such instruments as possible among banking institutions in order
to increase the fluidity of the short-term money market and to provide
banks with a convenient method of adjusting their reserve positions
promptly to changes in their deposit liabilities.
showing the estimated holdings of Treasury bills and certificates of
indebtedness on June 30, 1942, and June 30,-1943, indicates the extent
to which this distribution was effected during the fiscal year.

The following table,

5 Certificates of
Treasury bills indebtedness
Class of holder
June 30, | June 30, | June 30, | June 30,
1942 1943 1942 1943
Millions of dollars
Commercial banks:
New York Clty ............................................ 433 2,156 698 2,920 -
* Chicago.._..__. ——- 376 | -+ 532 203 887
Al others. . s 769 4, 059 1,118 6, 662
Subtotal. o . 1,577 6, 747 2,019 10, 469
Federal Reserve Banks. _ ... ... 243 3,815 66 1,092
Mutual savings banks. _ 28 | 21 74 184
Insurance companies.__. 91 154 191 305
Government agencies and trust funds. ... ... . |eoamio... 11 11 51
Allothers_.______._ ... .. .. 569 1,116 735 4,460 .
Total amount outstanding 2, 508 11, 864 3,096 16, 561

NorE.—The holdings of the various classes of investors are estimates derived from reports of the Federal
Deposit Insurance Corporation, the Board of Governors of the Federal Reserve System, and the Treasury
Department. They differ, therefore, from the holdings by banks and insurance companies, shown in table
_96 of this report, which are from the Treasury Survey of the Holdings of United States Government Secu-
““rities, because the Survey does not inchude all the banks and insurance companies in the country.

As a result of the establishment by the Federal Reserve Banks of
the posted buying rate for Treasury bills previously mentioned, com-
mercial' banks—especially those in the larger centers—have come
increasingly to regard their holdings of Treasury bills as a type of
excess reserves and to use them for the adjustment of their day-to-day
Treasury certificates also, while not as convenient

to use for the day-to-day adjustment of reserve positions as Treasury

bills, constitute a hlo‘lﬂy liquid type of secondary reserve.
crease during the year in the outstanding amount of bills and certifi-
cates, and of commercial bank holdings of these securities as shown

. in the above table, contributed materially, therefore, to the ease in
the money market which prevailed throughout the fiscal year.

reserve positions.

The in-.



REPORT OF THE SECRETARY OF THE TftElASURY 81
GENERAL FUND

The General Fund includes all moneys of the Government deposited
with and held by the Treasurer of the United States, including the
moneys covered into the Treasury which can be withdrawn only in
pursuance of an appropriation by Congress. Every receipt of the
Treasury, from whatever source. and every expenditure, of whatever
nature, affect either the assets or liabilities, or both, of the General
Fund shown in the daily statement of the Treasury. The total amount
of the assets over and above the total amount of the liabilities repre-
-sents the balance in the General Fund available to meet Government
expenditures for general, specml and trust accounts, etc.

The assets in the General Fund consist of gold silver, currency,
coin, unclassified collection items, etc., and deposits to the credit of
the Treasurer of the United States and other Government officers in
Federal Reserve Banks, special depositaries account of sales of Govern-
. ment securities, national and other bank depositaries, foreign deposi-
taries, and in the treasury of the Philippine Islands. .

The liabilities of the General Fund consist of out,standlng Treasurer’s
checks, deposits of certain Government officers composed of balances
to the credit of the Post Office Department, the Board of Trustees of
the Postal Savings System, and postmasters, clerks of courts, disburs-
ing officers, etc., and uncollected items, exchanges, etc.

The balance in the General Fund is classified according to increment
on gold, seigniorage, and working balance.

The net change in the balance of the General Fund from the begm-
ning to the close of the fiscal year is accounted for as follows:"

Analysis of the change in the General Fund balance between June 30, 1942, and June
30, 1943 : '

{On bas15 of daily Treasury statements, see p. 459. For a description of accounts through which Treasury
. transactions are effected, see p. 460]

Balﬁn&gJune T g $2, 091, 147, 215. 77
Receipts, net !, general and specxal accounts. o4 .. 22, 281; 642, 709. 24
Receipts, trust accounts, increment on gold, ete .- 3,926,252, 842. 21
Net increase in gross pubhc debto el 84, 273, 645, 213. 68

93, 472, 687, 980. 90
Deduct:
Expenditures, general and special ac- -
counts. . . ... $78,182,348,640. 87
Less statutory debt retirements
(sinking fund, ete.). ... ...__.__ 3, 463, 400. 00

$78, 178, 885, 240. 87

Expendxtures trust accounts, mcrement
0N gOM, €8C. - - e maeecean 5,787, 236, 813. 97
—_ 83,966,122, 054. 84

Balance June 30, 143 oo - oo oot oo D, 506, 565, 926. 06

! Exclusive of employment taxes collected and deposited as provided under sec. 201 (a) of the Social Security
. Act Amendments of 1939 less reimbursements to the General Fund for administrative expenses. Such net
amount is included in ‘“T'rust accounts, increment on gold, ete.” on the following line.

A comparative analysis of the assets and liabilities and the balance
of the General Fund is shown for the beginning and close of the fiscal
year in the table on page 666 of this report.
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TAXATION DEVELOPMENTS

During the fiscal year 1943 two major tax measures became law, the
Revenue Act of 1942, approved October 21, 1942, and the Carrent Tax
Paymeént Act of 1943, approved June 9, 1943. Developments relative
to each of these acts are discussed by first indicating the Treasury .
proposals and then describing the major features of the act as follows: "
(1) Treasury proposals submitted in conhection with the Revenue Act
-of 1942, (2) major features-of the Revenue Act of 1942, (3) Treasury
proposals for current tax payment, and (4) major features of the.
Current Tax Payment Act. A summary of other revenue laws
enacted during the fiscal year 1943 is'set forth in a fifth subsection
of thls section starting on -page 111 of this report

A Treasury proposals submitted in conmection with the Revenue Act
L . of 1942

I. Introduction.—Less than one month after ‘Pearl Harbor the
President issued his Budget Message for the fiscal year 1943. The
message estimated expenditures for the year at $59 billions and recom-
mended $7. billions of additional revenue from taxes together with $2
b]lhons from social security contributions. The increase in social
security contributions was recommended to finance the expansion in
coverage and the increase in benefits, which the President had urged
- upon Congress in previous budget messages. Methods for raising
the. amounts recommended by the President were outlined by the
Secretary of ‘the Treasury to the Committee on Ways and Means at
public hearings. (The statement appears in the annual report for
1942 on page 362. See also exhibit 79 on page 396 of this report.)

Subsequently it became evident that the demands of war would
exceed the original estimate of $59 billions for the fiscal year 1943
and the estimates were revised by the Bureau of the Budget on
April 24,71942, and again on October 7; 1942. The April estimate
revised the. figure for Federal expenditures for the fiscal year 1943
upwards from $59 billions to $73 billions and the October estimate
further increased the figure to $80 billions. In connection with each
of these revisions, the Treasury presented recommendations for -
further increases in tax revenues. On May 6, 1942, the Secretary
wrote to the Chairman of the Ways and Means Committee suggesting
that an additional $1.1 billions of revenue should be raised from the
individual income tax by-lowering the exemptions. This suggestion
brought the additional revenue of the 1942 tax program to $8.7 billions.
In a statement to the Senate Finance Committee on September 3,
1'942,: the Secretary asked for an additional $6.5 billions from a
spendings tax, combiried with a further lowering of personsl exemp-
tions under the individual income tax, bringing the total additional
revenue of the tax program to $15.2 billions. (See exhibit 81, p. 410.)
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As the war progressed, it became increasingly evident that the in-
crease in Federal expenditures alone would not constitute a sufficient
guide to Federal revenue needs.  The rapid increase in Government
,expenditures and the rapid increase in income payments to individuals
were not accompanied by an increase in the aggregate supply of goods
and services available for civilian consumption. The sharp rise in
production for military purposes caused a reduction in some branches -
of civilian supplies and stopped the growth in others. In view of
these trends the Treasury took the position that an expanding revenue
program was needed to help control inflation.

Accompanying the need for greatly increased revenue the Treasury
emphasized a further need governing our wartime fiscal program.
This was the need for holding fast to the basic principle of our tax
system that taxes should be fair and non-discriminatory and imposed
in accordance with ability to pay. The proposed additional taxes
were selected so as to conform as closely as possible to these objectives.
Moreover, the tax laws were carefully reexamined- with a view to.
suggesting the removal of inequities which would be considered
intolerable under the burden of wartime revenue requirements.

The revenue recommendations for 1942 by major classes of taxes

are summarized below.

. s s !
_ Increase over yield of existing law In millions
1. Original recommendation Mar. 3, 1942: of dollars
Individual income tax. .
Corporation taxes._.
Estate and gift taxe
Excise taxes........
Removal of special privileges: .
Exemption from income and profits taxes with respect to interest rrom all State
and local governmental obligations. ... . .. iaeaoo.
Percentage depletion..._._._.......__...
Mandatory joinf returns. ..
Other, approximately.

) PR 8,610

Less allowance for interrelated effects, approximately. ___ ... . . .oil.... 1,000
Approx1mate increase in revenue from proposed taX program. ... .. l....ccceceeooooaosloo 7,610
II. Reduction in exemptions under individual income tax suggested May 6, 1042.._._______.._..... 1,100

II% lsgxl)lgndmgs tax and further reduction in individual income tax exemptions recommended Sept.
, 1942 ...

Grand total
" 1For a full year of operation.

I1. Indwidual income tax.—On March 3, 1942, in presenting initial
recommendations for $7.6 billions of additional revenue, it was sug-
gested that $3.2 billions, or approximately 40 percent of the total,
be raised by increasing rates under the individual income tax. Sub-
sequently, when it was recommended that personal exemptions under
the individual income.tax be lowered to raise an additional $1.1
billions, the additional revenue proposed from the individual income
tax was increased to $4.3 billions, or nearly 50 percent of the total of
$8.7 billions. i

In placing emphasis upon the individual income tax the Treasury
took into consideration both tax equity and the need for taxes to
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help avert inflation. Together with other agencies it had undertaken
studies of the magnitude of the inflationary problem and the relation
of that problem to the amount and kind of taxes that should be im-
~ posed. The individual income tax appeared to be one of the most

- desirable means of withdr awmg purchasmg power from income recipi-
ents without directly increasing prices and the cost of living, and thus
of accomplishing the primary objective of anti-inflationary taxation.
Moreover, through collection at source, the individual income tax
offeréd the flexibility necessary for adjustments to changing tax
needs as they are affected by changing economic conditions. The
individual income tax was emphasized as a source of additional
revenue also because it could be adjusted to differences in income
and famﬂy responsibility, thus adhering to the puncxple of ability to
pay in financing the war.

1. Rate CuHANGES. )

- The Treasury proposed. no increase in the normal tax rate. In-
creases in surtax rates were proposed for all brackets. In order to
make the progression in rates more gradual at the lower end of the
income scale, it was suggested that the first bracket of surtax income,
~ 0-%$2,000, be divided into $500 brackets and that the $2,000-$4,000

bracket be divided into $1,000 brackets. Under this suggestion the
surtax rates on the first $500 of surtax income were to be increased
from 6 percent to 12 percent. Above this point the proposed increases
in surtax rates were larger. The maximum increase was 21 percent-
 age points on'surtax net income of $100,000-$150,000. ‘

2. RepuctioNn 1N EXEMPTIONS.

In making its original recommendations to the Ways and Means
Committee the Treasury indicated that the revenue necessary to-
combat inflation should be raised if possible without-lowering personal
exemptions under the income tax. It pomted out that those with
incomes below the existing exemptions were having great difficulty
under the increased cost of living and also were bearing a heavy
burden of indirect taxes. It therefore stressed the desirability of
raising as much revenue as possible from those enjoying higher incomes

before imposing heavier taxes on.the great mass of taxpayers.

As a result of increasing revenue needs and the growing inflationary
pressure, the Treasury considered it necessary to broaden the indi-
vidual income tax and recommended on May 6, 1942, that the per-
sonal exemptions be lowered to produce additional revenue of $1.1
billions. It was estimated that the reduction of exemptions to $600
for single persons, $1,200 for married persons and $300 for each
depcndcnt would increase the number of incomeé recipients subject
"to income tax by approximately 20 percerit a,nd ner ease the tax base
by more Lhan 25 percent.




REPORT OF THE SECRETARY .0F THE TREASURY 85

3. COLLECTION AT SOURCE.

In order to adapt the individual income tax to wartime needs the
"Treasury proposed adoption of collection at source. A more con-
venient method of payment was needed to adapt the income tax to
the weekly and monthly budgets of the millions of wage earners and
other income recipients not accustomed to yearly budgeting and to
liquidate tax liabilities while income was being earned. With the
elimination of the lag of tax collections behind changes in incomes or
tax rates, the income tax could be adjusted to promote economic
stability more effectively both in periods of inflation and in periods

when incomes declined and unemployment increased. Greater assur-

ance of collection would'be achieved and there would be less likelihood
of a break-down of the income tax as wartime needs called for greater
reliance on the individual income tax.

In the fall of 1941 the Treasury had developed a program for an
additional tax of 15 percent on individual incomes above exemptions
to be collected at source on wages, salaries, interest, and dividends.
In November 1941, this plan was proposed informally to members

“of the Ways and Means Committee with a view to later formal
recommendation, but the reaction was unfavorable. The need for
this step was not widely recognized at that time and further action
was deferred until Congress took up the revenue bill of 1942. '

In presenting its recommendations for revenue legisiation in 1942
to the Ways and Means Committee the Treasuty strongly urged the
adoption of collection at source.on wages, salaries, corporation bond
interest, and corporation dividends as a part of the regular income
tax. Originally it was recommended that the Secretary have discre-
tion to collect at source at a rate up to 10 percent, since it was not
known how soon and to what extent it might be necessary to speed
up tax collections to check inflation. Subsequently, it, was suggested

" .that the rate be fixed at 10 percent. The amount. of wages and

salaries subject to withholding would. be the net amount after an
allowance for personal exemption, credits for dependents, and deduc-

“tions. It was hoped that collection at source would begin before the

close of the calendar year 1942 and before the proposed increased
taxes became effective. However, when it became clear that this
would not be possible, a plan was submitted to ease the transition to
collection at source by spreading the impact of the 10 percent over
two transition years, 1943 and 1944.

Under the plan finally developed the withholding rate for 1943 was

set at 5 percent and for subsequent.years at 10 percent, the amount
collected at source to be credited against the liability for the year in
which the tax was withheld. In order to advance the payment of
taxes for persons not subject to withholding, it was proposed that
all taxpayers should pay as a first mstallment an amount equal to the

Q
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withholding rate for the preceding year applied to the surtax net
income, plus oneé-fourth of the remaining liability. The amount

withheld at source was to be applied as a credit on the first installment.

This plan was incorporated in the bill as passed by the House and
with some modifications was tentatively adopted by the Senate
Finance Committee.

When the urgency of current collection became even more apparent’
during the summer of 1942 and when the Victory tax was under con-
sideration the Treasury recommended to the Senate Finance Com-
mittee inauguration of collection-at-source on January 1, 1943, at a
rate of 15 percent of net taxable income; doubling up was to be avoided
by scaling down the tax rates on 1942 income by 10 percentage points
and raising the rates on 1943 income by 5 percentage points. The
Treasury opposed the introduction of the Victory tax on the grounds
that it would complicate unduly the individual income tax and that
the use of a low flat exemption for all taxpayers, regardless of family
status, would result in an inequitable distribution of the tax burden.

" However, provision for withholding under the individual income tax

was eliminated from the bill when the Senate Finance Committee
substituted collection at.source under the new Victory tax.

During the consideration of collection at source the Treasury
made a special survey of more than 450 employers to ascertain special
problems involved and methods of meeting them. Following this
survey a system was developed for ‘wage-bracket withholding Whlch
was adopted under the Victory tax.

4. ELIMINATION OF SpECIAL PRIVILEGES.

The Treasury took the position that certain provisions in the law
granting special advantages to relatively few taxpayers were intoler-
able in time of war. It felt that such privileges should be eliminated
before impdsing additional burdens on the great mass of taxpayers.
The special privileges stressed with respect to the individual income
tax were (1) tax-exempt securities of State and.local governments and
(2) separste returns by married persons. It was estimated that the
elimination of these and other special privileges would result in approxi-
mately $700 millions in additional revenue. (See exhibit 79, p. 396.)

Included among the special privileges was the favorable treatment

accorded ecapital gains and losses. It was proposed that the maximum

rates on long-term gains of individuals should be increased and that
long-term losses should not be permitted as a deduction against ordi-
nary income except (in combination with short-term losses). to the
extent of $1,000. . However, it was suggested that long-term and
short-term losses should be allowed against gains in either class and
that a 5-year carry-over e allowed for both classes of losses.
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5. Revier FroM SpeciAaL HARDSHIPS. S

The Treasury recognized that some prov131ons ‘in the tax laws -
unduly disc¢riminated against certain taxpayers and that these dis-
criminations as well as special privileges should be removed in order
to achieve a better adjustment of the individual income tax to war-
" time needs. In this connection it was suggestéd that the option to
amortize war facilities over a period of 5 years be extended to part-
nerships and individuals; and that the treatment of recoveries from
bad debts and taxes, expenses incurred in the production of non-trade
or non-business income, income accrued at decedent’s death, alimony
payments, and income for services rendered over a period of 5
years or more, be revised. '

It was also proposed that certain special allowances and’ exemptlons
be granted. These included allowance for extraordinary medical
* expenses, credit for dependent children between.the ages of 18-21
attending school, and a special credit where the wife or head of family
.was working outside the home,

'6. ELimiNaTion oF EarNeD INcome CREDIT. - -

As a step toward simplification of the individual income tax it was -
proposed by the Treasury that the earned income credit be eliminated. .
The Treasury did not oppose the objective of differentiation in favor
of genuine earned income: However, it took the position that for a
large proportion of taxpayers the credit' was not a real earned income
credit since the first $3,000 of net income was considered earned net
income regardless of the source, and that the value of the credit was
out of all proportion to the complemmes Wthh the credlt produced mn
the computation of the tax. C

7. WAR SUPERTAX. 4 . . : ' .

To implement the President’s proposal that no American citizen be
permitted to retain a net income after taxes of more than $25,000 a
year, set forth in his Message to Congress on April 27, 1942, the
Treasury prepared a plan for a war supertax. The plan provided for
a 100 percent tax on that part of net income after regular income tax
which exceeded a personal exemption of $25,000." It was recom-
mended that for the purpose of ‘the supertax joint returns be made
mandatory, that a personal exemption of $25,000 be allowed for each
spouse, and that net income be defined to include income exempt
‘under the regular income tax. It was suggested’ that certain safe-
guards be set up to prevent avoidance of the specml tax and that
certain relief provisions be included.

1. Corporation taves.—In framing its corporatlon tax proposals,
the Treasury took into consideration the fact that corporations gener-
ally were beneﬁtlng greatly from the accelerated rate of war produc—
tion. The net inicome of corporations with positive net income ‘had
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risen from $7.2 billions in 1939, to.an estimated: $15.5 billions in
1941, and was expected to reach.a figure of approximately $17 billions
for 1942. . Although corporation taxes had been increased both in
1940 and 1941, net income after taxes for these corporations was
expected to amount to $9.6 billions in 1942 as compared with $6.0
billions in 1939. In recommending that additional taxes be raised
from corporations in the amount of $3 billions, the Treasury pointed

" out that the adoption of these recommendations would leave incor-

porated business in the aggregate with the.same amount of income
after taxes as during the years before 1940,

1. RatTes.

Believing that a substantial share of the increased corporation tax
should fall on excess profits, the Treasury recommended that the
excess profits tax rates be increased by 15 percentage points. This
would have raised the maximum rate of tax from 60 percent to 75
percent on adjusted excess profits net income in excess of $500,000. .
The Treasury suggested that the balance of the $3 billions in addi-
tional corporation taxes be provided by a special war surtax which
would be imposed at the rate of 31 percent on corporations with in-
_ comes of more than $25,000. Since no change in the normal tax was
recommended, this increase in the surtax rate would have raised the
combined normal and surtax rate to 55 percent.

It was recognized that a 55 percent rate of tax might impose some
. hardships on corporate taxpayers in those cases where the surtax net

income for the,current year had fallen in comparison with income for
the pre-war period. Hence, a special tax credit was recommended
for corporations which had experienced such reductions in income.
However, following the tentative action of the Ways and Means
Committee in adopting the lower combined normal and surtax rate
of 40 percent, the Treasury withdrew this recommendation.

2. Post-War CRrEDIT.

The Treasury took the position that very hlgh top or ‘“‘marginal”’
rates of tax might impair the incentive for maintenance of efficient
and economical business operations. Furthermore, it recognized
that funds would be needed. by business enterprise after the war in
making the transition from wartime to peacetime production. For
these reasons, the Treasury suggested that in the case of any dollar
of corporate proﬁts the receipt of which resulted in an increase of
tax beyond perhaps 80 percent, the additional tax should be held by
the Government to the account of the corporations and be returnable
within a limited period after the war in those cases where it would
be spent for new and additional capital equipment, or otherwise
would be spent in the additional employment of labor. 3

Following the adoption by the Ways and Means Committee .of a
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flat 90 percent excess profit§ tax rate, the Treasury recommended an
unrestricted post-war refund equal to 10 percent of the excess profits
tax, and a maximum effective rate limitation equal to 80 percent of -
surtax net income.” The primary purpose of the first of these recom-
mendations was to avoid the adverse effects of a 90 percent marginal
rate of tax. In reducing the net marginal rate to 81 percent, the post-
war refund was expected to preserve the interest of businessmen in,
additional profits. On the other hand, the maximum effective rate
limitation reflected the view that effective rates of tax in excess of 80

- percent of net income might constitute a serious threat to.the mainte-
nance of a high level of war production, and might deprive firms that
had greatly expanded production since the base period of cash needed
in financing both war production and conversion to peacetlme opera-
tions.

- 3. Carry-Back oF Losses anp Unusep Excess Prorirs CREDITS.

"The Treasury recognized that high corporate tax rates might work
extreme hardships on taxpayers with fluctuating income. Unless
losses incurred in some years could be offset against income of other
years, capital might actually be taxed as income. Similarly, it was
believed that if a corporation had excess profits in one year and less
than normal profits in a second year, it might be forced to pay excess
profits taxes even though it had not earned excess profits over the

2-year period. It was therefore proposed that a carry-back of losses
and unused excess profits credits be allowed. For 1943, a 1-year
carry-back was suggested, for 1944 and subsequent years a 2-year .
carry-back. These carry-backs were recommended by the Treasury
after the Senate Finance Committee had rejected its recommendations
to allow certain special reserves or general reserves as deductlons
from current taxable income.

4. ReviEF PrOVISIONS.

Following the tentative adoption by the Ways and Means Com-
mittee of a flat 90 percent excess profits tax rate, the Treasury pro-
posed that the general relief provisions be amended so as to broaden
their application-to cases not falling under the specific provisions of
existing law and to remove certain’ 1nequ1t1es and-alleviate certain:
hardships for which relief could not then be sought.

The relief provisions of the 1941 Revenue Act covered only those
taxpayers whose base periods were unrepresentative because of some
abnormal event which. interrupted or diminished production or be-
cause the taxpayer had commenced business or changed the character
of its business during the base period. The Treasury proposed that
the right to use a constructive base period net income in lieu of actual
‘earnings be extended to any taxpayer able to establish that’its

' average base period net income did not provide a reasonable base
542890—44—8 \ '
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for the measurement of excess profits’ credit in the taxable year. In
order to obtain any benefit under the proposed amendment, the tax-
payer was expected to meet at least one of four specific tests: How-
ever, the inability of any taxpayer to meet these tests was not intended
to exclude it from the benefits of the amendment, if the taxpayer could
satisfy the Commissioner or the Board of Tax Appeals (now The
 Tax Court of the United States) that its claim for relief was not
inconsistent with the principles underlying the specific tests: '

The Treasury further proposed that the relief afforded under sec-
tion 722 should no longer be confined to the adjustment of abnormal
base period net income of taxpayers electing the average earnings
credit. Taxpayers currently denied the use of the earnings base
because they did not commence business until after January 1, 1940,

-and meeting certain tests also were to be allowed to use a constructive
- average base period net income.

The Treasury also suggested that specml relief from excess proﬁts
taxes be afforded to certain classes of taxpayers which appeared likely
to be unfairly burdened by this tax. In the case of taxpayers report-
ing income on the installment basis or on the basis of completed con-
tracts, it was suggested that, for purposes of the excess profits tax,
.income should be-computed on the accrual basis and on the percentage
of completion basis, respectively. These recommendations were made
in order to avoid taxing as excess profits bunched income resulting =
from the use of these special methods of accounting.

Complete exemption from excess profits taxation was recommended
for the producers of a limited number of “strategic’”’ minerals, This
proposal was made with a view to stimulating the wartime discovery
and development of deposits of certain essential minerals which could
not ordinarily be produced in this country in competltlon with foreign
sources of supply.

For all industries with depletable resources, it was recognized that
the increase in profits during the war might in part result from stepped-
up production which would exheuist the available reserves earlier than
under normal conditions. The same aggregate output over a period
of years would result in more profits being taxable as excess profits if

“the output were concentrated in a few years than if spread over a
longer period, since the aggregate excess profits tax credit for the
period would vary with the number of years. It was, therefore, recom-
mended that, in cases where the life of a mineral property was being
appreciably shortened as a result of accelerated production, full or
partial relief from excess profits taxation should be granted depending
on the ratio of excess production to estimated reserves. -

5. Removarn oF SpeciaL PriviLeces AND OTHER CHANGES

In view of the increased tax burden which corporations generally
were being called upon to assume under its proposed revenue program,
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the, Treasury asked for the removal of certain preferred treatment
enjoyed by a limited number of taxpayers, chiefly corporations.
Specifically, it was suggested (1) that the avoidance of tax permitted
to the owners and operators of certain mineral properties be eliminated
by discontinuing the allowance for percentage depletion, (2) that the
double exclusion of tax-exempt interest permitted to life insurance
companies be eliminated by reducing the reserve earnings deduction
by the ratio of tax-exempt interest to investment income after other
deductions, (3) that the outright exemption from taxation of mutual
fire and casualty insurance companies be confined to the small, strictly
mutual companies, and that the remaining fire and casualty mutual
companies be taxed on the sum of their investment income and the ad-
ditions to their surplus unapportioned to policyholders, and (4) that
the tax avoidance potentialities of pension trusts be removed by re-

quiring such trusts to meet stricterstandards in order to be taxexempt.
~ In order to simplify and improve the corporation tax structure, it
~ was also recommended that the capital stock tax and declared value
excess profits tax be repealed. Among other proposals were provisions

concerning the deduction for bad debts and extension of the statute of .

limitation governing the deduction; provision for corporations to file
.consolidated returns for income taxes as well as for excess profits
taxes; provision for curtailment of the deductibility of non-business
bad debts; and provision for the amortization of bond premiums.

IV. Estate and gift taxes—The Treasury felt that revenues from
estate and gift taxes had not kept pace with other taxes. The ratio
of estate and gift taxes to total revenues had declined steadily since
1938. Accordingly, it was recommended that these taxes be increased
to yield an additional $300 millions annually. The recommendations
included substitution of a single estate tax exemption of $60,000 for
the exemption of $40,000 and the insurance exclusion of $40,000, and
the strengthening of provisions relating to powers of appointment,
community property, and life insurance.

V. Excise and sales taxes—The change from a civilian economy
to an all-out war economy rendered uncertain the supply of many
goods and services previously considered suitable for excise taxation.
It was deemed necessary to coordinate wartime excise tax proposals
insofar as practicable with rationing and price control. To effect this
coordination the Treasury organized an interdepartmental committee
on excise taxes. This committee operated on an informal basis and
included representatives from the Office of Price Administration, the
War Production Board, the Bureau of the Budget, the Staff of the
Joint Committee on Internal Revenue Taxation, the Board of Gov-
ernors of the Federal Reserve System, and various divisicns of the
Treasury Department. In addition, other Government agencies were °
consulted with respect to commodities and services in which they had a
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primary interest. The committee faced the problem of forecasting
actions which might be taken by the war agencies affectipg the supply,
rationing, and price control of the articles or services. In many cases,
the forecast indicated detreases in production which were so great
that decreases in consumption and conservation of stocks could be ac-
complished only by rationing rather than the imposition of relatiyely
high excise taxes. In some cases excise taxes high enough to induce
appreciable decreases in consumption in the face of the great increases
in spending power were so great that the committee members believed
that announcement of the taxes would induce forward buying by
dealers and consumers, thus offsetting the purpose of the high tax,
namely, to conserve stocks and obtain additional revenues. More-
over, the rates of tax indicated were so sharply different from those
that existed in the past that the members felt that recommendations
based solely on supply and demand- considerations would be im-
practical. .

In forecasting the relationship of excise tax proposals to price con-
© trol, the committee’s general consideration wasin terms of selective
price controls rather than the subsequéatly inaugurated policy of
general maximum price control. However, with respect to the rela-
tionship between excise taxes and price control, much consideration
was given in formulating the excise tax recommendations to the effect
of the taxes on the cost of production and distribution, on the index
of .cost of living, and on the iadex of prices paid by farmers. The
committee believed it was undesirable to select commodities and serv-
ices for excise taxation which would place undue pressure on price
ceilings.

The ecase of tax administration and of ta,xpaycl comphzmcc was
given considerable weight because of the prospect of an increasing
scarcity of manpower and equipment.

This interdepartmental committee considered more than 60 groups
of commodities and services of which 15 were included in its excise tax
recommendations. All of the 15 excise taxes recommended except
two, carbonated soft drinks and candy and chewing gum, were already
subject to excise taxes. The recommendations of the committee were
- accepted by the Treasury and were presented to the Congress. The’
new and additional excise taxes recommended were expected to yield
'$1,3 billion additional revenue.

In connection with the formulation of its revenue recommendations,
the Treasury gave extensive consideration to the desirability and prac-
ticability of a general sales tax. The revenue program presented to
the Ways and Means Committee included a statement strongly oppos-
ing the enactment of a sales tax.

However, anticipating the importance ol the general sales tax issue,
the Treasury’s tax research staff devoted considerable time to the
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study of general sales tax plans suitable for the Federal Government
during wattime. In addition, consultants familiar with the admin-
istration and development of the State sales taxes were obtained to
assist the Treasury staff. -

Some of the results of the Treasury’s studies were presented to the
Ways and Means Committee in a memorandum entitled ‘“Federal
Manufacturers’ Wholesale and Retail Sales Taxes.” This memo-
randum covered the three types of single-stage sales taxes and de-
scribed their most important characteristics, the problems that would
be encountered, the estimated number of taxpayers, and the esti-
mated revenues under various tax rates and exemptions.

For the purpose of assisting the House Ways and Means Committee
and the Senate Finance Committee in their consideration of the prob-
lems involved, the different types of sales taxes in use in the States
and in certain foreign countries were examined. Investigations in-
volving field work in seven States and in Canada were made and the’
results were presented to the Ways and Means Committee in executive
session. A plan for a Federal retail sales tax was formulated which
kept exemptions to a minimum in accordance with the basic objectives
of taxing sales for consumption and not taxing sales for further
production, insofar as it appeared to be administratively practicable.

Subsequently, in accordance with a request of the Senate Finance
Committee, the Treasury presented to this committee in executive -
session a memorandum describing a possible Federal retail sales tax.

V1. Spendings tax.—In the late summer of 1942 fiscal and economic
‘developments were such that stronger steps were counsidered neces-
sary to help combat inflation, as well as to finance the war. Much
study and many conferences had been devoted to the consideration
of ways and means of doing this. Particular attention had been
given to compulsory saving (as distinguished from mere compulsory
" lending to government), expenditure rationing, and a spendings tax.
Under the spendings tax a tax penalty would be applied to expendi-
tures for consumers’ goods and seérvices, with some possible excep-
tions, above exempted amounts. The exemption would depend on
the number of members of the family.

After consultation and discussion with other agencies and depart-
ments regarding the choice of methods, the conclusion was reached
that the spendings tax was more practicable than expenditure ration-
ing or true compulsory savings. The restriction on spending would be
elastic rather than rigid since there would be no prohibition on spend-
ing but rather a tax increasing in rate as the spending increased.
This elasticity. would make unnecessary many administrative deter-

_minations of special justification for spending which expenditure
rationing, for example, would involve. Moreover, existing tax collec-
tion machinery could be used for administering the spendings tax.
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With exemptions set at levels recommended for adoption also under
the individual income tax, substantially the same taxpayers would be
covered by both taxes. This offered the possibility of using the.
Jncome tax return for the spendings tax, and also of collecting part of
the spendings tax in conjunction with collectlon of the income tax at
the source. ‘

In addition to discouraging spending, the spendmgs tax would Wlth-
draw substantial amounts of spending power where spending in
excess of exemptions took place and thus raise revenue to help finance
war expenditures.

. Since the Finance Comm1ttee had under consideration at the tlme
the revenue bill of 1942, it was decided that the spendings tax should be
recommended for consideration in connection with the pending bill.
Accordingly, the Secretary appeared before the Committee on Septem-
ber 3, 1942, and urged adoption of the spendings tax. (See exhibit
81, p. 410.) The tax recommended by the Treasury consisted of a
 flat rate tax plus a graduated surtax. The flat rate tax of 10 percent
was to be levied on total spendings of persons reporting spendings in
excess of $500 for a single person, $1,000 for & married couple, and
$250 for each dependent. This tax was to be refunded after the war.
The surtax was to be levied on spendings in excess of exemptions of
~ $1,000 for a single person, $2,000 for a married couple, and $500 for
each dependent. The rates proposed for the spendings surtax were
graduated from 10 percent on the first $1,000 of spendings in excess
of exemptions to 75 percent on spendings exceeding exemptions by
more than $10,000. In order to avoid unduly harsh treatment of
large families, the surtax schedule was to be applied on a per capita
basis.

The, proposal for the spendings tax was rejected by Lhe Senate
Finance Committee.

VII. Social security.—In his message of January 5, 1942, transmit-
ting the 1943 Budget to the Congress, the President recommended
additional employee and employer social security contributions
sufficient to increase the social security trust funds during the fiscal
year 1943 by $2 billions above the amount contemplated by the then
existing law. A similar recommendation was made by the Secretary
of the Treasury in his statement before the Ways and Means Com-
mittee on March 3, 1942, and again in a letter dated May 6, 1942, to
the Honorable Robert L. Doughton, Chairman of the Committee, but
no action was taken by the Committee. No recommendation with

. respect to.employment taxes was made in the statement of the Sec-
retary of the Treasury to the Senate Finance Committee on July 23,
1942.

Although the Finanece Committee did not consider an increase in
employment taxes, it voted to postpone for one year, until January 1,
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1944, the scheduled increase from one to two percent in the rates of
contributions by employers and employees as provided under the old-
age and survivors insurance system. - The Secretary stated his opposi-

tion to this change and joined with the Secretary of Labor, the Director v

of the Budget, the Administrator of the Federal Security Agency, and
the Chairman of the Social Security Board, in a letter to the President
- expressing the view that the change would jeopardize the financial
stability of the old-age and survivors insurance system and interfere
with the anticipated consideration of a more comprehensive social
security program by the Congress as well as necessitate adjustments in
the Government’s plans for war finance and inflation control. (See
exhibit 85, p. 445.) The President subsequently addressed a letter to
the chairman of the Senate Finance Committee indicating the desir-
ability of permitting the scheduled increase in the rates of contribution
to become effective. ' ) :
VIII. Renegotiation of war contracts.—At the time that the Revenue
- Act of 1942 was under consideration by the Senate Finance Com--
" mittee, the question was raised as to the renegotiation of war contracts
to recapture excessive profits received by manufacturers of war ma-
terials. A subcommittee of seven Senators, headed by Senator David .
I. Walsh, of Massachusetts, was appointed to explore the subject.
-When requested for its views, the Treasury Department took the
position that since the excess profits tax affects only profits, not costs
and prices, there was room for a statutory device enabling the Govern-
ment to control excessive costs and prices. Such control of prices
of war materials was regarded as a procurement matter rather.than g
revenue matter. The Department, therefore, took the position that
the views of the agencies of the Government primarily concerned with
the procurement of war materials should carry great weight. Although
section 403 of the Sixth Supplemental National Defensé Appropri-
ations Act directed toward this problem was not believed to be fully
effective, it was thought to afford a proper approach to the problem.
In consequence, the Department recommended that, rather than yield
to a substitute lacking effectiveness as a price or cost control measure,
section 403 should be retained with perfecting amendments.

B. Ma:ior features of the Revenue Act of 1942

1. General statement.—The Revenue Act of 1942, which became law
on October 21 of that year, sharply increased most existing taxes and
introduced several new levies. It thus, continued the upward trend
of taxes which had been initiated during the defense period. The
1942 act also contains extensive provisions designed to distribute tax
burdens equitably and to avoid hardship. Many minor loopholes
were closed.
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I1. Individual income tax.—. ’ X

1. RaTEs. .

The normal tax rate on individuals was increased from 4 percent
to 6 percent. Surtax rates, which under prior law ranged from 6
percent on the first $2,000 of surtax net income to 77 percent on the
portion of surtax net income exceeding $5,000,000, were revised to
range from 13 percent on the first $2,000 to 82 percent on the portion
of surtax net income exceeding $200;000. In addition, the Victory
tax was imposed, as noted on page 98. '

" The rate of taxation on non-resident alien individuals not carrying
on a trade or business in the United States was increased from 27%
percent to 30 percent.

2. EXEMPTIONS.

As in 1940 and 1941, thc increase in rates was combmed with a
reduction of the personal exémptions. Exemptions were reduced
from $1,500 to $1,200 for married persons and heads of families;
from $750 to $500 for single persons; and from $400 to $350 for each
dependent. Members of the armed forces below the rank of com-
missioned officers were given a special exclusion to offset the reduction
in exemptions. They were permitted to exclude from gross income
compensation for active service not to exceed $250 for single persons
and $300 for married persons and family heads.

3. CariTAL GaINs AND LossEs. -

The treatment of capital gains and losses underwent a thorough
revision. Gains and losses from the sale of capital assets had pre-
viously been classified into three categories according to the length
of the time the asset had been held. The 1942 act consolidated the
~ three into two categories: (1) short-term gains or losses (those real-
‘ized on assets held for 6 months or less) and (2) long-term gains or
losses (those realized on assets held for more than 6 months). For
individuals, 100 percent of short-term gains and losses is taken into
account, but only 50 percent of long-term gains and losses is taken
into account; either type of loss taken into account may be offset
against either type of gain, and a net loss may be applied against
ordinary income only up to $1,000. TFor corporations, both types of
gains and losses are taken irto account in full, but a net capital loss
may not be offset against ordinary income. Both individuals and
corporations are allowed a 5-year carry-over of capital losses remain-
ing after offsets against gains or ordinary income.” The maximum
rate of tax on the excess of statutory mnet long-term gain over net
short-term loss is limited to 50 percent for 1nd1v1duals and to 25
‘percent for corporations.

The Revenue Act of 1942 also changed the trcal,mcnt of gains and -
losses on depreciable property and real property held for more than
six months and used in trade or business but not includible in inven-
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tories nor held for sale to customers. Wherever gains from the sale
of such property plus the gains recognized from the involuntary con-
version of such property and of capital assets held for more than six
months exceed losses, the gains and losses are treated as long-term
capital gains and losses. However, when the losses exceed the gains,
all are treated as ordinary gains and losses, with the result that the
net losses are fully deductible.

- 4. SpeciaL. DEDUCTIONS.

The 1942 aet introduced several new deductions from income for
individuals.. Probably the most important was the deduction of
-medical and dental expenses; such expenses in excess of 5 percent of
net income (computed without regard to this deduction) were made
deductible, the maximum deduction being set at $2,500 for married
couples filing joint returns and $1,250 in other cases. Another provi-
sion permits the deduction of alimony payments from the income
of the husband, such payments being included in the income of the
wife. The deduction for State and local retail sales taxes was broad-
ened to cover sales taxes levied on retailers as well as those levied on
consumers, provided the taxes are separately stated by the seller.

5. Oraer CHANGES.

Under prior law it was required that the final return of a decedent
show as income in the year of death all items accrued up to that time
which had not been includible in the income of prior years. This
caused & concentration of income and therefore of taxation which, but
for the death, would have been spread over a period of years. To
relieve this, the act provided that such items should -be reported as
income by the person succeeding to such items, be he executor, legatee,
or heir, according to the usual rules for reporting income.

Another provision allowed a 2-year carry-back of business losses.
This provision applies to both individuals and -corporations and is
discussed under ‘“Corporation taxes” on page 99.

The determination of marital and dependent status for persons filing
on the simplified form (Form 1040A) was changed from the last day of
the taxable year to July 1 of the taxable year.

.To encourage investment in the production of equipment for na-
tional defense, the Second Revenue Act of 1940 had provided that cor-
porations might amortize in 5 years the costs incurred after June
10, 1940, for facilities necessary for national defense. The Revenue
Act of 1942 moved the date back to December 31, 1939, and extended -

“the privilege to individuals and partnerships. ’

Prior to 1942, the Internal Revenue Code had been interpreted as

preventing the allowance of deductions for ordinary and necessary

~

s
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expenses incurred in acquiring income or handling property held
for the production of income unless the expenses- were incurred in a
trade.or business of the taxpayer. The 1942 act provided for such
deductions. ‘ :

III. Victory tax.—

1. GENERAL STATEMENT.

As a supplement to the measures increasing the net income tax on
individuals, the Congress enacted the Victory tax. This tax differed
from the net income tax in that its income base was somewhat broader;
a single exemption of $624 per income recipient was provided in place
of varying exemptions; the rate was fixed at 5 percent (before credits);
and a post-war credit, varying with family status and available cur-
rently under specified circumstances, was provided.

2. RaTEs. _

The Victory tax was imposed at a gross rate of 5 percent for each
taxable year beginning after December 31, 1942, until the close of the
war. Taxpayers were granted an annual post-war credit (available
currently under the conditions noted below) amounting to 40 percent
of the tax or $1,000, whichever is the lesser, in the case of married
persons  and heads of families; 25 percent or $500, whichever is the
lesser, in the case of single persons or married persons filing separate
returns; and 2 percent or $100, whichever is the lesser, for each
- dependent.  As an option to taking the refund at the end of the war,
taxpayers were allowed to take the credit currently, provided that
during the taxable year they-had reduced their indebtedness, paid
life insurance premiums, or increased their holdings of obligations of
the United States in an amount equal to or greater than the allowable
credit. The effect of this provision was to differentiate among tax-
payers according to family status by means of a tax credit rather than
by means of varying exemptions.

A limitation clause in the Victory tax law provided that the com-
bined Victory tax, normal tax, and surtax was not to exceed 90 percent
of the taxpayer’s net income.

3. EXEMPTIONS. .

~ The exemption for the Victory tax was set at $624 for each income
remplent .

The effect of providing a $624 exemptlon to each income recipient
- regardless of marital status was as follows: (1) Single persons, heads
of families, and married persons filing separate returns were given a
$624 exemption; (2) married couples filing joint returns where each
spouse had at least $624 of income were givén a $1,248 exemption;
(3) married couples filing joint returns where one spouse had no-gross
income were given a $624 exemption; and (4) married couples filing
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joint returns where both spouses had gross income but one had less
than $624 were given an exemption of $624 plus the smaller of the two
incomes.

4. Base.

The base of the Victory tax was made somewhat broader than the
base of the regular individual income tax, although capital gains and
losses and partially tax-exempt Government bond interest were
excluded from gross income: - Generally speaking, the only deductions
allowed from gross income were expenses incurred in trade or business
or in connection with the production or collection of income. Such
items as ordinary contributions, interest, and taxes mot incurred in
connection with the production of income, and medical expenses,
were not allowed as deductions.

5. COLLECTION AT SOURCE. .

An important feature of the Victory tax was the introduction of

" collection at the source. The act required employers to withhold the
tax from wages and salaries at a rate of 5 percent of income above the
Victory tax exemption. . For this purpose the $624 annual exemption
was prorated at the rate of $12 weekly, and corresponding amounts
for other payroll periods. However, withholding was not required
with respect to the remuneration of members of the armed forces,
certain classes of employees not subject to social security taxes,
employees of certain foreign employers, and an employee outside the
United States, unless the major part of his services during the year
was performed within the United States. Employers were given a
choice between two methods of computing the amount to be withheld.
The first method involved an exact computation of 5 percent of wages in
excess of the employee’s exemption of $624 a year apportioned to each
payroll period. Thesecond permitted the employer to use tables show-
ing the amount to be withheld for different payroll periods and varying
wagebrackets. From thesetables, the employer ascertained theamount
to be withheld for each employee by locating the payroll period for
which the employee was paid and the bracket’into Whlch his wages fell.

IV. Corporation taxes.—

1. RaTes.

The normal tax on cmporations was left unchanged: 15 percent to
19 percent if normal tax net income is $25,000 or less; and 24 percent

"if normal tax net income is over $50,000; a notch™provision in the form
of an alternative tax applies on incomes between $25,000 and $50,000,
the income between these amounts being taxed at 31 percent. - The
surtax rates of 6 percent on the first $25,000 of surtax net income and
7 percent on that part of surtax net income exceeding $25,000 were
revised as follows: The surtax rate was set at 10 percent where the
surtax net income does not exceed $25,000 and at 16 percent where
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surtax net income exceeds $50,000; on incomes between $25,000 and -
$50,000 a notch provision was enacted, taxing the first $25,000 at 10
percent and the next $25,000 at 22 percent.

The excess profits tax, previously levied at rates ranging irom 35
percent to 60 percent, was increased to a flat rate of 90 percent.
- However, a limit was placed on the excess profits tax so that, when

added to the normal tax and surtax, the combined liability was not to
exceed 80 percent of corporate surtax net income (unreduced by the
income subject to the excess profits tax). - The stated excess profits
tax rate of 90 percent was reduced by a provision for a post-war refund
equal to 10 percent, of the excess profits tax for each taxable year.
Within certain limits. the taxpayer was, permitted to take his post-
war credit currently where there was a net reduction of the,corpora-
tion’s debt during the year. The effect of the credit provisions was
“to reduce the net rate of the excess profits tax to 81 percent where the
- 80 percent ceiling does not apply and approximately 72 percent where
the 80 percent ceiling applies.

The rates applicable to personal holding companies were increased
from 71% percent on the first $2,000 of undistributed net income and 82%
percent on such income in excess of $2,000 to 75 and 85 percent, respec-
tively. The rate on non-resident foreign corporations not engaged in
trade or business in the United States was raised from 27 to 30 percent.

2. Base.

The income base of the corporate normal tax and surtax was revised.
The act in effect provided separate income compartments for the
excess profits tax and the normal and surtax. Whereas the excess
profits tax was previously deducted from net income to provide the
normal tax and surtax base, the Revenue Act of 1942 provided that
the income subject to the excess profits tax was to be deducted from
" net income to provide the normal tax and surtax base.

3. Excess Prorits CREDIT.

In computing the excess profits credit on the basis of average base-
period net income, corporations were allowed 95 percent of their
average earnings in the years 1936-39. This percentage was not,
changed by the Revenue Act of 1942,

However, certain changes were made in the average earnings method
to provide rehei in hardship cases; these are discussed under ‘“ Relief,”
on page 101.

For corporations computing their excess ploﬁts credit by the in-
vested capital method, the allowances were revised as follows:

Revenue Revenue
Act of Act of

1941 1942

Invested capital: Percent Percent

First
Next §
Next
Over §

-
SRR ke )
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4. Carry-Back or Losses anp Unusep Excess Prorirs CREDITS.

The Revenue Act of 1942 provided for a 2-year carry-back of net

_ operating losses. Allowing a taxpayer to use a net loss in 1 year to

“offset a profit in another was not a new device, but prior to the 1942
_act the only use of this device was to permit losses for 2 preceding
years to be carried forward to succeeding years. The 1942 act
allowed the taxpayer to carry back the net losses to the 2 previous
years, securing an adjustment in taxes for those years. Any portion
‘not so used could be carried over to the 2 succeeding years. This
privilege was extended to unused excess profits credits with respect
to which a 2-year carry-forward previously had been provided..

5. ReLIEF.

(a) EXCESS PROFITS TAX. _

In computing the excess profits credit based on average base-period

net income, it was provided that a corporation might substitute for
the income of any one year in which there was a deficit, ,or in which
the excess profits net income.was less than 75 percent of the dverage
for the remaining 3 base-period years, an amount equal to 75
percent of that average. The Revenue Act of 1942 extended the
privilege of constructing an adcquabe base-period net income to any
corporation entitled to use the income credit which can demonstrate
that its excess profits tax is excessive and discriminatory because the
actual earnings durlng the base period do not supply a proper criterion
of normal earnings. The demonstratiofi may be made by showing
. that unusual events such as a fire, fraud, strike, or storm affected the
base period earnings; that the particular business or industry was
temporarily depressed during the base period; that the industry of
which the taxpayer is a member is subject to an abnormal profits
cycle or sporadic profits; that the corporation began business or
changed the character of its business during or immediately prior to
the base period; or that any other factor occurring during the base
period resulted in making base-period income an inadequate standard
of normal earnings.

A corporation beginning business after December 31, 1939, and-
therefore otherwise required to use the invested capital credit was
permitted to construct and use an average base-period earnings credit
under specified conditions. It could use the earnings credit if it could
demonstrate that its invested capital credit was inadequate because
the corporation had assets important to its business which were not
reflected in invested capital; that the business was of a character in
which invested capital was not an important income producmg factor
or that its invested capital was abnormally low. :

Mining companies were given relief by two provisions: the first
restores and expands the exemption from excess profits tax on profits
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attributable to the mining of’ certain strategic minerals; the second
affords relief to mining and also timber companies which find that
their incomes have been greatly increased since the base period by
reason of accelerated production to meet war demands which will
prematurely deplete their reserves, and to mining and timber com-
. panies receiving bonus payments from Federal agencies on account
~ of over-quota production of certain depletable resources. Relief under
this second provisiori took the form of a special deduction in computing
excess profits net income. '

Special treatment was accorded -income received under installment
contracts or other long-term contracts to avoid the bunching of
income in any given year. In the case of installment contracts, under
certain conditions the taxpayer was allowed to report income from’
installment sales on the accrual basis. With respect to long-term
contracts, where speciﬁed conditions were met the taxpayer was
permitted to compute income from such contracts on the percentage-
of-completion method of accounting.

(b) OTHER RELIEF PROVISIONS.

Many taxpayers have lost property and investments in enemy
territories as a result of the war. - Among the important sections of
the 1942 act was one stating practical rules for handling this problem,
recognizing the losses and adjusting incomes in the event that any of
the property treated as lost should later be recovered. The availa-
bility of the provision for exclusion from income of amounts attribut-
able to dlscharO'es of indebtedness was increased; domestic corpora-
tions deriving income. principally from trade or busmess in foreign
countries within the Western Hemisphere were exempted from surtax;
and public utilities were given a credit against surtax net income for
dividends paid in preferred stock.

6. TaxaTioN oF INSURANCE COMPANIES.

The taxation of insurance companies was thoroughly explored
and revised. The exemption of mutual insurance companies other
than life or marine under section 101 of the Internal Revenue Code
was confined to such of these companies as have yearly gross receipts
of dividends, rents, and premiums (including deposits and assess-
ments) not in excess of $75,000. Those not exempt were made
liable to either a tax at ordinary corporate rates on their investment
income or a tax of 1 percent on gross income from interest, dividends,
rents, and net premiums minus dividends to policyholders and wholly
. tax-exempt interest, whichever tax is the greater. Companies having
not over $75,000 of gross income and not over $3,000 .of net invest-
ment income pay no tax. Reciprocal underwriters and inter-insurers:
are taxed only on investment income and pay no tax unless such income

exceeds $50,000. Insurance companies other than life or mutual
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continue to receive substantially the same treatment as under prior
law, but are specifically allowed a deduction for dividends paid to
policyholders, and are allowed full deduction of certain capital losses.
Mutual marine insurance companies are included under section 204.
Life insurance companies, while retaining investment income as their
tax base, substitute a flat percentage of investment income less tax-
exempt interest as a single deduction for reserve and other policy
liabilities in place of the several deductions previously allowed. The
percentage represents the ratio of the aggregate policy liability deduc-
tions to the aggregate net investment income of all companies for the
preceding year.

7. Oruer CHANGES. (&) CAPITAL GAINS AND LOSSES.
These changes are discussed under the heading ‘“Individual income

~ tax” on page 96.

(b) INVOLUNTARY LIQUIDATION OF INVENTORIES.

Taxpayers using the last-in first-out method of inventory valuation
were granted special relief if war conditions made it impossible to
maintain their physical inventories. Involuntary liquidation of in-
ventories results in charging the cost of some of the inventory units

. held at the beginning of the year of liquidation against sales made in
. that year. Since taxpayers shifted over to the last-in first-out method

of inventory valuation as early as 1938 in some cases, these inventory
units may be considerably below current replacement costs, hence
overstating current profits. To relieve these taxpayers from an over-
statement of profits, itowas provided that subsequent replacement of
inventory units involuntarily liquidated would be treated as if made
in the year of liquidation. Therefore, the costs of goods sold in the
year of liquidation would be increased by the excess of replacement
cost over the original cost of the liquidated inventory unmit, or, if
replacement cost is less than the original cost of the liquidated inven-
tory unit, decreased by this difference.

(c) PENSION TRUSTS. ,

The Revenue Act of 1942 adopted almost completely revised pro-
visions pertaining to the tax exemption and other benefits. available .
to employees’ trusts and plans. Primarily, the changes were designed
to curb a hitherto growing tendency to use the pension, stock bonus or,
profit-sharing trust or plan as an instrument of tax avoidance. Under
the prior law such trusts or plans were susceptible of being employed
to avoid high surtax rates on incomes of a few highly paid stockholders -
or executives of corporations, by means of deferring payment of com-
pensation to later years. Thus a misapplication was possible of a tax
benefit intended to encourage sharing of profits and provision for the

=4
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old age of employees generally. Accordingly, the 1942 amendments
were addressed chiefly to prohibiting discrimination in such plans in
favor of officers, stockholders, supervisory or highly paid employees.
Other amendments, significant but of somewhat lesser importance,
bore upon the funding provisions of such trusts and dealt also with
adjusting and equalizing the comparative tax advantages as between
those plans employing annuity contracts and self-insured plans
operating entirely through trusts.

(d) MISCELLANEOUS.

Other important provisions of the act affecting corporations were
those allowing consolidated returns for both income and excess profits
taxes and the section permitting. annual redeclaration of value of
capital for the purpose of the capital stock and dcclalcd value’
excess profits tax.

V.- Estate and gift taxes—Under prior law there was a general
exemption of $40,000 for purposes of the additional estate tax as well
as a special life insurance exemption of $40,000. This discrimination
in favor of one particular asset was corrected by abolition of the life
insurance exemption and the enactment of a single exemption of
$60,000, applicable to all decedents. The gift tax exemption was
reduced from $40,000 to $30,000, and the gift tax e\clusmn Was
changed from $4,000 per donee to $3,000. .

For many years powers of appointment had constituted an out-
standing means for retaining practical ownership and yet avoiding the
estate tax. The 1942 act severely restricted the tax saving poten-
tialities of this device. It also amended the law as it applied to com-
munity property States so as to eliminate the discriminations in favor
of such States as compared with the tax burden imposed in common -
law States, and clarified and strengthened the provisions requiring the
inclusion of life insurance proceeds in the estate tax base. Other
changes liberalized the deduction for charitable pledges and bequests
and the allowance for previously taxed property, increased the benefit
derived from the credit for local death taxes, and d1sallowed claims
which do not deplete or reduce taxable assets.

VI. Excise tazes.—Taxes on telephone, telegraph, and cable services
were increased ‘to the following rates: Cable, radio, and telegraph
dispatches or messages, 15 percent; telephone use or radio message
charge exceeding 24 cents, 20 percent; leased wire, teletypewriter or
talking circuit special serv1cc 15 percent local telephone service,
. 10 percent.

The excise tax on transportation of persons was increased to 10
percent and a new tax of 3 percent levied on amounts paid for the
transportation of property.

- Liquor taxes were increased to the following rates: Distilled spirits;
$6 per gallon; liqueurs, cordials, and the like, 5 cents per half pint;
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fermented malt liquots, $7 per barrel ; sparkling wines and champagne,
10 cents per half pint; artificially carbonated wine, 5 cents per half
pint; wines, 14 percent alcohol or less, 10 cents per gallon; wines more
than 14 percent and not exceeding 21 percent alcohol, 40 cents per
gallon; wines ‘more than-21 percent and not; exceedmg 24 percent
alcohol, 81 per gallon. »

The-rate on imported perfumes contammg alcohol, taxed under the
distilled spirits schedule, was increased to $6 per gallon '

A-graduated annual license fee to-qualify ‘manufacturers or pro-
ducers of non-beverage products for drawback (rebate of part of the
tax on distilled &pirits when used in designated non-beverage products)
was enacted at the rate of $25 where withdrawals do not exceed 25
proof- gallons per year, $50 for withdrawals not exceéeding 50 proof
gallonis per year, and $100 for- W1thdrawals of 50 proof gallons or
more per year.

The tax on lubricating 01ls was mcreased to 6 cents per ga,llon
The tax on cameras, lenses; and photographic equipment was in-
creased to 25 percent. Photographic and motion-picture films,
plates, and sensitized paper, except X-ray film, were taxed 15 percent.

+ Floor stocks taxes on distilled spirits, fermented malt liquors and
wines, cigars, and cigarettes were imposed in conjunction with the
increase of the excise taxes on these commodities.

Taxes on cigars were revised so that cigars weighing more than
three pounds per thousand and manufactured or imported to retail
~ at not more than 234 ‘cents. each were subject to a tax of $2.50 per
thousand; those retalhng at more than 2% cents but not more than 4
cents each '$3 per thousand; more than 4 cents and not more than 6
cents, $4 per thousand more than 6 cents and not more than 8 cents,
$7 per thousand  more than 8 cents and not more than 15 cents, $10
per thousand; more than 15 cents and not more than 20 cents, $15
per thousand; and more than 20 cents, $20 per thousand. The tax
on clgarettes was increased to $8.40 per thousand on cigarettes
~weighing more than 3 pounds per thousand and $3.50 per thousand
on 01garettes not weighing more than 3 pounds per thousand.

N ew stamp taxes were imposed amounting to 4 cents per dollar of
premlum on forelgn indemnity, fidelity or surety bonds and 1 cent per
dollar of premmm on foreign life insurance, sickness and. accident
pohcles annuity contracts, and policies of reinsurance.

The tax .on com_-operated amusement and gaming devices was
1ncreased to $100.

" Excise taxes on electrical 81gns optlcal equipment, rubber articles,
and certain Washmg miachines were discontinued because of the war-
,dlmlmshed productlon of these articles. '

VII. Social security tazes—The automatic increases in social

securlty taxes were postponed for one year ' :
543890—44——9
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VIII. Administrative procedure‘—Where individuals are outside the
Americas or in the armed forces or in enemy-controlled territory, the
war has made impossible the timely performance of many acts re-
quired under the revenue laws.  This difficulty was recognized and
- rules suspending the requirements and the running of the Govern-
ment’s rights were included in the act.

IX. Renegotiation of war contracts.—As enacted, the Revenue Act .
of 1942 contained a final section amending section 403 of the Sixth
Supplemental National Defense Appropriations Act. By virtue of
this legislation, the Secretary..of the Treasury was for the first time
given the authority to renegotiate war contracts. Deductions and
exclusions of the character allowed under the income tax and excess
profits tax provisions of the Internal Revenue Code are to be recog-
nized in determining the excessiveness of profits; a credit against
excessive profits was likewise required for Federal income and excess
profits taxes, which the Commissioner of Internal Revenue deter- -
mines to be attributable to the excessive profits; and renegotiation
was prohibited after one year from the close of the fiscal year of the
contractor within which completion of the contract occurs. A more
detailed discussion of renegotlatlon of war contracts appears.on page
120.
’ C. Treasury proposals for current tax payment

1. Need for current payment.—With the passage of the 1942 Revenue
Act and the great broadening of the individual income tax, the need
for putting taxpayers on a current basis became more pressing than

ever. Despite repeated Treasury recommendations, adoption of a
withholding plan by the House, and growing public sentiment, no
revision of income tax payment methods was provided in the 1942 act.
Collection at the source was, however, introduced under the new
Victory tax as it applied to wages and salaries.

- It became more and more.apparent that a tax payable in large lump
sums on the income of the preceding year was not attuned to the
needs of .the great body of new taxpayers created by rising incomes
and falling exemptions The revision of payment methods therefore
became so pressing a matter that Congress made it.the subject of a
‘separa,te tax b111 independent of the broader 1943 revenue program.

After intensive work on alternative methods of effecting current
collection, the Treasury submltbed a comprehenswe statement on the
problem to the House Ways and Means Committee. This statement
not only analyzed the payment problem-but also set forth the general
principles to be followed in putting the income tax on a -current
payment basis. Subsequent statements to this Committee and to the
Senate Finance Committee further analyzed ‘'specific plans and’
procedures for current payment.

Several reasons were advanced by the Treasury for urgmg the
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adoption of a current payment system and collection at source. The
_ primary purpose was to gear the income tax to the budget habits and
income patterns of taxpayers. The old system of equal quarterly
installments was ill-adapted to the weekly and monthly budgets of
millions of small income recipients, and the 1-year lag in payments
threatened embarrassment or actual hardship in the case of a drop or
failure in income. In addition to aiding taxpayers, current collection
would protect the Government against defaults and loss of revenue
and would ensure a steady flow of revenue into the Treasury. By
advancing payments 1 year in a period of rising income and by
prompt withdrawal of purchasing power before it could be spent,
current payment would bulwark the anti-inflation program. Finally,
the income tax on a current basis would become a more flexible
revenue mmeasure since statutory changes in rates and exemptions
would be translated into current tax payments promptly and without
retroactive apphcatlon

The Treasury suggested methods for puttmg various taxpayer
groups on a current basis. Withholding of taxes from wages and
salaries designed to put the great bulk of wage earners on a fully
current basis was the core of the Treasury’s suggestions. A system
of quarterly income statements for current payment on incomes not
subject to collection at source was also put forward. However, it
was suggested that, if compliance difficulties in making taxes on
higher incomes fully current were. deemed too great, substantial cur-
rency for the great majority of taxpayers could be achieved by’ col-
lecting currently the basic liability, that is, the total of the normal
tax, the surtax at the first bracket rate, and the Victory tax. .

I1. Attitude toward cancelation.—The problem of transition from a
delayed-payment to a current-payment system, which had been
considered in connection with the collection-at-source proposals dur-
ing 1942, became much more acute under plans designed to shift all,
or substantially- all,. liabilities to a current basis. The Treasury
.recognized that concurrent collection of full 1943 and 1942 liabilities
would over-burden large groups of taxpayers. Therefore, it carefully
examined alternative proposals for the transition period.

The Treasury consistently opposed full cancelation of one year’s
tax. Its opposition was based on (1) the unfortunate effect of full
forgiveness on the distribution: of the tax burden, (2) the excessive
relief it would offer to taxpayers in a year of record national income,
and (3) the addition of forgiven taxes to inflationary pressure.

The Treasury showed that the effect of canceling one year’s taxes
would be to confer a gain on every taxpayer equal to his tax.for such
year. Such gain would be reflected in the long run in one year’s
less taxes to pay, and in the short run in the wiping out of a debt
owed by the taxpayer and in a corresponding increase in his net worth.
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It was further shown that the gain for taxpayers in the upper brackets
would be disproportionately large and that its effect would be to
offset- wartime tax increases for such persons. Since, under our
steeply progressive tax structure, tax rate increases would necessarily
fall mainly on the middle and lower income groups, the net effect of
full cancelation would be to redistribute the tax burden in direct
violation of the principle of ablhty-to-pay : :

Moreover, it was felt unwise to forego taxes on the income of a
record income year in the face of mounting inflation dangers and press-
ing revenue needs. At a time when income and saving were at the
highest levels ever known, and many goods were unavailable, it was
" felt that complete forgiveness was excessively generous and fiscally
unsound. By freeing funds which had been saved in advance for tax
payments, such cancelation would also exert upward pressure on prices.’

- While opposing full cancelation, the Treasury recognized that some
cancelation, especially in the lower brackets, would be necessary to
. avoid undue hardship. Although no specific plan for cancelation was
. presented to the congressional committees by the Treasury, the Secre-
tary endorsed the so-called second Ways and Means Committee bill.
This bill, which was not enacted, provided for the cancelation of the
difference between the tax at 1941 rates and exemptions and the tax
at 1942 rates and exemptions.

The cancelation plan finally adopted by the Congress differed from

full cancelation only in the amount.canceled. - It provided, in general,
" for éanceling three-quarters of one year’s tax and therefore distributed
the gains of tax cancelation much as they would have béeen distributed
under full cancelation. The so-called anti-windfall provisions did
not remove this defect. In conferring a disproportionate gain on the
upper income groups the system of cancelation embodied in the Cur-
rent Tax Payment Act of 1943 did not conform to the pmnmples
advocated by the Treasury.

- II1. Suggestions for withholding. —Collectlon at source on wages and
salaries under the Victory tax served as a proving ground for the with-
holding principle. - On the basis of this experience and taking into
account the additional problems involved in withholding of the indi<
vidual income tax, the Treasury outlined a suggested withholding -
system.

. As proposed in the Treasury statement of February 2, 1943, with-
holding would apply at a rate sufficient to cover the normal tax, the
- surtax at the first bracket rate, and the Victory tax. This rate was to
apply to the amount of the wage in excess of allowances representing
prorated personal exemptions and average deductions. Tables indi-
cating the combined tax to be withheld for each wage bracket according
to the exemption status of the employee were developed by the
Treasury to simplify the problem of employers. Amounts withheld
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were to be remitted to the Government and held for application to
the individual’s tax liability. At the end of the year, the taxpayer
would file a return showing the final tax liability and .either pay any
additional amount due or claim a refund. (See exhibit 83, p. 420.)

Throughout the consideration of the revision of payment methods
by the Congress, the Treasury continued its investigation of with-
holding methods, and on May 6, 1943, presented suggestions to the
Senate Finance Committee for improvements in the procedure incor-
porated in the earlier bills before Congress. (See exhibit 84, p. 431.)
The major proposal was for a revision of the withholding exemptions
and the withholding tables in the bill as it was passed by the House.
By changing the family status withholding exemptions to $312 for
dependents, $624 for single persons, and $1,248 for married persons
(the Victory tax exemption remaining at $624), ratios were established
which made it possible to consolidate the five withholding tables for
each payroll period into one table. Other suggestions were designed
to expedite refunds, to ensure prompt remittance of moneys withheld,
and to facilitate the work of employers in withholding.  These changes
were incorporated in the Current.Tax Payment Act of 1943,

- D. Current Tax Payment Act—major features

" The Current Tax Payment Act of 1943 approved June 9, 1943,
revolutionized the time and method of payment of individual income
- tax liabilities. In this conuection it contained three major features:

First, provisions for withholding of income tax at the source on wages
and salaries; second, provisions requiring the filing of declarations and
’payment of estlmated tax currently by those individual income tax-
payers not made current in their tax payments through withholding;
and third, provisions effecting the transition from the delayed system
of .income tax payments to the current payment system.

- The first of these features, namely, the withholding of income taxes
at the source on wages and salaries, amplified the technique introduced
in the Revenue Act of 1942 with respect to the withholding of Victory
tax.” The Victory tax withholding provisions were repealed and for
administrative convenience the new withholding provisions were incor-
porated in Chapter 9 of the Internal Revenue Code and were coordi-
nated generally with those applicable to the social security tax.

The act provided that where the relationship of employer and em-
ployee exists, withholding is required at.the rate of 20 pércent of the
amount paid .to an employee over and above the employee’s family
status withholding exemption but at 3 percent where the wages exceed
the Victory tax withholding exemption but do not exceed the family

_status withholding exemption. Employers were given the option of
Wlthholdmg the income tax on an employee’s salary either through the
precise calculation method or through the use of wage bracket tables



110 REPORT OF THE SECRETARY OF THE TREASURY

for the various payroll periods which were set forth in the act. The
act provided that withholding under the new provision should be
effective with respect to all wages paid after July 1, 1943, except those
wages paid during 1943 with respect to a payroll peI‘IOd begmnmg
before July 1, 1943.

Certain types of wages were exempted from the requirement of
withholding. The principal exceptions made by the act were: (1)
Wages paid for agricultural labor as defined under the social security
law; (2) remuneration for domestic service; (3) wages paid for casual
labor; (4) pay for active service of members of the military and naval
forces; (5) remuneration for services performed for a foreign govern-
ment; (6) remuneration paid for services performed by non-resident .
alien individuals except for such individuals who- are residents of a
contiguous country and who enter and leave the United States at
frequent intervals; and (7) remuneration paid for services performed
as 8 minister of the gospel.

The act gave the Commissioner of Internal Revenue the authority
to establish the rules for withholding where extraordinary situations,
like overlapping pay periods, supplementary payments in the form of
bonuses, commissions, and so forth, occurred. The act provided rules
for the filing and amending of withholding exemption certificates by

- employees and.the furnishing of receipts by the employer with respect
to the wages withheld during any calendar year. Penalties were
provided for furnishing of fraudulent receipt or failure to furnish re-
ceipts, for failure by an employer to return the tax withheld, and for
wilfully supplying false or fraudulent information on the withholding
exemption certificates by an employee.

Payment of income tax currently where Wlthholdmg is. insufficient
to provide full payment of the individual’s tax liability was achieved
in the act by the provisions calling for annual declarations from tax-
payers falling within certain income requirements. The act provided
that the estimated tax shown on the declarations should be paid
quarterly and that if original estimates of income and consequent tax
liability proved during the year to0 be wrong, declarations could be
amended to reflect the change in income or deductions and correspond-
ing tax liability. Penalties were provided for failure to file declara-
tions where required, failure to pay the estimated tax, and failure to
estimate tax within the range of specified percentages of the actual
tax hablhty Special provisions calling for a single year-end declara-
tion and an-increased margin for error in estimation were included
for the benefit of farmers. Special provisions for the filing of declara-
tions in the transition year 1943 were made. 'The privilege of quarterly
payment of income-tax liabilities in the year following receipt of
income was eliminated except in the case of estates, trusts, and non.’
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resident alien taxpayers not brought under the current-payment
system.

In order to meet the problem of transition to the current-payment
system and to relieve the burden on individual taxpayers of the
payment of two years’ taxes in one year, the act provided for can-
celation of a part of the aggregate of the two years’ tax liabilities of
those individuals who were taxpayers both in 1942 and 1943, and who
became subject to the current payment system. In effect, the pro-

 visions of the act canceled 100 percent of the lower of the tax liabilities
for the years 1942 and 1943 where that liability was $50 or less, a
percentage somewhat lower than 100 percent but greater than 75
percent, where the liability for the lower year was between $50 and
$66.67, and 75 percent where the liability for the lower year exceeded
$66.67. In certain cases where the taxpayer had a surtax net income
for both 1942 and 1943 exceeding by more than $20,000 his surtax
net income for the highest of the base years selected by him, 1937 to
1940, inclusive, a smaller percentage of the lower year’s liability was
canceled. In order further to relieve the burden on taxpayers, the
act provided that the uncanceled 25 percent.could be paid one-half
March 15, 1944, and one-half March 15, 1945; that the portion of the
tax between 75 percent of the lower year and the limit of cancelation
set, up -in the special provisions applying to persons with greatly
" increased incomes in 1942 and 1943, payment could be made over the
course of four years beginning in 1945
" With respect to members of the armed forces of the United States
and the other United Nations the act granted a'$1,500 exclusion from
gross income for service pay received while in active service, It was
further provided that to the extent that the 1942 tax liability was
higher than the 1943 liability by reason of the inclusion of earned
income in the case of a member of the armed forces the cancelation
feature requiring the payment as 1943 tax of the higher of the two
tax liabilities should not apply. The act also provided that the
estate of a deceased member of the armed forces who died while in
active service was relieved from the liability for the payment of income
taxes of the deceased. person which were unpaid at the time of his
death.

E. Other revenue legislation

Other laws affecting the revenue were as follows:

Public Law 676, July 23, 1942, extending exemption from the admis-
sions tax to the military and naval forces of the United Nations; and to
amounts paid for admission to activities operated or controlled by
the War or Navy Department exclusively for the welfare of the
military or naval forces of the United States.

Public Law 706, August 24, 1942, temporarily suspending the
running of existing statutes of hmltatlon applicable to offenses involv-
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ing the defraudmg or attempts to defraud the Umted States or any‘
agency thereof,

Public Law 711, September 16, 1942, temporarlly suspendmg in
part the processing tax on coconut oil.

Public Law 720, September 29, 1942 increasing to 120 days the 90
days limit for which the Commlssmner of Internal Revenue could
grant extensions of time for the filing of returns of capltal stock tax in
1942,

Public Law 727 October 2, 1942, exemptmcr from all Federal taxes
gifts or bequests or devises, or the income: therefrom, to or for the -
benefit of the Library of Oongress '

Public Law 747, October 16, 1942, addmg Article VI (tax pro-
visions) to Chapter 15 of the Natlonal Bankruptey Act to replace
corresponding prov1s10ns added by Pubhc No 242 approved July ‘)8
1939.

Public Law 790, December 5, 1942, accordlnv entry free from impor-
~ tation charges to glfts from membels of the armed forces of the Unlted

States on duty abroad. '

Public Law 797, December 11, 1942, exemptmg from the narcotics
taxes the productlon sale or transfer of opium poppies by those
persons: who are duly hcensed to produce, sell or transfer oplum
poppies.

Public Law 809, December 17, 1942 ‘extending the perlod for the
tax-free release of powers of appointment to July 1, 1943. o

Public Law 14, March 23, 1943, permitting the tax—free shlpment of
certain tobacco products to territories of the United States for the use
'of members of the armed forces of the United States. -

. Public Law 17, March 24, 1943, determining the extent to which
services of officers and members of crews employed by the War
Shipping Administration fall within the concept of ‘employment for
the purpose of employment taxes; and the extent to which compensa-
tion received by them constitutes wages for the purpose of employment

taxes.

- Public Law 21, March 31, 1943, extending through September 15,
1943, the time for filing clalms for relief under section 722 (d) of the
Internal Revenue Code

Public Law 40, April 24,1943, extending the bituminous coal tax on
.sales or other disposals untll May 23, 1943.

- Public Law 45, April 29, 1943, exempting payments to alien farm

~ labor from withholding under section 143 (b), Internal Revenue Code.

Public Law 53, May 21, 1943, extending the bituminous coal tax on
sales or other disposals: untll August 23,1943,

Public Law 77, June 17, 1943, exbendmg the i mcrease 1n ﬁrst class
postage rates to J uly 1, 1945 ,

~ Public Law 78, June 17, 1943, clamfymg the provisions relatmg to
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. taxpayers entitled to establish ship construction reserve funds under
Title V. of the Merchant-Marine Act, 1936, as amended, and trans-
ferring to-the Maritime Commission the authority to grant extensions
of time :for the. expend1’oure of such reserves.

SECURITIES OWNED BY THE UNITED STATES AND PROPRIETARY
INTEREST "IN GOVERNMENT CORPORATIONS AND CREDIT
AGENCIES ’
c Securities owned -

On June 30 1943 the’ United States owed securities consisting of
capital stock bonds etc., of Government corporations and agencies
and indebtedness to the Government by railroads, farmers, ship-
owners, and others, in the face amount of $10,121 millions; and obli-
gations of foreign governments in the principal amount of $12,661 -
millions. A statement of the securities owned, exclusive of foreign
obligations, at the end of the fiscal year 1943 is shown in the table on
page 670. A summary of the holdings of securities at the end of the
last two fiscal years is shown in the following table.

Summary of securities owned by the United States Government, exclusive of foreign
. . obligations, June 80, 1942 and 1943 ’

S i -':'Security

Tune 30, 1042 -

June 30, 1943

Increase or.
decrease (—)

Capltal stock of Government corporations. ...
Paid-in surplus of Government corporations. .

Bonds and notes of Government corporations.
Other secuntles . SR

'I‘otal alI secuntles

Less interagency ownershlp
Capital stock.
Paid-in surplus
Other securitie

¢!+ Total interagency ownership............

Net securities owned._... . meee—tesaeacas .

- $1,827,301, 580. 88
146, 861, 238. 02
4,078,690, 945. 91
1, 255, 665, 230. 72

$2. 106,371, 183. 31
142, 617, 869. 23
7,535, 144, 623. 79

1,271, 491, 781. 96

: $278 979, 602. 43
3 368.79

3, 456 453 677.88
. 15 826, 551. 24

| 7,308, 608, 995. 53

‘11, 055, 625, 458. 29

3,747,016, 462. 76

458, 741, 000. 00}

1, 000 000. 00
380, 995 925.47

459, 841, 000. 00
1, 000, 000. 00
473, 492, 576. 84

1, 100, 000. 00

840, 736, 925. 47

934, 333, 576. 84

93, 596, 651. 37

6,467, 872.070. 06

10,121, 291, 881. 45

3,653, 419, 811. 39

1 Includes loans and advances by Farm Secunty Admimstratlon, Rural Electrification Administration,

and Public Works Administration.

In accordance with the acts approved February 24, 1938 (52 Stat.

79), and March 28, 1941 (55 Stat. 55), the Secretary of the Treasury
canceled during 1943 obligations of the Reconstruction Finance Cor-
poration amounting to $42 millions, representing expenditures previ-
ously made by the Corporation. This brought the total of the
obligations’ of the Reconstruction Finance Corporation canceled to
$2,781 millions, as shown in the following table

Reconstructxon Finance Corporation: Amount
.Obligations.canceled toJune 30, 1942 ____ .. ... l.._...o_li_c.e $2, 739, 895, 685. 09
-Obligations canceled during 1943 pursuant to the act of Feb. 24, 1928, on

_-account of expenditures for—
Federal Housing Administrator (sec. 4 of National Housing Act)_. $3, 500, 000 00
Capital stock of regional agricultural credit corporations.__._.__.__ 37, 000, 000. 00
Expenses of regional agricultural credit corporations (sec. 201 (e) of
¥Emergency Relief and Construction Act of 1932; sec. 33 of Farm
Credlt Act of 19‘*7) ........................................... -- 1,046,322.12
. S : —_— 41, 546, 322. 12

Total to June 30, 1043 el e cemrmcecmamcamam———— eemdeemeccccaan = 2,781, 442, 007. 21
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Proprietary interest in Government corporations and credit agencies

In order to reflect. the amount of the Government’s interest in
Government corporations and credit agencies, the Treasury compiles
from reports received from such agencies a “Combined Statement of
Assets and Liabilities of Government Corporations and Credit
Agencies of the United States,” which is published in the daily Treas-

" ury statement at the end of each month. This statement shows the
amount and classification of the assets and liabilities of the various
agencies, the privately owned proprietary interest in such agencies,
and the proprietary interest of the United States. The statement as
of June 30, 1943, appears as table 84 beginning on page 694, and a
summary table of the Government’s proprietary interest in such
agencies as of -June 30, 1932 through 1943, appears as table 85 on
page 704 of this report.

MONETARY DEVELOPMENTS
. International monetary cooperation

Stabilization agreements.—The Treasury’s policy, during the fiscal
year 1943, has been one of continuing cooperation with friendly foreign
governments in the stabilization of their currencies. Stabilization
agreements previously made with the Governments of China, Brazil,
Mexico, Ecuador, and Iceland were renewed. These agreements pro-
vide not only for stability of exchanges but also for periodic confer-
ences to discuss monetary, financial, and economic problems of mutual
interest. Monetary agreements were also made with the Government
of the Republic of Cuba and with the Government of Liberia.

On July 6, 1942, the Secretary of the Treasury and the Cuban
Ambassador signed an agreement under which the Government of the
United States undertakes to sell gold to the Government of the Repub-
lic of Cuba from time to time with payment to be made in dollars
within 120 days after delivery of the gold, provided that the unpaid-for
amount shall not at any time exceed $5 millions. This agreement was
designed to facilitate the accumulation and maintenance of a gold re-
- serve against-Cuban currency as provided by Cuban law, and to enable
the Cuban Treasury to carry out operations for stabilizing the Cuban
peso-United States dollar rate of exchange. On July 1, 1943, the
Secretary of the Treasury and the Chargé d’Affaires of Cuba extended
this agreement for 2 years beyond June 30, 1943. (See exhibits 46 and
47, p. 347)

' An agreement was entered into with the Government of Liberia on
September 26, 1942, to facilitate the conversion of the currency system
of that country to one based on dollars. Through use of the United
States stabilization fund, British coins are being withdrawn from circu-
lation and purchased with United States currency. Arrangements
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have been made with the British Government to dispose of these coins.

The agreement signed April 25, 1941, between the United States and
China, under which. the United States stabilization fund undertook to
purchase Chinese yuan to the amount of $50 millions, and under which
the Stabilization Board of China was established, was extended on June

30, 1942, for a period of 1 year. (See exhibit 48, p. 347.) On.Decem-

ber 31, 1942, the Secretary of the Treasury announced the extension
to June 30, 1943, of the stabilization arrangement of July 14, 1937.
(See exhibit 49, p. 348.)

In conformity with the policy of monetary cooperatlon between the
two countries; the Secretary of the Treasury and the Chargé d’Affaires
of Brazil on July 6, 1942, signed an agreement extending to July. 15,
1947, the stabilization agreement entered into between the countries
on July 15, 1937. Under the agreement as extended, the amount of
dollar exchange made available to the Government of Brazil was in-
creased from $60 millions to $100 millions, and the amount of gold
made available for sale to Brazil was increased also from $60 millions to
$100 millions. (See exhibit 50, p. 348.) On June 4,1943, the agreement
was amended to increase the amount of gold made available for sale to
$200 millions.

In furtherance of the policy of the Mexican and the United States
. Treasuries of maintaining the stability of the rate of exchange between
the currencies of the two countries, the Secretary of the Treasury and
a representative of the Secretary of the Treasury of Mexico, on June 3,
1943, made a joint statement that the stabilization agreement of
November 19, 1941, between the United States and Mexico, had been
extended for 2 years to June 30, 1945. Under the agreement, up to
$40 millions of the United States stabilization fund could be used to
purchase Mexican pesos for the purpose of stabilizing the United States
dollar-Mexican peso rate of exchange. (See exhibit 51,p. 348.)

The stabilization agreement signed February 27, 1942, between the
United States and Ecuador, under which the United States stabiliza-
, tion fund undertakes to purchase Ecuadoran sucres to the amount of
$5 millions for the purpose of stabilizing the United States dollar-
Ecuadoran sucre rate, was extended on July 1, 1943, for 1 year to
June 30, 1944. (See exhibit 52, p. 349.)

On July 1, 1943, the stabilization agreement signed May 5,/ 1942

between the Umted States and Iceland, under which the United States -

stabilization fund undertakes to purchase Icelandic kronur to the
amount of $2 millions, for the purpose of stabilizing the United States
dollar-Icelandic krona rate of exchange, was extended for 1 year to
June 30, 1944. (See exhibit 53, p. 349.)

The bal&nce of the obhgatlons of the Gevernment of the Union of
Soviet Socialist Republics under the three gold purchase agreements,
made during the fiscal year 1942, were fully met in accordance with the

~
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terfns of the agreements. The dollars made available by these gold
transactions were used by the U.S. S. R. to pay for purchases of goods
and services in the United States in addition to the materials obtamed
under the terms of the lend-lease arrangements.

" Post-war currency stabilization.—In anticipation-of the formidable
international monetary problems which are certain to arise after the
war, the Treasury staff prepared a tentative proposal for international
cooperation to prevent the disruption of foreign exchanges andthe
collapse of some monetary systems, and to facilitate the restoration
and balanced growth of international trade.

On April 5, 1943, the Secretary of the Treasury appeared before a
joint session of three Senate committees and on April 6, 1943, before a
joint session of three House committees to present this tentative pro-
posal. In his statement the Secretary explained that the technical
experts of the Treasury and other agencies of the Government had
been studying methods by which post-war monetary stability could be
facilitated. Secretary Morgenthau stated that the tentative proposal
had been made available for exploratory study by the experts of other
interested governments. The Secretary pointed out that the proposal
did not have the official approval either of the Treasury or the Govern-

~ment.
The tentative proposal prov1des for the estabhshmcnt of an Interna-
tional Stabilization Fund with powers and resources adequate to pro-
mote the maintenance of currency stability. All the United Nations
and the countries associated with them in this war would be invited to
become members. The fund would be under the management of a
board of directors, consisting of one director appointed by each mem-
ber-government. Voting power would be related to the contnbutlon
by each country to the fund. -
The resources of thé fund would be subscribed by the partlclpatmg
governments in the form of gold, currencies of member countries, and
public obligations of the member governments. The resources of the
_fund could be used to sell foreign exchange to meet the needs of mem-

ber countries on their ¢urrent transactions, while measures are béing
“taken to restore equilibrium in the balance of international payments.
- The accounts of the fund would be kept in terms of a new-international
monetary unit, the Unitas, consisting of 137% grains of fine gold
" (equivalent to $10). The fund would deal only with member govern-
ments and central banks, and would not enter into the customary
channels of international tra,de and international finance.

A letter was sent by the Secretary of the Treasury to the Ministers
of Finance of 37 countries inviting them to send technical experts to
Washington to discuss informally the tentative proposals for interna-
tional monetary cooperation. By the end of the fiscal year, 28 coun-
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" tries had partrclpated in these exploratory dlscussmns (See exhibit
54, p. 349.)
Domestic monetary events

On Aprﬂ 29, 1943, the President approved an act which (1) extended
until June 30,1945, the powers relating to the stabilization fund which
‘were granted tO‘thQ President and the Secretary of the Treasury in
" section 10 of the Gold Reserve Act of 1934, as amended; and (2) pro-

vided that the fund should not be used in such manner that direct
control of it would pass from the Pres1dent and the Secretary of the
Treasury. '

“Theé power to alter the gold content of the dollar was given to the
President by Title III of the Agricultural Adjustment Act of May 12,
1933, and reaffirmed by the Gold Reserve Act of January 30,1934. On
January 31, 1934, the President fixed the dollar at its present gold
content, which has remained unchanged for more than 9 years. The -
President recommended and the Congress enscted extensions of this
power in 1937 and again in 1939 and 1941. In 1943 this power was
permitted to lapse. (See exhibits 55 and 56, p. 360.) -

" "The assets and liabilities of the exchange stabilization fund as
of June 30, 1942 and 1943, mth supporting %chedules are shown in ’ohe
table begmnmg on page 668.

Every effort was made by the Treasury in the fiscal year 1943 to
continue the policy inaugurated in April 1942 of putting all available
silver into urgent war uses. The metal is used extensively in the pro-
duction of aircraft, ordnance, naval vessels, and for other war purposes,
Approximately 700 million ounces of silver from the Treasury’s free
silver stocks were made available to June 30, 1943, for nonconsump-
‘tive use in war plants, under-arrangements whereby the silver will ' be

‘returned to the Treasury after the war.”

No new purchases of foreign silver were made during the year

and the delivery of newly mined domestic silver acquired under-
~forward purchase contract was postponed, thus permitting such
silver also to go into industrial uses. (See exhibit 57, p. 363.)

In addition, approximately 5 million ounces of silver were sold
to industrial users certified by the War Production Board as in urgent
need’ of sﬂver for immediate use in war production. This silver is
classified as “‘silver ordlnary and is composed in part of silver pur-
chased for coinage prior to the Silver Purchase Act of 1934, in part
of silver contained in-gold deposits, in part of recovered bullion which

.was lost in the melting -and coining processes, and the balance of
silver in excess of the amount estimated to be contained in mutilated
coins. -This silver was sold at a price of 45 cents an ounce. (See
exhibit 58, p. 364.)

Approximately 3,075,000 ounces of Treasury silver were lend-
leased to England durmg the year with the understanding that-an
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equivalent amount will be returned on an ounce-for-ounce basis
after the war. The silver was made available to relieve a shortage
in British armament, airplane, and ship repair industries, and to
supply silver for coinage in Great Britain., The silver was made
available after full discussion with lend-lease officials, the War
Production Board, the Combined Raw Materials Board, the Senate
Special Silver Comm1ttee, and other governmental agencies.

‘An act of July 12, 1943, authorized the President, through the
Secretary of the Treasury, upon recommendation of the Chairman
of the War Production Board, to sell or lease domestically for war
purposes any silver held or owned by the United States, provided
that no silver should:be sold at less than 71.11 cents per fine troy
ounce, and provided further that at all times the ownership and
the possession or control within the United States of an amount
of silver of a monetary value equal to the face amount of all out-
standing silver certificates should be maintained by the Treasury.
(See exhibit 59, p. 364.)

On September 12, 1942, the Secretary of the Treasury announced
that the new 5-cent piece, authorized by the act of Congress of March
27, 1942, and designed to save nickel and copper for war uses, would
be composed of 35 percent silver, 56 percent copper, and 9 percent
manganese. Manufacture of the new coin was started at the Phila-
delphia mint on October 1, 1942, (See exhibit 60, p. 364.)

In a further effort to conserve vital war metal, production of the
1-cent piece was greatly curtailed durmg the first 6 months of the fiscal
year and its coinage was suspended entirely in December 1942. This
coin as minted since. 1909 contained 95 percent copper and 5 percent
tin and zine. Production of a new, wartime 1-cent coin, provided for
in Public Law 815, approved December 18, 1942, was begun in
February, and the first supplies were delivered to the Treasurer of the
United States on February 27, 1943. The new com is made of zinc-
coated steel. (See exhibit 61, p. 365.)

In November 1942, at the request of the United States War Depart-
ment, the Treasury Department furnished to the War Department a
special series of United States currency for use of the American mili-
tary forces in North Africa. The currency is so marked that it can be
readily distinguished from ordlnary notes. . One purpose of the special
series is to prevent the use in North Africa of United States money
which the Axis may have seized in occupied areas.

At his press conference.on December 14, 1942, the Secretary dis-
closed that the United States obtained gold coins from Canada for use
by the American forces in North Africa. The Secretary explained that
this action was necessary because United States gold coins were melted
down into gold bars as required by .law.
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In order to conserve labor and materials, the Board of Governors of
the Federal Reserve System, after consultation with the Treasury
Department, in December 1942 authorized the Federal Reserve Banks
to utilize as needed the existing stock, approximately $660 millions, of
Federal Reserve Bank notes printed in 1933 and 1934." It is estimated
that the utilization of this stock of umssued'currency saved 225,000
man hours of labor, and 45 tons of paper, in addltlon to substan’mal
savings of nylon and ink. (See exhibit 62, p. 367.)

An act of May 25, 1943, extended until June 30, 1945, the use of
direct obligations of the Umted States as collateral secunty for
Federal Reserve notes. (See exhibit 63, p. 367.)

A discussion of developments in foreign funds control will be found
on p. 125.

CUSTOMS SERVICE IN THE WAR

In addition to its normal functions the Customs Service is charged
with the physical control of exports, vessels, vehicles, and persons to
insure that no articles are taken from the United States except under
license or similar authorization; with the physical enforcement of the
provisions of the Foreign Funds Control Act and the regulations
promulgated thereunder as they relate to the exportation and importa-
tion of currency, negotiable instruments, securities, and other evidences
of indebtedness; with the control of American citizens leaving-the

'United States to insure that they hold valid passports; and with the
enforcement of the Trading with the Enemy Act in the censorship of
tangible communications brought into or taken from the United States
otherwise than in the regular course of the mails.

‘Active cooperation is given by the- Customs Service to the Army and
Navy intelligence services and to the Federal Bureau of Investigation.
The Customs Service is also furnishing substantial assistance to the
Coast Guard in the protection of vessels, harbors, ports, and waterfront
facilities from sabotage. -

Customs officers cooperate with the War Production Board and the
Office of Price Administration in the enforcement of certain regulations
of those organizations. In the case of the War Production Board the
Customs -Service assists in controlling the importation of restricted
materials. It assists the Office of Price Administration in the rationing
of ships’ supplies and imports of sugar, processed foods, meats, fats,
fish, cheeses, tires, shoes, and rubber. :

A further discussion of the war activities of the Customs Service will
be found on page 232
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. SPECIAL PROCUREMENT'AACT_IVITI_‘ES .
Lend lease

Durmg the fiscal year 1943, lend- lease contmued to' be the largest
activity of the Procurement Diyision. Pmchases amounted. to
$1,500,000, 000 involving 24,643 contra,ct;s Since Pearl Harbor the
total expendltures on lend-lease purchases by the D1v1s10n have
amounted to $2,500,000,000, mvolvmg 33,515 contracts. As antlcl-
pated, it. was found necessary to expand the field expediting and in-
spection forces. Thirteen lend-lease area offices and eleven suboﬂices
are giving constant attention to between 12 000 and 14 000 _active
contracts. -

The fluctuating shlppmg situation necessitated the estabhshment of .
lend-lease depots in conjunction with the War Department. = In addi-
tion to the general use of storage facilities, the Procurement Division
is administering space at seven of these depots, totahng 2,000,000
square feet of open space and 2,500,000 square feet of closed .space.
Commercial storage facilities are also bemg used extenswely through-
out the country.

’ meg to ever changmg war requlrements substantial quantltles of
madterials, mostly iron and steel products, purchased by the Division
are made available for.redistribution. All negotiations for sale of
these materials, to other lend-lease countries or to domestic manufac-
turers for war requirements, are handled byvthe Proc.urement'Dlwsmn.

Renegotwtwn of war contmcts

Rencgotlatlon of Government contracts was prov1ded for by Con—
~ gress in order to prevent the realization of mordmatevproﬁ,ts from war
production. This was accomplished in two ways:. By the retaining
or recapturing of the profits on war contracts regarded as Aexoes‘si_ve,-
and by the refixing of contract prices on future.war production,
The policy of renegotiation became necessary because industry; in
starting production of billions of dollars worth of war equipment with

which it had no previous experience, naturally found itself unable to -

present reliable estimates of costs. . As production reached substan-
~ tial levels it was found that the unit costs included in the orlgmal con-

- tracts were too high in many. cases.

Renegotiation of Government contracts was authorlzed by sect1on,
403 of Title IV of the Sixth Supplemental National Defense Appropri-
ation. Act, 1942, approved April 28, 1942, This act.referred to con-
tracts with the War and Navy Departments and the Maritime. Com-
mission. Contracts with the War Shipping Administration were made
subject to renegotiation under this law by Executive Order No. 9244,
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dated September 6, 1942, Section 801 of Title VIII of the Revenue
Act of 1942, approved October 21, 1942, which amended the renegotia-
tion law.to meet certain admlmstratwe problems, also authorlzed the
mclusmn of contracts with the Treasury Department. The law was
amended further by the Military Appropriation Act, 1944, approved
July 1,1943, ‘to_include within its_effect. contracts and subcontracts
with the Defense Plant Corpomtmn Metals Reserve Company, De-
fense Supplies Corporation, and the Rubber Reserve Company. A
later amendment was made by Public Law 149, Seventy-eighth Con-
gress, an act “To prevent the payment of excessive fees or compensa-
tion. in connection with the negotiation of war contracts,” Which' was
approved July 14, 1943. ,
Renegotiation is. generally apphcable at present to contracts and
subcontracts with the nine departments and agencies specified, on
- which final payment, was not made prior to April 28, 1942, provided
that the aggregate sales under such' contracts and subcontracts were
in excess of $100,000 for the fiscal year of & contractor or subcontrac-
or. - Renegotiation .is now required also when amounts in excess of
$25,000 are payable in the fiscal year to a contractor or subcontractor
for services. performed or to be performed which consist of the solicita-
tion, procurement or attempted procurement of Government.con-
. tracts or subcontracts thereunder, or the payment of which is contin-
gent upon the procurement, or determined with reference to the amount
of such contracts or subcontracts. The law provides that the proce-
dure shall remain in force during the war and for 3 years after its
termination. . All amounts of money recovered by way of repayment
or suit are covered into the Treasury as miscellaneous receipts..

With respect to contracts made since passage of the renegotratxon
laW ‘the head:of each of the nine departments and agencies specified
is authorized and directed to insert in each contract for an-amount
in. excess of $100,000, made by his department or ageney, provisions
for.renegotiation of the contract price and for retention or recapture
by the Government of -excessive proﬁts not - eliminated - through
reductions. in contract prices.: .

In accordance with the power to delegate authorlty granted by
the. law, renegotiation is handled by price . ad]ustment boards and
contracting officers of the nine departments and agenc1es Procedure
was “instituted by which ‘a contracting company in most instances
renegotiated with only one of the specified departments and agencies,
that which had the preponderance of interest, with the contractor.
In erder to make this policy effective, 'there was a cross-delegation
of authority enabling the department or agency renegotlatmg W1th
a ¢ontractor to bind the others to the settlement reached. - -

‘Contracts of the Treasury Departmeént sub]ect to renegotlatlon
“include: (1) Contracts placed under: sectlon 201 of Title II of thé

542890—44——10
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First War Powers Act, 1941, 55 Stat. 839 (principally lend-lease
contracts); (2) contracts for strategic and critical materials placed
under the authority of the act of June 7, 1939, 63-Stat. 811; and (3)
contracts for supplies for refugee relief under the Red Cross program,
placed under the authority contained in section 40 of the Emergency
Relief Appropriation Act, fiscal year 1941, 54 Stat. 627, Title I of
the Second Deficiency Appropriation Act, 1942, approved July 2,
- 1942, and Title III of the Third Supplemental National Defense
Appropriation Act, 1942, 55 Stat. 817.

Other types of contracts regularly entered into by the Procurement
Division of the Treasury Department in the ordinary course of -
“business prior to the war period, as such, are not subject to renégotia-
tion unless negotiated under authority contained in Title II of the
First War Powers Act, 1941.

Purchase orders, however, which are issued by the War and Navy
Departments and the Maritime Commission under General Schedule
of Supplies Contracts, which were entered into by the Procurement
Division of the Treasury Department on behalf of all departments
and establishments of the Government, are considered as being
subject to the provisions of the renegotiation law. Purchase-orders
issued by the Treasury Department itself under such contracts also.
are considered as being subject to its provisions' if such purchases
were for lend-lease or for the Red Cross program.

Savings from renegotiated Government war contracts in the 14
months. since the procedure was instituted, as reported jointly for
the War and Navy Departments and the Maritime Commission
through the Office of War Information on August 3, 1943, representing
commitments for the elimination of excessive profits through June.
30, 1943, amounted to $3,555,174,000. These figures, it was pointed
out in the report, did not include savings secured through lower
prices in successive contracts not susceptible of accurate measurement
or even of estimates, but which doubtless were many times greater
than the measurable recoveries and price “reductions -in existing
contracts reported. Of the total savings reported, $1,523,748,000
represented the portion to be covered from excessive profits reahzed
and $2,031,426,000 represented price reductions for future deliveries
on existing contracts. Of the former amount almost $546,700,000
had been paid into the Treasury as ‘“Miscellaneous recelpts by
June 30, 1943.

Strategic and critical materials

. Under the program authorized by Public No. 117, June 7, 1939, for
the acquisition of stocks of strategic and critical materials, $12,256,000
was expended during the fiscal year 1943, bringing to $59,631,000 the
total expenditures from the inception of the program to June 30, 1943.”
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The acquisitions were made by the Procurement Division at the direc-
tion of the Secretary of War and the Secretary of the Navy.

Goods valued at $1,081,000 were sold from the stock pile during the
year and in accordance with an amendment in Public Law 76, May 8,
1941, the proceeds were deposited to the credit of the strategic and
critical materials account, bringing to $1,164,000 the funds deposited
in this account from sales since the inception of the program.

Four Executive orders were issued during the year relating to the
sale or other disposition of certain materials by the Procurement
Division under direction of the Chairman of thé War Production
Board. - Executive Order No. 9203, July 20, 1942, authorized the sale
of manila fiber to the United- States Navy, to the United Kingdom, or
to certain Canadian manufacturers designated by the Government of
Canada. Executive Order No. 9242, September 11, 1942, directed
the sale of optical glass suitable for the manufacture of binoculars.
Executive Order No. 9291, December 29, 1942, directed the - transfer
to the Metals Reserve Company of the block mica in stock on Novem-

“ber 30, 1942, upon terms of sale agreeable to the Metals Reserve
Company and the Procurement Division, and directed the Metals
Reserve Company to sell or dispose of such mica as the Chairman of
the War Production Board shall direct. Executive Order No. 9317,
March 20, 1943, directed the sale of 3,634,782.ounces of quinine sulfate
for the use of the Army and 1,283,600 ounces for the use of the Navy.

Stomge and warehousmg

The war thrust upon the Government new problems of supply and
transportation which demanded more eﬁectlve utilization of its
material resources and drew attention to the need for improved
Federal procurement, inspection, and warehousing service. A major
contribution by the Procurement Division toward the accomplish-
ment of this objective was the inauguration of a Nation-widestorage and
issue warehousing program under the provisions of Executive Order
No. 9235, dated August 31, 1942. (See exhibit 89, p. 448.)

Merchandlsmg methods successfully practiced by Nation-wide
commercial enterprises indicated the desu'ablhty of taking the supply
service to the user rather than requiring the user to look to Washmgton
to satisfy day by day needs for commonly used items. This service
objective is in course of attainment through the establishment of re-
gional supply centers at points throughout the United States where
there are the greatest concentrations of Federal activities. Each
supply center is being orgamzed to render complete purchasing, con-
tracting, and stores service to the field offices and, in the case of stores,
to serve the user direct without rehandling by intermediary facilities.
The first unit under this program was established at San Francisco on
May 16, 1943.
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.. The supply meeds of the Federal activities in Washington will
contmue to be met by. stores carried in the central warehouse in
Wash_m,gton In addition to:its function as a retail dlstrlbuter of
commonly used supphes within an area delineated by economical
shipping distances from Washmgton in 1elat10n to the several regional
supply centers; this warehouse will also serve as a national warehouse
to distribute ar ticles which, by their nature source. of supply, Or quan-
tities requlred can be. more, eoonomlcally supphed to the regional
supply centers in that manner..

The-increased role. of the central Washmgton Warehouse in meetmg
the Federal demand for common supplies since its estabhshment in
1935 1s readily. v1suahzed by comparison.of sales from stock of $2,128,-
759 in that fiscal year with $7, 588,019 during the ﬁscal year 1943,

' Utzlzzatwn of Federal supplws and eqmpment

Execut1ve Order No. 9235, dated August 31,1942, prov1des for the
eﬁectlve atilization of:all types.of supplies and equipment owned by
the Federal Government..” The Bureau of the Budget is named- as the
policy-making body in matters pertaining to transfers of property
between agencies of the Government.and the Procurement Division is
designated .as the operating agency. . This is a long range program. in
which disposition is made of all property which becomes surplus to the
needs of the Federal Government. Regulations require that agencies,
in need of a type of property on hand in surplus stocks, obtain their
requirements from that source rather than purchase new equipment in
the market. Property no longer required by any Federal agency is
sold to’ non—Federal tax-supported mstltutlons and other non-Federa]
purchasers "The program also mcludes the repair of certaln surplus
property, when’ advantageous for further Goveriiment use. .

To carry cut the prov1s1ons of this order, the Federal Property
Utlhzatlon Branch ‘was estabhshed by 'the’ Procurement ‘Division.’
For 1 purposes of. admlmstratlon the actuel operations were decentral-
ized ‘through the estabhshment of eleven reglonal property offices
located negr “centers of property concentrations.” Plans have been
completed for.the establishment of regional repair shops in N ew York
Chlcago, ‘and San Franmsco to recondition furmture and typewrlters
In Washlngton D. C, the faclhtles for repalrmg oﬂice furmture and
typewnters were expanded
~ While the Procurement,’ D1v1s1on ‘was orgamzmg to ‘take orderly
custody of inventories of property declared surplus by the Federal
agencies, the Work PrOJects Admlmstratlon was ordered liquidated.
The handlmg of property of that, ‘administration requued that the
Procurement Division mspect and appraise the property, determine
further need for the items, by other Government agencies, inventory
and list available property in catalogs issued perlodlcally to Federal
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agencles and transfer property to Federal departments havmfr 8 need;
for it. : '

An important activity is the development of a cla531ﬁcat10n system
and ‘standardized homenclature for property which will aﬁord ‘8
standardized control of all property handled under the program.-

" During the year, Federal surplus propetty valued at $10,500,000 ‘was
dlsposed of by transfer and property valued at $521,000 Was dlsposed of
by sale after the reglonal offices were éstablishied. All funds derived
from the transfer or sale of Federal surplus property, other than that
purchased originally from reimbursable appropriations, are covered‘
into, the mlscellaneous rece1pts accourit of the Treasury '

FOREIGN FUNDS CONTROL ACTIVITIES

Durlng the ﬁscal year 1943 the Treasury Department through
its Foreign Funds Control , continued as the ﬁnanclal spearhead in the
Government’s economic attack upon the Axis.  Under the authorities
of the Trading with the Enemy Act the Department has aimed to
weaken the economic strength of the Nation’s-enemies by destroymg'
their ability to obtam resources and finance their operatlons through-
out the world. The measures taken were determmed in the belief
that in total war armed mlght depends -upon economlc strength
No Axis war machlne is more powerful than the economy and the
finances Whlch back it.

Durmg 1943 the work of the- Treasury Department in. these areas,
went forward under five main programs, as follows::

1. The first job-of the Treasury s Forergn Funds Control Was tof
prevent the enemy from using the billions in assets in this country{
aictually or potentlally under his control. It.is known that in World.
War I the Germans spent tens of mrlhons for sabotage, esplonage and'
propaganda inside the United States. - Today there are in the Umted
States about $8.5 billions of assets potentially available for enemy use.
Yet, according to the Attorney General,.there have been no evidences
of foreign-inspired sabotage here.in this war. This remarkable record
is undoubtedly due in part to the drying up of all Axis’ sources of
financing within the Nation through the freezmg control program.

The Treasury’s control was exerted prlmarﬂy through the continued
blocking of the dangerous billions and the requirement of Treasury
licenses for transactions involving the blocked assets. During the
fiscal year 1943 over 238,000 ‘applications for spemﬁc licenses to effect
transactions in blocked assets were filed Wlth Foreign Funds Control. .
These applications involved values of more than $4.8 billions. Ap-‘
proximately 20 percent were denied as belng inimical to the interests of -
the United States. In addition to those licensed on a specific basis,
hundreds of thousands of relatively safe transactions in blocked funds -
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~ were permitted under General Licenses 1ssued to avoid burdening
legitimate business activities.!

2. The second job was to prevent the enemy from beneﬁtmg from
the billions he has looted outside the United States. As the Nazis
built up their war machine during the 30’s, they grew more and more
desperate for the foreign exchange necessary to buy the goods and
services to feed a military economy. After the invasion of Holland,
Belgium, and France, one of the first programs of the Reichswehr was to
strip those countries of all available dollar securities, American
currency, diamonds, and gold to convert into foreign exchange to.pay
the costs of the war. The efforts to realize on the plundered goods
took many different. forms. The general pattern was to use black
market operators in néutral countries who were willing to gamble that
they could worm the goods into respectable channels for eventual
redemption in the United States. .

‘Among the functionsassigned to Foreign Funds Control wasresponsi-
bility for rendering ineffectual any such attempt of the Axis to realize
on its loot. All securities and currency imported into this country
were required to be delivered to a Federal Reserve Bank for examina-
tion and were not released unless the Control was satisfied that the
title thereto was free from Axis taint. During the fiscal year 1943,
over three million dollars in currency were caught trying to run the

blockade, while hundreds of millions more of looted currency and se- -

curities were undoubtedly left.outside. By these methods the Treas-
ury effectively destroyed the value of the loot to the Axis.

There are evidences that the restrictions imposed by Foreign Funds
Control have drastically impeded the enemy in his efforts to secure
much-needed foreign exchange. By the close of the year the Axis

powers had accumulated huge adverse balances in neutral countries

and were experiencing increasing difficulty in purchasing supplies from.

these countries and in competing Wlth buyers from the United Nations
for vital materials. .

3. A further task was to stop trade and commumcatlon with the
enemy both here and abroad. Foreign Funds Control has been as-
signed responsibility for administering the licensing controls estab-
lished under section 3 (a) of the Trading with the Enemy Act. To
carry out this responsibility, the Control scrutinized attempted
commercial communications and transactions between the United
States and enemy countries or Proclaimed List nationals?in Europe or
Latin America. The Control adheres to a general policy of severmg
and eliminating all financial and commercial intercourse, direct or in-

. direct, with the Axis and Axis-dominated countries.

4. A fourth responsibility of the Department was to dlrect the

Weapons of forelgn exchange toward winning the war. The United

13 Analysis of the applications considered appears on p. 236.
2 For explanation of Proclaimed List nationals,{see the annual report for 1942, p. 205.

~
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States is the largest markét for financing international transactions in
the world today. Dollar balances are one of the few media generally
acceptable in transactions between nations. Because of these factors
a substantial part of the world’s international business is effected
through the financial facilities of the United States.

Executive Order No. 8389, as amended, under the Trading with the
Enemy Act, made the Secretary of the Treasury résponsible for the
regulation of certain transactions in foreign exchange. In imple-
menting this responsibility during the year, Foreign Funds Control
scrutinized the billions worth of international transactions flowing
through the American channels, first, to prevent any transactions that
could be of help to the Axis and, second, to promote transactions
which would aid the Allied cause.

5. A new responsibility ‘which developed durmg the year was to
assist the armed forces with financial, economic, and property controls-
. in the areas which they liberated. As the armed forces moved to the
attack in North Africa, Treasury representatives followed. Expe-
rience proved thenecessity for applying the same controls over finance,
property, and foreign exchange in the liberated areas as already had
been applied in the United States. This work was essential to main-
tain firm bases for military operations and to further Weaken the
enemy’s economy.

The Treasury has been assigned continuing responsibility for the
fields of banking, public finance, currency, and financial and property
controls in areas which are liberated in the future. In addition,
Treasury representatives are required to assist in the financial aspects
of other programs. It is anticipated that this area of responsibility
will increase greatly as the armed forces continue to move forward.

WAR CONTRIBUTIONS
' Conditional gifts

Under 'the provisions of Title XI of the Second War Powers Act,
1942, approved March 27, 1942, the Secretary of the Treasury ac-
cepted through June 30, 1943, 766 donations of money toward further-
ance of the war effort in the amount of $3,482,260.71, of which all but
$144,230.08 had been covered into the Treasury by warrants as of
June 30, 1943. The latter amount represents checks which must be
cleared through banking channels before the funds are available for
covering into the Treasury. The donations in most instances were.
made by groups of individuals. A summarization of the donations
- follows. ' :
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Accepted

Purpose for which contributed . Mm_ 2, 19 i2, | Tuly 1, 1942 PR -
i t] .
through . through Total .
“June 30, 1942 | ‘Juine 30, 1943 | e
Au'craft (representmg bombers, pursuit planes, balloons, i X . Co -, .
ete.) $1, 302,995.06 | $1,143,311.11 | $2,446,306.17
Vessels (representing. battleshlps, cruisers, destroyers, v ] .
‘subInarines, €te.) .l .o ooeeoooioaie ool 20, 456. 00 72,080.09 92, 536. 09
Guns and ammunition (representing rifles, cannon, mor- . . o
tars, machine guns, bullets, torpedoes, Bombs, shells, : :
L3713 AR R SR, 12,707.65 67,663, 18 80, 370. 83
Welfare and recreation...__.__ 4, 601. 00 55, 961. 20 60, 562. 20
Buildings and appurtenances. 62, 932, 85 54, 533. 72, 117, 466. 87
Medical supplies:. .. .. ocoo ool 10.00 5 216.00 5, 226.00
Vehicles (representing tanks, ambulances, jeeps, etc.) .. .. 5,421. 86 560 891. 32 568, 313. 18
Miscellaneous equipment__._. - 1,733.25 1,733.25
Foreign relief and rehabilitatio 31 747.42 31 747.42
‘War financing program. .. 80, 000. 00 80 000. 00
L X101 7S D P O PO 1,409, 124. 42

2,073,136.29 [~

3,482, 260. 71

Covered by warrant

Mar. 27, 1942,

July 1, 1942, i
through ° | _ through %%2?%3%5&0
June 30, 1942 '| June 30, 19043 ’ :
$886,683.69 | $1, 558, 688.11 .. $934.37
20, 456. 00 71,934.09 |
11, 197. 85 64, 610.70°
‘Welfare and recreation 4, 601. 00 53,059. 95
Buildings and appurtenances. 62, 188.85 , 286. 50
Medical supplies......-...-.... 4,720. 00
Vehieles. . ._____..._ - 479, 123. 42
Miscellaneous equipment. .. 1,733.25
Foreign relief and rehablhtatxon. 31,747.42 |.
War ﬁnancmg PrOGTAM . - .o meaa 80, 000. 60
Total . : 985, 127.19 2,352, 603, 44

144, 230. 08

Donatlons of property accepted ‘during the fiscal year 1943 for use

in connection with the various war activities included airplanes, ambu-
lances, automobiles, trucks, racing homing pigeons, fur coats, medical
supplies including iron lungs, rowboats and skiffs, guns and ammuni-
tion, bayonets, swords, knives, binoculars, soap, phonograph records,
baseballs and bats, a 7-dog team and harness, a train of 8 coaches, and
various:other articles. The property accepted had a total estimated
valuation of $317,615, and.in practically all instances was received
dlrectly by the war agency to which donated.

Uncondztwnal donations

‘ From December 7, 1941, the day on which Peall Harbor was
attacked, to June 30, 1943, 14,734 unconditional donations amount-
ing ‘to $927,112.36 were received. The 14,734 donations do not
represent, the total number of donors masmuch as the donations of
approximately 24,000 individuals were grouped and treated as single
donations; for example, 7,000 employees of an aeronautical corporation
sent in individual checks which were recorded as one donation.
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Donations came from individuals, schools, fraternal organizations
labor orgamzatlons groups of citizens, and employees m ‘various
corporatlons :

SALARY STABILIZATION AND LIMITATION

Under the act of October 2, 1942, amending the Emergency: Prlce
Control Act of 1942, the Pres1dent was authorized and directed to
issue a general order on or before November 1, 1942, stabilizing
prices, wages, salaries and other factors affectlng the cost of living
and to provide for maklng such adjustments therein as hefound neces-
sary to aid in the effective prosecution of the war or to correct gross
inequities. -Except as otherwise provided in the act, such stabili-
zation was to be as- far as practicable on’ the ba31s of the levels
ex1stmg on Septémber 15, 1942,

. Pursuant to this authorlty, the President, on- October 3, 1942,
1ssued Executive Order No. 9250 which, among other things, estabhshed
the Office of Economic Stabilization: with a Director respon51ble to
‘the President, and an Economic Stabilization Board-to serve in-an
adv1sory capacity to the Director. The Secretary of the Treasury
is a member of the board (See exhibits 68 and 69, pp. 378 and
379.) :

The Director, with the approval of the Prosrdent was authorized
to formulate and develop a comprehensive natlonal economlc ‘policy
relatmg to"the control of civilian purchasing power; prices, rents,
wages, salaries, profits, rationing, and subsidies. Title III of the
order outlined a program of wage and salary stabilization to be directed
by the Office of Economic Stabilization. The Director was authorized
and directed also ““to take the necessary action, and to issue the appro-
priate regulations, so that, iasofar as pra‘cticable no salary shall be
authorized under section 4 of Title III, to.the extent that it exceeds
$25,000 after the payment of taxes allocable to the sum in excess of
$25,000: Provided, however, that such regulations shall make du?
allowance for the payment of life insurance premiums on policies
heretofore issued, and required payments on fixed obligationshereto-
fore incurred, and shall make provision to prevent undue hardshlp ”

On October 27, 1942, the Director of Economic Stabilization, with
'the approval of the Presrdent issued regulations formulatmg the pro-
gram more specifically. With respect to salary-increases, it was
fstlpulated that no salary increase might have the effect of resulting
in any substantial increase of the level of cost or fuI'IllSh the basis
for i 1ncreasmg price ceilings or to resist otherwise justifiable: reductions
in such price ceilings. Employers having eight employees or less
‘were exempted from the provisions for the stablhzatlon (but not the
hmxtatlon) of salarles. - -
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- Control by the National War Labor Board over wage adjustments
as specified in Executive Order No. 9250 was reaffirmed by the regula-
tions; jurisdiction over salary adjustments was divided between that
Board and the Commissioner of Internal Revenue. The Commis-
sioner was designated to enforce the limitation on salaries. By an
amendment to these regulations, dated November 30, adjustments in
wages and salaries of $2,400 a year and less paid to agricultural labor
were placed under authority of the Secretary of Agriculture.

With respect to the division of authority in administering the wage
and salary stabilization program, the Commissioner of Internal Reve-
nue was given jurisdiction over all salaries in excess of $5,000 a year -
and over salaries of less than $5,000 a year of those executive, admin-
istrative, and professional employees who are not represented by a
duly recognized or certified labor organization, and who are not class-
ified as ‘“‘agricultural labor.” In the exercise of this authority, the
Commissioner of Internal Revenue, by a regulation promulgated on
October 29, 1942, under Treasury Decision 5176, established a Salary
Stabilization Unit under the supervision of a Deputy Commissioner -
of Internal Revenue. _

Although the Salary Stabilization Unit was generally responsible
for salary changes, its approval was not required in all cases of requests
for proposed increases. The salary regulations stated that approval
was not required where an increase in salary rate was made in accord-
ance With a salary agreement. or salary rate schedule in effect prior to
October 3, 1942, or approved thereafter by the Commissioner, and was
the result of (a) individual promotions or reclassifications; (b) indi-"
vidual merit increases within established salary rate ranges; (¢) opera-
tion of an established plan of salary increases based on length of
service; (d) increased productivity under incentive plans; or (¢) opera-

. tion of a trainee system.

Decreases in salary to a rate below $5,000 could not be made without
“pnor approval of the Commissioner unless the employee had been
demoted or given lesser responsibilities. A decrease in salary was
permitted with the approval of the Commissioner only to correct gross
inequities or to aid in the effective prosecution of the war.

The responsibility of the Commissioner of Internal Revenue in
passing upon the salary adjustments and limitations Wlthm his juris-
diction was increased by the fact that under the regulations promul-
gated by the Director of Economic Stabilization on October 27, 1942,
the Commissioner’s determinations that salary payments are ma,de in
contravention of the act are declared to be binding and conclusive
_.upon all other agencies of the Government (1) in determining the
costs or expenses of any employer for the purpose of any law or regu-
lation; (2) in calculating deductions under the revenue laws of the
United States; and .(3) in determining costs or expenses under any
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contract made by or on behalf of the United States. In this connec-
tion, in section 1002.28 of the regulations promulgated on December 2,
1942, by the Commissioner, it was provided that if any salary pay-
ment was made in contravention of the act or of the regulations, the
entire amount of such payment should be disregarded for all of the
three purposes specified above.

- Further limitation upon the authority to approve salary adjustments
is provided by Executive Order No. 9328, known as the “Hold the
Line” order, issued by the President on April 8, 1943. With respect
to wages and salaries, the order directed that no further increases
should be authorized beyond those in accordance with the Little
Steel formula as previously defined to compensate for the rise in the
cost of living between January 1, 1941, and May 1, 1942, except to
correct substandards of living, or to aid in the effective prosecution of
the war. In supplement to section 5 of the order, the Director of
Economic Stabilization on May 12, 1943, issued a policy directive
authorizing the National War Labor Board to establish, by occupa-
tional groups and labor market areas, wage-rate brackets embracing
the going rates. All rates within those brackets were to be regarded
as stabilized rates, for application to concrete cases, and to serve to
strengthen and reinforce the stabilization line to be held. (See
exhibit. 70, p. 382.) ' :

On July 1, 1943, the Commissioner of Internal Revenue issued
instructions as to the methods under which payments of additional
compensation to salaried personnel could be determined, in the case of
employers required to pay increased salaries owing to extension of the

° normal work week. (See exhibit 71, p. 383.) . Under these instruc-

tions the maximum amounts which will be allowed are such amounts
as are necessary to keep the miaimum differentials between the inter-
related job classifications requlred for the maintenance of product.lve
efficiency.

The Public Debt Act of 1943, which became law on April 11 1943
without the approval of the Presxdent amended section 4 of the act of
October 2, 1942 (Emergency Price Control Act), to eliminate the pro-
viso of that section which gave to the President the power, without
regard to the clause limiting the purpose to the reducing of the wages
or salaries for any particular work below the highest wages or salaries
paid therefor between January 1 and September 15, 1942, to adjust
wages or salaries to the extent that he found necessary in any case to
correct gross inequities and also aid in the effective prosecution of
the war.

The Public Debt Act of 1943 further provided that all provisions
of Part 4001.9 of the regulations promulgated by the Director of
Economic Stabilization on October 27, 1942, which were in conflict
with section 7, Title II of Executive Order No. 9250, were rescinded.
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This provision repealed the $25 000 llmltetlon on salarles (See
exhlblt 38 p. 338) S A

CHANGES IN ORGANIZATION AND PROCEDURE

The ‘Foreign Funds Control was given a separate administrative
status in the Treasury Department under a Director of Foreign Funds
Control by Treasury Department Order No. 47; dated September22,
1942:" The functions of the Control have increased and developed
sincé its organization in the Office of the Secretary in April 1940.

Under Treasury Department Order No. 50, dated June 25, 1943,
-~ ‘thé designation of the War Savings Staff was cha,nged to War Finance
Division-of the Office of the Secretary. The supervision of-its func-
" tions—promoting the sale of securities offered to the public by the

Tréasury Department—was ass1gned to a’ Natlonal Dlrector Who 18
an Assistant to the- Secretary. ’ :

" 'The Processing’ Tax Board of Review was abolished at the’ close of
business December 31, 1942, . by section 510 of the Revenue Act of 1942:
The ]unsdlctron vested in-the Board, which was established under
Section 906 (b) of the Revenue Act of 1936, was: transferred to The
Tax Court of the United States.

- Certain’ functions;’ dutles and powers of the Attorney General and
the Department of Justlce relating to taxes and penalties imposed
for "violations of the National Pro}ubltlon Act were transferred by -
Executive Order No. 9302, February 9, 1943, to the Commissioner
of Initernsl Revente.

Coples of Treasury orders‘issued durmg the year and of the Execu-

‘tive order referred to will be found as exhibits 72 and 73 beglnnmg on
' paoe 384 :

‘ ESTIMATES OF RECEIPTS 4

The Secretary of the Treasury 18 required each year to prepare and
~ submit in his annual report to Congress estimates of the public revenue

for the current fiscal year and for. the fiseal year next ensuing (Public
~No. 129, February 26, 1907). These estimates are now made in
December of each year on the basis of legislation existing at the time
of making the estimates. -Because of the uncertainty concerning the
future under wartime conditions the possibility of error involved in
-estimates of revenue is greater than usual, and thereis also the prob-
- ability of -the -early enactment:of new tax legislation. Therefore,
these estimates: will ‘be revised:from time to time to take account
of changed conditions.. ~

-The situation apart from. the enactment of new leglslatlon has
‘changed: markedly ‘since a'forecast of revenues was made a year ago.
‘At that time. huge increases were:schediled in Government expendi-
tures and a rapid expansion in industrial production,. employment,
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and pay rolls was expected. By now it appears that full employment
of all factors of production is being approached at the same time that
the increase of war expenditures is leveling off. : Industrial production,
employment, and-pay rolls are expected to reach:their maximum in
the calendar year 1944. In preparation of the estimates it-has been
assumed that there would be some lifting of the limitations on.pro-
duction for civilian consumption and some -increased ‘importation,
although increased tax-free shipments are expected to be made to
our armed forces serving in foreign countries, and.inventory short-
ages are expected to have a retarding effect on consumption. . Basic
assumptions. are that the war will continue and that the expendltures
estimated elsewhere in this report will be realized. :

The yield of the tax system is a function of both the tax rates and
the'tax base. The base depends upon the distributions of the amounts
and kinds of taxable income received by individuals and by corporate
and noncorporate institutions, upon the valuation and distribution of -
ownership and the transfer of property, upon the consumption of tax-
able commodities and services, upon -imports, and upon the effect of
action taken by taxpayers to control their liability for tax. In making
estimates of the tax bases a wide variety:of financial and other- eco-
nomic data is forecast approximately a year and a half in advance and
then analyzed upon the basis of past experience modified by reasonable
assumptions concerning conditions in-the future. . The forecast date
include the direction and magnitude of the movements of industrial
production, profits, security: and eomamodity prices, employment,
pay rolls, and other components. of business activity. Past events
affect the receipts because of back taxes and provisions under the
income taxes for carrying forward losses and -credits. ~

The degree to which receipts reflect current economic: condltlons is
determined by the sensitivity of each tax to fluctuations of business
activity and by the length of the period between the time in which
Tliability for tax is incurred and the tlme in Whlch payment of tax to

the Government is required. . . -
" Consumption taxes are more stable than taxes based on iricome and
profits, and flat rate taxes are more stable than taxes at progressive rates.
The fact that dividends are not expected-to vary greatly in the period
covered by these estimates is. a stabilizing influence:upon individual -
income tax receipts, because so large a proportion of income:taxed at
high rates consists of dividends. The controls of the war: economy -
over income, profits, and production, despite some small éasing of the
controls over productlon for 01v1han use, are nnportant stablhzmg
factors. : <

The lag in payment of tax habﬂltles varies as between dlﬁerent
types of taxes. At one extreme, the tax on the sale of certain impor-
tant commodities such as cigaret-tes,_ distilled spirits; and: fermented
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malt liquors is collected in advance of the sale of these commodities.
On the other hand, the payment of an estate tax may be delayed as
long as 15 months after the date of death. Payment of most excise
taxes upon commodities is due in the month following the taxed sale.
Gift tax receipts are due in the calendar yearfollowing the yearin which

‘the gift is made.. Receipts from employment taxes lag anywhere
from 3 months to a year. The corporation income and excess profits
tax payments are due in the year following the year in which the in-
come is received, whereas the individual income tax payments are
largely made in the same year in which the liability is incurred.

Because the income tax receipts constitute more than 75 percent of
total receipts in each estimated fiscal year’s receipts, the lag between
the time income is received by the taxpayer and the time of payment
of taxes based on such incomes is of particular significance. Current
corporation income and excess profits tax collections continue to be
collected in the calendar year following the accrual of the liability.
Hence the estimated tax receipts from these sources for the fiscal year
1944 are made up of payments partly on calendar year 1942 incomes
" and partly on 1943 incomes. . Similarly the fiscal year 1945 estimates

of corporation income tax receipts include payments based upon the

‘incomes of each of the calendar years 1943 and 1944.

_ The timing of the collection of the individual income tax liabilities
has been changed during the period under review. The estimated
current individual income tax receipts in the fiscal year 1943 are
based upon the.incomes of each of the calendar years 1941 and’ 1942
plus receipts of certain withholdings (January through March 1943)
under the withholding provisions of the Revenue Act of 1942. How-
ever, the effect of the Current Tax Payment Act of 1943 is to make
current individual income tax receipts in the fiscal year 1944 dependent
upon the incomes of the calendar years 1943 and 1944 instead of the
calendar years 1942 and 1943. 'The latter situation prevails in the
case of corporation income tax receipts and would have been the
situation in the case of the individual income tax under the Revenue
Act of 1942 except for the receipts from the collection at the source of
the 5 percent tax on salaries and wages in excess of an annual rate of

-$624. In addition, the Current Tax Payment-Act of 1943 requires

- large nonrecurring payments of individual income tax liabilities in the

fiscal year 1944 and to a-lesser extent in the fiscal year 1945.

The. estimates are presented to show both total receipts and net
receipts. . Total receipts cover all taxes and nontax revenues coming
into the Treasury which: are credited to general and special accounts,
while net receipts represert total receipts less a deduction for the
amount of the net appropriation to the Federal old-age and survivors.
insurance trust fund. The appropriation to this fund represents an
amount equivalent to 100 percent ‘of the taxes received under the
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Federal Insurance Contributions Act.less reimbursement to the
General Fund for administrative expenses as provided in the law.
"In this discussion of estimated receipts, the term “Total receipts”
means ‘“Total receipts, general and special accounts, on the basis of
daily Treasury statements.”” The term ‘Net receipts,” which allows
for the deduction for the appropriation to the Federal old-age and
survivors insurance trust fund, means ‘“Net receipts, general and
special aceounts, on the basis of daily Treasury statements.”

Total receipts, general and special accounts, are estimated (on the .
daily Treasury statement basis) in the amounts of $42,578 millions
in the fiscal year 1944 and $43,425 millions in the fiscal year 1945.
The estimated total receipts-in the fiscal year 1944 exceed by $19,193
millions the actual total receipts of $23,385 millions in the fiscal year
1943, while estimated total receipts of $43,425 millions in the fiscal
year 1945 represent an increase of $847 millions over the estimated
total receipts in the fiscal year 1944.

Although total receipts in the fiscal year 1945 show an increase of
$847 millions as compared with those estimated in the fiscal year 1944,
the net receipts in general and special accounts show a decrease of
$417 millions. This result is caused by the effect of the appropriation
to the Federal old-age and survivors insurance trust fund of receipts
under the Federal Insurance Contributions Act which are estimated to
be $1,264 millions greater in the fiscal year 1945 than in the fiscal
year 1944 because of the inclusion of a full year’s receipts at the higher
rate as compared with receipts of only one month at the higher rate
in the fiscal year 1944, The outstanding changes are those. relating
to receipts from the individual income tax and miscellaneous receipts.

The increase of $12,412 millions in the individual income tax
receipts in the fiscal year 1944 over those of the preceding fiscal year
is attributable not only to the higher levels of incomes during the
period in which the respective liabilities were incurred but also to
certain nonrecurring tax payments made during the fiscal year 1944
in connection with the transition to a pay-as-you-go basis. On the
other hand, a decrease of $1,324 millions is expected in the individual
income tax receipts in the fiscal year 1945 as compared with those in
the fiscal year 1944, The estimated receipts from nonrecurring pay-
ments of tax liability in connection with the transition to a pay-as-
you-go basis are much smaller in the fiscal year 1945 than in the
fiscal year 1944 and this influence is sufficient to offset other influences
to the contrary.

Miscellaneous receipts in the fiscal year 1945 originating from
renegotiation of war contracts also are expected to decline by $521
millions as the procurement agencies of the Government bring con-
tract prices more closely in line with costs.

‘The percentage distribution, by sources, of -total receipts in the
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fiscal years 1944 and 1945, as compared with actual receipts in the
fiscal year 1943, is shown in the following table:

Percentaqe dzsmbutwn of total recezpts in the ﬁscal years 1943 1944 and 1945

Estlmated Estlmated Actual,

: S°‘"°° 1945 1944 | 1943

Internal revenue: . .. : : . - :
Tncome taXes. - oo i - 75.08 76.74 68. 82

. Miscellaneous mternal revenue. - -l 11.89 © 12,12 : 19.46

"Employment taxes 7.30 4.30 . 6.41
Total mternal revenue 94,97 93.25 94. 69
Railroad unemployment insurance contributions.. . c03 | .03 | . .04
Customs.__ ..o ..o 1.01 .98 1.39
Miscellaneous receipts : 4.69 574 | 3.88
. ‘Total receipts..._ ... _...__ ‘........’_-;._.._.‘. ................ 100. 00 100. 00 100. 00

Estlmated recelpts in the fiscal years 1944 and 1945 and actual
recelpts in the fiscal year 1943 are presented in summary form in the
table followmg A more detailed tabulation of receipts and esti-
mates is shown in table 100 beglnnlng on page 764. All year-to-year
differences and percentages appearmg in the text are based on this
detailed table.

Actual recezpls wn the fiscal year 1948 cmd estzmated _receipis in ihe ﬁscal years 1944
and 1945

{In millions of dollars]

: St g ' Estimated, | Estimated, | Actual, '
_ Source . : 1945 | 1944 ’
1 Interna] revenue:
. ++. (1) Income and excess profits taxes:
Indlvxdual
. Current-taxes:
Collectlons of withholdings: . .
Revenue Act of 1942 . __ o iooiiii|ecaoiiiaos T 78L14 - 686.0
Current Tax Payment Act of 1043: .
. Collectlons by Bureau of Internal Rev~
.................................. 7,722.1 6,642.8 |._..._.....
Collectlons through Government de- .
positaries, not yet received by Bureau : .
of Internal Revenue.._............... 1,335.9 1,356.9 | oooeeoooo
Total collections of withholdings_... 9,058.0 8,779.3 686.0
- Income tax not withheld: ) ' . .
Collections by Bureau of Internal Revenue.| = -8,229.8 9,837.8 . 57710
- .Adjustment to daily Treasury statement .
basls g ) 3~125.0
) Total income tax not-withheld..._....._ 8,229.8 9,837.8 - 5,646.0
o Total current individual 17,287.8 18,617.1 '6,332.0
. Back taxes......_. . 305.0 300.0 172.9
: “Total individual. 17,592.8 | 18,917.1 6, 505. 0
Corporation: - n )
Current taxes: .
Income S 5,288.5|. . 4,979.9 |+ . 4,137.0
: Excess profits.._._.___ 8,377.8 7,566.6 . 4, 844 0
-e, .-+ . Declared value excess profits 4 103.8 | - 100.0 | - 2. 4
Ad]ustment to dally Treasury statement basis?|._....__._. PR 3 —80 2
Total current corpmatlon ..................... 13,770.1 12, 646. 5 © 8,083.1
Back taxes: = . . . ’ .
Income. .. ool 522.6 |- 464.8 383.9
Excess profits.__.__ 717.9 642.7 219.9
‘Unjust enrichment W] L5 1.8
Total back eorporation........__......._... .. '1,242.0 | 1,109.0 6056
Total corporation........ s R, 15, 012.1 13,755.5 9,588.7
S -Total inconie and excess profits taxes_...._._.. - 32,604.9 32,672.6:f -16,093.7

Footnotes at end of table
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7 Actual receipts in the fiscal year 1943 and estimated receipts in the fiscal years 1944
and 1946 1—Continued

[In millions of dollars]

Estimated, | lstimated, | Actual
Source 1945 1944 1943
1. Interual revenue—Continued.
(2) Miscellaneous internal revenue:
Capital stock tax 328.8
Estate tax.._. 414.5
Gift tax..._. 33.0
Liquor taxes & 1,423.5
Tobacco taxes . 915.3
Stamp taxes S.__. 45.2
Manufacturers’ excise taxes 487.2
Retailers’ excise taxes..........._ 165.3
Miscellaneous taxes 8. _._____...._.. i 757.3
Total miscellaneous internal revenue (collection basis) 4,569. 9
Adjustment to daily Treasury statement basis 2___|._ —18.5
Total miscellaneous internal revenue (daily Treasury - :
- statement basis) . ... oo .o 5,164.1 5,160.7 4,551. 4
(3) Employment taxes: : '
Taxes on employment by other than carriers: :
Federal Insurance Contributions Act. ... ....._._. 2,687.6 71,422.5 1,130.5
Federal Unemployment Tax Act____________...._.. 203.8 191.4 158, 4
. Total......._. . 2,891. 4 1,613.9 1,288.9
Taxes on carriers and theiremployees (Ch. 9, Subch. B of
_ Internal Revenue Code). ... ___..._.__......__.. - 277.4 256.1 | 208.8
Total employment taxes._ ... ...oo...occcooo ool . " 3,168.8 1,870.0 1,497.7
Total-internal revenue._ . ... . ... . . ... 40,937.8 39,703.3 22,1428
2. ‘Railroad unemployment insurance contributions 12.8 11.9 10.3
. Customs 438.0 420.0 324.3
4, Miscellaneous recelpts
Originating from renegotiation of war contracts : §1,212. 4 81,733.1 Q]
Alother ... 4. 844 709.8 ®)
Total miscellaneous receipts. . i . 2,036.8 2,442.9, 10.907.3
Total recelpts, general and speclal aceounts S..__._.._____. .. 43,425.4 42,5781 | 23,384.6
Deduct Net appropriation for Federal old-age and survivors . :
insurance trust fund representing an amount equal to taxes
- collected and deposited under the Federal Insurance Con-
tributions Act, less relmbursemeuts to General Fund for ad-
 ministrative expenses._ ... _____._c..._..__l__ N . 2,656.4 71,392.1 1,103.0
Net receipts, general and specxal accounts ¥ ._..___._._ —eee|  40,769.0 41,186.0 22,281. 6

' NoTe.—Figures are rounded to nearest tenth of a million aild will not necessarily add to totals.

! Details of income taxes and miscellaneous internal revenue on collection basis with adjustments to basis
of the daily Treasury statement, Details of employment taxes, railroad unemployment insurance contri-
butions, custorns, and miscellaneous receipts on the basis of the daily Treasury statement.

2 Because of the time required for payments reported as tax collections toward the end of each month to
clear through the banks and become available for expenditures-on the daily Treasury statement basis, an
adjustment from the collections to the daily Treasury statement basis is necessary. A positive adjustment
indicates that during the fiscal year more tax receipts on the daily Treasury statement basis have been re-
ceived than are reported as collections, and a negative adjustment indicates the reverse situation.

3 Estimated break-down of actual adjustment to the daily Treasury statement basis of income and excess
profits tax receipts between individual and corporation income and excess profits taxes. The actual divi-
sion is not available.

4 Includes back declared value excess profits tax collections.

8 Collections for credit to trust funds are not included.

¢ Includes collections from taxes on narcotics, taxes imposed under the National Firearms Act, and the
tax on hydraulic mining, all of which are effective currently. In addition, includes collections from excise
taxes, repealed prior to and including the Revenue Act of 1942 (consisting primarily of rubber articles,
electric signs, optical equipment, and washing machines); collections from the tobacco, matches, tires and
tubes floor stocks taxes imposed by the Revenue Acts of 1941 and 1942; and collections from the tax under
the Bituminous Coal Act of 1937, which expired Aug. 24, 1943.

7 Includes the effect of Public Law 221 approved Dec. 22, 1943, which postpones the automatic increase
* in the 1944 tax rate under the Federal Insurance Oontnbutlons Act until Mar. 1 L

8 Includes cash refunds which are recoveries of excessive profits from renegotlatlon of war contracts which
would not have been collected as taxes, plus those amounts which would have been collected as taxes il
the corporation had filed a definitive tax return prior to the determination of the amount of excessive profits.

9 Not available on the basis of the daily ’I‘reasury statement.

1 Includes collections of the manufacturers’ excise taxes on firearms, shells, pistols, and revolvers in
accordance with a reclassification of accounts.

542890—44 11 .




138 REPORT- OF .THE SECRETARY OF-THE TREASURY .
Fiscal year 1944

Total receipts in general and specidl accounts in the fiscal year 1944
are estimated at $42,578 millions, an increase of $19,193 millions or
82.1 percent over the actual total receipts of $23,385 millions in the
fiscal year 1943.

Income tazes.—Total income and excess profits tax recc1pts ‘includ-
ing back tax collcctlons in the fiscal year 1944 are estimated to be
$32,673 millions, more than double the previous high record -of receipts
of 16,094 millions from this source made in the fiscal year 1943. The
increase of $16,579 millions in income and excess profits tax receipts
consists of $12,412 millions from the individual income tax and $4,167
millions from the corporation income and excess profits tax receipts.

Total individual income tax rec01pts in the fiscal year 1944 are
estimated at $18,917 millions, an increase of $12, 412 millions or190.8
percent over the actual receipts in the fiscal year 1943 of $6,505 mil-
lions. The increase is caused by the enactment of the Current Tax
Payment Act of 1943, the higher levels of income om which the
liabilities payable in the fiscal year 1944 are based, and the higher tax
rates and lower exemptions of the Revenue Act of 1942. -

The effect of the Current Tax Payment Act of 1943 is to increase the
payments of individual income tax liabilities in the fiscal year 1944
during the transition to a pay-as-you-go basis. The act in. effect
provides that the calendar year 1943 tax liability of civilians shall be
the larger of the liabilities on the calendar year 1943 or 1942 incomes.
The payment of the additional amount in the fiscal year 1944 in in-
stances where the calendar year 1942 liability is tRe larger results in a
large nonrecurring collection in excess of what might be expected on
the basis of calehdar year 1943 incomes. In the converse situation,
where the calendar year 1943 liability is the larger, the taxpayers in
the aggregate made payments in the first half of the calendar year
1943 (based on their lower 1942 liabilities) which amounted to much
less than half of their higher 1943 liabilitiés.” Therefore, after applying
these payments against their 1943 liabilities there was left an unusual
bunching of paymients in the fiscal year 1944, Finally, because of the
unusually large number of partial payments madé at the end of the
fiscal year 1943, a large amount of June payments officially were
recorded either as received or collected in.the fiscal year-1944. This
situation is not expected to recur since under the Current Tax Payment
Act of 1943 only payments of the much smaller number-of liabilities
‘declared to be in excess of current withholdings need to be handled at
the end of the fiscal year. These are the factors specml to the ﬁscal
year 1944, ,

There is one other lmportant factor Whlch aﬁ’ects recelpts in the
fiscal years 1944 and 1945 approximately in equal amoutiits, but did not
affect actual receipts in the fiscal year 1943. .The Current Tax




REPORT - OF THE SECRETARY OF THE TREASURY 139

‘Payment: Act of 1943, as an-offset: to complete remission of the lower -
of theealendar year 1942 or 1943 liabilities, requires that an additional
payment of atleast one-fourth of whichever liability is the lower must
be added to the calendaryear 1943 liability and be paid either in full in
March 1944 oriin equal installments in March 1944 and in March 1945,

If the calendar year 1942 or 1943 Lability, whichever is lower, is $50
or:less; no-additional payment is required; if over $50 but not over

. $66.67, an additional payment equal to the excess of the hablhty over

$50 is required:

. Of even'inore 1mportance than these special factors the income level

affecting the fiscal year 1944 receipts reflécts-a two-year increase instead
“of merely a -one-year increase over-the level affecting the fiscal year

1943 receipts. This is because the Current Tax Payment Act of 1943
largely eliminates the former-lag of collections -behind the period in
which taxable.incomes arise. - Currént payment for the majority of
taxpayers in- the first. surtax bracket is provided for through with=
holding:at-the source on-salaries and wages, and for those taxpayers
whose-incoine.is not subject:to withholding or whose income is taxed
at higher surtax rates, current payment is effected by declarations of
estimated liability- and quarterly payments of the additional liability
estimated-to be. in excess of withholdings. = Penalties are imposed on
taxpayers who .are required to make declarations. if the amount paid
quarterly: and via withholdings by December is'not equal to 80 per-
cent (66% percent in the case of farmers) of the full amount.of liability
determlned on March 15 of the followmg year the date full payment
is-due. . "

: Recelpts durmg the fiscal year 1944 from the collectlon at the source
-on salaries and wages are determined partly under the Revenue Act
of 1942 and partly under the Current Tax Payment Act of 1943.
Under the Revenue Act of 1942, withholding:is at the rate of 5 percent
on salaries.and wages'in excess-of an annual rate of $624. Under the
Current Tax Payment Act of 1943, the amount withheld is the greater
of (a) 20.percent of the excess of salaries and wages over a withholding
exemption which varies according to- the family status of the employee
or (b) 3 percent of the excess of salaries and wages over an annual rate
of $624. The family status withholding exemption is at an annual
rate of $624 for a-single person; $1,248, $624; or zero for a married
person who.claims respectively all; half, or none of the personal exemp-
tionfor withholding purposes, and $312 for-each dependent; other than
the first dependent in the case of the head of a family. = '

~Under either act: the remuneration for domestic service, for casual
labor, for services in'the armed forces, and most of that for agricultural
labor is éxempt from withholding. Payment by the withholding agent
of the amounts withheld is due under the Revenue Act of 1942 on or
before the last day of the first month following the quarter in which the
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- amounts were withheld. Under the Current Tax Payment Act of
1943, amounts withheld by employers who withhold in excess of $100
a month are customarily deposited in a Government depositary by the
* tenth of the month: following: the month in which the amounts:were
withheld, but the due date is the same as under the Revenue Act of
1942 for amounts withheld by all other employers.

Withholdings- of $781 millions in respect of the calendar year 1043
salaries and wages will be received by the Government in the fiscal
year 1944 under the Revenue Act of 1942. This constitutes'amounts
withheld for the period beginning with the month of April 1943 and
ending with the beginning of the first pay period which started in July.
The remainder of the withholdings on July salaries and wages and the
_entire -amount of withholdings on-salaries and wages of ‘the éight
months, August 1943 through;March‘ 1944, and in addition the amounts
withheld on April and May salaries and wages by most employers who
withhold more than $100 per month, will be received under the Current
Tax Payment Act of 1943 in the fiscal year 1944. The amount Wwith-
held on June salaries and wages by employers who withhold more than
$100 per month and on Aprxl-June salaries and wages by all other
employers will -be received in the succeeding fiscal year.

Aside from remitting in effect 75 percent of the lower of calendar
year 1942 or 1943 tax liability and placing collections on a current
basis, the only other significant departure from the Revenue Act of
1942 incorporated in the Current Tax Payment Act of 1943 is a change
in the exclusion from base pay of noncommissioned members of the.
armed forces from $250 in the case of single persons and $300 in-the
case of married couples to a single exclusion from base pay up to
. $1,500 regardless of rank or marital status.

The higher tax rates and lower exemptions of the Revenue Act of
1942 contribute to the increase of fiscal year 1944 receipts inasmuch
as the fiscal. year 1943 recelpts are based partly on 1ncomes taxed
under the Revenué - Act of 1941. ;

“The 1941 act personal exemptions of $1,500 for marrled couples and
heads-of families and $750 for single persons were reduced. to $1,200
and $500, respectively, in the 1942 act. . However, for members of the
armed forces below -the grade of commissioned officer; exclusions of
$300 for married couples and heads of families and $250 for. single
persons were granted from gross income of salary received by such
- personnel for active- service.  The base was: further broadened by
reducing the dependent credit from $400 to $350. Surtax rates were
increased on the first $2,000 of surtax net income from 6 to-13 percent

and on surtax net income of over $5 millions from 77 to 82 percent with
" appropriate “increases ~throughout the:intervening -schedule.” The
normal ‘tax rate was increased from 4 to 6 percent.  On the ‘other
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hand, the base was reduced by the allowance of deductions for certain

“iedical expenses and certain State retail sales. taxes. Nominal
reductions of tax yield result frorn other minor changes in the regular
tax on net income. :

- A large shafe of the increase- of recelpts in ’ohe Ilscal year 1944 was
caused by enactment of the Victory tax contained in the Revenue
Act of 1942, effective as of January 1,1942, Theé only receipts in the
fiscal year 1943 relating to the Victory tax consist of .3, months’
(January—March 1943) withholdings. The 'amounts ‘withheld, to-
gether with all other payments made in the first half of the calendar
year 1942, are subtracted from the total calendar year 1943 liabilities
as determined under the Current.Tax Payment Act of 1943 and the
remainder paid in the fiscal year 1944 except as s‘peciﬁc provision is
made for payment of some. nonrecurrmg hablhtues in subsequent
fiscal years. » ‘ .

-Individual income back taxes are estmated at. $300 mllhons an
increase of $127 millions over actual collections in the fiscal year 1943.
The increase-is partly the result-of an exceptionally large back tax
collection in 1 month of the fiscal year 1944, and is partly associated
with the large individual income tax liabilities incurred in recent years.

- Total corporation.income and excess profits tax receipts (current)
and -declared value excess profits tax receipts (current and back) are
"+ estimated to be $12,647 millions in the fiscal year 1944, on the daily
Treasury: statement basis. This is an increase of $3,663 millions or
40.8 percent over actual receipts of $8,983 millions in the fiscal year
1943. ‘The increasein collections from the excess profits tax provides
76.0 percent of the total increase in collectrons from current corporatlon
income and excess profits taxes. A

- ‘Collections in the fiscal year 1944 represent for the most part the
collection of income tax liabilities incurred in respect. of- the incomes
of the calendar years 1942 and 1943, while the fiscal year 1943 collec-
tions reflect liabilities for the calendar years 1941 and 1942. Collec-
tions -of the calendar year liabilitiés are not divided evenly between
the 2 fiscal years affected, but the proportions are such that, for the
purpose of simplifying ‘the explanation of results, the taxes collected
in respect of the incomes-of the calendar year common: to both may
be ignored in comparing collections for 2 fiscal years. Thus, in com-’
paring the fiscal years 1944 and 1943, the effect of the collections in
respect of the calendar year 1942 liabilities may be disregarded and

" the increase in collections in the fiscal year 1944 over those in the
fiscal year 1943 may be attributed almost entirely to the change in’
income levels and methods of taxation in the calendar year 1943 as
compared with those of the calendar year 1941. : Corporate net income:
in. the:calendar year 1943 is estimated to have increased by approxi-
mately 50 percent over the calendar year 1941 income, and various
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changes in the Revenue Act. of 1942 also account for increased tax
liabilities in respect of the calendar year:1943 incomes -as-contrasted
with those of the calendar year:1941: However, only part-of the
full calendar year 1943 increase in labilities, roughly 50 percent is
reflected in the fiscal year 1944 receipts. :

- Current corporation collections from the normal tax and sur tax are
estimated to be $4,980 millions in-the fiscal year 1944 compared
with actual collections of $4,137 millions in the.preceding fiscal year,
an increase of $843 millions or 20.4 percent. As indicated above, ‘a
part of the increase is explained by changes made in tax rates-and

- bases by the Revenue Act of 1942 as comparediwith the:provisions-of
the Revenue Act of 1941. . With respect to ‘the-calendar.year 1941,
during which the Revenue Act'of 1941 was in effect; corporations
with normal tax net income of $25,000 or less were ‘taxed:at bracket
rates of 15 percent, 17 percent, and 19 percent for the income classes -
0 to $5,000, $5,000 to-$20,000, and $20;000 to $25,000; respectively.
Corporations with normal tax net income in excess of.$25,000: were
taxed at a rate of 24 percent,:or alternatively the portion:of normal
tax net income under $25,000 was taxed at the bracket rates that were
applicable to corporations:with normal tax net income under $25,000,
and the portion in excess of $25;000 ‘was taxed at-a-37 percent rate.
The alternative method resulted in. a-lower tax; provided that normal
tax net income did not exceed $38,461.54; Above that net income it
was advantageous to the corporation-to compute’ the normal tax at
the flat rate of 24 percent applicablé-to-its entire normal tax met-income:

Under the Revenue Act of 1942, applicable to both 1942:-and 1943
incomes, only one change was made in the'normal tax raté structure.
In the case of the alternative method of computing the tax for corpo-
rations with normal tax net income in excess of-$25,000; the first
$25,000 of normal tax net income was taxed: at the bracket rates
applicable to -corporations having'.ne more than- $25;000. This
involved no change in the tax rates compared with the Revenue Aect
of 1941. However, the portion: of nérmal tax net .income’in excess
of $25,000 was taxed at a rate of 31 percent rather than at the -37
percent rate existing under previous law. - The alternative method
resulted in a lower tax than the flat rate method if- normal tax net
income did not exceed $50,000: : 2 g :

In addition to the normal tax, corporatlons “‘were sub]ect to a
surtax on both their 1941 and:1943 incomes. . However, the surtax -
rates were higher under the Revenue Act of 1942 than.under: the
preceding law. If surtax net income was not over $25,000, the rate
was increased to 10 percent from the.6 percent rate prevailing under
the Revenue Act of 1941. . On surtax net income. over $25,000 but
not over $50,000, the rate on the first:$25,000 was also increased to 10
percent under the Revenue Act of 1942 from 6 percent:in the preceding:
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Revenue.Act, and the rate on the next $25,000 of surtax net income
was increased to 22 percent from 7 percent under the Revenue Act
0fi1941. "On surtax net income over $50,000, the 1942 act rate was
16 percent on the first $25,000 compared with.6 percent under previous
law, while on surtax net.income over $25,000-the rate was increased
to 16 percent from the: 1941 act rate of 7 percent. The potential
revenue effect-of the increase in the corporation surtax rate structure
was reduced; by the allowance.in 1943 of income.subject to excess
profits tax as a deduction in computing normal and surtax net income,
whereas under.the Revenue Act of 1941 the excess profits tax and
not the income subject to the excess proﬁts tax was deducted in
eomputing normal tax and surtax net income. :

Excess profits tax collections in the fiscal year 1944 are estlmated at
$7,567 millions, an increase of $2,723 millions .or 56.2 percent over
acdtual. colleetions of $4;844 millions from this tax in the fiscal year
1943. Inasmuch-as excess profits tax receipts are collected in the
same manner as corporation income taxes;. a comparison of - the

calendar years 1943 and: 1941 explains, in the main,. the.increase in
receipts in-the-fiscal year 1944 over the fiscal year 1943. In 1941,
corporations using the invested capital .method: in computing theu‘
excess profits credit. were. allowed a credit of 8 percent on the first
$5 millions of invested capital and a.credit of 7 percent.on invested
capital in excess of $5 millions. In 1943, the credit was still 8 percent
on the first $5 millions and 7 percent on the amount in excess of
$5 millions, but. not- over $10 millions; but on the amount in excess of
$10. millions but not.in excess of $200 mllhons the credit was 6 percent
instead of 7 percent, and on invested capital over $200 millions. the
credit-was 5 percent instead of 7 percent. .On the other hand, corpo-
rations using the average earnings method had a greater excess
profits credit in- 1943 than.in 1941. 1n 1941, base period net income
was an average of the net income of the years 1936 to 1939, inclusive,
with an allowance of one deficit year as zero. Under the Revenue
Act of 1942, which first applied. to calendar year 1942 incomes, the
net, income of the lowest year of the base pemod could be set at a
minimum of 75 percent of the average net income of the remaining
three years in the base period. .

-The excess profits tax effective rate apphcable in the calendar year
1943 was substantlally higher than the effective rate in the calendar
year 1941.- In 1941, excess profits rates varied from 35 percent to 60
percent; dependlno upon -the absolute size of ad]usted excess proﬁts
net-income. In 1943, a flat rate of 90 percent applied except where
the combined income and excess, profits tax exceeded 80 percent of
surtax net income before deduction of the adjusted excess profits net
income,..in which case,the excess profits. tax was. reduced by the
amount necessary to reduce the over-all rate to 80 percent. In addi-
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tion, corporations, in 1943, were allowed a post-war credit of 10 per-
cent of the excess profits tax in the form of noninterest-bearing bonds
maturing at specified periods after the cessation of hostilities in the
present war. Part of the gross post-war credit could be deducted
currently from the excess profits tax paid. The amount taken
currently for debt retirement might equal 40 percent of debt retired
during the taxable year, provided it did not exceed the gross post-war
credit. The net post-war refund to corporations is estimated to be
" $545 millions in the fiscal year 1944 and is included in estimated re-
ceipts. This sum, however, does not represent the amount of bonds
issued in this fiscal year, since there is a statutory lag between the
final payment of their excess profits tax by the corporation and the
issuance of the bonds. No excess profits tax post-war credit was
allowed under the Revenue Act of 1941. '

The Revenue Act of 1942, applicable to incomes in the calendar year
1943, made many other changes in corporation income and excess
profits taxes, most of which decreased the yield of these taxes. For
example, (1) the privilege of consolidated returns was extended to
permit the filing of consolidated returns for normal tax and surtax
purposes as well as for excess profits tax calculation, but if the cor-
poration elects to file consolidated returns it must pay an additional
tax of 2 percent of surtax net income, (2) the method of computing
depletion based on a percentage of gross income was extended to
fluorspar, ball and sagger clay, and rock asphalt, (3) a credit, allowed
against the corporation surtax only, equal to:the amount of dividends
paid on preferred stock was allowed to public utilities furnishing tele- .
phone service or selling electrical energy, gas, or water, and (4) income
derived from the excess output of corporations engaged in the ex-
traction of certain minerals was made nontaxable for excess profits tax
purposes. The amount of excess output was based on the relation of
production in the taxable year as compared with productlon in the
base period 1936-39, inclusive,

Certain of the changes which were made in the Revenue Act of 1942
did not affect receipts directly: (1) a 2-year carry-back of net oper-
ating losses was allowed in computing net income, (2) in the calcula-

- tion of the excess profits credit a 2-year carry-back of unused excess
profits credit was permitted—both of these were in addition to the
~ 2-year carry-forward of net operating losses and unused excess profits
credit also permitted, and (3) provision was made to alleviate the
problems of corporations whose basic inventories are depleted because
of war shortages. When these inventories are replaced, the corpora-
tion may recalculate its tax using an inventory valuation based on
replacement cost in the year of replacement. The full effect of most
of these changes will never be reflected in Government receipts, since
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part of the effect will result in an increase in Government expendlt.ures
as refunds are made to taxpayers.

Collections. from the declared value excess profits tax (current and
back) are estimated at $100 millions in the fiscal year 1944 compared
with actual receipts of $82 millions in the fiscal year 1943. This
represents an increase of $18 millions or 21.3 percent, and is attribut-

able' mainly to the materially higher income levels in the calendar o

year 1943 as compared with the calendar year 1941,

Collections of corporation back income and excess profits taxes, and
the unjust enrichment tax, are estimated at $1,109 millions in the
fiscal year 1944, an increase of $503 millions or 83.1 percent over
actual receipts of $606 millions in the fiscal year.1943. ‘

Miscellaneous " internal revenue.—Miscellaneous internal revenue
receipts in the fiscal year 1944 are estimated at $5,161 millions, an
increase of $609 millions or 13.4 percent over actual receipts in the.
fiscal year 1943. The bulk of miscellaneous internal revenue is

~derived from levies incident to the sale of goods or services. The
exceptions to this are capital stock, estate, and gift taxes, the revenues
from which are estimated at $888 millions in the fiscal year 1944: The
estimated collections from miscellaneous internal revenue taxes,
excluding those from capital stock, estate, and gift taxes, are $4,272
millions in the fiscal year 1944, an increase of $479 millions or 12.6
percent over corresponding collections in the fiscal year 1943. Mod-
erate increases are expected in the receipts from the majority of the
principal taxes in this group. The ouly exceptions among the levies
incident to the sale of goods or services that yield as much as $20
millions are the tax on the use of motor vehicles, the manufacturers’
excise tax on gasohne the tax on manufactured chewing and smokmg
tobacco, and nonrecurring liquor floor stocks taxes. - v

Collectlons from the capital stock tax are estimated at $383 millions
in the fiscal year 1944 as compared with actual receipts of $329 millions
in the preceding fiscal year. Collections in both years.reflect a tax
rate of $1.25 per thousand dollars of declared valuation of its capital
stock. * The -capital stock valuation reflected in collections. in the
fiscal year 1944 is the basis for determining net income subject to the
declared value excess profits tax in the calendar year 1943. Collec-
tions in the fiscal year 1943 represent the valuation of capital stock
for declared value excess profits tax computation ‘in the calendar -
year 1942. Inasmuch as the Revenue Act of 1942 allowed corpora-
tions a completely new valuation of capital stock every year.instead of
every three years under previous law, the increase in capital stock
‘tax collections in the fiscal year 1944 over collections: of the preceding

- fiscal year is-attributable to the relative income levels in the 2 calendar
years.

* Estate tax receipts are estlma,ted to be $461 millions in the fiscal year °

~
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1944. - This is an increase of $46:millions or 11.1:percent over actual
receipts of $415 millions in the fiscal year 1943. The increase is pri-
marily attributable to the higher rates instituted by the Revenue-Act
of 1941 .which. affected collections for a full year in the fiscal year 1944,
In:the fiscal year 1943 the Revenue Act of 1941 rates were effective
only on approximately 50 percent of the returns filed during the year
because of the statutory lag of 15 months between the date of death
and the date of filing the return. - The Revenue Act of 1942, applicable
_to-a portion of the returns filed in:the fiscal year 1944, substitutes one
$60,000 specific .exemption for the former specific exemption and
insurance. exclusion of $40,000, each resulting in.some loss of revenue,
and changes the powers of appointment-and.the treatment of com-
munity property, resulting in some.increase.in revenue.  The net
effect of these changes results in a small increase in revenue. The
factors mentioned above, together with an increase in the value.of
estates for which returns were filed, are respons1ble for the estlmatod
increase in receipts.... . -

Gift tax receipts in the ﬁscal yea,r 1944 are estlmated to be $45
‘millions, an increase of $12 millions or 35.9 percent over the actual
receipts of $33 millions in the fiscal year 1943. The receipts include
the bulk of the tax.liabilities incurred :with respect to gifts made
during the.calendar year 1943 subject to-the gift tax provisions of the
Revenue Act of 1942. The increase-is the result of an estimated
increase in.the:-value of proper ty transferred by gift during the calendar
year 1943 and of changes in leglslatlon Under the Revenue Aect of
11942, the annual exclusion was reduced from $4,000.to $3;000 for each
donee and the specific exemption was reduced from $40,000 to $30,000.

::Collections from the.liquor taxes are estimated at $1,509 millions,
an increase of $86 millions or 6.0 percent over actual collections. in
the previous fiscal year. . If the:nonrecurring floor stocks taxes were
eliminated from the comparison, the increase would be $170‘millions or
12.9 percent. - The. collections from -taxeson dlstﬂlcd spirits, $897
millions, and on fermented ‘malt liquots;. $510 millions, account for
93.2 percent of the estimated total collections of the group.and repre-
sent increases of $115 millions and $54 milliens, respectively. .The
increase in collections from the group as & whole reflects a full year’s
collections. -at the higher tax rates.on distilled spirits, wines, and
fermented malt liquors provided.in the Revenue Act of 1942 as com-:
pared-with only 8 menths’ collections at these rates .in:the previous
fiscal year. :The effect of the increased ratesis reinforced in the case of
fermented malt liquors and. wines by an expected increase.in tax-paid
withdrawals. Thetax-paid -withdrawals of distilled. spirits are de-
clining, since current production of alcohol is entirely.for war uses; but

-larger imports of distilled spirits are a sustaining factor.
Total tobaceco tax.collections are. estlmated at $988 mllhons, an
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increase. of $73 millions or.8.0 percent more than in the fiscal year 1943.
The :tax on - cigarettes is estimated to yield $904 millions and. to
account for $69 millions or 94.3 percent of the total increase for the
group.. ‘The estimated yield.from the tax on cigars, $30 millions,
increases by $7 millions or 29.1 percent, the largest percentage increase
of the group. - . 'This increase is-caused principally by a shift-to a more
expensive: type of cigar subject, to a higher rate of tax. These increases
reflect the first full year of collections. at the higher rates imposed by
the Revenue :Act:of 1942, .greater consumer purchasmg power, and
some- shift from the use.of manufactured chewing and smoking to-
bacco to-the smoking-of cigarettes and cigars. A slight decline is
anticipated in the revente derived from chewing and smoking tobacco,
‘which is estimated at $45- mllhons as compared Wlth $48 millions.in
the fiscal year 1943. .

..Total stamp tax collections:are estlmated to yleld $55. millions, an
increase of $10:millions.or 22.8 percent over the fiscal year 1943. The
effect upon collections of some increases in new security issues and in
real estate.and stock transfers is expected to be partly oﬁ'set by a
smaller amount of playing cards produced for civilians.

_The manufacturers’ excise taxes are practically unchanged in the
aggregate. They are.estimated to yield $497 millions as compared
- with $487 millions.in the fiscal year 1943, an increase of 1.9 percent.
Wherever a:decrease is effected, it.résults from curtailment in civilian
supply: because of. rationing, reduced production for civilians, or a
lower stock of gooeds on-hand. - The tax on gasoline, by far the most
productive ofi revenue-in the entire group, is expected to yield $273
millions or 55.0 percent.of the total. This represents a decrease of
" $16 millions or. 5.4 percent attributable to the imposition of Nation-
wide. rationing: on December 1, 1942, and to- cuts in.civilian rations.
The manufacturers’ excise taxes on passenger cars, automobile trucks,
appliances, radio .sets, etc., refrigerators, business and store ma-
chines,.sporting. goods, luggage, and light bulbs each yields a small
amount, less than $10 millions, and all show declines as compared with
the fiscal year. 1943. . The apparent increase in the tax on lubricating
oils; $53 millions as _compared with $43 millions, is explained by the
existence of lower tax rates during 5 months of the fiscal year 1943.
The taxon parts.and accessories for automobiles yielding $28 millions
is estimated at $8 millions more than in the fiscal year 1943 because
of the mounting need for replacement parts to maintain operation of
~ essential vehicles. . The tax on’ tires and inner-tubes is estimated: to
increase from $18. millions to $42 millions, representing improved
production for :essential -civilian: requirements following drastic cur-
tailment in- the previous fiscal year. - The slight increase in the tax
on electrical energy, from $49 millions to:$50 millions, is attributable
chiefly to the lifting of dimout regulations. Nominal increases are
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expected in the tax on photographic apparatus because of some im-
provement in the civilian supply 31tuat10n, and in the t;ax on matches
because of some increase-in production.

Total retailers’ excise taxes, estimated to. yield $184 mllhons, are
$18 millions in excess of the receipts in the fiscal year 1943. ~Of this
increase, $14 millions result from higher prices and increased demand -
for jewelry. - ‘Moderate increases in collections are expected from the
tax on furs and from the tax on toilet preparations. -

The miscellaneous tax group is estimated to yield ‘$1,039 mllhons
an increase of $282 millions or 37.2 percent. :: The only substantial
decrease, aside from certain repealed taxes which -account for a reduc-
tion' of approximately $28 millions, is in collections from the tax on
the use of motor vehicles: and boats; which is expected to decrease.
from $147 millions to $135 wmillions because of a-decline in registra-
tions.  ‘Estimated revenue from each of the other miscellaneous taxes
either holds substantially unchanged-or increases significantly. The
taxes on cominunications and transportation account-for the bulk
of the increases. - Thus the yield of the tax on telephone and telegraph
facilities, etc., is increased by $43 millions or 47.6 percent, and receipts
from the tax on the telephone bill are increased by $23 millions or
34.7 percent. The tax on transportation of persons is estimated to
produce an increase of $84 millions or 96.3 percent, and ‘the tax on -
transportation of ‘property an increase of $122 millions or 148.3
percent. These increases in revenue from ‘the taxes on communica-
tions and transportation reflect the first full . year of operation at the
higher rates imposed by the Reveniie Act of 1942 as well as increased
incomes and greater use of facilities. The Teceipts from the tax on
admissions are estimated to increase by $25 millions or 16.0 percent
as a result of higher price and income levels, and the receipts from
the tax on-coin-operated -amusement and gaming devices to-increase
by $7 millions or 66.9 percent as a result' of increased rates on slot-
machines. Small increases in the yield of the tax on the processing:
of sugar and of the tax on coconut and other vegetable oils Tesult
from an improved import situation; of the oleomargarine ‘tax, because
‘of the butter shortage; of the tax on the transportation of oil by pipe
line, because of expanded pipe line facilities; and of the taxes on-club
dues and initiation fees and. leases of safe deposm boxes because of
hlgher incores. : : '

Employment’ taxes. —Tota,l employment tax: recelpts in’ the ﬁscal
year 1944 are estimated to be $372 millions grea,ter than'actualreceipts

~of $1,498 millions in the fiscal year 1943, an increase-of 24.9 percent‘

The increase over:the fiscal year 1943 receipts is attributed in greater
part to a higher level of taxable pay rolls reflected in the fiseal year

. 1944 receipts, but also results in part from an increase in the tax
rate under the Federal Insurance Contiibutions Act applicable to the
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salanes and wages of the one month, Mareh 1944.- Under Public
Law 221,.approved December 22, 1943 the rate advances from 1 to
-2 percent both on employers and employees, effective -on wages paid
beginning March 1, 1944. - Because of a 3 months’ lag in collections,
the rate increase;applicable to salaries and wages paid after March
1944 does not affect receipts in the fiscal year 1944. 4

. Receipts from the tax imposed by the Federal Insurance Contmbu—
tlons Act are es’mmated 2t $1,423 millions in the fiscal year 1944 This
is.an increase of $292 milliens or.25.8 percent over actual recelpts of
$1,131 millions in the fiscal year 1943. -

. Receipts under the Federal Unemployment Tax Act are cstlmabed
to be $191 millions, an amount which exceeds actual receipts in-the
fiscal.year 1943 by $33 millions er. 20.9 percent.. .

Estimated receipts under the Carriers Taxing Act of. 1937 amount to

$256, millions, an increase of $47 millions or 22.7 perccnt over actual
receipts in the fiscal year 1943. :The estimated increase  over the
fiscal year 1943 receipts is attributable:to. higher taxable railroad pay
rolls'and. to an increase in the tax rate from 3 to 3.25 percent both on
the carriers and their employees, effective throughout the. entire
fiscal year 1944 as compared with only 3 months of the fiscal year
1943.
... Total internal revenue.—Total internal revenue, which is the sum-
mation .of the estimated receipts- discussed in’detail above, is esti-
mated-at $39,703 millions in the fiscal year 1944 compared with actual
receipts of $22,143 millions in the fiscal year 1943; an-increase of
$17,561 millions or 79.3 percent. A detailed tabulation -of- the fore-
going estimates is.in the.table on page 764.

Railroad  unemployment: insurance - contributions. —Rallroa,d unem-
ployment, insurance - contributions in ‘the fiscal year 1944- are esti- -
mated to be $12 millions, exceeding actual recéiptsin the fiscal year
1943 by $2 millions or 15.9 percent. These receipts represent . 10
percent of the 3 percent tax on.covered pay rolls, the other.90 per-
cent -being deposited  to  the: credit of -the: rallroad unemployment..
insurance account in the unemployment trust. fund. oo A

: Qustoins. -—~Receipts: from: the. collection: of customs, which- 1nclucle
various import taxés paid and collected in the same manner ‘as: duties.
imposed by the. Tariff :Act.of 1930, are estimated .to be $420 millions
in the fiscal year 1944.: This'is.-an increase of' $96 millions or 29.5
percent over actual.receipts of $324 millions in the'fiscal year:1943.
The marked improvement in. the shipping situation, giving freer.
access to sources of foreign supply, the further relaxing of restrictions
on the types of commodities which are allowed to be imported, and
the. continuing need for importing materials -which replace or supple-
ment. domestic supplies for war activity or for lend-lease or- domestic.
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_ consumption are. fa,ctors contnbutmg to the estlmabed mcrease m
recelpts : i e
Miscellaneous recezpts -Mlscellaneous recelpts in the ﬁscal -yeaf
1944 are estimated to be $2,443 millions; an increase of $1,536 millions
or 169.2 percent over the receipts amounﬁiﬂg' to $907 millionsiin thé
fiscal year‘1943. The increase is-due in large part to the recovery of
excessive profits on renegotiated war contracts-as provided-inssection
403 of Title 4 of the Sixth -Supplemental National Defense: Appropri:
ation Act (Public Law 528, 77th Cong:, as ameénded). ‘The amount
of these recoveries for the ﬁscal year 1943 is much smaller than the
amount estimated for the fiscal year 1944. The estimated amount of
recoveries on rénegotiated war contracts in the fiscal year 1944 ‘s
estimated to be $1,733 millions or 70.9 percent of total:miscellaneous
receipts. These recoveries include. excessive profits, “which would
have been collected as taxes if the corporation had filed a:definitive
tax return prior to the determination of the amount'of ‘excessive
profits, plus the excessive profits which would not have been collected
as taxes, regardléss of when renegotlatlon took place relatlve to ﬁllng
of the deﬁmtlve return. B :

F’LSCGZ year 1 945

Total receipts in general and special accounts in the fiscal year-1945
are estimated at $43;425 millions, an:increase of $847 millions or:2.0
percent over the estimated receipts in the fiscal year 1944; -However;
a decrease of $417 millions is anticipated in net receipts in general-and
special accounts since net receipts do-not reflect the: portion of the .
increase in employment tax.receipts which follows the -automatic
increase of the Federal Insurance Contributions Act:tax rate from 2
to 4 percent on March 1, 1944.. This increase ‘is ‘contained in-the
automatic approprlatlon for Fedoral old—age and survwors msurance
trust fund.. - - e e C

Because of the trend of estlmates of Government expendltures
appearing elsewhere in this‘réport; a peak in’' production and in:the
incomes of individuals-and corpoerationsis expected ‘at some time in the
calendar year 1944,:but because of statutory: lags: incollections, the
estimated receipts in the 'fiscal year 1945 do not-fully reflect the: ex-
pected -plateau- in business activity.. While.net reéeipts show a’dex
cline as compared with the fiscal year 1944, this'is'not dué to reduced

. production and-incomes. - The décrease occursin individual income

tax reeceipts because of the larger amount of nonrecurring ‘payments
in. the fiscal year 1944, the first ‘year of operation-under. the Current
Tax Payment Act of 1943, and in the portion of miscellaneous receipts
originating from renegotiation of war - contracts.:+The ‘balance - of
miscellaneous. receipts, the -corporation:income and: .excess profits tax
receipts, receipts from’ employment taxes after deduction of the net -
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appropriation: for the Federal old-age and survivors insurance trust
fund, and ¢ustoms receipts all show increases.

Smce receipts other than from employment taxes in the ﬁscal years
1944 and- 1945 are practically all determined under the:Revenue Act
0f 1942 and the Current Tax Payment Aet of 1943, legislative revision
exerts but little additional effect upon the relatlve tax: ylelds in-the
two fiscal years. : -

. Income. taxes. —Estlmated iricome and excess proﬁts tax recelpts
1nclud1ng back tax collections, are practically the same in. the fiscal
year 1945, $32,605 millions, as in‘the fiscal year 1944, $32,673 millions.
‘An estimated-decrease of $1,324 ‘millions in individual income tax
Teceipts is- balanced by an estimated-increase of $1,257 mllhons in
corporation income and excess profits tax receipts. :

Total individual income tax receipts are estimated at $17,593
millions in the fiscal year 1945. - This represents a decrease of $1,324
millions or 7.0 percent under the. estlmated recelpts in ‘the fiscal
year 1944.

Recelpts in the ﬁscal year 1945 from withholdings are estlmated to

" increase by $279 millions because of a higher level of salaries and wages
and the first full-year effect ‘of the changed withholding provisions
under the Current Tax Payment Act .of 1943. The increase of ‘the
withholding rate under the Current Tax Payment :Act of 1943 and
the fact that the withholdings of employers who withhold $100 or
more now are customarily received in the subsequent month instead
of after a lag of one quarter result in greater and more current receipts.

The receipts in the fiscal year 1945 from withholdings on salaries
and wages earned in the fiscal year 1944 approximately balance the
withholdings on salaries and-wages. earned in the fiscal .year 1945
which will not be received until the fiscal year 1946, so that the fiscal
year 1945 does reflect the full-year effect of the Current Tax Payment

Act0:1943.. ‘However, the receipts in. the fiscal year 1944 from with-
holdings on salaries and wages earned from April 1943 until the first
pay period beginning in July 1943 under the Revenue Act of 1942 are
less than the -withholdings under the Current Tax Payment Act of
1943 on a portion of the salaries’and wages earned in'the last quarter
of thefiscal year 1944 which-are not received until thefiscal year 1945:

“Despite the’ ant]mpated increase- in receipts “from- withholdings,
total individual income-tax receipts in -the fiscal year 1945 are esti-
mated to decrease because of the several types of receipts'in the fiscal
year 1944 which do-notrecur'in the fiscal year 1945; as has been de-
seribed in- detail under the subheading “Income taxes” for the fiscdl

" year 1944. These norrecurring receipts arise-from tax payments
made in June 1943 which were not officially recorded as receipts until
July 1943 because of the large number of partial payments made just

prior to the effective date of the Current Tax Payment Act of 1943;



152 REPORT OF THE SECRETARY OF THE TREASURY

‘payment in -the fiscal year 1944 of additional liabilities under the
Current Tax Payment Act of 1943 based on the excess of the. calendar
year 1942 over the calendar year 1943 liabilities of those taxpayers .
whose incomes decreased in the calendar year 1943; and the unusual
proportion of the calendar year 1943 liabilities whlch is paid in the
fiscal year 1944 by taxpayers with increased incomes in ‘the-calendar
year 1943, characteristic only of the first year of operation of the
Current Tax Payment Act of 1943. Thus, the actual amount of the
calendar year 1944 liabilities received in the fiscal year 1945, although -
computed on a higher level of income, is less than the amount of the
calendar year 1943 liabilities received in the fiscal year 1944. The
calendar year 1945 liabilities received in the fiscal year 1945 are about
the same as the calendar year 1944 liabilities received in the fiscal
year 1944.

A payment will be received in the fiscal year 1945 but not in. the
fiscal year 1944 under the provision of the Current Tax Payment Act
of 1943 which imposes an additional increase of tax when there is an
increase amounting to $20,000 or more over surtax net income of a
base year (1940, 1939, 1938, or 1937). A payment of at least 25 per-
cent of this additional tax is required in the fiscal year 1945,

- The provision in the Current Tax Payment Act of 1943 which
requires payment of .25 percent of the lower of the liabilities of the
calendar year 1942 or 1943, thus effectively remitting only 75 percent
is expected to affect receipts in the fiscal years 1944 and 1945 in
approximately equal proportions.

Collections of back taxes under the individual income tax are esti-
mated at $305 millions in the fiscal year 1945. This represents an
increase of $5 millions over estimated receipts in the fiscal year 1944,
The increase is caused by the constantly increasing liabilities for
individual income tax in previous years from which back taxes are
derived. The increase is relatively small because of an exceptional
amount of back taxes collected in one month in the fiscal year 1944.

Total corporation income, excess profits, and declared value excess
profits tax receipts, excluding collections of back income and excess
profits taxes, are estimated at $13,770 millions, an increase of $1,124
millions or 8.9 percent over estimated collectlons of $12,647 millions
in the fiscal year 1944. The increase in collections from the excess
profits tax provides 72.2 percent of the total increase in collectlons
from these taxes.

In the comparison of collectlons in the ﬁscal years 1943 and 1944,
the difference was ascribed partly to the relative income levels of the
calendar years 1943 and 1941 inasmuch as collections of the liability
year 1942 were distributed about evenly between the 2 fiscal years,
and partly to changes in the rates and provisions of the Revenue Act
of 1942 as compared with those of the Revenue Act of 1941. Simi-
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larly, in a comparison of collections in the fiscal years 1944 and 1945,
the explanation of results may be limited to a.comparison of the tax
liabilities in respect of the incomes for the calendar years 1944 and
1942. - Since the bases, rates and other provisions of the Revenue
Act of 1942 (described above in-the explanation of comparative collec-

- tions in the fiscal years 1943 and 1944) were applied.in both the cal-
endar years 1942 and 1944, the change in collections must be attrib-
utable to changes in corporation income and-to differences in. the
various deductions or relief provisions utilized by the corporations in
the 2 years. The income of corporations having net income is esti-
mated as approximately 18 percent higher in the calendar year 1944
than 1942. This increase in income would appear to be the. chlef
factor accounting for greater collections.,

. Corporation current income tax collections in- the. ﬁscal year 1945
are estimated at $5,289 millions;, an increase of .$309 millions or 6.2
percent over estimated collectlons of $4 980 millions:in the prev1ous
fiscal year. :

Corporation current excess proﬁts tax collectlons in the:fiscal year
1945 are estimated at $8,378 millions comparéd with $7,567 millions
in the fiscal year 1944, an increase of $811 millions or 10.7 percent.
The increase results almost entirely from the estimated higher income
levels- in the calendar year 1944 over those: existing in the calendar
year 1942, The fiscal year 1945 collections include net post-war
credit refunds amounting to $624 millions, which does not represent
the amount of bonds issued by the Umt;ed States to corporations
during this period since there is a statutory lag between the payment
of the excess profits tax and the issuance of the bonds.

Declared value excess profits tax collections in the fiscal year 1945
are estimated at $104 millions, an increase of $4 millions or-3.8. per-
cent, over estinmated collections of $100 millions in the fiscal year 1944.
The increase results principally from the higher income levels esti-
mated for the calendar year 1944 as compared with incomes in the
calendar year 1942. The same law in respect of. computatmn of the
tax liability was applicable to both years.

Collections of corporation back income and excess proﬁts taxes and
the unjust enrichment tax are estimated.at $1,242 millions in the
fiscal - year 1945, an increase of $133 millions or 12.0 percent over
estimated collections of $1,109 millions in the previous fiscal year.

Miscellaneous internal revenue.—Total miscellaneous internal rev-
enue receipts in the fiscal years 1945 and 1944 are estimated to.be
almost exactly the same, $5,164 millions and $5,161 millions, respec-
tively. No outstanding increases or decreases in tlhe yield of any’of the
major categories of taxes included in this grouping are.anticipated.
Some easing in the restrictions-on' civilian supply and increases in
imports are responsible for the majority. of the anticipated increases in
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the wyield of levies incident 'to:the sale.of .commodities, and some
slackening - .of demand, exhatstion.‘of inventories; -ard- continued
restriction of - production for civilians account. for the majority. of
decreases. The larger revenue producers, such as thie taxes on-dis-
tilléd -spirits and fermented malt liquors, small cigarettes, gasoline,
cornmunications, and -transportation; and of course-the capital stock
and estate and gift taxes, are not expected to:benefit in any material
dégree from increased availability of .goods and services for. civilians.’
- Capital stock: tax.collections: in the fiscal year. 1945 are .estimated
at $394 millions compared with-$383-millions in the fiscal year 1944,
an‘increase of $11 miillions or 2:8. percent. ! This increase results for
the most part from the increase in income levels estimated for the
calendar year 1944 as compared with. the calendar year 1943.

“+ Hstate tax collections are estimated to be $475 -millions in the fiscal
year 1945, an.increase of $14 millions .or 3.0 percent over estimated
collections. in the fiscal year 1944, The increase.is accounted for
primarily by an estimated increase in the value of estates for which
returns will be filed. The Revenue Act of 1942, applicable to prac-
tically all returns filed in the fiscal year 1945, ‘made changes .in. the
law which will increase the receipts by a small additional amount.
-+The gift tax.collections in the fiscal year 1945 are estimated to.be
$46 ‘millions: -This is an in¢rease -of ‘$1 million or 2.0 percent ‘over
estimated receipts in the fiscal year 1944. The Revenue Act of 1942.is
applicable to both the fiscal year 1944 and the fiscal year 1945 and so
the increase is’entirely attributable to an increase in the estimated
value of .gifts made in the calendar year 1944, on which the tax Wlll be

ollected largely in-the fiscal year 1945. ’

“The liquor taxes as a group are estimated to yleld $1 482 mﬂhons a

‘decx ease of $27 millions or 1.8 percent as compared with the fiscal year
1944’ approximately equal to the $28 million deerease in nonrecurring
liquor floor stocks taxes. - :Because of a higher rate of imperts, receipts
from:ithe tax .on distilled. spirits-are:estimated:at. $906. millions, .an
increase-of $9 millions -or 1.0 percent. - The decrease in the yield of the
tax on fermented malt liquors from':$510 millions to $503 millions or
1:4 ‘percent is:principally-attributable to:larger tax-free overseas ship-
mients, but also ‘to ‘transportation, -container, and material. problems
which make: it impossible to satisfy increased civilian demand. .. No
" change is expectcd in: the Tevenue from the tax on.wines, estlmated
at $37 millions. - i

~!The tobacco tax group is estlmated to yleld $974 mllhons n. the
ﬁscal year 1945, 4 decrease-of $15 millions or 1.5 percent as.compared
with the previous fiscal year. - Collections from the tax.on cigarettes,
estimated to: yield $879 millions, dre.$26 millions or.2.8, percent less
than: the estimate for the fiscal year 1944. Increased tax-free ship-
ments overseas are expected to result in a supply below the civilian
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demand. ‘Revenie from the ‘tax “on cigars is estimated to increase
sharply by $11 millions or 35.9 percent to $41 millions in thé fiscal
year 1945, partly as a result of some increase in production with -an
easing of the labor shortage, but primarily because of a shift to higher-
priced brands, which' are taxed at higher rates. The tax on manu-
factured tobacco shows no substantlal change in yield-in the 2 years.

“The yield ‘of the stamp tax group, estimated at-$59 millions, is
$3 millions ‘or 5.6 percent greatér than in the fiscal year-1944. The
in01'ease'results'chieﬁy from ‘an expectation of ‘some furthér increases
in issues of new sécurities and real estate transfers, partly offset by a
smaller ‘volume of stock transfers and a reductlon n the amount of
playing cards available for civilians. :

“The ‘manufacturers’ excise' tax group i§ estimated to yleld $524
millions in" the fiscal year 1945, an increase of $27 millions’ or.5.5 -
percent over the estimate for the fiscal year 1944. ' ‘The most 1mpor-
tant single source of revenue in ‘this group, the gasoline ‘tax, is esti-
mated to yield $260 millions, & decrease of $13 millions or 4.7 percent
because of heavy military demands‘ Reéceipts from the tax on lubri-
cating oils, $52 millions, are expected to decrease nominally for the
samé reason.  Further small decreases in tax yields are expected from
manufacturers’ excise ‘taxes on a number of commodities whose pro-
duction already has been drastically curtailed, and for which a pos-
 sible improvement in’ civilian ‘produétion -will be insufficient to offset
a décline in inventories. - These includé the following: Passenger auto-
mobiles and motorcycles radio receiving sets, phonographs, phono-
graph records, and musical instruments;’ ‘and’ household refrigerators,
refrigerating apparatus, and- self-contalned air conditioners. A num-
ber of taxes whose yields are expected to increase as-the result’ of
enlarged production or allotment for essential civiliah needs, or as the
result of an easing of material shortages, includes’ automoblle trucks,
busses; and’ trailers; parts and accessones for automobiles; - electric;
gas, and 0il apphances electric light bulbs; business and store ma-
chines; photographlc apparatus; sporting goods; and tires and inner
tubes.” The incréase’in yield of the tax on.tires and inner tubes. fromi
$42 millions to $72 millions or 71.4 percent is the greatest for the group,
and results from an expécted increase in production of tires and tubes
for essential civilian uses. No significant change in the ylelds of the
taxes on electrical energy and matches is expected.

“The retailérs’ excise tax group is estimated to yield ’$184"mﬂl10ns
in 1945; almost ‘éxactly the sameé as in 1944, - An increase of $3 miil-
lions from'the retail tax on jewelry, resulting from higher prices, is
offsét by a reduction of $2 millions from the tax on toilet preparations:
The estimated’ revenue from the retail tax on furs is unchanged from .
1944, :
~ The miscellaneous tax group is estimated to yield $1 028 mllhons
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in the fiscal year 1945 as compared with $1,039 millions in the pre-
vious year. Receipts from the taxes on commun1cat10ns transporta-
tion, admissions, use of motor vehicles. and boats, and the sugar tax
account, for $988 millions or. 96.2. percent of the total An expected
continuation of the upward. trend in the noncommercial use of coms-
munication facilities but at a less rapid rate, offset. by a falling off in
commercial use, results in no sighificant, change in.receipts from the
combined-tax on telephone and telegraph facilities and local telephone
service, estimated at $227. mllhons The yield-of the tax on trans-
portation of persons, $184 millions, is estimated to increase by $13
millions or 7.5 percent because of w1der railroad travel by 01v1hans
at the same time that the travel by .troops levels off, because. of a
larger proportion being overseas. The tax on the transportation of
- property, estimated to, yleld $188 millions, represents a decline of $17
millions or 8.3  percent because of an-anticipated lower level of pro-
duction. The continued rise of admlssxon prices, offset by a decline
in cabaret revenues as a result of manpower and liquor shortages,
results in an estimated yield-from the. tax on.general admissions of
$183 ‘millions, an increase of $4 m1lhons or 2.3 percent. The down-
ward ‘trend in the yield from the tax on the use of motor vehicles
and boats, because of a decrease in registrations, is. expected to con-
tinue for another year, the y1eld bemg $122 millions. and the decrease
$12 millions or 9.0 percent. No materml change is expected 1n the
remammg taxes. The yield from the tax.on- coin-operated amusement
and. gaming devices is expected: to decrease slightly; but no change
or a slight increase, is expected in the yleld from the taxes on club
dues and initiation fees, leases. of safe deposit boxes, bowhng alleys
and -billiard and pool tables oleomargarme coconut ‘and vegetable
oils, and from the tax on the processmg of sugar, . ,

Employment taxes. —Total employment taxes are. estlmated to y1eld
$3 169 millions, which exceeds estimated recelpts in, the ﬁscal | year 1944
by $1,299 millious or 69.5 percent. The greater pOI‘thIl of the increase

" results from a doubling of the tax rate under the Federal Insurance
Contributions Act which: will affect receipts from this source through-
out the fiscal year 1945. 'The remaining portion of. the i increase in
total employment taxes represents the effect of h1gher taxable pay
rolls, ‘-

Receipts from the tax unposed by the Federal Insurance Contrlbu-
tions Act.are estimated at :$2,688 millions, an Jincrease of $1,265
-millions-or 88.9 percent over, est1mated rece1pts of $1,423 mllhons in
the fiscal year 1944.- Estimated receipts in the ﬁscal year 1945 rep-
resent, a_tax rate of 2 percent.both on-employers and employees as

. compared with a tax rate of.1 percent both on employers and em-

ployees in effect for eleven months habﬂlty collected in the ﬁscal
year 1944, ;
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“ Estimated’ recelpts tinder the Federal Unemployment Tax ‘Act in
the fiscal year 1945 amount to $203.8 millions. This is an increase of
$12.4 millions or 6.5 percent over estlmated recelpts in the fiscal year
1944 of $191.4 millions. ’

Receipts under the Carriers Taxmg Act of 1937 are estimated to be
$277 millions. This amount is $21 millions or 8.3 percent greater
than .estimated receipts in the fiscal year 1944. No'change in the
rate of tax occurs within the limits of the two fiscal years; hence the
full amount of the i increase results from a rise in the level of taxable
railroad pay rolls. .

T otal internal revenue.—Total internal revenue, which is the summa-
tion of the estimated receipts discussed in detail above, is estimated
at $40,938 millions in the fiscal year. 1945 compared with $39,703
millions i in the fiscal year 1944, an increase of $1,235 millions or 3.1
percent A detzuled tabulatlon of the foregomg estimates is contalned
in the table on ‘page 764. '

Railroad unemployment insurance contributions.—Railroad tnem-
: ployment insurance contributions are estimated to be $13 millions.
The increase of $1 inillion or 7.6 percent over estimated receipts in
the fiscal year 1944 is attributable to a greater amount of taxable
railroad compensation.

Customs.—Customs receipts are estimated at $438 millions, an in-
crease over estimated receipts in the fiscal year 1944 of $18 mllllons
or 4.3 percent.

Miscellaneous receipts.—In the fiscal year 1945 mlscellaneous re-
ceipts are estimated at $2,037 millions, a decrease of $406 millions or
16.6 percent from the estimated receipts amounting to $2,443 millions
in the fiscal year 1944.

The decrease is due in large part to the smaller amount of recoveries
of excessive profits on war contracts in the fiscal year 1945 as compared
with the fiscal year 1944, This decrease amounts to $521 millions or
30.0 percent of the recoveries of excessive profitsin the fiscal year 1944,

- The decrease in recoveries is expected to be due to several factors.
. For example, increased efficiency in procurement results in a smaller
amount of excessive profits, and experience gained in the administra-
tion of the renegotiation act results in price reduction and savings in
Federal expenditures rather than in recoveries of excessive proﬁts

For the fiscal year 1945, estimated recoveries on excessive profits
represent 59.5 percent of the total estimated miscellaneous receipts as
contrasted with 70.9 percent in the fiscal year 1944,

ESTIMATES OF EXPENDITURES |

Actual expenditures for the fiscal year 1943 and estlmates for the
fiscal years 1944 and 1945 are summarized in the following table.
Further details will be found in table 100, beginning on page 776. The
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estimates are. based upon ﬁgures submitted to the Congress in the
Budget for 1945, : ;

Actvial expendztures for the fiscal year 1943 and estimated expendilures for ihe ﬁscal
years 1944 and 1945, as exhibited in the Budget for 1 945 :

Lt A T [In mﬂhons ‘of dollars]

.General 4nd special accounts Estifa%@d, Es“féf&tefi’ - Afégé’l'

o0

War actlvltles_......-‘_.___._.__,_

. ; X 8, 200. 0 88, 500. 0 72, 108.
Intérest on the public debt sl : 3,750.0 2, 650.0 1,808.2
All other e 6,004. 2 , 801.0 , 261.
Total expenditures, general and special accounts, ex- . .
cluding statutory debt retxrements (daily Treasury | - : ’ o ©o
statement basis)....._. e mem e e e e amna X 97, 954.2 95,951.0 | 78,178.9

) NOTE —Flgu.res are rounded to nearést tenth of a million and will not necessan]y add to totals.

Attentlon is 1nv1ted to the attached reports of bureaus and divi-
sions of the Treasury Department and to the exhibits and tables
accompanymg thc report on the finances.

\ . HeEnNry MoORGENTHAU, Jr., . . .
o Secretary of the Treasury. -

\
To the SPEAKER OF THE HOUSE OF REPRESENTATIVES

O
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FISCAL SERVICE OF THE TREASURY DEPARTMENT

The Fiscal Service of the Treasury Department, at the head of which
is the Fiscal Assistant Secretary, comprises the Bureau of Accounts,
the Bureau of the Public Debt, and the Office of the Treasurer of the
United States. Under an order of the Secretary of the Treasury, the
Under Secretary, in the event of a vacancy in the office-of the Fiscal
Assistant Secretary, acts as Fiscal Assistant Secretary and performs
all duties and functions assigned to that office. The regular activities-
of the Fiscal Service are discussed beginning on page 163,

War activities of the Fiscal Service -

The Fiscal Service of the Treasury Department has’ initiated -and
participated in'many activities growing out of the entry of this country
mto the war. In this connection, the following actlvmes have been
closely associated with military operamons

‘Foreigii depositaries.—Shortly after the President’s announcement
in’ 1940, relative to the acquisition of sites for naval bases in certain -
. parts of the Western Hemisphere, the Treasury received requests
from the War and Navy Departments to designate banks in' the
vicinity of such bases as depositaries of Government funds in order
that Disbursing Officers of the Army and Navy could establish barik-
ing facilities for use in connection with the construction and operation
of these bases.

After this country’s entry into. the war, requests for designation of
depositaries in other areas increased, and dep031tarles were established
in foreign countries Where the armed forces of the United States were
m operation, -

The widespread activities of the Army and Navy have resulted in
increased sales of checks drawn on the Treasurer of the United States
and use of United States currency to enable officers of this Govern-
ment to obtain in foreign countries the necessary local currency for
financial operations. Because of disruption.in surface transportation,
the high cost of insurance, and the uncertainty of the length of time °
that it would take for forewn barks to receive credit in the United
States for the amounts of such checks and currency, the rates of
exchange for these transactions threatened to go to a considerable
discount against the dollar, and in some cases actually d1d so before
corrective methods were undertaken. :

To insure that the officers of this Government receive the fullest
value for their sales of official dollar checks and currency, arrangements
have been effected with foreign banks whereby they deliver to. Ameri-
can consular offices currency and checks drawn on the Treasurer of
the United States acquired by such banks. After receipt of the
checks and ‘currency, the consular officials inform the -Treasury
accordingly, by telegraph, and the equivalent dollar amounts are paid
to the foreign banks’ correspondents in this country. To reduce tele-
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graphic costs to a minimum, accounts in United States dollars have
been established with certain foreign banks against which the amount
of the checks and currency deliver ed to the consular offices is char ged,

obviating the necessity of telegraphic advice each time the deliveries
are made. Under the foregoing procedure, the foreign banks are re-
lieved of the responsibility of forwarding’ the checks and currency to the-
United States, the insurance charge is eliminated, and reimbursement
in their dccounts ifi the United States is received much sooner than
would otherwise be possible.. "As’'s result of these arrangements, the
rates of exchange for checks drawn on.the Treasurer of the United
States and United States cuirency sold by officers of this Government
for official purposes have been rhaintained at a much hlgher level than
otherwise would have been, possible.

Currency destruction.—As an emeérgency méasure, the Treasury has,
in cooperation with the military authorities and local wovernments,
established currency destruction procedures in all areas outside of the
continental limits of the United States where such procedures appeared
to. be desirable, in order to provide for any contingency arising out
of the war.,: To ‘date, no emergency has made it necessary to take ad- -
vantage of these facﬂltles but they have been utilized to dispose of
currency in outlying areas to avoid shipment to. the United States. -

Banking facilities for the War and Navy Departments in the Umted

. States.—The entry of the United States into the war created an imme-
diate need for additional domestic banking facilities to meet the
enlarged training programs.of the Ariy and the Navy. This has re-
sulted in g substantial expansion of the Treasury s ‘depositary system
throughout the United States and in the territories.and insular pos-
sessions, and has necessitated the establishment of banklng facﬂltles
at Army posts and naval stations.

The War and Navy Departments determmed that during’ the present
emergency the establishinent of banking facilities within the confines
of Army posts and-naval stations would facilitate the prosecution of
the war.  Many posts and stations, with personnel running into scores
of thousands, ,are located at pomts considerably removed from: the
nearest banklng houses, neceSSItatmg many miles of travel by officers
of the War and Navy- Departments in the conduct of official business.
Furthermore, officers and. enlisted or civilian personnel engaged in
war . act1v1t1es could not leave military reservations- durlng regular

- banking hours.

Owing to the nature of the busmess to be transacted banks on their
own initiative, could not afford to establish banking facilities on mili-
tary reservatlons so the Treasury agreed to provide the urgently
needed .services. through the extension of its existing depositary and
financial agency system. The Treasury’s program is limited with
respect to both the scope of functions to be performed and the dura-
tion of the special arrangement These bankmg facilities provide for
cashing checks, accepting deposits, selling cashiers’ checks and money
orders, furmshmg cash for pay rolls, selhng ‘war bonds and stamps,
and rendering. other related services. .

As of June 30, 1943, arrangements had’ been made with 155 dep051-
taries and, ﬁnancml agents of the Government to estabhsh bankmg ,
facilities .at. 169 Army posts.and naval statlons ’ ,
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BUREAU OF ACCOUNTS:

The superv1s1on of the administration_ of the accountmg functlons
a,nd activities in the Treasury. Department and all its bureaus, divi-
sions, and offices is exercised under the direction of the Secretaly
of the Treasury by the Fiscal Assistant Secretary through the Com-
missioner -of Accounts, The function of authorizing . the installation,
maintenance, revision, and elimination of accounting records, reports;
and procedures in the Treasury Department is exercised by the Fiscal
Assistant Secretary through the Commissioner of Accounts,

The Commissioner of Accounts, at the head of the Bureau of

Accounts, has supervision over the activities and functions of the
‘Division of Bookkeeping and Warrants, Division of Disbursement,
Division of. Deposits, Section of Surety Bonds Treasury Budgetary
Section, and Section of Investments. The Emergeney Relief Account-
ing Organization, which had been under the supervision of the Com-
missioner of Accounts, was liquidated during the fiscal year 1943.

“The duties and functions of the units under the Bureau of Accounts
are discussed in the following pages.

~The Commissioner, in collaboration with the Bureau of the Budget
and General Accountmo Office, also supervises work in the Treasury
Department in connection with the development of standards, termi-
nology, classifications, a system of financial reporting, and summary
accounts required by Executive Order No. 8512.

Office of C’ommzsswner of Accounts

Budgetary admanastration and ﬁnancwl reporting.—Under Executive
Order No. 8512, dated August 13, 1940, prescribing regulations for the
purpose of i unprovmg budgetary administration and financial report-
ing, the Secretary of the Treasury, with the approval of the Director
of the Bureau of the Budget, was directed to establish (a) uniform
accounting terminology, (b) uniform classifications of assets and
liabilities, and revenues and expenditures, and (e) umform standards
for the valuatlon of assets and the determination of liaBilities and the
treatment of revenues and expenditures in relation thereto; and to
maintain a complete system of summary accounts through which
the financial data of the various agencies will be coordinated and
integrated.

.On March 3, 1942 the order was amended by Executive Order No.
9084, which provxdes that prior to establishing uniform terminology,
class1ﬁcat10ns principles and- standards, they be referred to the
Comptroller General of the United States. for consideration and deter-
mination as to whether they are in conflict with the forms, systems,
and procedures prescribed by the. Comptroller General as requlred by
section 309 of the Budget and Accounting Act.

Voting in time of war by members -of the land and naval JSorces —In,
order that the members of the land and naval forces, absent in time
- of war from the place of their residence, might be provrded a 'method
of voting, Public Law 712 was enacted on September 16, 1942. Under
the provisions of section 10 of this act (see exhibit 86, page 446) the
Secretary of the Treasury was authorized to pay to each State the
amount estimated by him to be n