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Book Page 

Aaer ie&D Red Crose 
Reauae' of eveJ>ta inYo1ving BIIJr ' a atatuellt that, u 

Sec,..te.ey ot Tr .. allr)', be could ..,,,,.,...,.,Dd omlJI 
1DYeataent 1D Govornaent eecuritiea •••••••••••••••••••• IXIt 

Ta7lor aeaorandua to HMJr •••••••• • • • •••• • •••••.•••••••••• 

- B -

Bonus 
BIIJr refuses to let MacDonald (Federal HoUJI1D8 

Ada1D11trat1on) 1Dsert letter with checks Sll<Jt;eating 
that they avail themselves of Federal Housing 
Administration facilities- 4/22/36 ••••••••••••••••• ••• 

- c -

Canada 
Ste Trade Agreement - Canada 

Cb~:n~~h.fm8r~·~~ft, cwemtaoaa8t.f..~~itl!•~e 190 

4/ll/)6 ... ....... . . . .................................. . 
a ) I!IUr suggeate that Chine tree her currenc7 

trca tJA7 other 
b) llext. aoYe up to Cb1Da; BIIJr must know whether 

Chine can free herself fro111 sterling and bow 
much silver China plans to put into subaldillry 
co iDe 

Cable froa Buck - 4/21/36 •••••......•••••••••••••••••• .• • 
a) Chine bas DO 1Dtant1on or selling all her ailYer 
b) China will use silYer in SO¢ token coins aDd •• 

reserve 
o) Another sale of silver necessary for ler~er 

foreign excho.nae stabilization fund 
d) No danger of inflation because of unbalanced 

budget - haa bean unbalanced tor twenty yaara 
llelooraudua (unaill'ed): China - new ailnr coins •••••• • •.. 
Tq1or -arandua on coafentnce& Chen and Koo , Tqlcr, 

Lochhead, and fohite- 4/24/36 •••••...•••••••••••••••••• 
BIIJr consults Rent schler concern1ns rumor Canton Govarnaent 

baa approached Nntional Cl.ty Bank of !long Kons for loan 
with silver aa security - 4/27/36 •• • • • •••• •• ••••• • •••• • 

BIIJr tall a Cben about National City Bank - 4/28/36 ••••••• 
Buck cables KW>g would 1il<e to hue Caorge F. •••rren 

rlait Cb1Da to adrlH oo 1100etary and agricultural 
probl ... - 4/30/)6 •.•••..••••••.•••••••••.•••••...••••• 

Counterwa111ng Duties 
O.pertaent of Justice' a opinion rendered - 4/29/36 .... . .. 

(For op1n101l, He pages 157-1691 copy , pa,&ea 170-182) 
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Exceas ReserTea 
Buraess tells HKJr "it's gettina o~ that ao.etbio& is 

aolna ~0 be done•- 4/21/)6 •••••••.•••••••••••••.••••. nn 
HKJr tells Eccles •no point in •••tina 4/22/'J6 uu.less 

Federe.l ReaerYe las decided oo ucesa reeerns poUey•; 
Eccles will try to c01L11i t Bo&rd to ac t1on by llay l~ 
or not until after July 1 - 4/21/)6 •••••••••••••••••• 

lleeting 4/22/36 ••.•.. . ...••••••••••...•••. . ••••••••••••• 
e) Ecole a reports Federal ReaerYe System opinion 

on inorensing required reserves 
b) HloiJr ogain reiterates his reluctance to 

eocWDulate too big caoh ba.lancea 
0) 0oldenYieiser OOCDlllents 011 possibility of Freocb 

deva.luation 
Viner wante excess reserves increased ror psych.ologica.l 

and not economic reasone- 4/27/)6 •••• ••• ••••••.•••.•. 
Eccles tells HIIJr be doe an •t want to do aa;ything on 

excess reserves until JulT 1; on.ly Broderick and 
S~}'IICaalt rlll preas Cor it iaaed.iatel:r - 4/27/36 •••••• 

-,-
FiniJicina, Governaent 

See e.lao Excess Reserves 
federe.l ReeerYe Banks to be approached concerning padding 

ot subscriptions to Treaoury o!tertnaa- 4/21/36 •••••• 
(For sample letter, see pegea 15 and 16) 

l!l&Jr tolls Bell bond market (boceuao ot •orld conditions) 
11111.7 be unsettled around June 15 when he will have to 
raise tl billion; therefore he wants to have an extra 
t450 aillion on bend so r.a.l.l Street cannot •hold a p1sto.l 
at hie bead• - 4/24/36 .......... • • • • • • • • • · · · · · · · · · · · · · • · • · 

HKJr tells Burges& he laa reversed hiaaelt and wants to 
becln on 5/ 4/36 to sell $50 ailllon worth or bills due 
Deceaber 15 each week- 4/27/)6 •••••••••.••••• • •••.•••••• 

France 
See Trade A&ree:>ent - l'l"ance 
l!l&Jr d1ocuases conditions w1 th Cochran in Paris and reports 

to fOR- 4/30/36 ...•..•. • •••••..•.....•• •• •••.....••..•.. 
a) Cnbinet aay fal.l Kond&y - treaendous aale ot 

securities - swing t o lert will be aore aarked 
than people belleve 

- G -

Gerlli&DJI 
I!!!Jr diocuo•es Coering ' s tekinc Schacht'" place aa 

• fieeal dictator•- 4/~)6 ••............. • .•.......•.... 
HKJr d1ocuasea situation with Cochran in Po.r1e - J./~/'J6. • • 
See &lao Counterva.1U.ng Dut1el 
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Boot Pace 

Gold 
See Poland . . . . • • • • • . . . . . . . . . . . • . . . . . . . • . . . . . . . . . . . . . . • • . • m:I 

See StabU1zation .••...........•• • ....•...........•..•... 

- I -

Invcat1&e>t1ona , Treasury Personnel 
Gibbons repor ts tbat lira . 1\hittemorc, Collector of 

Cuat011e a t Puerto Rico, had accepted &ilia wb.ioh wer e 
under-appraised - 4/22/36 ••••••••••••••••••••••• ...• ••• 

- J -

Japan 
T011ita , Saito, Ol<aca, and Dombeck talk wit h IIIIJr at ha.e 

4/22/36 (Hornheclt aeaorandua) •••••••••..••••••••• ...•. • 

- K -

Kennedy , Joseph P. 
IIIIJr asks t or b.ia int er pret ation or last few days in the 

urket - 4/28/ J.6 ..•... . .. ......................... . . ... . 

- II -

Narcotic Squad 
Efficif!llcy diacuased by United Statea Attorney l!arcly and 

Aaaiatant United Stetea Attorney *rtin, wltb IIIIJr, 
Gibbona , McReynolds, and Irey- L/29/36 ••••••••••••••••. 

- p -

Pol and 
RIIJr disc usses situation with Cochran in P-.ris - 4/28/36 •• 
New Yor k TilDe a articl e' • Poland bane gol d elfport o• •••••••. 
finruocla~ Counoelor Zoltowaki, of Pol ish Embassy, discusses 

wi tb HMJr - 4/30/36 . .. ................................. . 

141-145, 
1~-186 
138. J..4 t..u.ii!, Ill 
149-15(), 
155- 156 

4l 

145 A-D 

141- 145 
186 

lSL-185 

Regraded Unclassified 



- R-

Book Page 

Reeonetructi on Fin&Dca Corporation 
Bell re~ta Reconatructinn Finaoca Corpor a t ioo bald, 

on 4/20/36, .uoicipal aDd reilrood aecuritiaa taken 
!'roc Public ~orlce Ada1.1liatration appropriati on = -+o 
f-153 lllilllon and that Ptmlic l'lorke Aclainlstration 
had additional securities equalling approximately 
t135.9 million- 4/22/36....... . ............... . ...... XXII 

HKJr ' o l etter to Jonea - 4/22/36 ••••...• .. •••••.•••••••• 
ae .. enue Bill , 1936 

Reports or Hoose Ylaye and Ileana COiaittee - 4/21/36 •..•• 
~r discusses eatimates with Harrison - 4/22/36 •••••••• 
IIIIJr discusses appearance on Hill with Tr easury aroup 

with Karrisoo- 4/24/36 ••••••••••••.•••••.•••••••••••• 
Draft only of I!!Ur ' a statemen t before Senate Finance 

C011aittee - 4/27/36 •••••••••.••••••••••.••••••••••.•••• 
Second dra.f't • ••••• • •••••••••••••••••••••••••••••••••••••• 

Sta t.ece.Dt aade 4/30/36 . ....................... . ......... . 
(See pages 195-204 for lmteri.ol IIIIJr toolc with b!Jo) 

Stoclt •rke t sella off 4 t o 5 points; gives tax bill as 

reaaon - 4/27/36 ••••••••••••••.••••••••...•••••••..•••• 
Kaee memorandum concer ning- 4/28/36 •••••••••••••• ..• 

Eccles and llliJr oonfer - 4/27/36 •••••••••••••••••••...••• 
a ) Eccles thinks Oliphant and Haao are ~~&kin& llietakes 

on corporate taxes because of leek of experience 
Belvering testimoey berore Senate l'irumee C...-ittee -

4/30/36 . .. ............ . .... .. ......................... . 

- s -

Securltiee and E:xcb&oga c-laalon 
Rullnc that ind1Y1duale wbo sell GoYern.ent securities 

are subj ect to • oYer 'the counter• regulation&, discussed 
4/21/')6 .• ... . .............................. . ............. 

(For l ett e r to Securities and Eltubange Cotw~iaaion, 
aee page 14) 

Speed, 'llill1.,. 
BlUr discusses a.ae with J . F. T. 0 1Caonor, Coooptroller of 

Currency - 4/J0/)6 ..................... . .............. ... . 
Stab1lh at1on (arranged c hronologically) 

Bank of England euddealy f ills order, atandin& f or ecme tice, 
and aells United Sta tes $750,000 wor th of gol d 

a) IIIIJr t ells PDRt order t o bu,y at t;34.77 (bel ow export 
point in England ) in • for aafety - to keep ...rket 
rr.. crackin&. - 4/28/36 •.•••.••••• ••••••• • •••••••••• 

b) IIIIJr preooea FDR for porsiaa1oo t o talk t o Bewl ey; 
does not tell FDR Britiab ....ally bollen be doubl e­
croas~tbeo at 1933 Ecoocaic Confer ence - 4/29/36 ••• 

o) Hull agrees t o talk and Bewle)' is t hen a alr.ed to 

explain - 4/29/36 •• •• •••• • ••• • • • • • • • • • • • • • • • • • • · • • • · • 
(For Bewley• a answer, eo• Book XXIV, pages 185-1858-
5/ 18/36) 

d) New !ark Times articles 4/29/36 and 4/30/)6. • • • • • • • • • 
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Stat.eaente b7 KMJr 
OD tax propoeals cootaiDed in FllR'a aeuage 3/3/36; 

appears before Senate finaoce Co-s.t.t aa - 1./30/36..... XXII 20Jf 

l~thn -T-
See Hevenue Bill , 19)6 

Trade Agree=ent - Canada 
Memorandum presented to State Department - 4/21./36 ••••••• 

a) Graves tbiAks Treasury can count on full cooperation 
or State Depe.rtl;Jent 

Trade A~reemcnt - France 
Hull aentiona to HKJr ; • putting aorewa on• £or Treasury og 

ao Bonnet .ay not miss boat- 4/28/)6 ••••••• • ••••••• •. • 
a) T•:vl or does not think United Statea autticieotly 

aa£eguarded in cue of den.luatl oa 
s.,re t.o sigll agreHil!nt S.turda71 11&7 2, 1936, at l o'clock 

e) KMJr protests to FDR, ebo ie co.pletelJ eurpriaed 

- II -

United States S.vinge Bonds 
f400 ailli on 1111rlc, 11!8.turit;y nlue, baa been passed; since 

first ieeuaoce on Ksrcb 1, 1935, through April 18, 19)6, 
cash sales equal $310,081,930.96- 4/27/36 ••••• ••• ••••••• 

-W-

139 

194 

67 A-D 

Warren , George F. 
See CbJ.n.a . • • • • • • • • .. • • • • • • • .. • • • • • • • . • .. . • • • • • • . • • • • • • • • • • • . • • 207 

'Jhittamore, lira . Jes11 (Collect.or of Customs, l'llllrto RJ.co) 
Sea Inveetigstiooa, Treasury Personnel.. . ...... .. ..... . .... 29 
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. 't· . . -

ur. Ch~n oet again today with the SecretfJ7. Also pree~nt 

were Ambaseador Sze, Ur. Taylor, ur. Lochhead and Ur. Whi te . 

The following is a record or their oonvero~tlon . 

HU,Jr.: I h•ar you have a message tor me. 

Mr. Ch~n : In your :l'iret con:rsrence you asltod ma what i s 
tile policy or the Chinese currency. I answered that China 
would lteep the present eyateiD. We would hav~ no change for 

the futuro. The reason for that 1e that we cannot afford 
an~t.her change and we must have a success or tho present system. 

In the oonths from June to Oct ober we were asked to give r elief 
to the people , the s~11 oanufacturers who are victios of the 
depression, but the Government has no money . I ao on that 

Committee . This picture is 80 vivid and if we should be com­
pell~d to have another change of currency , we will have a 
collapse. Wlth the present chanse of currency, we hove 80 

many reforms , such as tne reform or the Central Bank of China. 
We muct help our victims o:r the depression first . Wa IDU8t have 

about slx more months' time 1n order to make a success or our 

monetary change . 

I think you already have a !ull picture or the Chinese 

situation. I want to t alk to you about the sale of e1lver. 

HU
1
Jr.: I do not understand what you have on your mind. 

Ambassador Sze : wnat Ur. Chen wants is to i naure t hat 

the currency 1vill be able to withstand any attacks that mi ght 
happen w1th1n the next s ix oonthe . 

~- : In order words , do I understand you want to know 
how miiCllBUver wo are read,y.. to buy? I threr. out a suggestion 

someti me ago , but rignt now I oannot go into it and I am not 
prepared , because I Jus t tb.ought you wanted to hand me a cable 
r.hlch you had received froiD Dr. Kung. I have to leo~e 1n 

about two IDlnutee for Ur . Howe 1 s funeral. I IUD sorry I aJ:l 

not prepared now for a l ong discussion. 

Qu1te rrank!y, before I get down to the questi on or how 
much a1lver we are goi ng to buy , I want an answer to t he 
question which I have put to you, name!y: Are you going to 

conti nue to t1e your money to Sterling and how much silver 
are you goi ns to put into your coins? Those are the qusstiono 
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wnich we pu~ to you and I want these queati ono answered 
t1rat . I am not making any suggestions to Ch~na to change 
her method or management or her currency, but I auggeated 
that you tree your currency fro~ any otner currency. Ac­
tually, you aro not tied to Sterling, but you work between 
the Dollar and Sterli ng and I aa suggesting tb&t if that i e 
the way you do manage your currency tha~ you oay so publicly. 

Frankly, I think the next move i s up to you. Tho two 
tnt~s that I would l i ke to know are whether you c~n ! roo 
yourself "rom Ster ling snd how much silver will you put int o 
your subsidiary coins . I apprecia~e your economic d1!ticul­
ties a t home. We have had 0\~8 here and I ut~erstsnd, but 
before I can give you an anewer on how much silver we will 
buy, you mus t answer our questions fir~t. I muet have the 
answer in writing. 

I i ndioatod to you at one of our meeting& t hat we might 
buy 5 , 000, 000 ounces a mon~h tor the next eight months , but 
aenln I repeat tba~ before doing that I muat have ~ questions 
cleared up tlrat before we go 1n~o any core d1ecuss1on. 

.2 
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TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

HEADQUARTERS 

~: !plea\ . ••ncb•' · Chiaa. 
to S.crot...,. or t ho fr..-m'7 

WASHINGTON 

21 Jpril, 19)6 

»oooaso fro. Protooeor Bmck. ~ acala orprA•••• appreclatioa 

tor 7our cordial ••1~ Chineoo 4olecato , 7oaz ~~otlt ta•oroet 

and P""' roaenraaco that Cblaa hae ao latoaHoa or eolllac all hor 

ellYor aa4 that eho will ueo eil•or la 50 coa' t okoa colae aa4 ao ro­

'"""· lnat that aaothor aalo or oil'rOI' h aooo11&1'7 tor larcer torolp 

oxc:hea«• etabiliaaUoa tlla4. lo aloo otahe ao 4an&u or latlaUoa 

becauo or uabalaacod lnadcot, upocial17 e lllco Ch1aa hoe ha4 ul>alancod 

bad&ot laet 20 ,o.r• aa4 etill hae a.,or roeor tod to priatla& pr••• 
an4 he lo 4etera1no4 aot to lntlato la futuro. Be ac&lD erpr11oeo clo­

elro tor 7aar help la o4Juotia& Whaat loaa at t hie acutel7 41tt1cult 

u ... 

SEC~tT 

3 
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TREASURY DEPARTMENT 

INTP OP'P'1C& COMN UNICATtOH 

To Sooretary .l:orr;enthall 

Subjoott China - New Silver Coins 

Tho Chinese GoYOrtiJOI!Ilt is oona1Aicrinr; tho iuuonoe of' SO- oent 
u4 )'\W1 ool.na with a oilftr ocat .. 'tt . tho aintin,; and oireul~<tion 
or ouch ooina would prcrrlclo an l<clclitional cl•and !'or oilver, and 
would prn....t tho COI:!Pleto ol!Jaination of' oilnr coins .!'rm Chl.na' o 
aonetary ayat.,. . Both ot thoae rooulta aro doouablo .!'r<D tho point 
ot rlew ot tho United States, and, it ioo\IOd IDltlor tho proper oondi­
ticno, -ulcl bo bonotioil<l to China ao 11011. 

I . Tohat kind ot oilnr ooina would it bo oclrlaable tor 
Cbl.ca to iosuot 

II . IInder what oonditiono ohould thoy bo ioouoclt 

111. How many can be convenient~ aboorbocl into o1roulat1ont 

IV. How miJ'Iy could tho minto in China coin? 

I . tlhat lc1.ncl or oilvor coina woul<l it bo aclrloablo 
tor dhrn& to ioouof 

tho col.no havo to M.tiaLy throo roqu1r•oJ2tOt 

(a ) They auat coJ2tain en011gll ollvor oo ao not to penait the profit 
.rr ... oowttwtoitl.ng to bo ueat . 

Suoooootul couJ2torto1t ool.no muat contain almoot tho aaao aa01111t 
ot oilvor ao tho lo0u ocin, oloo they aro oaol~ doteotocl . Becauoo of 
tho laok of otfootivo oontrl<li&od control poooouod by tho IINlldn& GoYer.,_ 
l:lont O"f'Or hor bordoro , as -n as within Chi.M, oowttor£o1t ins, io apt 

I 
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Secretary Worganthau - 2 -

to be a aoro aerioua probl an tboro than eloewbar a . tho otandard ot 
liYin; la ao low, t.~e kingdaa ao large, and the politieal situation ao 
41at~rbed that it would be a relatively aaay taak tor counterfelt era 
to operate eithor within tho oountry or within tho oontizu~• area. 

• 
'5 

Therefore, the h1zbor tho allYOr content, the less oOUDtorfalt­
l.n: will tho Govermont havo to oonten.d with. 

(b) Coins ou;;ht not to oont4ln ao lll\IOh ailvcr u to make t heir w l­
lion val~o oqual to their nomlnal ve.luo ao l c>n& ae thor o 1a no guannt oo 
th4t the pr leo of oliver may rho or the ~an e xchange fall . To have a 
ai lvor coin with a metallic val~• equal to tho nacinal value would ox­
poae their coins 1n circulation to tho pooo1bll1tioa ot 41aappoaronoo 1n 
the event the prico ot ailTor rose , or yuan oxohange t ell. 

Tho '"eater tho oilvor content ot tho ooino , the leas will tho 
pr ioa ot ai lYcr haTe to riae, or tho prioa of yuan exohan&o havo to tall 
before ita aotalllo value oxeeedo ita ncainal yalue . A rioe 1n tho pr ice 
ot dlnr would, hcr .. ever. proTide .... ortaottlnj; adYanta;;o. China 
ooul4 aoll a-• ot her sUYor hold!Jl;;a at the hl.l;her prieo and thua in­
or•••• her excoaa reserves aa well &I her toro1~ o~ch~e. A drop 1D 
the exohano;o rate would 11kow1ae inoreue the Yalue ot her reaorvoa _!!!. 
ter:u ot ~ana . YC'b either cbo.nge - - attar the a eltlng point wore 
raaon.:J""-- would increase oxporto of ailvor coins, or a:nu;;gling 1t 
r oatriotiono were placed on oxporta . 

Care muat, of courao , be exerclae<l not to make any suggestion 
with rogard to the apecific ailvor oontont or the now ooins , or a maxi­
a\111 dlvor contant . To do so mQY bo t&nttlloount to infolllllnj; China that 
our policy is to ke ep the prico of ailvor below that point . It ~ld 
prob~bly be ao interpreted, and tho United State• would t hen have thrust 
upon it tho r esponsibility ot eooin; that the prioo or oilvcr - - so far 
aa she had oontrol over it -- 414 not rlao above that point . Ev011 
th~p it a ay be believed that tho price or a1lnr will not r lso beyond 
(aQY) 75 conta an ounce, it a ay nat be expedient to make that official 
vi ew publlo by adYisin<; a sat• JO&X1aua ot ollnr content in China' a new 
ooina . for thia rcaaon, it ia desirable that lt 1o oloar to all oon­
oerne<l that the Chlneae Govorno...t alone ia aUlng tho decision ao to 
tho ailvor content or tho new colna . 

(c) Tho she ot tbe coins muat be adapted to can•enienoe and -­
under the pr esent circuostanco -- to trac11 tion. 

A ~an coin of a much caller she tha.D tho old one may create 
an unfavorable Impression omon;; tho people . On the other hand, tho 
larger tho ooin tue hi 5hor has to be tho oilvor content in order to 
achieve a do aired silver color . Sinoo the currant ~ coins are about 
tbo ..... tho ... our silvor dollar (~an io tll.9 craina, and u. s . dol ­
le.r 1a 412 &ralna ) , tho 41tt1oulty ot obt&inl.ns a r;ood silver color 
would be an llllporto.nt raotor i.n 4otoi'Jiining '111\etbor ao largo a ooin 
aho\lld be 111Dted. 
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n . Under what conditions ahould tho MW oo1no be uaued! 

It dope:>do on the •U•or oCDtout . U' tho a etallic value ia to be 
ol oae to the n~inal T&lue, no reatriotion. on the 1a.uea are necesaary . 
'Zher e woul4 be no dan,ser or o.-or- iaaue . The OOTornment would , 1n taot , 
be nluctant to iuuo thaa, 1nac:woh •• their cash reaervea would be 
reduced by every yuan coined and ioouod . 

Tho l ower tho ailvcr content, tho greater the ooi:nior~e profit 
to tho OoYo.rncant . If the oontent r;ou below SO por cant 1n value, 
thoro 1o tho additional 1nooutivo for loouinls more coin, in that each 
coin iooued adda to t he exooaa reaerYo . 

With a tinanoiall y str ong and polit ically otabl o government , i t ia 
doubtful wbcthor any restrictions on iuueo of aubaidiary coins -.>ld bo 
Deoeeaary. But 1:a the case ot Ch1..u thero are roo.aona "'ily sc.~o rostrio­
tion - either in tor.a ot a act aa:daUI!I , or in the le;al requir ... ent ot a 
apooio roaer-.o al:&inat tho iuuanco ot one- halt yuan a.nd ;ruan ooina -
ahould be iapoeed . 

(a) China boin;; l on;; a ccuot .. od to uo~ yuan coins , tbe 
caouttt that co~ld be absorbed iuto circulation ia very hi~. 

(b) The Chinese G<>voriii!Wlt 1o b&dly in need of fundo, and 

i f tho eeil!l'liorago is to bo hl£11, tho t.,.ptot i on 'II'Ould bo atrons 
to ieaue as ~ of thooe ooina ae po1aible . 

(c) Tho lack of usur a.noo oxiatin& in "'""Y quarters in tho 
ouooeao of & oanaged ourronoy for China under pr uaont conditions 
might be enhanced i f a now progrem of ooi n&GO wore adopted that 
appeared to present poaaibili tioe for oaay inflation. 

(d) So l0J16 o.a there exiota <Ianser of abarp dop.rooiat ian 
(e. z . , outbr eak of hootilitiea , or =Oftetary breakdown) it i s a&fer 
tor the Go?erneent to have a t reater proportion or notes to ailTor 
in oiroulatiou, with tho metallic reaervea in the 0<>-.0l'DOent banl<a . 

{e) J:onotary adjuab:tent a {e . , ., d.-.aluation) are ea.oier to 
execute if the money in circulation doea not contain coin• wbo• e 
aatollio •alue ia hi<;b . 

There aro thus dioadvant&geo to unrootricted iaoues or low metallio 
value a1l•or coins, or ot hi!P metallic 'O&luo coins , though the disad­
vantage• di ffer . 

To avoid the dieadvantas o• of either tho low or hich silver content , 
a oamprooiae oan be made. 
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Secretary ~rgenthau - 4 -

Le-t l ow a1lnr content coina bo ioouod (o~ 40 to 50 per cent 
ae't&ll\c Yalue ) end a lo£&1 roaer.e in oilTer , EOld, or tore~ exchange 

be roqu1re4 on all ioouoo above a certain predcter.ained ouo - a roaorvo 
which would reduce the oeignloraEO on ho~os ·above that aun to pooolbly 

16 por cont . 

'!'he d...., ..... ot onr-loeue woul-i be ollalnated, and therefore oon­

tidmce in tho yuan would not be luooned. 

':he diLili!Gr that tho bullion value ml&Jtt in tho tuturo excocd tho 

nominal volue would be reduoed. 

In case ot grave ••rgeney the roaervo roqu1rcent could be re­
duced and thereby liberat e aoro twldo tor the 110er;cn•1• Alteration• 
in the excMJ>Ee rate, or in the nCilin&l aatalllc Talue ot the standard 

uni~ could be more eaeily made . 

Tho one possible d1aadvontage would be that to avoid oountcrto1t­
in&, or dioooloration, lt woul~ probabl1 be adv1oable to roduco the o1ae 

ot the yuan coin to •-thing approxlnatbJ<: our halt dollar . 

III . How maey :fU&!I and half-1UOll coino can be cOJrronlently 

o.baorbed Into circulation? 

l:'he proopeota ot circulation ot the new colno oe"" good. It 1o 

belino4 that ouch ooino would be quite popular in China, and it io lllcol1 

that the o~ty could aboorb 200 to 300 10illion 1U&nl of ouch colno 

durinz the cour.,. or the next twelTo acmtho . 

Both ~~ . Chen and Wr . Koo expreaa the ballot that the Chineoo 
Government would prefer to issue tho coino rathor than tho notea , lnoa­
nueh as there 'WOU.ld be IQJ.O aavin& 1n 111 vor re5ervoa , aa well aa ac::mo 
aei~orage protit, provided that the iooue ot ouch coino ~ oubject 

to reaoonable roatrlationo dnlaed to pr8YC1t OYOr- loaue . 

IV . How many new oilTer ooino could tho mints in China ooint 

In the tall ot 19llt the Central 111nt of Chino waa turnins out 

about 8 a1ll1on yuan oo1u a month . 

llo t'l(;UI'eo are 1•t an.ilable ae to tho proportion ot the oapooit1 
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Sooretary llors<mthau - 5 -

that 11 now bein; ut1111ed tor the ooinA~:e of the n- token coina. In 
the nent a deoiaion is ~~~&de to ooil> luse OlOOUllta or JU&l1 .,.d halt­
yuan ooil>l, it will probably be neceaaar.r to at laaet ht.Yo aoat or the 
blank• {aa well •• the diea) blported. 
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Ial• of •&1••!: ooateDt o~ ... ~h:a•!! 
oolae 'Glider 'fVY1DIC aa.eCW>Uou. 

=•1n• aU••r content: -MI~alliA Yalu. _ 

71neueaa 
: !/ :P1'1ce o~ au., ... 115 C4Dh :1'1'1.,. o~ eUnr 65 '*'te 

: (QnJ!If) • ,OI!!!Q .. i: ,=:sm:r.~A!it&:i\ ~=:,;un=s~&.cre:., 
200 82.llo .11lJ ,IJ17 ·~' ·~20 .Ul6 
250 10}.00 .21 .}220 • 6 ·50 .1}~ 
}00 12}.6o ·2575 ·3863 .1159 .551!0 .16 

~ 
144,20 .30011 .11507 .1~ .~10 .1953 
1611.110 :~ .5150 .1 • ~7 .22}1 

1150 1S5.llo .5793 .17JS .SJ7 .2510 

500 206,00 .4292 . 61137 .1931 .9}00 :~ 
~ 

226.59 .11721 • 70110 .21.211 1.0213 
~7.19 ·5150 .7727 .2JlS 1.1133 .3}11o 

650 267.79 :~ 
.8}70 ·2511 1.2087 . }626 

700 288. }9 . 9(115 .27011 1.}017 :~~ 
750 }08.99 .61137 .9657 .2897 1.3947 

soo 329·59 .6~ 1.0}00 .}090 1.4880 . 446li 

850 350.19 ·1 1.0943 .}283 1.5807 .4]112 

900 310·19 ·1125 1,1587 • .}476 1.6137 ·5021 

'l'rN.WJ"T Depart.et1t' Dlrlelon of Beeaarah and atatlaUce. J.prll 21, 1936. 

!/ Bued on the proeent grou wlebt ot the 1\YID whlah 11 411.99 cr&lDe. The pruent cro•• 
we1f:l>,t o~ the Ul11ted Statu ou ... r <IDllar la 412. 50 graiu. 
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AliERICAN RED CROSS 

April 21, 19.36 

Bell presented reques t f or approval by Secretary of 1nve5t­

ctent of ARC EndoWlllent fUnds 1n Colllllercial stocks. BU,Jr . 

advised Bell to write them a letter saying he could only 

recomctend investment 1n Government securities. 

May 5, 19.36 

Legal opinion on question of whether Secretary of Treasury 

may resign from Board of Trustees of American Red Cross 

furni shed by Legal Division. 

May 29 

HM, Jr 1 s first and second letters this date t o American Red 

Cross that he could only r ecommend Government bonds for in­

vestment fUnds of Endowment Fund of American Red Cross. 

June 19 

Gaston ' s conference with Mr . Early in which Early said cir­

culati on of Secretary ' s letter would be direct attack on 

securities mentioned in Secret ary 's letter. 

July 2.3 

Letter from American Red Cross enclosing vote on proposed 

sale of certain securities held by American Red Cross Endow­

ment Fund. 

Jul,y 25 

Treasury report of holdings of Government securities. 

Aug. 26 

Conference of secreta ry with Mr. McClintock of American Red 

Cros s . m&, Jr. explai ned his position as Secretary of Treasury 

with respect to investment of trust funds . McClintock said 

Board of Trustees agreed with Secretary . Secretary expressed 

intention to resign from Board of Trustees . 

Sept. 1 

Report of meeting between Gaston and Bell with Mr. Early on 

August 25 . Latter suggested HK,Jr. write substitute letter 

to Admiral Grayson making no reference to particular securi­

ties. 

10 
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Sept . 9 

Notice of meeting of Board or Trustees of Endoment Fund or 
American Red Cross on October 7, 1936. 

Sept. 11 

tetter to American Red Cross - meeting of Board of Trustees 
to be held in Secretary 1 s office October 7 is agreeable to 
IIMJr . 

Oct. 1 

Analysi s of por tfolio of Red Cross Endowment Fund and 
Standard Statistics' report and recommendations. 

Oct . 5 

Press Conference in which Secretary outlined his position 
for newspaper men. 

Oct . 7 

11 

Yeeting in Secretary' s office of Board of Trustees or American 
Red Cross Endowment Fund. HMJr . stated his position as 
Secret ary of Treasury with r egard to investment. Question 
of resignDtion deferred. 
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Tuesday 
April 21 , 1936 

operator : He hasn ' t cooe in yet, they expect him any minute. 

SKjr : It he comes in the next ten minutes I'd like to talk 
t o him. 

OPer ator: All right . 

BKjr : Hello 

Operator: Oo ahead . 
w. R. 
Burgess : Hello 

BKjr: Hello 

B: Good morning, sir 

l!lfj r : 

B: 

l!lljr : 

B: 

Jllijr : 

B: 

How are you? Burgess -

Yes , sir 
Can you expl ain yester day ' s drop in t he Stock Market? 

No, I don ' t t hink there was anything spec1a~ . 

You don ' t? 

It was just they ' r e getting a little bit t ired 

\\ "' 

HKjr : The gossip that we hear up here - and I• ~l pass i t a l ong 
to you and I'd like to have you check it 

B: 

lllljr : 

B: 

Yes 
That it ' s getting out that sooethlng is going to be done 
on excess reserves • 
Well , that - that just came out somewhere. 

l!lljr : Yes 

B: 

Hll jr : 

B: 

Hlljr : 

B: 

iilljr: 

But -

Yes 

after our annual report perhaps . 

But I don ' t think that amounts to very much . 

You don' t? 
There ' s also - there ' s al so a good deal of talk about 
the French elect i ons you know. 
I see . Well , l e t me ask you thi s - - ther e ' s not - i t 
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B: 

HLijr : 

B: 

Blljr : 

B: 

Hlljr : 

B: 

Hl.ljr : 

B: 

HlJjr: 

B: 

l:lldjr: 

B: 

I!Mjr : 

B: 

II:.Ijr : 

B: 

lllljr: 

B: 

lllljr : 

B: 

Hllj r : 

B: 

HliJr : 

- 2-

i sn ' t forei gn sel ling, par t icularly? 

llo - last week, for which we have figures , the 
foreigners were heavy buyers . 

They were? 

Now, of course, we haven't got the figures 

No 

- for this week yet . 

Yes 

But I haven ' t oooy reports to that effect. 

I see , all right . 

I rather think on excess reserves the market t hinks the 
other way - that there wouldn' t be anything done. 

Yes 

\\ 

Although I think possibly our reports had a little effect 
t he other ••ay . 

Yes 

I don ' t know. 

All right . 

It ' s a very hopeful tendency to have the market a litt le 
bit 

Oh, yes 

down 

I'm not worrying about its going down 
curious as to the reason, that ' s all . 

Yes , that ' s r ight, yes 

No, no, I ' m gl ad to see it go down. 

Yes , yes 

All r ight 

First rate 

Goodbye. 

I just, I ' m 
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lillJr : 
llarriner 
Eccl es : 

Blljr : 

E: 

Bllj r : 

E: 

Hlljr: 

E: 

Hllj r : 

E: 

Hlljr : 

Hloljr : 

E: 

lilljr : 

E: 

mljr : 

E: 

Hlljr : 

Bello, 
s . 

Yes 

llarriner -

Bow are you? 

I'm all right, how are you? 

\\(., 

Tuesday 
April 21, 1936 

I'm fine . Marriner, we 're talking over our financing 
end the Treasury bas come t o the conclusion that there 
is no sense having a meetins tomorrow because - until 
you f ellows make up your mind what you are going to do 
on excess reserves . So I 1d like to postpone the meeting 
for a week. 

Well - do you -
what - what t he 
to take? 

do you want to know definitely just 
exact - action the Board would prepare 

Well, I'll put it this way. I' d like to know whether the 
Board is going t o do anything between now and the first 
of July. 

Yes, I see. 

That's what I'd like. 

It wouldn't be enough to say that we wouldn ' t if we 
did do anything - that action would be taken, the amount 
of the excess reserve fixed and the date fixed not later 
than Yay fifteenth? 

As to the - effective , you mean? 

Yes, wel l , I ' m just saying that - would it be suf-
ficient if we said that if anything is done that would 
be done, if not nothing would be done until after July? 

!low, wait a minute, repeat that , I don 't get it. 

I say, 1f we said 

Yes 

- if we agreed -

Yes 

that if anything was done 

Yes 
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E: 

l!llj r: 

E: 

!Dljr : 

! : 

!Dljr : 

E: 

llloljr: 

E: 

!Dljr : 

E: 

Jrljr : 

E: 

Hllj r : 

£:: 

!Dljr : 

E: 

l:!ll jr : 

E: 

I:!IIJr : 

E: 

HllJ r : 

-2-

it would be done at t he date fixed -

Yes 

Not later than May fifteenth -

Yes 

If it wasn't done at t hat time 

Yes 

and the date fixed so that it went into effect by that 
date 

Yes 

Nothing would then be done until after July first . 

That - from our standpoint that would be entirely 
satisfactory . 

Yes , well now, I 'm going to have a meeting of the Board 
this morning . 

Yes 

And I'll be able, I ' m very sure, to get a commitment to 
that effect 

Yes 

!low with reference to talking to Landis this 
this thought had occurred to me - that we ' d like to get 
Landis' views . 

Yes 

So - just as we did when we put out regulation "0" 
which was - provided for the margin -

Yes 

on the collateral loan. 

Yes 

So why wouldn't this be the best t hing to do - to ask 
Mr. Landis if he wouldn't like to come over to the Board -? 

Yes 
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Hlljr : 

E: 

Hlljr : 

E: 

Hloljr : 

E: 

IDi jr : 

E: 

Hlljr : 

E: 

B!ijr : 

E: 

HUJr : 

E: 

Hlljr : 

E: 

HllJr : 

- 3-

And state his views i f he has any , with reference to the 
question of r eserves? 

Yes that will be fine . 

VIe did that before in regulation "0" 1 you !mow, and I 
know he is interested in this and I think we ' d like to 
get his view point . 

Yes. Well, I think that would be fine . 

Well then, how would that - wouldn' t that be the best 
way to handle that then? 

Well, when would that be? 

Well , I 

I mean, when are you going to have your Board meeting? 

Well , we're going to have one this morning, but we won't -
we'll wait until Broderick gets back before we discuss 
reserves. 

Well , I t nink, wbat I'll do- I mean, we ' re in no hurry 
here, see? 

Yes 

And I don't want to crowd you . I mean, we can - whether 
we do anything this week or next week doesn 't make any 
difference as far as the Treasury is concerned . 

I ' ll be able to say t o you tomorrow, if you have that 
meeting tomorrow, and I' m perfectly sure that I'll be 
able t o make a definite commitment that the Board will 
not do anythiny except if done either prior to Kay 
fifteenth and if not we'll do nothing until after July. 

Yes 

And we will definitely cooperate and we ' ll do nothing 
that will in any way embarrass the Treasury financing . 

You'll say that by tomorrow? 

I can tell that to you in the morning . 
now personally but I would l ike t o ask 
to say the same thing to me. I'm sure 

I could tell you 
the other fellows 
they will. 

Ylell then, you ' d a little bit rather have a meeting to­
morr ow? 
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flll jr : 

E: 

flllj r: 

E: 

Hlljr : 

E: 

Wl jr : 

E: 

fllljr : 

E: 

Hl.ljr : 

E: 

Hlljr : 

E: 

Hlljr : 

E: 

- 4-

Well , I can give you that information tomorrow. 

Wel l then, let ' s have the meeting. 

All right . 

Let's have the meeting . 

I can give you that Lnformat ion definitely tomorrow. 

o. ~. And then I won ' t change it , we'll leave the 
thing - now as I understand - Landis is coming over -
will you invite him to come over to you? 

We'll invite him to come c~er, oh, say Fri day , but I 
mean we 111 invite him before we do anything . 

Oh w(ll , I gather from your conversation you ' d kind 
of like to meet with the Treasur y tomorrow, is that 
right? 

Well, that ' s - Harrison is here, isn't be? 

ae •ll come, yes . 

Yes , - and- and if you want to meet tomorrow, no .. 
it's up t o you ent irely . 

That • s all right the time is set - I 1 ve set 
t he time aside . We 'll leave it for tomorrow. 

Yes , all right, then . Eleven o 1 clock? 

Right 

All right . 

Thank you . 

All right. 
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;\pril 21, 1936 

At the 9: 30 meeting tn is morning, Bell took up the 
question or padding subecriptione t? the Treasury or rertnga 
and Btlid it was nis idea to wrH'! a letter to each or the 

Feder~l Reserve Banke and ask them, in turn, to d1eouee 
it with the main banks and dealers within their district 
and i nvite the represent~tlvee o~ the Federal Reserve Banko 

to come in her e about Uay 11 to diecuso the subject or 
podding the subscripti ons . Hlt,Jr . agreed tllnt 1t would 
be well to writs such letters. It was understood that 

the men from the Reserve Banks who are invited will have 

positi ons comparable to that or Dr. Burgess in the New York 
Federal Reserve . (Sample copy is attached. ) 

Be11 discusGed with the Secretary and the group a copy 

?f resolution of tne American Re4 Cross which came in the 

usual routine manner addressed to tne Secretary in his capac­
ity or Cbaircan of tne Board of Trustees, Endowment Fund, of 

the Red Cross. The resoluti on recommended investment of 

Red Cross funds in Great Northern Convertible 4 ' s, but it 
must be with the approval of the Secr etary of the Treasury. 

I!IJ, Jr. said hie advice to the Red Croeo was to invest onlY 
ln Government bonds and if they insisted on investing their 

funds in other tnan Government securities , he will not approve 
and it the Red Crose insiota , he would rather sever his con­

nection as Cna~~an of tne Board, because for the extra halt­
cent increased return, he feelo the risk i s not comparable 

to cuoh a profi t . He asked Bell to write a letter for hie 
signature set ting forth the principl es as outlined by him. 

(Copy ie attached. ) 

Ur. Bell also brought up the question of the ruling 

of the Securities Exchallge Coll!:liOsion 1v1tn reopect to in­
divid·~als who sell Governments being our>J ect to •over the 

co~ter• r~sulat1onc and the erroct or tn1s ru11ns on the 

arrangement being made with the Federal Reserve Bnnke to 
oell Baby 3onda . Ht!,Jr. said tllat he hed alr•eady diecuoood 

the ruling Rnd was hnv!ng Ol1!>hont write a l etter to the 
Securities Excnange protesting against the very t hing that 
Belt had brought up. (Copy or Oliphant ' s letter io attaohod. ) 

Another matter brought up by Bell was the financial 
stntement of the Commercial Standard Insurance Co:pany of 
Fort Wor tn, Texas. He repor ted t hat on examination or 
this statement revealed that it would be neceeoary t or the 

~oncern to at rengtnen ita financial condition prior to 
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June 30, otherl7iOe itc certlfl cat e would not be renewed 
by the Treasury. Hll,Jr' s cooment wan that it wae the 
firs t time cuoh a oaae had been brought to h1s ettenti on 
and i t was expl a i ned t hat they wtrs usuallY routine catter s , 
but the r eaeon this ,articular oa ee waG ment i oned was because 
if the Treasury disappr oved, there would be 9011t1cal pr es­
sure brougnt to bear on t he Treasury . ~.Jr. sai d t o write • 
them a latter and tell them to •clean house . • 
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April 17, 1936 

Dear llr. Lanai a : 

ICY attention baa been clireeted to S. 40'.3, containing 

propoeed uend~~enta to tbe Securities Exchange Act with particular 

reference to unlisted and over-tbe-counter tranaacticna. 

A COllpt;rieon or the proposed 8JIWHIODI80ts to subsections 

15(e} and 15(c) rnvuale that no exception ia ~ae in the l&tter 

subsection covering ~e~ted securities. I r~cognize the possible 

pur~ose of Ol'6.wing 6 diaLinctien bet..-een tncso toro subsections. 

Nevertheless, tbe mattc.r is of so.-oe concern to t.nia De~.ent in 

view or the potential conflict bdtween reguU.tioos or prcetices 

of the Treasury rolntinll to OoverOioeot socuri ties ond ao,y regulo-

tiona that lllight bo rroiiU:L&ated by the eo-isaion 1 ursuant to the 

&JI8nded subsection lS(c}. 

For tnia reason, I should ·~~reciato r.ceivinb ao,y co ~ 

•ants you m y care to ox1 ress as to toe posaibill ty of insortin& 

in thu parenthetic~>l r.nr~<ue in subsect1or1 l5(c} an additional ex-

caption covering "exemvLcd securities." 

Very truly yours, 

/s/ Wayne C. Te,lor 

14 

Acting S..cr'ttlol"JI or tile Tr.waur). 

lion. James 11. LUndia 
Chairman, 
Securities and !:.xcbo"ll• CoiiAiesioo, 
Waahinntoo, D. C. 

CVO:ea 
4/11./)6 
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Jb' ~ llro 

X tllt.U a hll ~leaul• lie-... ... ,.... ... ,,.,.. at tiM r.ura1 

.... rn lleaU ut \M De,.n..t reprtiac tiM lleM.llac at a'lleortpu .. te 

leftnMat 1 ..... wUllle llelphl te \M ,..__..,. 1a 1\e etfort w -v.l 

\bo ..ta1r prutieM lUereat 1a •,..Ulac•· 

MeorUacl7• I aa .,... .. ,111& tll&t J'W ut \lie Pnel .. a\ of MD other 

, .. oral ... o..,.o lluk MM a ... ,.... .. ta\1" \e _, a\ 1:lle .. par\Ma\ 1a tile 

ooatoreaM re.. (h. 11) at 10 o'elNII: • JIIIT lt, lf)6, J \ell..,. lt 

.. ol..Ule \11&\ MD lleak'o repreoea\e\tft lie u ott1Nr ..... 1e tual~lar Wltll 

\b pre\1- ___ .,.. 1a ....U\tac - luaoo, ut ..., M7 utMr1ta\1ftl7 

reprea•t \be lluk 1a •twn of pellq. J • ukiac Dr. •· JIIIMolJIII .. ,. ... , 

n .. Pre•••• ot u.o r.ura1 a .. orn lull: ot '" ron, te ..a na.,.o ot .,. 

...U.C· ftll ,_ p~ Wire M \be - ot \bo ottlolal .,.. wlll ... ,.... .. t 

TMr 'lleUt 

~ \lie taootloao Whiob will \ o ooealto.,.. ar o \bo toll--l-ee 

1. Iaoi'MH ot ~·u Wl\11 opplloaUoa oo ••• re • a'lleorlp\1 ... 

2. ~d..-a\ tllat 1a all ouM ••to.ra • .. ,.alt. lie pal' to \lie 

r.ura1 ..... rn \oab, ~ War Looa .. ,..u M_t, or 

otMrWloo. 

'· Llal\etloa at .. beorlptlou troa louka ut traot ooapoaloo tar .............. 
,, Juolaaloa ot •••laC• 'Malee _. prhato kltb, u wll u 

luorporoW MaD ut tru\ -paalM, la 1.11)' preYl81u 

tor ... v..l of .. 'lleorlp\1_. tor \llelr ftll u-•· 
5. ..4u\1oa of tho .-.t ap to*lu protoreaUal allotaeat 

Will bo ,,.,.., 

'· o .. v..l .... alore • a'lleorlptl .... 

7. liotal,....t that ..tr •o a'lleorlptl• \o ••.,.. \7 ~ 
a\urlller, ut 1a .. Unrtn el "o ,..U.lpal etflOo, ut 
Vila\ lt, -r1:11e1-...... tllu- a\aorlptl• le _...,.., 

that u.. ..... ra1 a\urlp\1 .. lie trooW u -· 

I. ,.,. of MrU.tloa\1• • a»}l•U• (a'lleortp\1•) ton. 

Jlt ... , u .. • ..,. .. ••-'' ... , pr1Mrllr ettanl-c ..,. .. ,..._.., • • 

-trol ot a'lleartp\tao, ••\tl- otller pre\1- Will 'lie u-..... lMlM~ 
.... ,.,.... ... aalo ot allo--\e, 1- "' 'Nab - ••'-" ,. .......... 

4opMiw ut alle .. a•t alleorl,.l• ,.,_ •• ut a'lleorlp\1_. el oWU . , ........ _. 
-
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All U...o a'lojeeu, .,.. UlT oU.on 'lllllioll -:~ <1 .. ,... u ,.,., oloeal~ 

reo.tn ooul~ora\ioa h ........ ot \llo -u-c. ln aolo -u-. it 7" 
ooaoUer 1\ urloa'lolo, 7"" -:1 w1o1o• U••H tloeoo pro'lol- tlMne\17 w1U. 
roproooa\atl•• 'loaat.ro &a~ ~oaloro 1a your ~io\rio\, o'lo\aiaia& U.olr '1'1 ... ao 
\o tbo propor oontrol ot .. 'looor1pt1ono u 1uaro aaiton \reat.ot .,.. oo tar 
•• pooolblo to re.on UlT ol .... t o t aatairaooo 1a •okl•5 allot.eato. 

a . .t.. toaas. Jaq ., 
Proo14ont, PMoral ... one laak, 
loo\oa, *uaobtiMtto. 

Tor, \nll'JIIa ro, 

(11~) _,.. o. hJlor 

uttas looro\arf ot tloo rr-nr,. 

l lallar l etter .. at \o Moll 
ru ueop\ •- York. ._.._ 
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Apr U lt7 , 1'"' 

I Wak a hll U..•t• k-- .., ...... ~~.,... et U.. 

h6eral .... l'ft Make .... \M ..,.n..11 l"'pp'Ua& tile 'M"'ille 
et •"Mert,Uau 11& .. ",_' t• .. •• will M llel)ll'lll w 11M 
t'nu•IT 1a 111& etron b -ve1111l• utalr ,ruUeN 1a11era11 
la ,,..lille'· 

.tM&rUa&lJ'• I .. ,...a•tille 111oa11 tile PnelUd et MM 
hteral IN- Malr .... a re ..... --Uft U -t U tM ~reuaq 
• ~~o..tq, .., 11, ..,, 1a ••ell -un, 1 aa .-lNla& a 
eew •t aa l._Ueallnwr ••' eaM Pnet ... d _,_ ,......u, 
U.. ,_.. tor ~ _,.ua klac 11Mt ~. •"-r U.. ...._ U.. 
....... wltll •r· ....... et JMr Mat, ..... wltll ,...., •-•· 
ftlelo l aa u ... tac. I whlo Ma w '-D ab.r&• or tile -'ille· 

Y•rt tnlJ , .. ,., 

(lt pet) 1 . .... aatlaaa, Jr. 

I . L. Warrteft, .. ,. , 
,.... • ..-..... ral .... '" laa):, 

1ft tort, lft t ort. 

n 
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I u •oloaiq a drat\ ot a lottu to lb- . t~o ot tbo 

~1 ... llocl Croeo. I bno a.- llll okl"' Ude aU.u•ti• arer ud 

I bno uhd ~ \o llfti*" a -:lla out)tntca t.!le lopl 
u .,..te, ot llhioll I rcloao a oo;, . 

tou rill ootiH tllat 701D' aorr1.q .,. tbo Board ot 'J'ruat.oa 
ot tM J'ado-\ hod h PJ'0141'1bod II}' Coqrou aad that U. will 

110\ bo pooalll.lo tor TOU to rulp n- thh Board aa lOQI u 70• 
oro leor.krf ot tho ,.._ni'J• !be altn.&tin - -ld be to hue 
7ou aoJ tile ~,,.... • ..., repr.-tat.tn a oo'-0 apiut. aq ....,_ 

-s&~ioaa ~ller tbaA t.be purobue ct Gore..-t.e • • ell oc:caai• 
ae it arhoe. boo 1t Uda ••ro d- tbo ot.bn- trut.o .. C4UI out.­
•oto tbo ,..._eary ,..,..._tau . .. &ad would probabJ,y do so. It b~ 

--...d \o • \ba' TOur o.ot1oo oollld alao bo eUia\erpl'eted to 
- \bat 7oa.,. ao tataHated 1o Miota1o1q a •net tor IO"erD-

-t obl1ptillu that 7011 ................ tappilaa tbe or1CiAal 1ntaeUr 
ot Coocr.•• ill ut.t.iq op tha Board ot Trut.ooa ot t he 11Dd-11t had 

•• ..U •• 1odlrw\l,y orit1o1aiq ..., Sta te lo .. oootv1AC tile 1nwu \­
_, ot \net tuda. 

t bnr't ...., •lll&•et.U. t.o Mire t.o )'011 1o t.lda •t.\er, bu\ 
l fool t.ba \ I abould e&1l. t.hoao aiO])M\a ot \llo eU•tilll t.o TOur 
e\taotlr baton TOU ei&:Jl the let\er llbloll I ...... pr.poi"Od W IUJ(1 

e l..al.l.ar o...aie& t.laa. 

I aa or1illllaol41ac _, - .-oto oa • lott.ar dat.od April 2Jrd 

COt"arlac iana'-t. 1n Croat. llonlaena c-en1blo 4 ' • •W :roo 
lane G,jlll'eaood 70w hai.Ne 1a \Ilia •t.t.or. 

--
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11:1'. Rnll1'4 J. s~ •• 
S.oretarJ , Boud of truate .. , 
Indo-\ J'lad, 
Aaor1e&a latiooal a.4 Crooo, 

··~· o. e. 
O..r 11r. &.ollo 1 

1 aa ro\lll'tll.a& borarlth cow of reoo1uUoo of tho Board of 

tnoto.o of t.!le uulcoa '-Uaul lied Cro11 w-t 1\uHI, oiiJ.ob 

WI lllclOINd •UII JOV 1ot.\or of J.prU 91 19)6, hui11c 1Adiuted 

tiler- rq cl1aappi'Oora1 of tho O'W'Cb .. o or 12511 Poa1f1c Ou ucl 

llMVio ' '/4J boocla or 1961 Uld 2~ &utllen C.utorala fd1-

3 J/4$ of 1960 oM. rq a ppr0t'o1 of tho purohaoo ot 4,. 11. 11. Tro111117 

2 7/r$'• tor 1960-~~. I ha'fe retaioed a oow ot tho ruollatl• for 

., ru ••• 
1ll rooct -t.b• l hue booll alYlnc cOAii4•• .. b1o t.houcllt to 

tllo lllbJeot of \nat tla<t1 ud I baYe ooae to tho ooooluaioo tho\ 

aof0\7 ol pri.Dolpol 11 ouclt a coaplotal,y 4ot.orw.1aiae foetor 1a c ­

oootioo ri\b trill\ nm4 .. a.,_\ tba\ 1 tool 1 o.-o\ la<liaoto rq 

opprwol for tllo puJ'Chajo ot UfT oocvrl U o1 otMr Ulu tho d1 roo\ 

obllpUou of tho 1Jo1\ed Sl.a\M a...~t. I roall .. \hat tll1a 

dooialoa - rq par\ .q pro_, -plloa\loal tor t.bo Board or 

Truaw .. ot tho llat.laul lied CroN •~-' "*'• but I tool oo 

·~ • t.hb po!a\ t.ha\ I-t t.an arq aoUoo ot11u Ulu bat 

''· 
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1Adluw.l 1a ttl 41M.pproorol. of t!\e PQJ"Ob&H ol Pao1t1o Q.,. ...S 

tl o\rie ...S llou\lkn Calltoraia lidi- llooda. 

M. llorc•tu•, J r., 
~. IOAI'd ot !rutwee, lll4_, ,..,, 
Aaertoa laU OMl a.cS Crooa. 
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B. 21 
Th1e meoor~nduc waa d1acueaed with P.U,Jr. at hie 
home the evening ot Apr1i 21, l93C. 

Tbol tax bill &e reported by thll 'l!aye and Mean& Co-.ittee or 

thll Bouse is eat.ta.ted by the 'l'reo.INrJ to 7iel.d additional rennuo 

as follows• 

(a) not continuing revenue of (6251 0001 000 
per aDDUIII fioom t be tax on corpor~ ta 
oarn1Dga, and 

(b) net teJDporary revenue or $180,000,000 
tro.a tbe windfall tax and t emporary ex­
tension or tbe capital stoclc true . 

In consoquonee, this bi.ll ,;ould fulJ.T provide tbe ~20,000,1l00 

needed to take care of the pcr108.Dent agriculture pro~aa and the 
~ 

annual financi.n& of tbe paY"""'t or +;be e.old1.ere l>oowo . It 1'ull,y • 
prov1de4 tor the firrt year or a three 1fJ&r peried for recouping thll 

1••• rf :Sl7, 0001000 of procescing taxes lost during tbe ficcal 1ear 

19!8. 

T~ .. octimat e of a field of ~25 ,000,000 tn>m tho tox on cn'I"J)Orate 

earnings aeawneo tbet such tax baa become full1 operative. During tbe 

first 1ear, there would be, or eouree , como 1118 in tbo collection or 

this tax as, in the absence of special provision, there usue.ll1 is 

whenever taxes are shifted troa one baaa to another . I u info=ed 

that, u tbe bill w1.ll coooe to you troa thll HoU£e, it rlll conte1.n a 

spccl.al prov1don a]lalnating subatanti&ll1 all of this lag. ito lbil ·w 

Regraded Unclassified 



... 
74111 Col<OHM I ROUSE OP RtPBESENTATIYES { 

u &uio• r 

TJH: JtEW.!\'UE BILL OF 1930 

R...,... 
No 2-175 

Ann. 2l, toao_.CommiUod t.o Lho Corr:unJt.tee or lhe Whole llOUIIO oo the 1t.at.o 
or the Union ud ordered to be print.ed 

Mr. DouOUTON, (ron\ the Committoo on w.Yl' and Mclllll, aubmilled 
the following 

REPORT 
fTo __...,..,B. R. 123V5I 

'!'be Oommill~ on Woyo and Moans, to whom ,. ... referred che bill 
(II. R. 1239~) to provide revenue, equaliz.e wation, ond for otbor 
pu.,.,...., rcpor~ i~ b&<k to the House wilbou~ amendmen~ and ....,_ 
ommend lbo~ tho bill do r-· 

Tbo need for auob a bi.l wu called to the ottontion or the Con~.,... 
by Uoo PI'OIIiden~ of the Unitod States in his m-o datod March 3, 
1930, which i.t quotod in full below: 
To the C..r~gru~ cftllc Ut~ittd 8t.otta: 

On Jauuary 8 103G . In my annual Bu~t. mONAge to t.bo Cong~, 1 I)Olot.otl 
oo\ d~t without tho lwm tor rtl,lel tho BUdge\ ...-a.s In bal&au:o. Blnoo that. Uu1o 
IJl Ju1porta0t. it.eJU O( I'(IYeRUG hu ~D e\itninac.ed 'hro\l@h a ded-'OR or \be 
Supr~me Co'1rt.. •nd •o addJLIOftllamlual charge hu botu piA4!«1 e n 'bo 'freuury 
'hrou&b !.be en.achneM of Lho Adju.ded Com.pe.uatton Paymen' Acl. 

1 Mid ln u1y D\ldpt. a~e: 
... • • '~ u~outlcc:Ldath·• •eta eruting Ute mac.blncry ror reco,·ff{ ... ,. 

aU p~cat.ed on two lnt.trdependent bdiela. fU.t l &be m~ur• would mm~ 
&&dl tau. a peat. Inc'"'" in tta. annual ~-oead tutM ol ''"' OoveroD\ttl"­
lll&llf ol "~ upeodlturn. bowe·nr, Ia the form or loAnl whlc.b would uJU­
•klr retum &o ibe TftMUI'1. Serooad, u • rtAtt d tM •ltnuJtaneouil aUad: 
• U.mal\7 rronw I have lcMUeakd, &be rerotipta of \be. Covcrnm~~~L would riM 
<WAitdJ ...s obatplr d•lrlnc <Joe r~ ,_ .-- CJ<61lY s...­.._u,.,. ,., ........ ._.-. toaplod wllh risinc ...,_ aad ""'""'""' .. 
of ~ wou.ld.a. Ot'tr a r-~ cl J'~ d:iroJ:I:IW:. \he blf'ed for .-ort rftlti.aad 
lllerebT reduc-t Ycdtnl Optailitur& Tbe ~ lD N't'~lll'* would Wtlmat.ol7 
...-t &oc~ s-- u. dedlftlo1 COlt o1 mw. 

"'Tbla polk:7 adopt.c!d Ia liM •priQA of 1033 bu been cooo6nned Ia .cha.al prMtJ~ 
br tiM 'tfeuurr ftcu* of lUSt, of 1Q3,5, •ad b7 the N\Jtnata (or lbo fteaJ )'arw 
f/1 1038 aDd 1037 • .. 'T'b(ft t. \Odar t'tO doubL of \he fundamental aou.od...._ ol U.. polley ot 1033. 
If wo prooeed alon1 Lhe pAth .. ·o havo foUowod ..00 .-lth the ruul~ att.alrw!d up -.a tbc orcaot. Ume wo ttWl oonUoue our .ve)OMS(uJ pf'Oitell durin., tJJo oomlna 
)"WI."' 

22 
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Tn WJUT~ IIOU1111, !tfortlt $, 19,. 

The Pre&idonl roquosl.t lloe Congreos LO .,.;.., 6'.!0 million doiiAtll 
ot additional revtnuo '-OlluaUy br. 80rue form of penuaneot. t&ulion. 
Beou~l.t .., ... rom• or undilll'lbulod r.rofil.t ""'· Your OOD10Uilee 
reeognlus the rott tl•at the pa~l do eet in our p.-n• oyo~m or 
l&ntion lieo in the roct &hat ourtuM on iodiriduall ""'avoidod bt 
impounding ineomfl in torJ»>rate S"!'J?IU&eS. Therefore, 70ur COm• 
nrittee proJ)08ell a ()lan of laxation v.·hieh r.aus a eorporauon on the 
Ml iDcomeJ but wh1('b fixN lh6 rate in acoordance with the proportion 
of the ••• lD<ODWI undistribul<!d. 

The major p..._ or the <h&nge in the method or &uinj; <nrporale 
inoomeo 0111 (l) 10 preventavoidADoe of •unax by indiriduaa tbrouj;h 
the A«umuJauon or inoorne by corporaLiom. {2) to rent0\'0 eeriou. 10• 
equities and inequalitif!l be1ow~n corporate, partnership, and individ­
ual fonns of btt~inNI organization, and (3) to re.mo.,To tha inequity 
as between IAfltO and sn.nll 11hf\reholdc:r.~ resulting from tho prteenl 
""~corporate MtC& 

3 
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, , Ia well -"'"" u... ""' <0'1'?"'16 lonn or doU:>4 b....._ .... 
jo,. .,.Min od .. n....,. o<er indorid.u~ oad ~'P buoi­Tb. t.Dsting law r,..t .. purtly artolkoal oddJioonal adnn'"""' on 
aome .,_ ond OJ!ifo<ial diiodvanUJI.""' on ~u,..,., dt~nding UJ"!" tloe 
ai1.t1 of tho ent.crpN6 l~.nd l.l~ d 1aNLC:.tc•r Of lt8 OWII~nlhip. fodJVJdU-.1.!1 
and part.ners.hips C'MII\Ot. minimite tJ1cir t~txes by failure to ·diaLribulo 
lhcir busin ...... minh'"· Corporations i!bould not be p6Diillod to 
withbold !rom lhobtlltfieiA!sl~a"'holdero Ullllt.<-dod corporaw. inro""' ••lho .._ ollbo rtveu,... oltbe Uniled s ...... an.lto ""'dov;. 
ment ol tbt oba..tk>ld•r. Tbe boll 1•ro~ 10 rtn>OTe maay of ~ onrquitits by rtliovi•« lroon tu corporolioos whid> diatribut.. •II u,.ir 
net. f'linting:$ annu .. Uy AI earned, ant! by taxing oorpornUohs ft('t"U.WU· laling their net. inoonw au u rflte W {'OHI)')(UtAnto 1.0 a liugo ext.eu&. ror 
lltu amount or tA.i .,)n the sbnml:wl.dN·s' moome 108~ by reason or lhe 
loilure 10 make • romplete diotribuUon. Adrquate lllf~ardt art providfld in tbe b1ll tO pre.veot. \l~Oa.ble taxation of l.D.COmte in 
the ('1.86 or corpontion& in ddtnw or wit.lt inadequate euninp to 
&eke CAf'f' of tbtir immNiiate bw:an0111 need&. No auernpt. is tnAde undtr the bill to ta.~ pASt. tt('(•urnu1ations of surp1ua. The p:rovdions 
of UiJlillJ lnw allowing dcducLions fmm gross UlCOffiO in tho. c:&so or dcr1roeiattou1 c.Juplction, bruJ dl"btl, business upe.rl.iM, &nd ai.milar nllowaoces f'(":OliiD unchanged bJ lim bilL 

Some oimpli5colion or odonirustrotioo abould ultlmaU'Iy .....,!~from 
lhe no• plan. Tbe <rtdit lor dnidtnds in eomput~ 1>0nnal tax 
Will dil&ppear lrono lbo individual IU return. Tho Mpotal sto<k tax 
ood u.--profitAiax will be elin>inol<d ol"'r tloo lira• yeor. Tbio ,.,u 
removo tlu,, burden rt~quired in tha pN'ptu'8tion a.nd verification of 
Clil.(litfil etoo.k t.ax N'turns, which will bcoomo moro burdensome year 
by year in toruatdion with adjustments mado to declared capital scod. n.lues. 

Th• plan pro~ io .. Umal<d 10 produce ... •••'"1;" or at 1 ... 1 620 millioo dolla.re in a.dclitiooal ~n~nue a.onually 1ft1tn rt comee into full operation. 
The l'rosidcn~ alto roqu.,..., that oddilional rovlllluo be oecurod in t l1o nf'..xL3 ye,., amounting to 517 million dolhll"&. ,,,ta would re((uin'l 

lttuporary tnxt'S bringing in nOOuc. 173 million dolla.rs per annum. Your (Onunitt.ee i.s of the opinion that ir addiUonal reveoue is pro-­
••ided "'l.oicb ... m bring in 173 noillion. dollArs durin~t Ill<! foscal I-
1037, UU. ..,n lako <are ol lbt 1'1-Nid•nl'a rtq,UI'OI unlit lbt nut 
-ion ol c~~- •hicb. """ lh•• a<l mo"' int•lllgtnlly in the light of the oondruoru tbtn ntStmg. Thtrt'fo~ your oomrniuM rao(Un· m~ndi that tl~o r•pitftl atock tnx be C'Ontinu~~ lor J year nt one-htU 
lhfl rate prov1dNI1n the lle\:enur Ad or 1035. uncJ that. u. uwindfttll,. !A.~ bt. t nn.ctetl to J>UL tt e~ml levy on the unjUJl enrir.hme.nt. reeult· tn~t: from the noopermtnt of u~ laxet w the C'..ovtmment, where, 
ne~trdu~kos. the amount.. ~f "~b Ca,_tM hu been ~ oo, in whole 
~r tn P.&!'' to othtrt. h. l! t'!luna~ that. this p~ure will re&Ult 
10 Additional ren!'\1(01 (rom the t'alntal stoclt tax or 83 million dollart and from th~. "•·mdrall" ta..~ or lOO million dollart. 1'his givct $ 
lot.A1 o( AddlhOn"J r('venue ror H&c nn.xl tlsul your or 183 million 
doiiAI"'IJ ~n amount lO miJlioo doll""' in ~xcess or that~ asked for by the l're-tad~t. 

) c 

) c 

&BVKNUI DILL OP tU• 5 
CoMTLvn o• Til& Bu.a. 

Title I olthe biU,as report«~, iJ a reaiAI<>meolof lboexis~ incom.,_ 
tu law, witl1 tile ebang .. """"!1""110 oiT~tu&l<l tho im-tlou ol a uuc on oorpo~•tiona. tbe rnto or wtnoh will llepc.nd on tbo rl\lio or tho 
undistributed net. income lo the e.ntiro net. income; or1 stated in an· 
otl~r way1 on the ratio or ciividonds paid to ~he net. mcome •. Title 
II o! tho biU ooul.t.iJlll Uoa n--.ry ame.ndmeoto in J't!OIIKI 10 tho rapihllotoolt and ~-pro& .. tu. nllo LU ol tho bill ooolaina the 
tax on unjust. ~nridunt'lll, wbi.th hu been ecunetimes designated ., a 
... india!! ta<. Title IV ol tho bill ooolainoo Jlrovi•ions d .. ling with n:Jund8 undor tba Agrieuh.uml Adju~:othlent. Act. nnd ftooNt.oob ad· 
justment. 'l'ho lill4.'18 cnumerttk.-d nbo,•a wiU now bo explained rnoro 
opeeifieally. 

Tm.• L Isc:o""' T.u 
nu. Iitle eontains tho nec_.y pro<ioions lor the levyins of an 

income tax. Tho title dOM noc. ~ptl&l tha pro,-risi.on.J of u:iau.ng law 
11 t.o p&SL yonn. but. applies only with respect to t..u&ble y~IJ'I!I btgin· 
ning otwr December at, 1035. 

The IU&jor ah11nge. proposed in existing tu law is in oonntolion with tho method ol l8lring oorporato inoomo. Undor existintt law 
rorporaliono pay a I&X ol 12Ji' percent on tho finlt $2,000 of ne~ inromo; a t.u ol 13 pereent. on the amount. of net. income iD UC81 
or $2,000 and not in "'"''"' ol $16,000; a t.u of 14 -·~on ll•o amount. of net. inoomo in excess ol $15~000 and noL in exOOBA or $40 000; 
and a tax ol lt; percent on uot. income in excOM or $40 000. U'ntler 
tlli.t ayst.em A corporation mAY retain aU it.& oe~ inoomo an(~ t..heOovem. 
menL laill 10 roetive the !ILX it abould """""' I rom the surtu on Lhe ltockboldt.n or IUch corporaUooa. n. i:s true, that it tbe Oove.mment. 
eon provo a corporation is lorlll<!d 0< availed of for lho pu,_ o! 
preventing Lhe iln):lO&ition of turtutw upon it.alharebolden, a •J)t!eial 
surtu can be coUecled !rom Uoe corporalion under oection 102 of tbe 
ox.ia~ law. Th6 difficuh.y of J)ro\'ing I!IU(!h Jnlrpo&e, however, hu rendered I('JQlion l02 moro or IC88 inelfootlvc. ~·foreovcr, under 
ex:istin~!!:', a corporation securC'A An unrllir advantage over a partne.r­
shlp w noembert are oblil:<d 10 includo in their relurol Uoeir 
pro rat& thart ol tho pannonbip profi.., • ·betloer distribuled or not. 

Sections 13, t~. 16, 16, and 17 of tho bill p~ an eotlrd7 now 
plan for taxing oorponot<> inoo....., wbicl> u is btbe•od largdy """"""' tl1e defects anti inequidfl!l in our existing: sytter». 

1 n t.ho fl~t J)lace, tbe t&x rot.a ~l' l>lies to Uio adjusted net. iocomo. 
The Adjusted ncL income is tho tH!' iocom& ltM ltlte.roaL on cerlam 
obligeuono ol the Uniled Slotoo and Govemmrot oorporaliooa. Tho 
principal ite.an in eonnoet.ioo •·ith lhisdcducliblt inLe~t is the intt.rtll' 
deri•ed lrom Uberty bonds. 

Tho rat<> of tax which is •yplied 10 thia odjualed net inoomo may. be 
determined by cit.hcr ooe o t.wo mothoda-hotll methods producmg t.hc samo roaolt.. 

"JIRIT WETUOD 

Tho f""~ method ooo~mo~'(-deciding on a certain ~un~ oltho odjuoled nelinrome •bid> berotain<d by the corporal!"•· tha too, 
puoed 10 ourplua. Thi3 an>Ount is oalled tloo uodisonbuled ""' 
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inoorM, wb.idl is more: aeeu:rac.ffr defined u 1M adjUPtfrd ntt. inaome 
minuo (I) ~ivid<ndo peid and (2) Wf IU. Tho ralo ol ... will 
d•pond on tho ratio ol tbe undistribu«<J ••~ inoom• 1o the odjuslocJ 
ntt int<Hnt. The ratn •re detennintd uncfn this rnttbod by tho me 
of t<brduU. I, II, or ill of !«don 13. litho oorpon~tion 11M a ne~ 
inromoM 110,000 or 1 ... , scbtdulo Tis used. II th• ""'llOtation hua 
no~ in~mfl or $40 000 or more, KhtduJe II l\ tl8t'>(l. The rates in 
othtdulc I ""' •u~tantially I._ than in schedulo II in ord•r 1o give 
tome relif\( to tl1~ ~mall corporat.f.ions. T1 the Mrpon~otioo l1u a ne~ 
inrome b.lw..,o $10,000 and 5-lu,OOO, tho mlo of tu 1! dot.ormined 
undrr stbe<llllo 1111 or 8Chetlule n, llCoording to whi<'h 8Ch('duro gl\"es 
tbe lt-r IM. 'l'lto pnrJ)o88 of i!Chedulb 111 i!J to bring nbou~ n proper 
lnln~ilfon t>0tW(•(HJ tbolow rfttes Of !W:hMJulo' l IUlcl tho hig_bc_r ratae o( 
~tel1rdulo II. Scht)(lule lTI is very importnnt to thoeorvorrnion~ with 
1 n{'t inoorne between $10,000 abd $40,000 For inJltUlC'O tl1o ra~ 
oft•~ on a net income of $10,000 \\ilh 10 J)f"t'('cnt. ret1inM i'n surplu. 
ia only I JM'I'OC'n~ under ocbedule l. Under othedulo 11 tho role on a 
lile (M',...nt")!• "taiJ:ted ia 4 poreen~. WiJhout ""htdulo l TT ~~ ... 
would~ an m~ m tax of $300 upon an inertue or Sl in income 
ovtr $10,000. 'l'bis, of "'"'""" is ro~ttd by .orhtdule III. It is 
also inl<',...ting 1o obotn·o lllat it is .. umattd that thoro will be 
24.7,000 ~ra!ioOJ .in 1936 • ·hich "ill "'P!'n n•~ inoomo. Out of 
tbia numbtr tt ,. "'tunal«! that 214,000 wdl ha"" not income '­
than $10,000. 

-ry.,... uampl"' ..ru oho-: bow tbtoo ""btdul .. aro applied: 
fJd,.pl< (l).-A corporation b..• an adjusttd ntt inrom•of SID 000 

It h_M u !tt d""la~ DO di.-id•nds b~t i.t dC'cid .. thu it ,.;,h.;. t.i ) 
relAUJ &3,000 nu _1n .surplus (rn_ undlltnbutNI net inrome). The 
Pfl't'tnt~f' ur undlStributed nt-L rncome to tuljustf'd ntt income iJ 
thtrtfo~, ~ ptrcent.. In &c~edtJie I it -.;n bf' o'*"n•Pd th"t whed 
the und11tnbuted net tnc:omets 30 ~runt. (uthown in C'01umn 1) the 
rat.o 0£ II\~ \\iU be 7.,6 percent (as ahown in t"Oiumn 2), 1'hcn the 
•mount of the tu "'II be 7.5 ponont of SIO 000 or s7W Anti the 
~AIAnrn or t ht' t~.djusted netincotne ($10,000 mi~ui $3 000 a1ai;,u

1 
$760) 

or SOt2&0 must I~ paid in dh•idcnd8. J ' 

Jbamp/r (.1).-,~\ t'Orpo-rntion has fU\ fttfjuAk'(l nt'lt inC'Oti'IC or $100 .. 
000. I~ hM M \'tiL d~lnred no dividendA, but lt.df'('i!lt"' UlAt. it wb1bM 
to rol&tn $22/r;oo no~!" surplus (m undistributl'<l ne~ inromo). The 
~rrtnl.aJtc 1\ undl8ttibutt'd net moom~ to acijtli!ltNI ntt moome UJ 
. ht'l"f(o~. 2~" lK'~nt. Sinf!~ the rate or 22" P<'~flt. doe. not. • .,pea; 
'"ll<hrdul.t ll,tt "'.,...,_,.Y to appl~ the n•l• immt'cliat.oly follo~i'Y! 
tho tablo •• lha~ 1<htdul•. 'l'bis ntl• tt.otft tl1at if tho ~"'""'"loJ:e ,. 
mo ... thou 20 and ·- than 30 that tho ...... or .... W111 ... 9 piU!I 
"''•tl'tltho. ol tho a.mouot by "!>'cit tho -tago which thouncl;;.trif>. 
uttd n•t mrome ,. of tJ,. adJW<t<d nn ili(Omo (22" ...,.......,~in this 
.._) u....,.q 20. Applying tbio rul• tlte rat<! of tu •ill be 9 piUA 
NX·ttotba of 2Ji, or IO.S P"~t. ,.n the arnoon~ vi tbe tu ..ru 
!';j. 10.61 !M'rctnt of $100,000, or SIO,SOO, and tb• bala...,.. of tho 

J._tf( ~l lOCO~~ , ($1~,000 minus $22,.6()0 Dlirllllt 110,6()0) or 
'67 ,ooo muot bt P<lld tn dindfflds. 

&vmp(t_3. A rorponui~n .bas an adjusted nu incona._,. or $20 000. 
It hf'l ~ yel tf('('lftrttl rh) d1ndends, bul it c!,....idt"'l that it wish~ to 
J\llam ••,000 nt't. m turpht~ (tn undi~tributt"d nat. ,inoorne} The 
f.l'ert'('ntttge of undistributed Oft incomo to adjt.uctt~Cl nrt lnWme is, 

~ BILL or ttat 7 

thertf..., 10 -L Tn oucb a cue tbo torporalioo oompur. a w 
UDder oobtdule II and UDder oobodulelll and iSiubj«~ 1<> •hidleYer 
tax ;. the ]_,, Tho oobodulo D w is readily dol<'lmintd from tho 
ra~ table indudtd in tba~ oobtdulo. Tho ra!Ao for an uodiatributtd 
... ~ ineomo or 10 .,.,..,..t of tbe odjnot«< ··~ income ia 4 porcon~. 
Then tbo w undor Khtdulo il is 4 per<Jenl of 120,000, or 1800. 
Therefore tho di.-idwd credit io $17,200. Tho tax io now eompu~ 
undtriClhtdulo liT. A w ia lin!~ computed under ..,htdulo 1 on tbo 
..-hole $20,000 or adjust.od not inoome. With 10 percent ..... ined 
the ra!Ao is I pe...,.nl nnd tbo t.&.< i• $200. To tltio tu 0. addtd a tax 
under lldttdulo II oornputed on tho amoun~ by which tho adju•lod 
ne~ i.noomo ($20,000 in tl1io """"' el<oetds $10 000. Thia oxc ... ia 
$10 000 And lho rato undur oc:htdulo rr for • IO·poroont rol<\nt.ion is 
4 P.,roon~. 1'h~u tbiJ oclded ... is $400. T he wtAl '"" under 
1<hedulo Ill is, tl•erefon, $200 plus 5-100, or $600. But tloe tax undor 
odoedulo ll alone wu lSOOiiitberelore, U1e tupeyer will hO\·o hie tu 
computed undu Khodule &inee thas. tax is t11e leaer-4000 •• 
eompared with asoo. Tho olroet of Wcing the tax oomput«< undor 
lltbodulo Ill is 1o permi~ tho 1'200 LaJt &aviog 1o be rel&ined u ourpluo 
frooof .... 

eccxum KETDOD 

l~ may of!M be mo,.. oon<onieo~ 1o tbo Wjlayer 1<> determine tbe 
amonn~ of hia di.-id•nd credit fusl and tben 1<> oompute bia ta.s. 
'l'bis is the purpooe of 1<hodulm 1-A and 11- A, which e>•cw the oame 
....W~ u oc:boditl• I and II. One OlWilplo would ...., ouffici•nt 1o 

( demo01t.n1to how 1<hedulos 1- A and Ir-A are applitd, Iince tboir 
application i;J .Umilar &o lh6 applic:atioo or aehedules 1 and 1 r. 

l':.mmJJl•.· A oorporation baa ~aid ilividends of $00,000 during h• 
dividend 1ur. l ts adj'uet.C!d ne.L tnOOm& is $100 000. l ta lax i& con\oo 
puled under ochedule I A. From the table included in thel<htdtdo 
tt. is to bo ob&ervad that. when lho di,•idend credit equal~~ 60 (K'fti('nt 
of tho adju.stO<I net. inC'..om~ as in UUs caso, tbe rate. of tu sball be 
17.6 (tere<>nt, Thon Uto IAI• i8 17.6 percent of $100,000, or $17,000, 
find the undistribut.ad not inoomo il $.32,600. 

DIYIDCNO YCA.R AND DrvtO&ND CREDIT 

In oon.n~t.lon v.-ith tho al)(l\'O oomputations, it is import.&nc. to be 
infonnacf AI to 1 b4" d~finit iom or "di'ridend yMr'' and "dividend 
Cf'fdit/' Tbflle definhiona are contained in section 27 ol tho bill. 
Tbo t~nn "diridt-nd year" iu tbo case of caJonda.r-yea.r ~tunu bfgina 
oe Mareh IS ol tb• ~able yoor and eods on Maroh 14 follo•;"'C the 
c:loM or tbe tuablfl year lo the U.Ae or fiscal-yeu re&umt, aliinll&r 
period 0. providtd lor. . . . 

The tenn "dividend c::redi&." mee.ns the amount ol dindendl pa~d 
daring tho dividend you c:orreoponcfuog to the ~&~&bloyMI'. 

DIV10END CA.&BY.OVD 

It is alao important. t.o note that t.be dividend credit may incl~e 
dividendif paid in Hce.l or the adjuslM not income. ror the.2 pnor 
uuable yelli'L Tho rule ror &his carry.-over is contained Jn sec:Uou 
27 (c). This dividwd cAIT)'-over is pcrlO<;t.ly fair •nd wdl prot..,t 
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Tbis 1.e•• plan of tuing corporalll oe&. lncome i:n tho opini.t.w of 
your oouunit.t.M, ¥o·iU not pre\•Wt tho rcl<e1~t.ion of tuninp. eumcicnt. 
to provide fo.r: k!6(iLimat~ corporat.CI nM!'II but. vtill di.toourage. accumu .. 
Jabon for wluch thtrn as ltO sound ret\&Oil. Undf'r llht\ plan a smaU 
~orJMU'ft.Li~n c•n B~ur:nuht~ approxi_nul~ly 40 Jlt!rt~uc. of i ts net 
u!eome ~ruhout.I)I\Y1Df: a greator tAX than~~ p.t,yl9 undru· 6Xi~tting Ia,.~. 
EvfJI • large corpornuon c~u1 aooumulnte 30 1>e.rccut or hA tlC'L income 
without J)tying Ol(H'O ta.x t.bnn i1. d(){JI u.nda.r axitJLiog law. If nooo 
of tho N.rnuljPJ of a OOrJ)Oration wilh a net inMino or $l0 000 or lee~ 
aft p•id ou~ m divi~udi tbe t.aJ; rate ,..;u be 20J' pN't41ot. Md U DOn6 
o( tbe taminp of 1 corporation wiLh • nc~ meome of more th&n 
JIO,OOO ,,.. p•id out io di•;deods tbe w rate ... ul 001 ue«<l 42l\ 
pertt:n&.. 

TAXAnOX OF DIVlDL"fDA 

h d, .of co~.rw, impor~anl. &o. ~te, ~t a corporation .-hith pap 
out all ''.' ~JUSlfd.a~&. mcome tt.J dtvidtnd:a •ill IMl.Y no tu, •htle 
und~r exaung Ia• 11,. laxod from 1?'i to 15 per-~ on iu mtiro 
nn tnoomt. ln order to treat. the dt•idend conUtrently it. is or 
fOU~, n~ry lO subjee&. &he. ss.ockholdu t.o both nOnna.l ~d 
.urt&:'( on tb~ dividends. .Th!-s. Q tbc mQit. important ~benge in ) ) 
tba .nt~w piiLil 1~ rt!Spect to mc.!l~uals lin~ they a.re now subjKL 
Ol\1.)' ~ turl&..'C' .m tbe ~of d:iVldendt rect~vod from domes-tie oor­
J)C')rn.uons. Tlu& r.hang~ tS brought abou&. by omitting t.he divid~nd 
ertd1~ •llowod by 110<bon 2S (a) of tho Revenue Aet of 1034 u 
amcn~cc:l. lt. is al~ obviOlL~Iy oi)CCS!!.(tf)' to omit t«"tioo 23 '(P) 
~r axlltlng lllw, "•lueb penmt.s ll corpomtion to deduct~ from 1t8 
anooma 0,0 I.CI'Cenl>or the tun~un~ of dividends reoCli\'ad (rom a domestic 
C!OfJHlMliOn. Unde.r lhe blll o. corporation will includo hl lta net.. 
income 100 J)(II'QC'nLor tho di\•id.end!!l received from other eorporatlons. 

l!XCEM'IOXS PROM OCXCit.AL PLAH 

I L h~~ ~n f11Cogn.i.-ted lhaL in cerle.in e&80I oorporat.ioot cannot poy 
out. dtvtdends or ilia" .eound policy dtmandt tbe nonpAJ'IDf'Dt. Ol 
dn 1denck. T.hertfore, 1ft cet1&1n C86N, a fiat rate of &.ax ia imJ)C)Iie(l 
;:.,~~,.:~~ ~pariB~beroof, in lieu of the uodiltrioutod 

0(} ., ~' &" ..... 
lion '! j;- d~ ·~w· ooclioa 14 ollhe bill prorid• that corpO<a-: ... rJ.;'-~t 

10 
:J:Y a :hi. o!_~~ ptJt~en&. ou Lbe amount of 

Of'\' plan in • up • um.al> aod onlY 000\6 under lhe 
ol 1M w p>i~tk10.,.,~ 10 .._.of .lhil d~kit, and in ex< ... 
t~at.M in lhe aection ..... ~...,..ru. nte.. Thq nile &a more aecurat.dy 

~~ '::;!r.'r.. ~·-r IIOCUon I' a !'milar trNtmont. i1 
be paid out. in dividends ~oo oo~~L& MI. ~mo V,,t. ~t 
6-"dllenoo prior to Ml.l"eh 3, 1936. ut. nolaunl • W'ML~n oontract lD 

c 

)) c 

0 

Ddu.-Jn -lion 16 oimilar roliti is givtD in .- of <Gr1ain clebla ..-bidL""' in ex.- of U.O _,_utaoool ~ and profi\1. 
11 it alto provided tha~ -- H , 15, ..,a 18 oolod abo<e oball 

not operate to in<....., tho t&l< wbi<b would be pa,.bte witbou~ the 
application of auch eeetiona. A corporation, ho111·eTu, can.not. use 
more than one or the relit'.f prorilioDA jU:St cit.ed but must. uee Ll~ one 
wt•i<h will ,...ult in the •malleo• ux. 

OANIU, ltltCEI"YICtt81UP81 AN'D INBtTB.J.JoiC..S C0WPA1UU 

Banks a.nd trull> <'ODlJJanica are not brought. wit.hln tho now plan, 
buL pay A tl~t fl\ta Of lAX o( 16 p_eroont. On their nor. inOOnlO And dO. 
mol'tio rorpomtions in reeeiv~nhip are t-roatoc:l in tha a.amo mfutnc.r. 
This &eefll8 lA) be tL wiN publiG pohey, ai.noo t.ho aurplWI or bllnk& IHUA~ 
bo built up (or the prot«.lion of tha de.posit()rs end bec•usc reccivt:r .. 
sbipe in tho vut ma/'ority of ct.SCS ean.no~ of oouNC, pay dividendt. 
For l!limiJar rnuona l •are ill a UaL lA1 or l5 pen;ont. on t.ba ne~ ineoma 
or all insurance t'Ompaniea whec.bu domestic:. or foreign. 

It hu alto been oec:-ry to """'mmeod ...U..tao!W ·~ in 
our pmenl 110tem of l&l<ing nonrooideoL alieoo and fo"'ip corpora­
bono. II appeaR ob•io'"' tbaL an undia&ribulod pro611 w il not 
.... u lldaplod "' uxi~ a fo"'igo eorpc>ralioo .. ;lb fo .... op ........ 
holden in r.pect to iwtnoome !rOm I()U...mf'8 .. ;dUn the Unit.M StatM. 
lo ... lion 211, iL il proP'*'~ that lhe t&l< on 1 ........,;deal alitn oot 
Mpgod in a trade or busin ... in lbo Unilod SI4LOo and not b01'int~ ao 
on, .. or placo of bU.U1oeo therein, sb.U be ••tho rato oliO poroont oo 
his gi'OM inooma from interest, di\-idenda_, rents, wages, and •lari01 
and other fLXoo and determinable iocomc. Thil w (in tho UJU&l 
ca80) il colloolod ·~ tho .. uroo by withholding 88 provided for in 
see~ion 143. Such ll nonrasido.nt. will not. be aubioct t.o tho t&x on 
eapit.al pins, including gfiiM (rom hodgiog f.ran&net•ons, N ac. prtMnt., 
it having OOCn round imp088ible to aiToc.tu.lllly collocL this ll~t.ter tax. 
lt. is bcliovcd t.bat this exemption from tax will rosult in nddaioual 
rovwuo !rom the lrantfcr taxes and £rom tho lnoomo c.a.x i.n tho cuo or pe.I'IIOn$ urryht.g on the brokorage busi.n088. In l.ho CUD or • 
nonres:idaur. aliC!I\ tnRMrod in t.rad.e or businoss in the UnitOO Slat.el 
Or having an oOico or pl&06 o( businass the~i.u, lbe $ArDO LAX illevie~:( 
on biJ na-t income from eouroee within the Unit.ed St&tH u ille'lied oo 
an Ameriean titizen. except. for the disallowa.nco or certain personal 
H<Dlpliont aod ertdlli for depeodeols. 

[o tho c:ue or • fortign torporation tnand in trade or butin• 
within the Unil.t<l 51&18 .. baYing an om .. or plaeo of b4J!Ilu­u.. ... in •. it il pn>JIC*<l to levy a tax a~ a tla< rat6 of 22); P"""'nl on 
the. a.e.\ moomo of StiCh eorporation dtrixed (rom eource1 within tbe 
Urulod StoLOo. Tbo di\<idend& of such foreign corporatio.,. .,.. not 
tuablo to the fortign .. ,.,..bolder unl..,. 76 pereenL or mo"' of ila 
g_roes iocoma it from ~uroe:t •-itbin the UD.iled St.at.el, in which cue 
tiler .,.. taxable to tho foreign oha.robolder to tho ••teol that tho 
dl\,dt'.nd.J repreee.f\t. Atnuica.n income. J n the caao of a Col'f'ip cor­
pora lion not engaged in t.mdo or bul!incso .,;win tho Unilod SIALOo 

u Recn .. tnt •. u J.-1 
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t.nd DOt lia'ilng ""ofllee or plaee of bu!!in- ~heroin, it lo Pl1lr-! to 
lfvy a flat rau of tax of 16 pen:'ltnt. on lhe gJ"'S8 income of IUQb 00,... 
poration from intereet, dividtll<b, reotl'J, salaries, wa~. and other 
ftxed ar:sd delermina\)le inrome \not. including eapitar gaiM). 1'bi!l 
ta.x ia 1;0 be. co~l~ct~ in lha wwa. CftJO by "ritb.bolding AL U1o tour~. 
A apecal proviS'lOn tiS nuu.lo in tbe tau of foretgn banks taiT) ing- on 
tl•• bonkmg bullin.,.. in o •• Unit<!d St.at ... whereby . t.boy ... ;u I"'Y I 

t..u of 15 Jltr<:ent on their net. inoome £rom the bankingbuliinw and 
22" J)Proebt on thtir ~t int()m& from other BOuroee .,.;tb.i:rt the United 
Statea. Jn ac_ldition to t~e abo,·e JH'O\·~ns, .nonresidt>nl alitn indj. 
·uduals aM gn"fll a t'l"f'<hL of $1,000 agamst. .meome attributable Lo 
onm.,..,..tioo fM ~nal ..,..i..... lL is a1oo pro>idtod that in<omo 
or any lrit>d oball be ...-lud<!d lr"m J!1<* income to tho nttnt re­
quiml by any trtaty obligation ol tho Unit..! Suu ... 

It is betie•<!d that tho propoo<!d "'vision ol our IJ'IlMI ol taxing 
nonrollid~t aliens OUid ro .. ign C'Orporations will be produc:tivo ol 
aubatantut.l amount& of addilionaJ reYenuc, !inee it. replace~ a thooreti .. 
('a] system impraetical or administl'l\don m & great. number or tU(!8.. 

c 

)) c 

U"f1lll11ll an.a. or 1 u• 11 

radon, 80 pei"Cm&. or more or wboee en- iooome is derived from 
diriden.U. • . . 

Your cc>mm.iueo ts of the opamon that corporations whie.h are 
ft'(ampt from tbo i.n.como tax under existinB lAw ahoultl n.ot bo aubject 
to tho pl1lpoeod pl•u lor taxing oorpomtoOM. Corf>?rations p•ying 
dividend• W such corporation.1 rene.ivo t ho•me div1dend cre<h~ u U 
aueh dMdlllldl wero 1>aid to .,.raotuonot lllltllnp~ !rom tbe inonmo t.ax. 

Trn..& 11. Cur1"AL SrocK. AND Exc~t.~~o-Pao,tf"B TAXr.a 

Your tommiUeo hat ...due..! tho rau ol c:opital ot.ock t.u: impoaocl 
by o«tioo 10~ ol t.bo Revenue Ae• ol 1036 from $1.40 per thoUMnd 
or thoadjUited decia...cJ ,.at .. to 70 ..... per thoU!Olld for the capitAl 
at.ock tu ytar tnding Juno 30, 1036. Thil tu,. terminated u to all 
futuro ye.ra. Tho proY'W.ons of e.'c:dtinglata> giri.og eorporatioos the 
right. t.o deda~ a new value for capital atoc.k W purpoMS for the 
tepit.alat.ock tu year endinc June ao~ I 036, are (!()Dlinued in rorc:e. 
Tho e.tc-.profito ta.t imposed by IOOtiOil 100 ol tbo Revenuo Ac' or 
1035 ls terminated o.t. the end o( tho firt' income La~ Laxablo year of 
tho taxpayer onding altar Juno 30, 1936. Accordingly, corporations 
whc»c lneoma ta.:c t.a.nble yean) n.re on n enlendor yeu.r basLS will bo 
aubjoo< to tba OJ<coes-profit.s lax lor tho oalondor yMr 1936. Corl"!­
rauon.s whole income uu taxabh~}'e&l"' are on a fL~Cul year basis., wtuch 
yoar encla altar Juno 30, 1936, will bo oubjc"" to tho ox ..... profita t.u 
lor tho firot income t.u t.uoblo year onding altn ouch daU. Tho 
u-on>lito w will oot apply lO any intomo w taxable year ... bieh 
ends aft« June 801 193·7. Since tlw!M uxe~ • ·ere not coosidered iD tbe 
propoaocl oatimato submitt<!d by tho Preoidtnt, t.brir onotinuanc<~ in 
eft'ee&. for one more year will produte additionaJ H.\"tnUe in the &mOUD&. 
ol 83 mUUon doUan.. 

TITLE ill. T.u: ON U:UUST ENKICIUutN'T 

Title Ill impOt;OB a ftpeei11l inaomo Lax on tho unjust e.nriehment 
Me ruing to any J>C180n as a resul t ol _)lil88ing on to others t he burden 
ol Fode.mt C:<llUIO taxes. Tho tax is 80 JlOI'CMt or the income ropro­
se.nting unjust. anriehmcnt. 

The inonme on wbieh the lax il bao<d il M loUo~ .. : 
(I) Wl>ero tloo l&x)!ayer il a 1?"100" on whom a F<!deral excioo ..-u 
im~ but. not. paid~ the net. moome I rom tba Ale of articles upoo 
wbid> the uci!. ,. .. not paid &ball he eomput<!d. This in<.omo to 
the exteat. that. it. it attribuLAble to lhiflins to his ,·cndees or othHW 
tho burd~n of the ouise1 and this amouot uaubjetl- to the tax~ 

(2) Where tho l&lql4oyu is a .,.non who bought ortides •• • price 
ineludin,: tho burden or tho ...... and .-ld them a• a price .... 
including tbc burden o£ the Meise, thue tbaU bf. compu~ the net. 
income attributable to an1 reimbursement. he receives from hl$ vendor 
lor tho burclon ol tho oxc~S<~, and this amount (limit<!d by the eoten~ 
to which ho oWII<!d tho borden ol tho oxcilo to his eustornero) is 
eubjoo' to t ho lax. 

1 he tax d008 noL ftpplv to any incomA from tw.y t.ri1D88ctiona otl1cr 
than t.hOH involving CJLher (o.) Articloe 11ubjoct. to an exciM imJ)()IC!d 
on tho t.up&ytr and not paid by him, or (b) art.icl .. with re&P<'"t to 
which, u a doalor, tho t.upayer il doubly roimbunoed lor tho excioo 
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bun!.,. lo the DWJDOT uplain<d uodor (2) above. Uk-;,., o.bono 
-.rill bo no •«•« ~· the unju .. ftll1~brnent !rom u,_ trano­
&C'tioOI for to.M lD:CUrred in any other lra.n.aC-lJOWI or bwi:rwa 
Uo•·evor, "".'-lion ( 1) ol ooetion ;()I provid.,. tb&L il Lhia broad ap­
plocatioo i8 h<!lcl innlid, the UL1 oh&ll apply only LO tb& por1Joo ol tbe 
cupayer'• tolal net. iueome (from •II traJ\Ia.etiO.o.t Cor the entire tax. 
able )Nr) AUributablt~ to the untu...t mric:lunmt. inaomo. 

Subooclion• (b) aod (c) or oeeuon ;()I contain rut .. lor computing 
net. locoml! frolll the particular t'Alegory or trt.ruJ~.C-liooe lo which the 
tu iiJ}I)Iiee, and su~tioll$ (d) to (h), i.nclush•t-, cont"in JU'ovi!i1ons 
JtOVt'nlmg 1 b~ c•a1culation of tl1e extent. tO •hid1 th~ t~ucpuyt•t ehifled 
thf' burclc.•n or tllC e.~cise to ot.h~O:i. Prlmtt fatlo, this I! Llekl1llint.od b.r 
C:01HJlnrinJ( thu 11m tn'brin" iu the ltttnsactlon!l intoJvod with tho ''lwe.r­
ogt~ tnnrgHl'' ror tlle 5 years preceding the cfTecUv~ dot~ or UH~ oxtlsc 
in (tUall!on. These margins are. computed by doductiug- COllt6 or 
llHittrial• (or, when tbe article was ))UI'C.h~UM-d ~b~ tbo lUJ)•)'~r, lhe 
1>ri..., h•1,>"•d) from the .. lling priet8. Cr<>dit •Gl'•••• tho .. Uing prioe 
"ill be 1[1\'tU ror AD! aDlOUDt rebattd to the purcltUN' OU Or ~for& 
M&reb 31 1036, or vnd<r a bo.u-fid• •-ritt.-n eontract mlor<>d into 
on or bc1oro lltal dot<!, aod .00 lor proleooional I~ ""d .,1."' .... ol 
hti~tion iD('Urnd in Pn!\'t'Dtiog coUection or the f:XC'Hte, not IR U('ft8 

ol 10 ~-nt ol the excise. U '""'" aro lad:int: lo """'blkh tbe 
.....,.1<r'• a• ~ margin for any part ol •h• p~xci.o ptriod 
tho •·•~ m"'ll"' ol ,..pr••••llaliYo conom>s, oimilorl1 l-Ied ;;;;;/ 
.......... need is to be UliOCI lor such part or lho Ptriod. 

Thlt prima.lacie mtthod for determining the lhilt.inr of the burdto 
or thfl en~ may be O\"trec>me by proof of the actual utenc. of the 
ahilt This llll11 iocludo proof of changft in labor and ol110r coolo ol 
JH'Odu~Lion or in lbe cl1encter of the ardtles or n1attriall. Shiftlng 
or Lht! ~XC~ ~l~a..r. ~ !h0\\'1'1 ~y P.roor of price 0~ ('l()ntrut. than~ to 
~~~~" the nuhat.IOn or tenmnauo.n or ('hangc an the rate or excise, 
b1lhug of lhc CXC'IM as ll !Sepantt.c 1te.m to any ttrldee, written atato-
111t.1nll by the liiXJ)l~yer that bis prieQ includod the ~xeise, or cootruct.if 
to reb1Hc nJI or a po.rt of the amount of tho e~<ttltso in tho event. of itA 
inv11lidit.y or I'OCOvery j unJHS tJu} tAxpayer sho"' It ~ laflt lhe8a lt~cta aro 
not. rt1o' 1u1t w the tranb~tCLioos in qucation. 

Subtleclion (i) d~fince tho lerm Hfo"'edrr.al C"'XC'iSO tax" rt. inoludOI 
not only tJac r~nt proccssinJ taxes, but. an¥ u~x (or .... ~ut.ioo dooorn­
inated • tu:) under any va.bd or invalid Ftdl"l'lll ltltuW of n type 
"hjrh it <OilO~lo of bemg shilled by lho lupayu to p~rch...,.. or 
&rt.i<'let Ot' Rn1t'Ee. 

~'-lion (j) ~ .. tbo pro<i!'o .. ,.itb mf)t<'L to •- wb~ 
ntll,t'W are ne' tr p&•d equaDy applicable to t&MW • hf'rt~ they ate paid 
a.nd ftfund~.' unleM ~ rtlund 11 mado und~r ont' ot lhe pro,·ililoa. 
ol Ia• ~WI1llg a l!l.o ... ,ng that tbo tupayu aboorbed lbe burden ol 
thfi f'\"('W. 

~'-1ioo (It) ':"ak"' appli<:ablo LO aalro ol .. rrW. oubj!'<t to &0 

f'UW ~ t.b~ pron~10os •··~ resp«t to ulet of article~. 
Sec-taon 002 pro,·ides agamst. doubl" taxatMm or the unjutt tDri<'b· 

mtnt inwme by n~a.M of a credit ~aimt tho tax undt't tit)(': til of 
tht' &mount by which the regular Ftdua.l inoom(! and f.X~ea-profii.l 
ta.'M,or th~ ~upayer •-ould bt diminis.htd by (l.t~Judinl the arnounL 
ot UDJWil eunrhmt:nt frum the oomputatioa of thotO tuee. Th t!", in 

c 

)) c 

a.nL~ BILL OP l t J 8 18 

.trect 1he total lax on tbe uojuot onriehmmt is only tbe 80 pereeot 
prorlded lor in tbia Iiiio. •. 

&!ction 503 rtlatea to a.Wnin.istrati"l"e proYlSJOu. 
Seclion 604 makM the tax appli<ablo LO any luable , .. r tnding 

with January 1036 or at a..oy tim~ theru!ter. The t~ Ul thus auffi:.. 
eientlf. retroutive to c:over the unjust ennchrne~t. 1«n.nng ~a n'liUit. 
or the impoundment. and n~npaym~L of proceMJ.ng t~ea dunng I 03,6. 

Section 60$ makN tbo IItle applicable to Puerto Roco and tho !'lill­
ippine5, ainrotha procalliing taxes wer6 extended to thoeo J)OefOUIOM. 

TITLII rv. Jt grUNDI UNDCU AORIC:llLTOllA.L Awu&T~U!NT ACT AND 
Fwon 51'0CK& Ao.Ju&nutNT 

lt.is tho pur~e of tee lion 601 or this titlo to reenact.. inLO lav.• c~rtAtin 
seetiOJl8 of chc Agrirultun-J Adjustment Act, as nmt.ndNJ, provi~ing 
(or f'ffunda in etrta.in <'&ICe. &ction 601 (a) ree.nael.l th4!f.C 1C!Ct.1ona 
(or tbo solo purpoee or allo•ing rerunds in aooordance t.hC'~wiU1 in 
casee "hero the d~h·uy for charitable diitribution or ulf!, or tho 
uportation, or tho ma.nufaeturo of large cotton bags1 or tJ'e decre&~e 
in tbo rate or tbe J>....-ing tu (or ilo equivoleot uooor ... lion 10 <•> 
(3)), -·rred pnor to Jaoulry 6, 1936. Tho en><t"!ent or tbiJ...,. 
lion w\U .. n ·e LO ... mo•·e doubtou LO lbe l<gol aulbonly ol tbe Com­
ot.i.twUoner or lntunaJ Renoue, ,;th the a.pprov&l of the Settetaq of 
the Tmuury, •hicb hove existed !ine& tho dO<ision ol tho Untied 
S ial .. Supffi110 Court holding the Agrieullural Adjuolm•nt AcL 
invalid, to continue r.be making or relands under the proviliou ol 
stetiono 10 (d), 15 (a), 15 (e), 16 (o) (t ), 16 (o) (3), and 17 (a) ol 
that act, as amended. . . . . 

Section 10 (d), is merely ag<>nentl proV151on aulhonuog th<! &cro­
tuy ol tho ~Mury to mako ""'"''"illY "'tt"latio"' to earry out the 
pow.,. v""led in bun b~ the Iillo ol U10 Agmultural Adjustmtnl Aot. 

&ction 15 (a) pi'OVHIM lor tbo OUsp<!rudOn by tho S<>crotary Ol 
Agriculturo ond tho refunding or croditmg or tbo proces&ing or com .. 
pcrllf.ftting ti\X Ul><ln 8UC.h nn-ount. or a oommod:i&.y ft8 tbO Soerotftry or 
Agriculturo 11hou1d by )Jr'oolrunation 6nd is usod in tho mtmuract.uro 
of any clft.IJtl or produCts of ~:~u c.h commodity wh.ieh is of !UCh l~w vR.luo, 
CODBidoring tho quantity of the commOdity used ror thmr msnu .. 
(aetur6, that tho imJ)08ition of Uu., prooe&Sing ta.."t would preven~ in 
whole or I'U'Rt' pl.l'ti t.ha UAa of tho commodity in such manufr.et..u~, 
thtrf'by aubsc ontially roducing cons.umption and inuo~.ng the 1urplu• 
or the coonmodily. 

Seclion 15 (c) providco lor the ..tunding or uediling .to P"f'l!OOI 
dt-lh·eri~ a.ny .Produ<"l to any orpniz.ation for cbaritab!-e d!tlribujJ~n, 
or u.H~, indu<ltn« ll.DY Sl•tt or }""edtral ..-ellare o~n1uUon, ror 1t1 
o• n use

1 
of any w clue or paid under the Agrit'ultural Ad.Ju!tmen\1 

Acl., • ith '"~'«" \0 the produc&. 10 defi,·tred, .object &o etnam pro-­
aeri~Hod condidont. 

&.lion 10 (o) (I) mak01 pro1'i!ioo lor ..tu.ncb or cr<>dill on 8\'0r 
tlocb wh<!n lhe rate ol the .._, on tlu! pi'OCO!l'5lllg ol any CO"'!"od!~Y, 
~nenlly or lor any d,.jgnated uu or ,_ or u lo any d8nglla""' 
product or produca. thueollor any d,.;pated """or.-,;, d&Cff~ 
tn th<! man nor provided by tbe act.. Section I 0 (e) (3) nal<01 a&cuou 
16 (e) (I) apphcablo wooo tho Lox is suspeoded under IIOCiion 15 (o). 
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!>o<tioa 17 (a) malM pron.ion for lh< mundi"' Of <rrditinc of 
' • 1&><1 duo and .,.;.! or due ODd pay•b"' on prOOil<IA pro­r::.:".:.'L'ily or partly from • <Ommod!l)' ·~th ..... ~~ .. whitb 

produ<l or <Ommodi~y • tax bas bten. poud or tJ P"J•I>~, upoa the 
f'tportation of sudl p-rodu~t. 0! oommoduy to •?Y fom$tl) country or to 
tlt• l'lulippino hlondJ, \~ugu> lslands, Am<nMin S.nooo, tho Canol 
1...oo~, or tl\t\ l..lland of Guam. . 

s.<tlon 601 (b) e.xcludes l"!m the ben~ II of the """lion t~o pro­
f't'11110r(lr(ltber pertiiOo who pe.id tho tA."< Wlth ~ptet ~o tb~ flrtar1~ on 
"bich tht C'l&im is bL~, for 1he. reaso~ tl"'" the thuma of tt1tcl- JK'-f-
1011.1 ~aro "ithin the proviAions of &eetiOn 21 (d) of tht) Agncultun.l 
Adiutlrnf'nt Aet tui fl.ntendcd. . . . . , 
~lion 601 (c) rt(Juires the fihn.g of cl&m~ ~udtr t ~~~ ~I ton pnor 

to J•uHt&ry 1, 1937, under rules an~ reg-ulllUOtUJ pro&enbod, by tho 
Couuru .. ioner of lntt.rnal Revenue Wltb ll>e "l'proy_. of lbc B«')ltacy 
or the Tr~Mllry and limita: thJ allowan,c~ 0 ,tltuws. to those In an 
UJtOuut. of $10 or m~re, the C061. o£ achnuu.atenng ciAJui.S or 1~. than 
$10 b<W, diii>IOI?"rllonale to lbe omounlmvolvOd lrorn the poaM of 
view of both clounonta and ~·Government. St<:tioM 16 ~) OD.d 
21 (!) of the •\gri<ultural AdJustment Mt, 01 &mrndod, wlilch at 
io pro-1 10 ,.pool, wolaio time funitotl.ono upon the filing of 
dauno illroOiiltmt wilb the provisioos of IOCiion 601 (e). 

Settloo 601 (d) iolimilar to the provioioos of uiatinc law ttloting lo 
iatemaJ·~\'tDUe laxeli whieb limit ~lt'ati\'f! l'e\ ltW Of tbe find­
Utr of foe~ and the decision of lhe Conunist!iooer of lnt•m&l Revenue 
"lin dtt~ merit. of t:laims adjusted punuaot. lO thia llfllttioo to cutS 
o fr•ucl or milta.ko in mathematical uleulation. 

Stc1ion GOI (e) makes the determinaJ.ioo of the ConuniMioner of 
Jnttm•J lte\·en\le •ith respect to any refund W\d('r thit l('('tlOQ. flnal 
Alld not •uhjf!tl to judiciAl reviQw, a.nd socti.oo 001 ([) diuUow• a.ny 
t~laim for iut.ert'!"t with respec;.t. w c:JNJu.s•Ior r~ruuc,l m&<lo under Hus 
IWM'tiun. lt i.i tltn OJ)iolon or your oonunittc~ 1 hRt•, whilo prcwi~ion 
for t11c r~lie.f or clttlttttml.s i.n Lho ce..ses covered bl' Lbia section •hould 
bo lll$dO, I Itt\ raut. than tho re(uud~ will be tnndu lo P0111CHlJII oll.fir than 
tlaota whn p1Ud or were liablo £or p&.y:ruc.n~ of th" I u. under tho .Agri­
c:uhura.1 Adju.sUnl'lnt Aet., as atnoni.led, an,d the prc"'n~ doubt. as to 
tbt'l ll'J(•l lla.LUJ of I bese claims WAtl1lOI.a tlit tli'4ulJO• ai'IC:e of interest. 
and t11~ wi1hdra.~a1 or any right to judicial rm iow or tht~ det('.tmina· 
Uo~ or lht Comrnis&ione.r. 

&t-don OOl (g) is intended to correct an ina,Jvtortt'nl trror in t.bt 
!anguli• of ...,lion tG (e) (I) of the •\gTiruhural AdjU>Itn>rnL Ae<, u 
amended, u th~ l'f!lult or • "hich the date ''June 26. 1931" •at insuttd 
in ht:\1 of HJUOf!-1, 193<1", 110hieb laltf:r dat~ fbf ~~athfl hit:tol')· or 
W. a.mendmm:u. cltui.Y indiealel: trU tl1e date intendf'<l. Tht reauh. 
of t.hit error • .,. to pren:nL the paymeol b.._. the S«rttar:r of lb• 
'l'ftuury of a number of claims Go n- ototka •b.irh bad he<n 
uamiu<cl ond ollo•-«1, bo.s<d upon the O<rtilkotion by the S..r<tary 
or A.pkulw~ undtrd&U{Iof June 12, 19341 tha.t tl~ ~~ng tax on 
la~e tOuon hap had bttn remon~d. U q tho opimon of Jour com· 
mineo tbtt.. the imprdimeot to the paynumt of th~ weritoriou• 
olalmo uutod by Lllb logisloti1·e trror sboultl be N'lllOI l'd. 

c 
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a.cctiO!f ... AuOil ITOCU AS OF .U • .Nt1AA1' 1, l-

1~ io tho recommondotioo of your oommitW tho~ this -tioo 
oboulcl be enac\M into low u • m.dl<>r of lair dooli.oa and oouod 
pubtie polky. Ita <11..:~ .,11 be to pi- oil holdtr~ ol'ftoor o...U 
on JODuuy 01 1938, of orticloo proc-.1 "'hotly or in ebiof value 
!rom t:OmmodiliCI oubjoc~ to lbe processing t.ox on lbot dot<>, o.<cep~ 
t.ho ~r or otl1u ~n "'ho p1id or wu liable for the l&.'C1 1D 
1ubotOJttiAlly tho wno position they would h..-e ooeupiod had tho 
11r<>O<flling woo oo._n tenninatod by proclomatlon by tl>e Sec!"'t.oty 
of AgnculLuro in the manner t>rov>ded by the AgnculLurol Adjuot.­
numr. Act. 

1'ho Agrioullurnl Ad/'uotmcnL Ae~ provided lor n Hoor .. tooko lox 
on tba etreet i\'O data o the proee6Slng tA:t in ordnr tb~H alla.rlioJM 
the producl of o t:Oillmodity &ttbjeeL to tbo pro......Uug tAX, ohoul<f 
move into the cbnnnols of trade equally wod. That aeL Ukcwito 
provided. with certllin limitations, ror .. rafund upon tcrminltion or 
tlte \4% to boldtn or floor atocks 80 that, in the main, artic.lea on 
bODd on that dot<> and articl<>o subsequently p~ • ·ould oloo 
move into the cli&Jinclo of trode, this time equolly unt.oxed. Cu~ 
inequiLieo hove ,....ul\M from tho unnlnation of tho p......U.C tuM 
whkh it ia &he pu~ and deu ol thi! section to remove. 

&<:lion 602 <•/uclud .. from tbc beoefiw of tbc eoction boldtr1 
of lloor oto<ka w 10 .. -.,.. aloo p..-.ono or othu -no •ho paid 
or .. -.,.. liable lor the t.ox, lor the reooon tho~ lh<ir ristbiA to refund 
are govlli'MCI by -tlon 21 (d) ol the Agrieula.ural lullu•unon~ Act, 
uommdod. 

Section 602 (b) pro•~d .. lbo metbod ol t:Ompul<llion of the omounL 
of refund to •·hich • puoon eotic.led to claim under ooction 602 (o) 
may recG\'er, ,rj;z, an amount. equal to tho pl'OCOI8ing tax whit.h 
would bovo b<•n payablo with ,...poe~"' tho oommodiLy from which 
tho art.ie!a or utic.lce held in Roor st.oek we:ro processodt bad tho pf'()Oo­
essintt occurred on Jnnuary 5, t93G. Jt. is further prov1dod, however, 
tJ1at. Chis fHUOUI\t•hAIII\Ot.O~eet'ld the amount. of tho bu.rdC.I- of tho tAX 
with respect. to tho n.rtiolo or a rticles which wn.s shilled to tho c.h,im~ 
lUlL in tho price he 1•aid for tho. nrtirlc, diminished by tbo omount. tho 
claioumL baa rtcei\~ed or wiU tc«'ivo by way or rtirnburt'~mtn~ for 
&uc.h burden from hit vendor; also thAt tho amount.. refundable •hall 
oo~ oxoeod tho aunount by which the claimnn~ rodue<d tho IIAlo pnce of 
tbe arlida or articiCI!I on account of the invALidation or the IU'OCtMlng 
lues. The ttrm "aale prie.e" u here used is intended to include tho 
price at. whitb lho claimant. a.ct:uaUysold t.he artido or uc.icle. prior 
to tho elate of the filing of his claim or, if t.bo utic.lo or arddea have 
no~ bten oold, lbe pn"" 11 w.U.,h he is oft'ering the oome lor Nle. 

Section 602 (e) (I) &nd (2) coot<>in clarifying dclinitions of «nain 
termo .-1 in the-lion. • 

S..tion 602 (d) !'"'JUi,... oil cloins under the -lion to be filod pnor 
to January 1, 1937,,. t:Onlonnity ,.;lb rogulotioos pres<nbtd by the 
Commu.ione:r of Jntemal Revenue nth the spprou.J ~f tho 5«-ret~y 
or tbo Tr8sun and !'fMIUiret evuy da.ima.nt. w teta.bl~h to the &a ttl­
faction or the bommt.aont'r the Iac.lA on '4bkh his t'.laim it bu4'1d. 
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Soction 002 (e) rftie<M claimaAUI of any ,..,.,..,, of prori"lt &haL 
""1 p~ we hu been peid with ""!*• <0 tho ortide or artie~.!. 
m wbi<h thm daims lor rd"und are baoNI. I• it the opinion of your 
romrnitttt 1bat th~ pro\-Non is jttJtified and that an1 adnotage 
wh'l"h ua~tliL otbrrwi"t' rft:uh to the pi"'Cf"t''i'JIr or otltt"r ptorMD lia~ 
fM tho tu but who did oot P'IY tho !!Am• ..-ill he IAr)I<IY tliminated 
b1 the tax ou unjll!t fnriehment tmde.r titlt II!. The Umitation on 
&Jiowanre C)( f'lttims lO those O( $10 Or UIOI"' il tf'-•Onuu~nd~:..l for tbo 
n"Attln Lhal the ('(!'It of ntimbhuru-ing eltlims of l("ff$(\t amvunt it di. 
proponioun~ to th~ !lurn involved. 

1'hfllimitlltiou.t on floor~tockA rofuntl• eonuainC'd in M'<'tiun 002 (0 
(l()rrli!'Jle'IHd kl 1110!'¥1' cout:sin~d io SO(•tion tij of tl1 t1. Agric•tdtuml 
Adju,t nwnc.. AC't, M IHU(':Udedr rt'Jtlting to ~fund" on noor .-l.()tks t11ld 
•~ hn~-.lla~h· Uf)()D roo~idcret ions or a•.lminlslnuivc ronv~nlenoe 

Srttion 602 <ill io int.ndcd 10 cover ro..,. of artkl4)0 ovoed lA) ~ 
110ld urHI('r rcmtra('t.>t cut.erod into J:Uior to JtLnUII'7 6, 't930. but not 
dtl~'·t'!" r.rior to sueb dateJ wbertm dle vende-e ftJ..~ to p~y a price 
whtrb anc· udNI the tax. In suf'h rnses tht~ vrndM i" treated M the 
holder of 8ucb erticles for the purpost'A or tbi., Mt'<'tion. 
~lion 002 {h) i!l &imil~ to ~he.rrovisjo!l' or ~~hting low ~atin_g to 

tDttmaJ-~\·tnue tUeJ •-b.ida lit!Ul &dhlut15"lt'ltiVC rt!'l'lCW Of the find. 
'""' of fat1 a~ tho d~n o~ tho Oommi...mn•r of I ntemal J(e,·enue 
upon the mf'~ll of ~laims •dJU$t~ punmanL to thtt ~tion to cues 
of f,..u~l or rnl!)lak~ ao matbem.atiMLI ealculation. 

S...tJoo 002 (il mak'" tho determination of tho Commboioner witb 
~Pf!tL to .~ny pa~·m~t under. this ~ion final and nol. ~bjM' to 
JUdit'ia_l, rt\ ae.w. Stc:uon 002 (j) den1es any allowt.DN of lDtel'ftl. in 
~nnf'('llon •·•th_ J)ftymtnLI ~e under this ~~t~ttion. Since the aoetlon 
t1 purtly rtole<halruld proVJdes a form of re.lief \\ hie.h however ju1U.i· 
ftablo u • ~nall~r of equilY. ~d IOUDtl policy, is not .:Cquired by Jaw, 
you~ eom~lle<~ 1:1! of tb~ ~PIIDOD 1.hnt both provi!llione1•rc w"rrent«J by 
COI\!lulf~t•ons of 1\dnuru.s.trntivo conv(\ni1•noa nnd ocooomy 11nd t.he 
pmv(lnhon of unno«'.Ymry litigt~.Hon. 

c 

VIEWS OF THE MIXORITY 

\Vf'l, th~ R('pubbcan tut.•tnbo"' of 1he \ra)·s ~d ~~N.n~ Commitloo 
.,. opr-1 IO U•• ..... tUJ,nl or lhill bill. Our bMi• of QJlil~lion ;.; 
•wofold: 

1. \V4'i do noL f1~vor the lm.positiotl of any UO>A' lJl .. '(#'t: uniJI the WUlO 
of public money& l.s ILOJ>pcd. 

2. Tha pro1~d bill i~ unsound in prlu~plc, ,~till u.1dl\fmin~ busiru.• 
all\bilily, ftntll» nnothcr step toi4'Ard t.h!J regimentation of nil busiuou. 
U. i1 not. dNtignnd t.o raW tc.\'C.ouo, but. i!: ac)miltOOiy tmother New 
o...r nxperiment.. 

'Vo h~tve had oo opportu1iit.y to examine tho 2-3G·Jl&lf bill befor& 
today. Wo havt not boon pumit.t..ed a pa.rt i.o drflftinJC it. It ""M 
pre.PUI'd by the Domocrat<c majori~y behind el.,....l doora from 
"1Udl n "'"!' ••<ludod. Thay mus~ assam~ full -ponoibility lor it.. 
W~ are Ct~Q \haL t.bey •·ere ~'whipped" IDto A«'fplanc-e., tfta.inJI. 
their bette JU~mtnt, of pro.-.us ad,·~ by no on• of uporitD .. 
or ability ia tho Geld of C.W.uoo. 

I. L..-cac.a..au T.u.u VD&lrS Rouc.t::o ErrRNor<r·vac. 

In our minorit.1 'ieft fi.led in connection with lhe Pr.ident't 
110-<!alled aluu.,.lhe-wtallh tu me...,re of l..t year, ,. .• oaid: 

Ia opPOICAI lhlll biU, •• ue ao• &aki"S a .u.ad ltloooa.r.LI!h\ wiU. our prtviotW.J 
uprt'J~Mid aUltuM In IA\01' ol a bab..oecd B~;~dftl, wbJcb • ·e .cJU faYOf' but fl 
ahould be balant«< b1 redutins upt!nditurtll a.o(i DOl wbollt bt hlt'...S"" We.. 
Tbe adrafnlllral~n hu oo right. to lncreue tbe tax burd&l on eJtb~r rl~b or poor 
Unlll 1'- b.u ftrtl adopted a. Mne l"pendlhS procr&la. 

Fce.lin.g thftL tho oocoss:ity for applying Lhis sound prin<'ipiD ie cvfln 
g_Ti!Ate.r to<I•'.Y. du\n it. WI\.!J whon «:hose v1a""8 were ~XJ)N~Me<.l we h•ko 
tho Mme p<J8ition with ""'l""t~ to the pending bill. ' 

We 10001(1>i>.o full~ t he v•W o"""'""ty of putting tl>o Oovonunrot on 
a pay•as .. you~ bu11, but do not. I or one momc.nt. con code t.hnt. t~eriOlll 
at<emp~ lA>ward •h•~ end is modo through the modium or Lhi• bill. A• 
a laetH~Aviug, pe:llitt.nt.j;;Mture at. '8udwi1r-bftlancing, tho bill il u 1uuch 
.. farce u ""*' lbe PrCW~dcot'a IO<allecl ••foha.r&..Lh&--wt'ahll'' nlfl&8\lf'6 or 
Jut ataiou. 1 L ia idJa for the ad.mini&lf'A.tion to cl.aim that llu' uorcJj .. 
~" Bud~ .. ~." il;l ha balanc<d if tbo hill is enacted inwla..-. Budg~l 
OJN<:tor ll<-11 IJ himoelf authority lor tbe oUI.WIODI thai ..-e hno ••9; 
ooe Budgfl1, •·hich inc:ludM both ucrd.in.a..ry" and "tQ.traordinary ' 
exptnditureo. The Budgl>t-<he only ono ,... ha<• io att.ually 
aeveral bmio .. of doD.,. out of belanoe. 

11VNDUH OF MII..LIOSI 8Ct~O IJ'E:oo'T U'NSECUSA..lLT, •.t.~nrn.a..r, 
UT&.A.V.AGA.N'T't.1', .L."D POUTIC.ALLY 

II ahonld not be overlooked th .. tbere are two oideo w • bud~,.,_ 
the revenue aida and lho e.x:penditu.re aida. There can be no q_~t'!!!lion 
but wbat. tha administration is nov.• spending hundred4 of 1uil1Joos ot 

t7 
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dollaro unn-nly, ..... wuny, OJtrangantly, and politioo.lly, with· 
out any thought of oocuring value .-ivt!d for tho tupay.,.• mono7. 
Some 43 •ntbwdutio co••mm•nlol ogon<i .. hove a bond in the~ 
burltmtnl of tmerpney lands. ~1oreonr, under the •dtip and apu:r 
of Poounutor Oene1'111 Farley actinj; in hil other ee(>6oily of Cbainitan 
of tho Ot~~~«ralie National G;;mnull<!e, praetieetlr every bu""'u a11d 
df(>6rtmont oontinu'" to add tho "party faithful' 10 ttie public pay 
roD f!Prdlt:~~ of need or ex-pense. lns:t.ancea have bean c•ted where 
praeticaUy b•lf tho ntonoy opproeriated for relief purpooea 11<>00 10 
pay tho ••l•ri"" of politi..U appollltooo &nd thuA never '"""h"" the 
noCKiy pt_l'il01l8 for whorn it wu intended. 

MO Mr.W 1"AXE8 8110UL1) Ult IMPOBEO UNTlt. flXP£N.,P.8 Al\1: IU:OUCI:n 
TO RllA80SA.BLY. lHNIWUY 

tf Oovenune:nt spending were pl.ced upon a prudo.nt and oconouti· 
tal buil, the.rc is reuon to beJie.,•o th.AL cxbting lA.:<t!l n~bt 1M\ auffi­
dtnt. to tarry tho rost or governme.nt. without. curtailing etecntial 
funttlont or abando-ning necrssary rclitf. Ao"·over, ••ht.n and if 
~Qvtmmtntal e.J'pt.Ddit:u.ml ht.Ye been reduced to a !"f'...NOnablo mini· 
mum, additional tuN .UII are neodod, ,..., will be ~tlad 10 OO"f'UOio 
iD a lhorouch ~Yi&ion of the tax suueture all along the line in order 
e.o n.tae auflicim~ f1'l'VfllUO t.o maintain tba Nation'aaolvtnt1 and we 
bolievo that the tupay•rs oltbe eountry would wiUinj;ly, under tbooe 
cond1U0n1, tbouldM- an1 ~ i.oc.reMe in the ta.:c burdf'n for th.a~ 
purpooe. Until tbot it done,... are opposed to the impo!'ition of any 
new t&:c burden on bu!inf'M or tho people. 

UU'ROY!D CONOl.,10KI W0t1LD R~ln1t.T IN I.NCREA&I.O YlCLO rnOM 
EXI:STING TAXU 

• Atl~ntion ;,. ulled lo the lact. that. si.J\co 1033 tax collections havo 
m<'r~A~toed AS followw: ::r ................................................... "· 020, 000, 000 

:o:J·:oooo oo•::::::::::::::::::::::: :::::::::::::::::::: ~ ~~: =::: 
J~ <e~u~~~·~J· ...... ___ ... __ ....... _ ... __ --·· __ .......... _. ·~ 876. ooo. ooo 
- (ell ll'lll~v ••••····••••••••·•-······••••••••···•••• 6~ 140,000.000 

• MO!I.. ol lhi• in~NW)e or revMue hu or C'OUrM, bN>n due to the 
'mJ>O!U.liOn ~~new tuea. I~ should be hOme in mmd that. u and ir 
oondauont ,u~o I'C?'·~. co.Uee.tJoM from the tues now in ~iTect ~ iU 
toi'T'Npondto ,Y. a,nC':l'N.I6. At t.be sa.me time, u a FNUit of in~J)J'O\"&­
mtnt of eon Uorut, there .-ould be less Jemand upon tho Federal 
Treuury for reoo••r1 and rotief fUDds. 

Moot of tho impro'emtl\t !<> d•!e hu reoult<>cl in opito of the impodi· 
meol& and .ronatont admarustratJOn banuom .. l& whi<h bava eon· 
fto~~ted biWn.,. at ••.•r1 tum. The pn>gruo of roeo•tr7 bu been 
~rl!eularty marked I&M6 tho Supreme Coun.·· in-validation or the 
N~uonal R~Ytry Act. 'Ib.e proposal to lake "'·eral bu.nd.md 
"!tlho"." odd•"'!•"! lrom the poople •• Ibis time by the mothodo ~ 
Vld,N.l 1ft l~fl ~1U ll & de'.inil6 interruptiOn O( tho 11bre&thing t.:U" 
W~t<h thol ..... dent,Promi!oed lbeeountry last fall. Heon•tituloaJWt 
on 1 • new im~tmen~ ~ recovery but. olio prOifnta a dcflnita 
throat 10 tho ttobility of busancss and employment.. 

( 

c 
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In oppoaing thio biU, "'" are aetualed by tb6 thought that •••rt 
dollar ol wuterul expeuditu..re .. ,-ed mea.os a dollar of new tuN 
at"Oi<Je(l Wo t.htr!-fore, reooutnumd thaL the. amount. or money 
ro~ 10 ~ miood by the bill be realized by elintinating unn .. .,.. !'.ry wut.eftal and OJ<travagant expendituros1 th....,by removing tho 

thre~t. to Nl('O~ery -:tt.iuh lb~ bUl ~~ v.·it.h ~~and putting a 1\0p to 
the utterly indeferuubln pohey of oontanually tmpoomg now .... .. 10 
fill the poekelf of the •dntiniotration'e spoodtlnift.o and lfoond"«<!ltro. 

n. JlnoPOtl'm 'I'Ax ON UNDIJI'YRlBUTt.t> CoR.POAA'I'I! 'E.runNOil 
• 

The propoood oobeme 10 tL< the undistributed portion of a oor-
~ration'• carninp, ratlH!r than total inoome, cannot. bo just.ifled 
either as a revuuo mcuuro or u a desirable tAU mrorm. Our 
objectio110 tD tbe plan, in gMo1'111, may be tlllllllriOl'iU AI foUowt: 

IUIUU.R1' OF OJLU:CnO.SS 

1. It will diaoouroae and pot!Sibly prevent tb6 aocumulation of 
adoquato rain1-day ,_, ... and co....UtuiM a direct throat 10 tb6 
eeeurity of butine., ~mployment, and iD.YestmeDt&. 

2. It will ca~aae corporation& 10 ""tric\ the distribution of th<ir 
existing t&.<·pai<l .-rvoa, •·bicb can only be rebuilt und•r penalty. 

3. It •ill diKOurage b..;n ... n!habililotion and oxpan11on and 
ha\·e a rN.a.rding tftK~ upon recovery end l"f!!l.mplo~tnt. 

• · h ,..;11 hamper tbe ~wtb of omall corporationo, impede the 
development or n•• r:nt.Qrpri..8el and foster monopolies. 

6. JL pulA a penalty on prudence and a bounty on improvidtnoo. 
A.nd eonttitu1ca 1n unwbol~me interference w1th the e:ce.rcise of 
sound jud~ment. in tho numagl'ment. of businoss. 

0. Jt. Will BCC:Cntu.te thO (!Xt.rtm('S o£ future boom" l\Od dfl>rr81JiOD~. 
7. it~ will OI•PrcM b\11\illee&ea buNiened with debts n.ud will N'8Uit. 

in a Jt~atrlction on ooryorAlc <ftdit. 
8. 1t will drh'e cnp1tol out of productiYe enterprise inlo LIL(-t>Xtrnl>t. 

aeeuriliM. 
9. lt violatN C\'N')' 10und principle Of inoome laxftfion, is a~bitruy 

and. opp~vo in i~ IJ)I)Ueation, and will be unequ1l and dt~Crinu .. 
natlnJ 1n 1ta OJM'rAUon. 

10. It .. m rnttify financially ,..eel< busin.,. enterpri..., while i>t"" 
mitting the tU'Ot\g to 1ninitnize or ~tirely Meape the ta'C. • 

11 . lt. •ill C:JM\.e iotqwt.I.Mand unfairrompelitive lituationa whiC'b 
are far groa~r ancl more roa1 tlw> the imor;inary onN it purport.< 10 
oorroet.. 

12. Tl will ,..ult in t)M, double t.a<alion ol all dividtnd• paid out of 
rt~~tntt, whether &.KUmulatt"CI in the (*'tor in ~ ft_ttu~. • • 

13. h "ill •• ...., untold eonfwoion and odd bowildenng oenaploxttaN 
both in tho <Omput.ation and admini!lnltion of tho tu. 

l41 . IL abAndon\ a.n fMH~ fe\'emu.• or $1 100~000,000 a.nnuall,t for 
Onft purtly IJX"\"Ul"tive •nd uncertAid, and which promilts to bft mbel 
disappointing in t\mount, 1.btrt"by hrrthe.r jeopardizing th~ ~·M:ttrt.l 
ro,·enuo. 
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:If any olhf! objocli!'ns ~uld bo riled, hut the forq;oina ~ ~~ 
ouffirimt bUll for a dlliCU!8>0n of the pro.-Jtu u <Ont.ained m lba 
bill. 
pi,.A}C I"' ACCORD WITH '!'UGl\'ti.LlA.~ POn.o80PUT .L~D ltA8 COW .. UNliT 

APPROVAl. 

The rae~ that the mo,·ing spirit behind the propoMid &e:h~me apptAra 
to be J'rofC"MMr Oliphant of the Tf('I8SUI'J Dtpnrtmt:nL, wboee know). 
rdgo of '"' probl• nll ami busin0$8 afl'ojro boa been glcanoo only from 
booke ftD(I tho ciMiro<un, is nothing to commend it. 

Tl1o fact th11t iL i4 din.oclly in Jino with Profe-880r 'l' UJt'"Cil'I J)f'OpoAill 
to UMI tho l!'odora) tu ing pOwer ftS fl I.UC-&08 Of forriug lh6 diatribulion 
of rori>Orate 111r1Jiu'es is At. least. ground (or \•icwing it. with l lU.picion. 

Anc tho fat&. lhlt.. it,. 'o\'83 wholtl1eartedly endor'~Jt<l during the bea.r-. 
inr by tha witntM who appea.red in behalf of tbo Communist Part.y 
il a atrikin" indic-ation of tbe funda.meotals which underlie it. 

Out.idfl or ·rruaury officiW,, only thrM wltoeMM IJ)~I'f'd before 
Lhe committte in support of the propo8t'ld ta:< £t-heme. One ••u the 
aho'f ... rntntionffi COmmunise.; one a young lawyer from New York, 
who had «rttin theories or his oWl) rega.rdi.Dg la.ulion ; and the other 
a Oo,tmrntnt. tmployee n.a.rocd Stoclcbmuquued.ing u a private 
cihttn, who lud been tn\;ted to appc.u •Y tho Tmsu1'7 Otpartmmt, 
and •"- rta! id~ntity u a TTe&su1'7 lobbyiot wu only brougcht ou• 
OD ~~1.11\lRIUOD. 

PRAC11CAL 1n:rst~""'&SSK.E:!f OPP08C PW.If 

No oth~r J>fl'tOD appeared before the ('Ommiu.ee in ra,·or of tho pro. 
J)OfM"d tthtmt'. On the contrary, it was witbout. exception oppoiOd by 
f\'N'Y reptfle-ntatin~. of business wbo ~t.iflad, whether fiJ)pe.&ring for 
national _groupe or indl,.Jdual ftrull. Thia opposition waa bft&od wholly 
on tho v1cious ahftraal.ar or tbe proposal, 11nd not. on ftO.Y t~c1filh eR'ort 
to s.hifL tho burden of incroasod te.xas to othc.r grour)tt. 
. Among 11u.)fO ooatspit\uoualy oh£Mt. w«o tho rtmlJy bi.g bu.!.inOSII 
mterf!it8 of .tho count.~)• who, by roll80n o.r their Bdl'<\un.ta Misting 
auriJ1u~M, \' a.ow tho proposal with equanimity bocauso 1t. will reliGve 
tllenl o£ tllC&T ('resent tax burde.n Alld At thO IAJHft t.i.1n0 eru&b their 
tmaUu compctalQl'll. 

J\l.o a.rnong lhot:o ccn._<q>icuou.sly abEen~ from tlte b.oa.riDK wu tho 
So<rol•'l~ ~f lM :rr<uury, Mr. M"'!l"nlhau. \\'Iillo lhe torn mitt«> 
hu not e«n P•.rtrculany enlightened m the pu• b)' All1 <tolimony he 
hu P!f"tnt~,. u. ap~a.rs rather ttnngo to thou moriLy that for lhe 
fin-l LUr.o, utnn our Jmo,...J.t.ck:c duftng t..he «nt &duation cf a tu: bill 
a S.,.rtl01'7 of tbe ,.,_o/7 fo~~ either lO lllllke 1 ptnODIIIppHr&~ 
(l.r •uboHt • ~tatewtnt ~ 'tfllt~. The eomn htee •u t.but dmitd lr !'P11"".U,~'~ of l<aming ,·bat neq s.cn..,. ~lorgtnlbau, tho 

auoo • <•""' nnonce ollietr, bad ..-ith "'"l""'t to tho propooal 

&UIILAR 8CUDlES RAVE BKE.!f lllt.lect'KD Uf PUT 

h ~pool• of """ fono or anethN" to tax undiolribuled earnings 
•' o l'flptftlA'dly beren Wore Congress, bu1. in Ncb badftnee •£tu 

C~rt~ul and tltorough (l()nside.ration, thoy ha,·o bctn rojMtod A tteo­
Uoull dlroo1.-d lo lire foe• Uaot in 1927, the otall of tho Joint'Oo•'i"'l"' 
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oioaal Colllllli...,. on Tuatioo, bo'lded by Mr. L. H. Parker, made a 
oomp.Wnoivo e&udy ollba t 'adual ;,..,.,.. t&x, and &heir reJIOI' had 
this to •1 with reopee• to the tuauoo of undi>·ided prollla: 

1'b&! ..-.. Gln'k!UI ~Ooe to audl • tax r. the burdeo whkb tt piK8 011 
Jtc)U..t.e ape~ proper bolll...- o-panUo&. ,.. • buU..,. o~ oo' on11 doel 
iY pl.wlt. ••KI JI!I"'5*1T tn(!l'fiMI! bot a iNpr woritillll '*'Pi~l ie: ,.qu1~ .ad ll II 
~rabJo t.h.J.t rt•MONt.ble ~UIDUJa\Joa. ol profit. ~T f or \ho a;NLnlllct.O 
11011 •tabi.1Jty of oorpora'•ou• aboukl DOt. be undutr ~.. • • t·-T.: -ll 
btlienod Lbat. a W 011 tho t.o~ A('t'UmulaUon olJ}rofit.. by t'OtJ,tOntSU. .. II; not. 
dfttr•IJI"', ~u• lu many a..t~ it ml&bt eawee t.be m~ fJl Unwi.llft d .. lrliJOtkMWI 
a.tid JH'CI•C!ftt Lbt a.MUnt!,1la0oo of n!MOOa.b)e a.tld propw ..arplue. 

~;vidrnre w1v1 p~~entod to the committee that ltM drastiu PlAnt t..o 
th•t pro~ in tho hill hod hoen lrioo in certain forolgn oountli"" 
bt.JL luul uo~ " orkNI \\on. Tbls WAS paT1 ieuJ .. rty tnko ur tllO No ... 
wcgi11n M:hl!me. 

COM~l'M"t:e QUICK. 'fO rJNI) OD.IE~OXS TO Pt.AN 

The pr8tnt ~·po.a.l, whic.h in ·leu vfcious ronn htUJ oon.lentJ}' 
been roJ .. I<MI in the pull and whicb bos been rep<tdialed in printiplo 
by Collj(r<M' own ••r:h • and ,...peeled tu advioor1 io btl ore Con­
,._ a~ thio time on { hecoU>O it wu •-led lO 1110 Plwidoot by 
a group of impractica lheorilu a.od wo-called rdonnen~. 

At tbe time th• ocbtmo ..... brought. 10 the attention of Oo~ 
by tho """"dent, i• wao simply an undeveicmed id.., U\lle thooiJI>t, 
if any, had '-• h~•en to ho•the plan .....,uld apply l.o partirular •-· 

As ooon u tho Woyo and M-SubcollllTUllOO bo!;an to ..,.;dtr 
tho propooal it hec<arne apparm• tbo.t ; • ..-ould be -nomically 
da~UJ in .-:fleet. and barah and a.rbiU'al')· in it.t appliution and that 
otrtain extrnplions and modifieatioos .,.oUJd llA'~ to be mad&. Firat. 
the rate atruduro W'ILI graduated; thbo banks and insurance oom· 
pan.ioe were cxc.m{lt.ed £rom th6 plan; theri it. was found that. til~ piAn 
would be oppre&~J,•e w corpon.tions in ~h·ership and thoeo • •hh 
de.bt.-.£und1ng oblign.tions. Trt'83ury offie.in.l! 1ookad with diMpprovnl 
upon ehch exemr)Lion or modifian.lion mndo lKlC.tluso it mNuU. a. rft<hl~ 
uon in tho c'tllinu,ttd ravonuo, onll imtt.l1y the J>rocCA8 of rC'1iovlng t110 
opp~h'e lt.Jl(•1ioution of tht: pro~l had to bCJ slopped H thore was 
to be apy rovcnue lch. 'rhus, in its present Corm, tC. ia t1tiU unwiso 
and unJ\181.. 

BlL.L A.BOt..lllltU PRUE.NT CORPOftATE. TAXE8 YtltLDI.NO 1111001000,000 
A:!\'NCALLT 

U th• tax orb•me pro.,._t by the bill il tnl<'led into low, all 
Pt'fMnt. rorpo,..te t&.Xte., • ·bitb no..r yield an eeti.matl'd revtnue ot 
~1, 100,000,000, will bo "'l"'al.-d. These i.ndude lbc <Orpor&!ion '"''orne tu of 12~ tD 16 l>"lftn•; tbo ._.,...._.,ror.~a tu; the rapo-.1-
ltotk Ia~; and the lfl't('ial tues on. ti:QI"H:.&&nabl.r a«umulated aut­
ph...., ("""". 102 ond 361 of th" pm!tntlaw). 

N~W TAX 8A8F.O 0~ UMDtiTB.JliUTED POmO~ OF 1tAL"I"t01 

Under tht~ new eehem~, ooporations which distribute to t.btit atock­
boldert all inoomo oummt.Jy Mmed ..,..;u pay no oorpoMt.e tut'!t 
wbat4wa.r. llowcvar, tli'Y'idcmda rooci'Y'od by ahareholdc.ra, -.·bjcb 
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.,. now nbj~d cml7 to lbo ourt&J:, w;ill h--!orth M n~jOd to ~ 
D01'1ll01 &ax .. well. Wbo"' corporabOIIO relAWI ~nr ~ruoa !'f lhtir 
euninp, \he pro~Xl8td plan impol!JM a tas o.n ~ear enure~'- moome, 
cndualed occordlag to lbo Jlfi""Dtage of net mcomo n>lAWiod. 

NO'l' A TA% O!C JI.&JUI'ISGS BlM' A PU/.l.TT O!C Rle&tt¥"• 

fl. ta apputnt that the tax is in no '!"nse A ta.x on. corporate earn· 
lnp bu~ a. penal~r on the ICC'.lftlulataon ot protecbvo rt'8Crva., on 
b\lai~t'lll rebllhilitatioo a.nd t.:tpan&~oo, ll.Dd oo tllo p&ymeo~ ot debt& 
Tho nmounl of l.be JI"DaHy may bo "'! nmch. 113 42JI J>llrocn~ of. the 
net int.o1no, doJ>endiug t i ]>OD the proporLIO.Il whac.h tho 61nount retJuood 
ror thMO P.UrpoiC!fJ bea.rs to tho total. net. ancomo. . . 

1 K\nalltin.tlj ro~ervca and axcmplwg: nmounta d1Jtribut.ad, tho pr~ 
;eh~ma an c:lfaet. pu~b~ prud~nt. bu~.uesa mano.geme.oL u.nd 
out. a IM'!Iiuativo uwtt.Anon to unpro,fada.!'t. '!'lln&gernant... h 

&but aoMlit.ulft an unwise and dang~us m~dhng to l.bo delerm.lJ!-a. 
tion of a.n organiutionta fiscel policy, ma.lnng IQ\'Ommoot policy 
t .. IHCI of aoulld bu.u.- judgment the coa1r0Uing f~Ctor. 

aanva C:OSITITII11't "UJ'E-JN8-11JlA."iCS POl.ICI"U" OP IV·l.~"CSI 

Tho dangotOUS iUKI un..-boleoomo effecl of &tl1 &ax whieb di. 
eou~ or preventt Lbo ac:ewnulation of prot«llve ft!IUVM while 
olltrinl • boun11 lor improvidtnce is wo think, ao appuw~ .. w 
require Uulo illlllJ' diooussioa. Mr. Rarmoad Moler, odiwr of tho 
maguino Toda7 iUKI former clooe ad~r w tho Priltidtol, io coo· 
demoing tho pro~ to ~ the accumulation of ..erves, \--e,ry 
properlr thar~CitriJerl l.htm u the '~ile-insunn"" polici .. of buain..,. 
fimll." h ma1 be eaid1 also. tha~ they are to a butlneu what. a 
uviop a~unt. i.a to a.o individual.. But. they are even mora: They 
tODihtUtO the rnC)tL tffect.ive and t.be mOlt liberal ronn or unempiOy· 
mant. h.umrtmco yet. dovised. enabling amployoo. t.o bo kept. on Ole job 
in tplte of hard timee and unrol't"&&O.n coolingcnaiea. 1.4kcwiAc, they 
~rrnh. tha continuity or dividands when thoy ara moet.10re.ly uOOdod. 

If buoin- is Jed w pay ou~ •II or ito eaminp during prooJl"T((uo 
r,eara. and it diJOOuragcd or provont«< from building up retW\'etl ror 
'rain1 d"ys", the naturAl consequence will ba that. tho poab or 
futurt~ booma will be &cc:entuated, and the valley• or fut.ura depi'C8llions 
dec~nt'd. TbUJ tho propo96d t.u ..,.011 to run directly controry 
w the administration·· ouppo96d poliey or ~bitixing buoin- o.nd 
proYidiag aociol and tcOnomic security. II mighl bo added lh•~ u 
• furthti' 0011110qu._ the Fodtral "'vtnu .. Will likewiee Moome 
monunalab~ 

DPUIL'ItCK Dti'IUNO D&P&.EB8JO.S' DDION'In"Lt.ftD YALOIC OP aUdVD 

Tho _upo,;..,.. ..-hicb lbo ooualry boo bad during 1he ~·~ 
d•P-!'• hu amplr dtmoastraled tho necoooi17aod •oluo of .-..erv .. 
and ~ impori&Dee u a &labiJWo,r inJiuen.._ 11 is no~ plt0Ul11 
10 conttmplate ho..- much ....... l.ho a.p ...... on mighl have li<>tn had 
Lbo.~htme of Wat.ioo now propoeed been in e.llec&. prior t.o 1020, a.nd 
biWOW had eDUin>d l.be dep.-...ion eJiher otrippod O( il.l reetl"V"' Of 

1) 

( 

c 

UOZlrull BllL 0~ 1tlt 

..-itb only nominal amounl.a. Bonlly·a b..m- wovl<l h .. e boM 
lot~ oW>di.,· 1ho ann.r of 1bo uoemplorod •·ould ha•e ~n more 
than do<~bl~; l.he ,......,.,. put of tM population would ha'l'o ~. 
for«<! on ... ~ef 

The n!M"N wbiC'h thev built. up in the p~ua ytoarw wttfl a.lone 
ft!!6poMible for t'nabling • thoUM.nds of o~nizatioot to eontinue io 
busint"A during lht dcpn.'fllicm, lO prolido. jObl for rn.illious O( J>f-fiODa 

who olherwi&a wouJd have b«n Wltbout work, and to maintAin di.-i .. 
dand payml'nta. 1'hat of cou1"10, is wh'i.t reserves arc for. Had more 
bu6inei8 firms pursu;;i the ~ and prudent pofiey of bt•Uding up 
r~r\'€'8 in pl'()ff/lfltOU& ycllnl to tide them over the lun ydnt, t.ho 
cotmu•y wonld uwe been in a much Deiter eonditlon lo mMl Hut 
depreNion thflll it. Wft3. 

'l'JU: COSTRU\UTIOM OP D1181N£88 TO Jl.EQOVERY A~ro IUt&,.U~r 

The OtpArtmtn&> of Commeroo il!l authority lor lht'lll.ltt"mt!'nt tba~ 
from 1930 to 10!4, intlusive, businC88 income_ paid out in th~ United 
Stat"' .. ....Jt'd inoomo produ.M by 20.6 billions of dollars. Tbio 
tremendous aum in 1 ~nse represwts the contribution made by busi· 
DOllS out of i~ rtlht.n'• for reccwery and relief, and it ia to be noted 
tha~ tho amoun~ io oonoid.,...bly io tx"""' of tha~tptn~ by lh~ Pedtral 
OovNnmtnt for thlJ purpoee.. 11. ...-as thus fortunate for cbe tounuy 
that tho tax poli<J in <lr«:l during tM prooperous , .. ,. ...,.. nol turh 
U lO pendiza Or pre\"t01. the accu:muJatiOD or the bu&int"** rtiRM'fll 
oul or "'hieh 11•.-e billioD& ha.·e been paid. 

EP'PIC"f OP TAXU O:f UllS~O Kt:$ERVQ 

'Ve ~i"-h to tall particular attention to the fad Uta&. tJ•e pro~l 
tax \fill not. only dlJcounago. the accumulation or reserves in the ruLure, 
bu~ i~ will •loo havo lho efred of discouroging corport~lion< from 
making rurtlu.•r dr,,ins on liH'!ir existing reservf!8, wl1ethcr for Lbo 
mttintt\nnnct"t or {lnlJ}IOyUJel\t~ Wftge5, or di"'\·dends, or for tOllftbilitation 
or exvnnsion, l'int'n t1H'IY crut bC rebuilt in t.he futuro only HntiC' r 
pcn•Jty. T l111•, nlthou~h tho intended purJ"""' of the bill is to foroo 
che distribution of ('nrnanp, h, willlt11vo nn exActly oppottile dfee~ to 
rnr u t-xiating roservN a.r0 concerned. 

TAX Wll.L ltETARD BU8rNr..5S ltlrPAN$JON 

In ~naHr. ng lht reinvcMment or uplo•in.Jc buk .. of Ct.ll'f'('nt. 
raminp for pu~ of bu.sinMA exp&mKm and rthabilitation, tl~ 
propoo<d Ia< bill "ill bav• a bli~bting efr .. t upon r<!«>Vf<Y. In lut 
~t rclitr an~, the PteAdtnt wamt!d ind\dlt'1 that h mual. 
ttth~r gi\·t\ emplo:rmM~t. to labor- or e~ the OonrnmenL .-ould, bu&. 
the Lax hr hu pioPMNt di~raps bu!i.oftl3 from doina tha&. "'"'Y 
lhiftl:. h it ah•Mdy dillkul~ for b<L..m ... •n~ 1o ...-un> ban.k 
loam (Gt t\l)ftnJion purpotrtt a.od in'"etlOI'! are unwiJiin~ to riU t.ht..r 
cap;ital dufl to tl'nt'C"rtaiotv ~ t.o the future. a roodition •hith the 
P<>Jic:ie-~ of the adminbtt.rA.tlon h~tve done- mut-b to brin~ •boul Hente, 
thfl ~nly wav btNn~ at pre~ent. can obtain rundi j, by N'in.-e.,tnlrn&­
or ita earnii~. 
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Uft!fUB B:n..L. OP JtJt 

G'BOW'!'U or I MALL COKPOU.TIO:rrt5 51'U'LifD 

nu. p<malty on cunillll" "plowed back" into tho bw.in .... will tend 
to •lin• tho growth of omall oorporatlono and will ropr""" tho dov•lop­
ment of now entorprisee) &inca 01oy havo virtually no or.her mc~ms of 
obt•ining new Iundt. Dy "froeziug" •mall corporo.tioruJ a~ thair 
prooo<nl .ir.o, ond by c!iJoouroj,-ing now cwmpetition, Uoo !AX will bo 
oonduciv«~ to monopoly. Jt. "iU CAtllt'.the s.mAll ~OTJ><?ra.uon to,lt&y 
omall , ,hiJe allo~ the luge <'01'Jl0111UOn to oootinuo m oUI dornmat­
ine pO.itioa. 
wu.a. PDA.UZ:E PA ntE:.,,. OP 05_.,.. A!\"'"0 CAUSE JlUTJUC'nO:C OS" 

Cll&.DIT 

By impoi!io,g an opp~h·e ptnaltr. on earni_ngs used or set. aside t.o 
rep•y deb~. tbe tax not. only makes h. more difficult. Cor bulineMM to 
moot lbth- obl4tation•1 but wnds 10 irnpllir u.o value of t.ho obligation• 
thon,.olvoo, J'i is inaood a otronll" pbilooophy underlying a tu bill 
whieb punl"boe honesty s.nd lnt.cgrit.y, and encourages di.shonosty IUUI 
lnoopoDSibiliw, 

Tho noturnl ,...ull of thiJ policy ~ill be on unfor tunalo !llld un­
dooirablo n>Olrielion on OOT(IOMIIo credit, which is already at • mini­
mum, Banb and otlo<r ercditora "ill not only ligbt.en up on oxiat!nJ! 
1oana

1 
but. •ill impoli6 mo~ st.rict. conditions on new on& Tlut 

ourt.ailme1U ol credit. ,.-ilJ in tun> l'Clllult in a curtailmoot ol buoin ... 
A<tirity, lh«eby further hamp<ring .-vory and reempl~nL lt. 
..;n have a paiUcularly dep,_jng tlfetl upon tho mAking of loant 
for PW'JlO€CIO of ~o...m- rehabilitatioo and expansion.. Thuo ~ 
··• frnd the bill runninc at .,_.p...,_ with other .. o,.·cd poliei<e 
ol Uoo aclministrotlon, 

I CLJ]!.)(C VlOLAT"Q ALL IOU:fD PIU!((IlPL-£6 Or TAXATIO~ 

We hovo slated thai tho p10poaod lox 'iolatos ••ory sound prinelplo 
or incomo ta..ution and aroa~ num~rous inequities nnd unfair com­
J>etilil'O 8-itulltions. Thi.t is "PPt.rt.nt. from even tho rnoet. curtory 
6.Xamin&tioo into ita appliulion to indh•idutU c.A8M. 

One or tho most fundom<ntal objectiolll to tho lax it that it. loll• 
barcl .. t. on tbe bwoin- ~lh the lout. tax~ying abililf, and llouo 
violatoo • cardinal rule or t&Ution, Tho ~. linaocoally llrong 
torporation baring an adoqual4 ..U.~ aurplus ..;n be able to avoid 
the tax ot~tln!ly l-7 diatnbutinB. oU ol 1la eunm• eami"i', bul the 
fmouciall,r .....t corporation, lfbi<b muot oet aside all or a ouhataDtial 
J>U'!o ol ito earnings to retire ito OUU>landing debto or build ue ito 
c•patal ttroeture, mws\ p.y oxc.a \·o rake o( ta.ntion Cor tbfl pri nl4!10 
or to doing. Thu!S the propollt(IIC:h('me favors theatrong AS I(ILillltt 
tbo woakilan~, in gonor&l, tho largo ~ againot lhe sm•ll. 

The b I nolat.a another rulo of mcoma taxation whon ilo taxes 
bu~ine66CS witb a.uelly Lh6 sarnc inoome at. rnles varying from uro 
to •2>1 paroen\1. SimilMI;fl it. ""'Y tu. a butdnQ88 wilh ·a small ineomo 
at; a. h_igb rate and ona \\ll' a ID.rgo ineomo at a low raoo. 

c 

l) 

QYIIJIUJI ,..... or ••u 

VNF.&Dl COIID'WI'I'nR IITVA'I'IOW8 oa:&A."FJU) 

Th'!"" """'~"&! o(lplieatiopa o~ the ,LU aro not ouly '!"i"'t• bu~ Ill')>' 
g\\'6 rt.~e t.o wll11ar compehhvo tULullUOuJ u between daJTercnL firma m 
Lho M.nto li,nq ol buii,n.-. Tho etron~ ('OIUilJLuy may cecapo \li1lb 
no tu, wiUJo. the w<:ak compctiwr muy 1~ l\ubjcct t.o o. hea\'Y buf(i(!n 
which put.l it. .... 6 disad\'ltut:aafl, in C0111f.le~ ror businHS. Tho 
latl<-r 111ij:l•t. thus be led to follow on inojlrovidenl fiwwcial policy in 
on.ltr t.o meet. tl1e priM& of it. riv&l, •nd in tlae end be forcod ou\ ol 
businfllt whkhM'U •-.y it. turnNI. 

vunso iSI.'-O roM U»-&BV£& 

'1110 l;rodUitM aebedulo of tal .. IS 1-.d OD th<> arbitrary and 
lllfe. .. umplion that. •·ba&. tOn.Jti~ulM a rTa •. •,on.able nose.rve lot one 
kind or ~rporalion constitutes a t'M.I()Qable .-.,;en-e Cor another. 
'l'hil is aboolutely oont.raTV to Iocr.. Sow<> bu.W.....,. havo • •toady 
and R88urod income, and lhcreJore have HCCi.l lor only s:rnaH resen-ra~, 
DusinCMN in whicl• t.ho i.oeomo W unalcady front yc.u.r t.o year, duo 
to rlsk.e And huards or other cau&e~, n~cU very substantial reBCrYotl. 
'rtuJI ono kind of corpora~ion iA bcnolit.OO bcc:.au110 ;~ does uoL need 
•ubltantial re~tt-rv~. and one is pen&Hr.OO because H. de)(a. 

IU.T£8 OJIPflli'AIUVII 

Tho oppo-h·o dal'&etu of the propooood ,.""of w: iJ und<Diabl& 
A eo'l"'ration may be subjeet.cd to a rae. of u much as 42); pem-nt. 
upon tll net. in<lOme, u apinn 12), to 16 ptrctnt under tho e.rbllna 
law, Thio m...,. that "h<re a <otporatlon d<Oirod or ,.. .. obJicod 
to retain all o( iCB income (or ~n·o, debt.-peying_ o·r ex~n pUT9 

- i~ would lind that Uoo moo• it could p<IOI!ib\1 "'lain woodd be 
67" ptroent. becauee t.be ta.:t WOllld conMumc the b•lance. 

Cert.Un tooeAIJcd "relief" provision• arc wutn,jned in the bill which, 
tu\dat certAin cirC-ml'l8t.a:i:l.etlS, pormit " eo~u at.ny to J?8'Y 22" peroent. 
in lieu or the tnAxiruUDl ratos, but. even 2'2 pc_rccnt l iJ from 50 to 80 
J)e.I'Ce11L bigber l11an lhe pr66Cln~ rat.ol, An will not constitute wu~b 
'reUo.C" lO tho bu&inOSB --which is lort:nd t.o pat.y it.. A little. more or 
Lhil c!Jaract.or or "rolie('! would .wult. iu businCS!J paral.ysia and 
intOiveocy. 

&IUo.LL 68All1Jf0LJ)l;R iU T a a 7J!JfALI:Z£0 

Tbo P,...;d.,l in his ._. to Co~ contended th .. " lloo 
p-t. <0'1"'ral< ""''"' dip too d~pl7 onto tbe oharca of corporate 
oami~ l'llllg to at<>ekholdeN who nocd th• diJbUllk'meo>t of dh;­
dtndJ' • but. und~.r lbe sebeme ho hAt hinwLC proposed, a •mall 
~toa.k.holdN· ruay bavo hl$ proporlionat.c aharo or t.hc co~ra~~ el!-fD· 
lngl decreutM:l by a t.a.x or A3 much llS 42~ j)(lr~ot. berorn- distnbuuon, 
and then be.f!ubjected to Lite nonnr.J indi\'aduW incomu--tu or 4 percent, 
~~us ~bo surta.'(, ir any, on bl8 i.baro or cJw. remaining 67): percent. wh11n 
ddtn butcd. 
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U'1'1L'ftra an.t. or ttst 

I t 1o amuinc alld mn!lbiDc to note lhe Phlllldoot'a inte,..., in lho 
omall a&oekholdu alw .-Ding IUs aboolute insist..,.. lan y- upon 
!hi ~-o! !WI paduated eolpO,..te income t.ax, whieh t.axed !he 
tuDall a&o<klloldOT lD a large OOlpOTatloD at & higb•r .. te lhao !he 
~ a~<>ekholdeT io a om&ll colpOration. Thio u!IIOUnd meo.our&, 
which we ritr<>rously oppooed, io now ~ abandonod by lhe Pftloi. 
dent. evf.n before it. h.u bad a ahanoe to go tnt.o open \.ion, and tht..re lt 
I'MIOD for h.oping t.hat. tlt& vicious &Chern& now propoiOd rna1 hava a. 
similar fat&. 

NO RIDAt. 0 18CIUWI!'UT10N A1' PRESJI!~T DET\\'lli.N COUPORA.Tl ONI AND 
PART~ER8UI.P8 

Ono or lho I'MIOOS ad\' llOced for making tho cb~tn[la in thfl molhod or 
eorporet.o l.lo:rution here propooed is tllat tho pre•<mt o,-.lcm is dio­
uUninAt.ory u be.t.w~n partner$hips and corpor~~otion~. Ul 801110 Ca\S(!JI 
in ft.t~or of one and in 10mo et\SflS LD favor of the otl1c.r. H AnY au~h 
diacriminatlont exist., they e.re within the po••e.r or tbe owners of 
tith<r ~he c~rporalion or tho pann~roh.ip to rcmtd;f. There can be 
oo tuaurK:auoo, hotreve:r~ for c-reaung a t.boU!IAnd a.nd one new in~ 
juau..,. •"'! in.oquiti,. lor tllo J::': .,. ol adjuating one all"tled 
moqull) whiell 11 more appam~t. real. 

IY.uJO:C OP IUaT.U; AD!:Q'CATinT PtlEVlL'fT&D BY fa.Uitn lft'!'I::M 

~t~, tro do not . M!fl any justification ror unde.rmi.ning tho 
lflt'Unl) of the ~tbo)e bU1i1-DBS sUUCture merely to pN'lve.nL the O'f&~~jon 
ol ourtu.,. which are, not to "'!Y .P""• oxt.on• .beina evod~. Tlla 
Trf'M\11')' Di'partment. • own statistics abo,..• that. m tho 13--"oa.r period 
!rom 1921 to 1033, mcluEwe1 oorpomtioM in tho l;nitod Stat,. paid 
out. $60.700,000,000 in dividends IL8 agaiOllt. n total net. inoomo of 
only ~~ t ,000,000,000, whith EeeJ1\S t.o n~e.th·o tmY ehatg6 tlUlt co,.... 
porM•N'~ tu·e unrciUKlnablv oceumulabng rQIIKll"\'08 10 lhllt. tht'\r 
tt(loC.khold<"rt m11.y avoid.tho pnymont o!lho aurt~x. \Vhoro corpora .. 
dmtt tu·~ ~orrnod or fi.Ya tlod of for tb.lL~ JHI~. 6CCtiQnll 102 Jm<l 361 
ol lha oxtJUng law am odcq\H.lt.o. to compcl n distrib\Jtion of Anv 
ur\teLIOn~b1y ft~umulatM aurplUB. Ev. en U' ft (ow or th.o 11guilt.yf' 
NC!Ail~l, 1t. would be bet~er to lun'a thi$ oceltt than to dilrupL the 
ttab1hLy of our whole bUIU.Das& structure trying t.o cat.ch tllem. 

I ILL WILt. DR.l''fll CAPlTAL L'n'O TA.X•U&Wr'f lt.CUI.1'1'1 a 

The ttn"•lttt opportu~i~y ror tax aroid•nce, howevM, liet in the 
fifldof ta.taM"empt.tteu:ntlt'll\ a 6tld trbich the prtr!8ent. adminduetioo 
<Onllnu"" !". onla~ by billioos ol dollara N<h yNr. All St.ue and 
local ~«unllOI oro eomplot.tly uempt.lrom t'odcral income w and 
appronmatel1 haJJ of the aeeuril.iea i:Muf!d by the National Oo~e.rn­
f:!nt 1: completely v:empt, while the mnainder are extmpt. only 
. m .' no!""al '!'"· The aclluno ol ta.ution propooed b1 the pend· 
•Ill b!ll, b1 IMp<>O<IIC o~p.-i<e t.ueo. and bY. imtlliring the financial 
~"'Y. ?f buitn~ 'K1~ t.e~d to drive HJ)Il'\1 rrcnn anvettmtnt io P _liU\ e t.nlerpn*, • .-,th u.s alrudy great baz.ardA into t.he ahtl· 
t~n::oo.~ )a~~n ~r sMe wd aouod tu--M:empc.. Evtn ~do from the 
rtlau,.-e nakl an'•olvM, and eonsidoring only tbc rate~ of w:alion now 

c 

c 

unlC"U'S lULL or 1••• 

impeM<I, a ._lth1 in•Mtor would lind it."""*.,.,. ad~-~ 
Lo ....oive 3)1 pc~t.lrnm t&.<-=P• bol>de lhm .e ~t 11om a 
taJ<oble huoiJ>eOO IOVMtmODL ln the <a86 ol a ....._ in~t. 
yieldiOf $1 ,000,000 i:nrorne a t. 6 pf!l'eeDt., lob iM"'Mtor wow.ld ha.ve 
approllmat.tly 1311,000 lef•aller p&ym..,t.of Fed•ral income-. U 
an equivaltnt amount. of tapit&l wer& in"ested i.11 '*petaCA" tu­
extmpW, the iwn-etor would have a yield ltom bia invMLt1lf;O\ of 
approximaW!Iy $583,000. TI1u11, ev-en a.t preAent, ho would have a. 
$262\()()() induteD\Mt. \.0 in"Mt in tax-~empta ftJld by tca80n of the 
pcnd111g bill ho will no• only bave tbe added luduccmeo~ ol lurlber 
tAX e&\'lngt, but. -~16 increA&<ld aeeurity or his i_ovee: l rll~nt.. 

Pll01'08J:D &<!II QUI) WII.J, INCil~A8£ COMrLtXJTIEt! OP' TAX UETt!JUIINA• 
TION 

So ru a1 the aimpHflcatioo or oorpora.te taxation and aooountlng i1 
conc;enu ·I, the l>r-oPoeed Kbeme, ln:stead or oootributiog t.o l.bat e.M 
will .ff!"!AUy mu Lipfy present. di.ffic-ullies and add a ma.te or new rom; 
pleJltiN. 
U~der the prHent. la••, a.ll a corporation hu w do il oompu~ itl 

no• mOOn\0 and pay • f.xed rate ol tax. Tbe propoooed O<heme picka 
up where the prtllt'nt llw lNve& off, a.nd after a OM"pOr&tioo bat com· 
pu~ i~ "net. income" 1t mus:'- mako.othe.r eomput.tiooa to detennine 
ats adJUit.ed nel. tnrome." Tben n. must de&.ennino iY .. unddui· 
~ted n~'~t. i~m~." ~bo l~t~ tannot be determined until• corpora· 
lion has d .. •dod upon •1.1 di<idond and .....,.... polici8 but tb- .,..,. 
~t. be dettnnin!"l. un~ tho rorporation kno .. -s wb.a.t. Penah.y LAS&I it. 
will ha,-e to I)•)• il1t.doc•ds upon onecou.rseoranotber. So with the 
rate ~r tax alfec:.t.ing the dividend policy, and tho dh•idc~d poliry 
Afi'ectmg tire n-te or t.e.x, the corporation will ~ hani·P~d t.o know 
what. t() do. 

One ~·'!ll-infonned wit.ncu AI. the belldng, who bu had " great. deal 
o.r J)mC't •eel O-"iJ~riene~ in connection wit.h the drttrting ~uul n.d•nlnilltrft .. 
hon. or tax nu~Mur''OB, &Latod that tho pro~cl scheme would bo " 
"l!'f"JI ror tl~u unwMy" ttnd would JJoOnl\liw the " poorly tuh•i.scd." \Vo 
tl~tnk that. •t will nl~W be. a Chinct!O put.de to the rnost ~tb lc OOard11 or 
direct.on, th('t mo.L le1'"'"d lawyers, and the mostskiJied Moount.Anta. 

U~()c_r the P,.~llt tax system tho officers of 8 ('Orporation know Ali 
all lunM JU1~C1sely what rAto or lax the corporation must pay, but. 
lmder thfl. Kh,cmo Pt:OJ>08fd they must mAke comf.liutNI adju!ltmcnll 
.., ~~ rorth m ieellon 13 under Kbedu1ea I, I , and Ill A mere 
readang or thete echtdulee ought to oonvioce even the rn0'4t. earntet. 
propontol. ()(the bill that it il anything but a '~simplifi('ationH me .. ul"tt. 

KO 11.XS TO JCOPARDIJ.r. Plr:OtaAt. R.t;H;.SCt. 81' EXrC-R.UU! .... 11SO 'A' Inl 
~"'T.W TAX 8CKDI£ 

. Whit~ intcondtd to inth"&floe the Federal rf''-e.nue, tht~ bill .ttu.U,y 
JC!'OpardJU4 tJ't NWC'RUO bv abt.ndoning an IL~Urtd ("'Off!C'tiOR or 
$1,100,0!l0,000 fmm ~n ti.Dg C'Orporak: U3:e;t for an tJof'trlaln and 
~~.ulata\·C!' ,.if\ld lr01n a nt'W and untried tt"bemt C~f t•ulion Jt. lJ 
&af,'lnftc:an£ t\uu ul• co tha time thco bill wes ordered rtporlf'rl W t.h., 
HoUM tho 'frt-llAury had not. tnc.n at ~mpted co n.akc 1m ~LimaLO or 
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28 
lb. poooibleyield !rom the pro.-! tu. The oh&innan or lb....,._ 
mitt.et b.u been report&d in the pn!IIIS u •t.ating lha&. the urefonn" 
_ .. ol the biiJ are equally if DOL mono imporLaliL th&D tho ........ QUO 
IIIJ)M:la. llowever, with the publie debt. mounting at lhe rale of ~v. 
onl billi001 N<lh year and no end in eight, with no ..,,;., .. •Iron to 
baliiMO the lludgot being made, And with tho Federal credit already 
aln'lk.b(!(i &o tho vtn)C)Al, we beli&vo th•t. it. is both d•~trous and 
foolhArdy to et.TrMm~nt with the Fodera! revenue~ ar. ttilii tima.. 

At.t.£.N' 1\ Tnuor.&:T, 
lSAAO UAOHA It \.Cif. 
l'~nANK Ottow-rntm. 
I IAROLD KNU'f"'ON. 
DANUlt.. A. lhum. 
RoT 0. Wooonurf". 
Tno~u.e A. JcNErNs. 

0 

' .. ' .. 
.. 

a c 
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Weon~Sdlty 
~. rll ;.;c , 1936 

!r"';r: Good !llorninz 

Ser~ tor ?at 
!ll.rrl.son: Good :norning 

H".l Jr : 

H: 

HJ!Jr: 

.!"Jr : 

rl : 

!:1 : 

,r.J Jr : 

n: 
a·· ~r: 

11 : 

II'J Jr : 

H: 

HUJr : 

U: 

I ' m ( ina , how 6re ;ou? 

All ribnt, tllunk ':;ou . 

!/on , look 

Ill r i ght , I 1 11 look nd Ust.~n . 

(L~:uehter) /11 ri!:ht . e •ve hod tile first cnuncc 
to 10 c little e!ti tin;; on your bill . 

Yes 

And we 1 ve e;ot. so'l!o ri~:urc 
..;o is to iu. ve · cnn n::u to 
little grou,. , I thln..: )')U 
cr binet •, dor. • t you? 

.J.. . l.nd ;;nt t I ' d like to 
.eet dtb . ou a-d - ·nd your 
cell them your ' kitchen 

Yes - kino or I .•=1 VI l t: 1.:1 Lcnen 
c~b1nc;t 1 , y t~s . 

., • Ki tent: II 

Yes ~:nCI t.o shar. ;ou wh; t ·.1e ' ve eot L ro .•ht t 1 
ShOUld dO 1:1 th 1 t. , t:o'lo' l Wl nt to 00 shf tever Will 
he the most :oelpful bee· use I •,·prechte ver:· much 
now helpful you ' ve been to tne Tretsury . 

;ell, e N6&t to be . 

::o ... ~ ' ~£ eot tnis th1nf - ttle estim~;e end ~he 
fi(\.l'~s H.u the lee Lnd : H tb· t Gr.u I ·~r.t ~o do 
th~t wtdch would l~ most ,~l•ful ~o . ou. 

no~·do the:; looK? 

.7cll, they looK t •• c;; look · ll right , but you -
you kno"' t here ' s this little l6 l! ~!:d t.ilc. 1 r(, c;oir•,; 
to jump on ~ll of u. ·o1· th• t . 

Ho < much o you t.h!M thE 1> e i s goint to be? 

The lbg? Ju~t & -
hoi': .uch? 

Tile fil'st ye r ? 
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jr : 

f , ... . . . 
! : 

r Jr: 

H: 

H: 

- 2 -

::en, r •ve got tnls st::.:e::tnt prep&reC1 which 1~r. • t 
<;uite r&::.J:• y£t, see? Lnu bt: boys mve ;.ritten -
it ' s ~bout one 1 ec •nu tl&rt ' s wrillt I ' a l1k€ to 
go over with y u • 

• ~o..Uu y"u like r n· us to comt do1m or do you Nc.nt 
to come do,~n hlt' ? 

I ' ll c:o nr.ctevcr ,ou scy . lhe onl] thint. is ! 1m 
busy rr •lll ten- tnirt.:; l ill t.v. tl v~ but • ftt~r thr. t. I I 01 
1ree . I ' ve got t. meetin;; tn• t I just cnn' t. hruk 
rroc> tem-tnirt~ till t tlv~ but I rt .. r thr·t I 1 m f'rec: . 

i'.ell , if you c oull co 
o •cl ,ck? 

- You cou:Jn 1 t ~W%e l t 

d n .n bout - SoY c.tout .110 

..~:' 1, t.:v·t will he 'll r1.;nt, ~es . 

uell, .... et "'le -

·•ha tever time you 5l y . 

::ell now, co ulu you tolu tho Hire jus I. r minute? 

Yes 

Just. e moment 
see my scheoule . 

J ll right . 

just L mi nutE, I mont to just 
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A.pr11 22, 1936 

This tax bill does not produce whet t he House Committee 

thougbt it would. There io a lag or about a year before 

the full revenues will be produced by the House Committee and 

the House experts !igured wrong. The)" bUJ:le the Treaeury 

people, but Oliphant sald he explained it all to them. The 

House Committee ~1owe I am going up to the Senate tomorrow, 

but Pat Harrison will serve notice that I seve a correct state­

ment as to how much this bill wlll produce. The House hae 

beard aboat it and the,- are sore, eo Oliphant came 1n with a 

prepared statement and be wanted me t o call Saa Hill, Chairman 

or the House Sub-committee, and then give it to Pat Harrieon 

tomorrow. A.!ter I ree.d t he statement I said, 1 No, I was 

eick; I was att acked !or not appearing before the House Com­

mittee and Pat HArrison came to my detense and the first day 

I wae back at the ottice he called on me, eo I will be nice 

to h1m. 1 He (Oli phant) sald, 'What wlll you do7 1 and I said, 

'Let them give out the statement today and let them have the 

credi t, rather thAn let the senate make a monk~y out of the 

Houee. • A.s soon as I suggested that Oliphant said it wae 

'a natural'. I called up Pat to arrange tor a talk and be 

l&id, 'Will I come down or will ,-ou come up t o us7 ' and I 

aaid, 1 I will come up to you.• 
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• Thursday 
April 24, 1936 

Operator: Senator Harrison 
Pat 
garrison: Hello 

llltJr : Hello, Pat? 

H: Yes, Henry 

!IIIJr: How arc you? 

B: Pretty good this morning. 

HIIJr: 

B: 

HIIJr : 

B: 

Well, I wish I were (Laughter) 

~bat • s the matter with you? 

Oh - I got out of bed - the doctor said I shouldn't 
but I wanted to Co:De up and cake an appearance. - Pat 

Well, I wouldn ' t if you 're - unless you Just feel 
lik~ of course I think it's a nice thing Just to 
come. 

HIIJr : Well, I thought - what I was calling you up for, I 
thought I ' d come up, say that these are the people who 
are the Treasury experts -

B: 

HIIJr: 

B: 

HIIJ r: 

B: 

!IIIJr: 

fl : 

!lll jr: 

B: 

EliJr: 

H: 

u'~r : 

Yes 

And that I'd vouch for them- there and then I 1d like 
to excuse myself. 

All right. 

How would that be? 

You do what you want to do, that's all right. 

Well I- I'd just like to - because there bas been so 
much talk in the paper about my not coming and not making 
an appearance 

That's all right. You drop up and excuse yourself. 

And I•ll just come up ond introduce them and vouch for 
them 

All right, Henry. 

-and then excuse -wselt . 

Yes 

Thank you, Pat. 
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B: 

HIIJr : 

H: 

HIIJr: 

H: 

HIIJr : 

-2-

I hope you'Ll get al1 riGht. 

Well , it's - I get I must have eaten something or 
other that didn 1t agree with me and I was up all night. 

I see, well 

It'll pass off but it's just - I had something, I don't 
know whether it was the oysters last night or something 
that must of been bad. 

YPs , a little pPmaine poisoning . 

I •m afraid so. 

A1l right, Henry . 

Thank you. 
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B. 

n.e tax bUl 118 t'eported b)' the Ways and lloena Col:lld.ttee or 

the Howse is est.iated b) the !t'easw-y to 7ield add1t1oDSJ. r ennue 

as Collonz 

{a) .... t oont1llll1D& reveuue or tsu,ooo,ooo 
per 8DDI1a boa the tax on COt'por&te 
81lJ"D1.:Qss, and 

{b) net telllpor11r)' reTBDile of $180,000,000 
Ct'oa the windta.ll true and te~~port.r)" ex­
tension of the capital stock tax. 

In consequence, this bUl would .f'ul.4' proviela, the es~.ooo.ooo 

noeeleel to tsl<a cera of tha panoe.nent agriculture Pl"lSt'U aDd tbs 

&Dllll&l financiDg of the ~nt of the soldiers bonus. It tully 

provides for the f irst Je&r of a three year period f ol' recouping the 

Lf. J l. .J' . 
2S 

loaa of $517,000, 000 ot procasaing truces lost d lt'ing the tieal year 19ll6 , 

The estillate ot a ;yield or ~25,000,000 ft'oro the tax on corporate 

aarnings assuaes thnt such tax has becoaa tully oparnt1ve . nJring 

tba t irst yea.: there will be, of course, aoae lac 1n the collection ot 

t.h1s tax as is ~ true when taxes are ah1tted ft'oa OIUI besis to 

aooth.er. On an estimated a• erqe retention of SOl' or corporate 

sarnin&s , this lsg would 11110unt to $126, 000,000 during the calendar 

yec.r 1957 . 

The Congress can , and I hope will, aliJd.no.te substant1a.ll7 all 

of this lac b7 add1r 1 a provision which would require 1nd1vidual 

and corporate te.xp&.Jera to include 1n their returns Cor eech taxable 

7Kr di vidends reca1Yad 4.arU~~ o tweln--th period ending - 800th8 

later th8n the taxable ) ear. The period during which dividends paid 

b7 a corporation could be crodlted would be chouljlad to correspond! 
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that 11, it would ead two, inete&d ot two-and • ""lt, -tha later 

thaD the eorporaUOD •a tuable :reer. Diddenda reeeind 1>7 1nd1-

•1duala during ;renua.ry end J'ebruar:r ot 19~& could 'be Sinn epeciel 

tree.t.Mnt eo that they would not raise the 1ndirtclual ' a top eurtex 

braolceta &nd the:r lligbt be exeapted troa the 4~ nor-.J. tex . Di•i­

dendl reoeiYed during January and J'ebrual7 ot 19S6 b;r corporations 

subject to the new plan llight be subjected to subetanti&ll;r the -

tex whieh t.be:r would beer und .. present law, instead of being llllbjected 

to the undistributed inCOIIe tex • 
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!JIEASORI Is !St'IIIA!E OF .lDDITIOIIAL R!V!IIUE 'IIIICII 
110ULD BE fiEJ.DED BI '!BE T.U BILL .lS REI'OII'fED 
SI mE WAYS AllD IIEAIIS COIIIITT:ZE OF 'IRE 110US! 

.t. ContJpntpg Revenue 

General. Tu on Corporate Earoinp •••• • ••• ts9l, OOO,OOO 
Tu on Liquidating Dividende • • • • • • • • • .. 5510001000 
Addj,tional. Tax t'roll non-resident aliene 4 , 000,000 

Tot.&l • • • • • • • • • • • • • • • • • • • 

Deduct tor debt retireaent provieiona, ete. 

Met ••••• • • . . . . . . . . . . . . . 
8. TwporfD ReYffl!'' 

• $628 J 000 J 000 

S. QOQ. OOQ 

t62S,OOO,OOO 

28 

OnJuat Erlrictuaent Tax • • • • • • • • • • 
Tuporary El<tenaion or Capi tel Stock Tax 

noo,ooo,ooo " 
eo 000 000 3 J DO<',<JDU 

J J - · 

Total • • • . • . • • • • • • • • • • . • t,!eo.ooo.ooo 

Regraded Unclassified 



29 

April 21;, 19~6 

The 9 : ~0 group ccetL~ was held t his morning. 

Gibbons reported t hat Ur. Franklin of the International ._ 
Ueroantilc llarine was under the impression that t here wao a 
blg shi pment of s ilver coming over from England and that he 
wanted t he business . HU,Jr ' o ~ewer was t hat as far as ho 
knows , every bit of s ilver t hAt •.?o have brought over from 
England i nto the ?ort of New York came over in Franklin's 
s' ips . 

Boll r Pported th~t RFC held , on April 20 , oun1ci pal 
and r ai lroad secur1ties taken froo the Public works A~in­
iatrati~n in the amount or approximetely ~l!hl , OOO , OOO and 
tMt. 1'\tA on tll.at <!ate held ad i tl. :mal eecuriti ee 1n an 
approxi:uate ac~unt o! 135, 900, 000. !ru,Jr. asked Bell 
to writ.c a lett.er following up t he teleph~ne agreement 
with Jeos e Jones to the eff ect. that. ~~c would eell as many 
or theoe hold!nge as possibl e prior t o June 1 and not eell 
any during t he month or June . Copy or t.he letter 1s a t.tacncd. 

Gibbons r eported th~t a complaint had been received 
concerning Urs . Whittemor e , Cottector of Customs at Puerto 
Rico . He said that t oo charge r-ae t nat Sr. Dionisio Trigo, 
'ln i mporter of San Juan and a friend of l.lre . ',7hittemore' a 
tor several years prior t o her appo t ntmont as Collector, 
presented her with a Spanish chest and other articles wn i oh 
were valued by the ouotoms examiner a t the time of importa­
tion at $30. 00 and entry was per mitted ~~on t he payment or 
duty in the acoun~ or $13 . 50. A r eappr aisal of t he c~e6t 
and otoer ~1clea a~ a later date 1nd1c~ted the value to 
be $692 .00 . 

~.Jr . dir ected thnt an i nvestigati on be made end 
Glbbone sald one had been made and the opinion was she 
la guilty. ~.Jr. dlrecte~ that the necessary chargee 
ngalnat her be prepared. 

Gaston reported t hat. a 
Stewart UaoDonald inquiring 
ln wlth the bonus ohecko to 
seoting that they uae their 
the fac ilitiee of the FHA. 
ouely toe an ewer ls tlo . • 

l etter had been reoclved from 
whet ner he could put a le~ter 
be mailed t o the veter ans sug­
ohecks to ava1l themselves of 

HU,Jr. response waa, "Obv1-
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n h rq uureludi.D& thal the lteconelrucUca :ru.ac. 

Corporation M14 on April 20th. -icipel .,4 ra1lroe4 

aecuril ieo taken froa \he Publi c Wotko AdalDietra\ion 1D Ul 

eccr•«ato of eoae $1~3,000,000, 8a4 \bot on that .... 4aie , 

\be Public Worke Adainiotration hel4 a441tioaol eecuritiee 

in an ..,,.., of •- $135,900, 000. 

)'OU, t hat \ha CorporaUon lle.rbt •• ...., ao poeailllo ot 

the .. hol41Jice , and other otallar hol4111C•• 8a4 10 reftol 

1 il 1Jrrentor1oo, prior to JUlie 1 , ea4 rotraia trca nter1JIC 

the ~~~&rat duri.JIC June. I UD4eretud \h i e I'IIU••Uon ... to 

w1 tb 70'11r opprcrr el , aad that 70U are ._no able to followi.JIC 

it. !he J- u.,..ciiiC of \be ~MUJ'T wUl M ~1te4. 

I Ml1ne, 1f thi o couroo 1o puroued. 

1 ohall awroo1ata H 1f 7ou will lot .. lcDow that we 

S1ncero17 youro , 

• • .. 

(~~.., Jt_.._ •• n...- d .... -c. tt~ ),, 

!ba B0110rablo 0 tl 
Joooe Joaeo, ~. 
••ceaetTUCtioa rtaaace Corporatioa. 

CIIU tB 

Regraded Unclassified 



A:pr1l 22, 1P36 

Tne Junior Leage !>emooretic organ1%.,.t1on ln !!e., Yor k 
wonta a speaker to defend tbe Adminis tration and Peter 
Grim naa been suggested. Farley i s oneokins,tnrougb 
ur. Giboone, witn ur. Uorgentnau as t? whetner it is all 
right for Peter Grimm to speak. m~,Jr. approved of having 
Grim make tbe speech. 
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A group met ia the ottioe or the Seoretary or the ~sury at 

11 i~ . to diaouas tiaaaotng. Those present were : 

Ronry Morgentbau, 7r. Secretary of the T:ea.ury, 

Wayne c. Taylor , Aaeiatant Secretar y ot the Treasury, 

o.w. Bell, Aaaietant t o tba Secretary, 

l oaepb P. Broderick, Vioa Chairman of the Board o f GoYernore 
or the Pederal Reaerre Syet .. , 

B. A. Goldeuwe iser, Director of Reeearcb ~ stetiati ca, Pederal 
Raaert'8 Board, 

M.S. Eccles , Chai rman , Board of Governors ot the Federal 
Reserve System, 

Oeorge Rarrtson, Preeident or the Federal Reeerve Bank ot 
Wee York, 

W.R. Burgees , Vice President or the f ed.ral Reserve Bank ot 
New York , 

L.H. Seltzer , Research ~ Statisti cs, Treasury Department, 

C.B. Upham, Assistant to the Secr et ary. 

(During t he discussion on gold at the close or t he meet ing , 
Mr. Lochhead aas also present . ) 

Wr. Eccles reported that t he Board or Oovornora or tho Pederal 

Reserve Syste. with tour members present (aot includi ng Wr. Br oderick 

aho aaa, however, in agreement wi th the decis ion ot the Board) 

d1acuaaed the matter or increasing required reserves. They conclude« 

that any announcement made with respect thereto and the effective date 

or action thereon aill be rtxed not later t haa Kay l~tb or deterred 

until after l uly 1, eo aa not to interfere a i t h thd l~e rtnancing or 

the Treasury • 

.aked by Wr . lloraenthau 1t be thought act1oh aould be uua 

before Way 15th, llr. Eccles replied t hat be did not know -- that there 

1a a variety or opi nion and that no deoie ton has been reached. He 

added that he unders t ood the s ecretary' s position to be that he wish .. 
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33 
t o aesuae no par\ la, or reepone1b111ty tor , the deo1a1on. 

~r. KOrgen~beu rapl1ed that that wae true ••rr det1n1tely and 

added that be 1e 1ntereeted 1n the t1m1ng ot 1t obly and baa no 

wi sh to ahara 1n the r ederal Reae~e fUnction ot f ixing reeer•e 

r e((ui remente . 

Mr. Eccles aeked 1t it would be poss ible to make the announce­

Mot allY time a ttar ~UDe l!lth or 1t the announce-nt a.tet be deterred 

unt il July lat or later. 

Mr. Korgenthau woe ot the opi nion that it ehould walt until 

July l, and with this Mr . Burgess and Mr. Bell voiced agreement -­

that any earlier nnnounceant would be an evidence ot bad ta1tb. 

The Street should be given aoa chance tor 41etribut 1on ot the June 

bon4a. 

Mr. Eoclea agree4 that it would not be a pressing matter -­

tha t it action ia deterred until a~ter ~una 15th there will be no 

hurry then. 

The group then took up Treasury financing plana. 

Mr. Bell outlined a •ar1atton ot tba plane discussed a weak 

ago and said there waa now tavor t or a program wh ich would include 

t he r a1a1ng ot $1 billion 1n new aoney on lUna 15th, an4 $600 

million ot new money on September l!lth. Aa a eupple-t $250 milli• •• 

ad4 it1onal billa woul4 be offered 1n July and $200 actllion addit i onal 

in Augu~. the ent1r.e $450 a1111on to bear a March 15th maturity date. 
with 

Mr. Bell aa1d that/th1a plan the balances at the end or each 

aonth would be: April $1 ,7'85, 000 ,000, May tJ. , 480,000,000, J\ule 

t2 ,326,000 ,000, July $1,820,000 ,000 , AUgu• t $1,400,000,000, Sept.-bar 

$1,600 ,000,000, onot.er $1 , 200 ,000 ,000 , November $8'10,000, 000 aDd 
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Deonber ~1,300,000,000. 

It was suggested that there might be some adJustment •• between 

the JUne and September new money offer ings, reducing the ~l billion 

1n June and increa eing tha $600 million in September. 

It WI& suggested also that the bill orrer1nga could be made 

flexibl e . 

Wr. Bell ge•e ae a rough guese that the <reterana would aek f or 

$~0 mi llion i n cash in July , $4SO million i n August, $300 million 

in September end $100 million 1n Oct ober . He said t he work ing 

balance oould stand e<ren greater demands than these . 

Mr. Harrison said that he thought the progr am bad great flex1-

b111 ty and was sound and he l iked t he idea or dotns nothing until 

luna . 

Kr . Kor genthau brought Kr. Eccles up t o date on the plana .. 

had discussed a week ago and renewed again his reluct ance to accumu­

l ate too big caah balances. 

Yr. Eccles commented t hat axoeea reaer<rea are being out down, 

qount 1ng now t o only $2 ,500,000,000 and being l e as by a0118 f800 

aill i on than the top f igure. It wae thought they would be beck to 

$3 billion by J une 15th in <riew or the f act, among other things , 

tha t the Treasury will spend between now and then some $000 million . 

Kr . Yorgenthau displayed a chert or Treasury r eceipte and expen­

ditur es which seemed to indicate, he pointed out, that we haYe passed 

the peak or expenditures in the last week in March. 

Kr. Burge ss asked bow t ax receipts 1n Waroh compared with 

eatimatea and he wa~ told thqt they were nine-tentha or one percent 

over the eati~tea, 
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Wr. Bur&••• eeid that be liked t he prograa very muob . In v i ew 

or poedble ecUon by the Reeene Syet- on reeene runda end in 

view or the elre~dy large Treasury balance, be thinks it wiee no t to 

rinance in Ka y. He would stick to quarterly rinanotng . The bill 

program can be treated with rlexibility. We will be t aking t he 

aoney when we have to have 1t -- which ia wiae. 

Kr. Bcclea expreeeed bimeelt ee being in r avor or quar terly 

rtnanctng. He t hought we could or rer '1 billion in luna in view 

or the condition or tba market as a resul t or an exceea or tunda 

aeeking investment . 

It waa agreed that i t was too early to discuss the kind or an 

orrertng to be made in June. 

Wr. Goldenweiaer said that be f el t much the same aa Mr. lcclea. 

He referr ed t o some figures that bad been prepared on the abaJI6aa 

in ident ical deposita in the one hundred largest banks between 

October 1~33 and November 1~30. They indicated the largest increases 

in tbe accounts or financial organizat ion• such aa insur ance companies 

and trust departsenta or bnnka . The latter, he aa1d, showed en inoraaae 

or 24~. 

Kr. Broderick eeid that the program looked good to him. Be 

co:nmented that with refinancing we would have a $2 billion orreri~ 

in June. He t hought the rlexib1lity or the program had considerable 

merit and he pr efer red quarterly financing . 

Kr. Seltzer thought the program attractive for the r easons 

already ment1o:1ed. 

Mr. Barrieon 83id be regarded 1t • • such the beat program aussaet­

ed 10 far. It givee the Treasur y avery break and it adheres to the 
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princ iples or quarter ly tinancins and reasonable cash ba lanoaa. 

Mr. Korganthau than sai d that he would like to disouaa with 

tho group the matter or gold and the present European situat ion. 

Re referred to t he tact that tbe r ranoh el eot iona are approaohing, 

th•t the r ranc is bdow t he gold point and tha t we may han a cr1a1a 

over the coming weak and. Re referred 1n pass ing to the raot that 

!few York ba.Dka yesterday 110vad gold out or Bnghnd perbapa at a loss. 

Ra wondered 1r it ware possi ble ror tba United St ates to t aka any 

action until something aotually bappena abroad . He referred to the 

tact that we have prepared documents , r eady tor f inal signature and 

qu ick iasuanoa it necaasary, making it possi ble tor countries not 

on the gold standard to buy gold in this country. His personal 

opinion i s that t he thing r or us t o do 1a wai t and not give up t he 

right to require licenses f r om such countries to buy gold,without 

some quid pro quo. It Kngland, losing the Frane as a tulcrua tor 

s t erl ing operations uaea the united St ates as a springboard we 

should get some egree111ant from them -co keep the pound w1 thin oertain 

pointe up and don . 

Mr. Goldenwaiaer wae or t he opinion that France will not devalue, 

it anything, but me rely place an embar go on Fold . 

Mr. Kor gantbau said that evan so the Franc would be gone as a 

tie tor sterling and England would have not hing lett to tie t o . 

Mr. Ecole• wee or the opinion tha t capi t al would no t flow out 

ot this country back to Franca unless the rrano were definit ely 

atabil1zed at 801118 point . 

Mr. Harrison ca.mented that even 1t the rranc were given a 

fixed gold content ther e would still be the tear or war in !Uropa 
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and we would probably not loee any groat amount or gold eo long aa 

tbe political situation continued •• 1t ta . 

Mr. Korgontbau referred to a r@cent communication rroa tbe ~ew 

York rederal Reeerve Bank ouggesting that we l et the Bank or England 

buy gold freely in thia market. 

Wr. Korganthau aatd he disagreed with the New York bank on a 

fundamental poiDt. • e have an advantdge under tho present aituation 

and he does not want to give this privilege to England unleas they 

agree to some kind or pound stabilization within fixed points. 

Mr. Harrison said that the matter could be argued two ways. 

Suppose we do nothing and the gold block goaa orr gold . England th~ 

baa an excuse to let the pound go where it Will rather than keep tt 

stable with the dollar. It tho ~ank or England had authority today 

to buy gold it would be no help to th._ in supporting tho pound. 

They could only usa it to depress tha pound and support the dollar. 

They fi rst must have an opportunity to aoouira dollars. It they 

oould do this well in advance or French action through a tull gold 

market hera it w>uld make it possible tor the Brit1ah stabilization 

~d to acqa 1re dollars to sell when it becomes necessary to support 

the pound. 

Kr. Korgenthau said that with the axoeption ot certa in apeo1al 

small licenses to South Amer!can countriea, iaaued tor epecial pur­

poses , the only central bank or a country not on gol d to definitely 

aak tor the right to a•rmark gold in t lila country or buy dollare caaa 

troa~ Swaden, and tbat ha baa •eked the Oovernor or the Bank of Swaden 

t o ooma hera in May to diaouss the aattar, It later appeared that 

even though no asauranoaa were given that they oou d withdraw ROld 
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rroa th11 country tbe7 bousht dollare a~~yway 8.114 are carrying dollar 

balance a bare. 

lofr, Horrison sa14 perhaps the Engllllh tblnk they are s.,rter 

than we are and tor thn t r eason do not aalt ue eo tb•l t we will have 

no argument against their action tn lettins the pound go where lt 

dll . 

ur. Morgenthau aaked Wbo would be hurt ir the pound want down 

and Ur. Hdrrtson thought it would be a diaadvantage ror the dollar 

to go up. 

ur . Korgenth~u said that if tbe pound want down British export• 

would be benefited OJld wonde~by they did not let it so dowa. 

ur . ~rrison replied that they had been pl4ying the game bacauee 

or t heir belter in the virtues or stabilizatio~ 

Ur. Roclea adde4 that beoauae m&ny currencies are tied to the 

pound theJ must maintain stability tor the benefit or the sterl1ngar1a . 

He thought it wiae to pet an agresment such as the secretary suegeated 

and then i t Great Br itain rinds tbe7 cannot stay within the pointe 

rtxad there can be rurthar na gotiat ione. 

ur. Harrison colllll8nted that we now taka gold at will rros Bnalam 

and added tbat tr we can rorca Great Britain to enter i nt o such en 

agreement aa tbe Secretary euggeata , he la ror it 100 per cent. 

Engl~nd ror two years hae managed the pouD4 and achi eved a r atr degree 

of stability ror their paper curran~. Thie baa been possible baoauee 

t hey have had a mar~et in Poria tor ~rsnoe to convert to cold to 

support the pound with a t ree band. They have been bebaYiD&• It 

JOU take away the !"re no ae a tulOTIIII perhaps they aan•t behave aay 

l onger. He would be better aatiatied with an a~ .. ant it it can be 
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eeoured, but it it oanoot be • ou1d reoa.mand considerat ion or aotion 

wltbout it. 

Mr. ~oohbead said tbat eTen it we •are t o l et the Bank or 

Engl and buy gold thot oould a rreot tba market only one way. They 

will baYs gold rather than dollars and ,.a not build up a dollar 

balance as llr. Barrtaon suggeata. He added that we now WUl buy 

eold i n London tor dollara. 

Mr. Barrlaon s aid tha t in the eTent something happens in Europe 

tho tendency will bo tor a s trong pOUDd . Then the Bank or England 

will want to sell pounde and buy dollars , but not unless t bey can 

oonYert tbe dollars into gold. 

Mr . Lochhead ooiiiDented that s weden took a chance and bought 

dollar a anyway w1 tbout any guaranty to conYert them into gold. 

Kr. Harrison said be thought the Treasury was r1gbt on theory 

eben we went baok on gold to liait gold withdrawals to gold 

oount r iee. He commented that we have e huge stock or gold and 

in the interest ot stabilizat ion can we not open the gold market 

to all central banll:a and governments as a part or our general pro­

graa. He added that we can always atop it and when we want to. 

Mr. Morgentbau thought it would be a sign or weall:nees to 

atop. 

Mr. Harrison said that we would only atop to keep England 

trolll'oolting ue. 

~. !colas auegaeted t he possibility or announcing that the 

new policy would continue aa l ong as they played fair. 

Mr . Harrison s aid that baYing ws ited this long be wouldn't 

take any action tbie weak. 
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11r . vorgeatbau auaaate4 the poaatbllUy or one reason Orau 

Britain ia willing to aupport r r anoa aa abe ia doinc ia they $)o't 

tnow what we would do t r t hey withdraw their eupport . 

wr. Ooldenweieer thought it would be a aertoue atep t o oanoal 

the right to withdraw gold it it were onoa granted, 

Wr. Harrison replied tllat only a vary aerioua oauaa would brine 

about auoh a CllllOella tion. lie rererred to a t'in.aaoial ear aa a 

aarioua oouee. 

wr. Broderick eup:geeted tbat we have control now and that under 

wr. Barrison•e suggestion Great Britain would have. 

Yr. Taylor suggested that it France merely revalues r r om one 

gold content to another we will have no problea. 

Wr. Bcoles commented on reserve boa rd interest in the situation. 

Re aaid that gold importe tor the l ast two years hove gone ta•o 'k• 
atook marke t to a vary large extent. British and French and otbara 

aold their money when it waa high and bought dollars oDd with the 

dollara bar gain s aour itiea. It would be natura l tor th .. to went 

to aell out hera, convert back into their own curr encie s end aaka 

a double proti t . It' stability and paaoe coae to EUropa t hey will 

be able to pull out or t he Uni ted Stetee to tbe1r own advantage. 

Wr. Burgess and Wr. Bell have arranged ror a meeting i n the 

Treaaury U.eeek or Way 11th , t o be a ttended by representatives or 

tbe Reeerve Banke to give att ention to the eliaination or ~paddins" 

ln aubscriptione to Treasury iaauea. 

Regraded Unclassified 



DEPARTMENT OF' STATE 

DIVISION OF FAR EASTERN AFFAIRS 

con't'arsation. .&,pril 22, 193&. 

The secretary ot the Treasury, 
Henry Morgenthau, jr . 

Mr. Yutaro Tomita, J1nancial 
Coma1s~ioner or the Japanese 
Government and Financial Attach4 
ot the Japanese Embassies at 
washington, LOndon and Paris. 

Present: 

The Japanese Ambassador, 
Mr. H1roa1 Saito. 

Mr. Harukage Ukawa uaietant 
Financial Attach' ot Japanese 
Embassy, Washington. 

Mr. Hornback. 

Tbie conversation wae held on t he initiative or the 

J apanese Embassy, on behalf or Mr. Tomita. The Embassy 

having asked tor an appointment, the Secretary ot the 

Treaaury in't'itad the Alllbaeeador and Mr. Tcai ta to oca• 
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to hie house . Mr. Morgenthau asked that Mr. Hornback bring 

tha ·AIIlbaaeador and Mr. Tcaita. Mr. Tcaita wee acoCIDpan184 

by Mr. Ukawa. The conversation took plaoe in Mr. 

Morgenthau•a library, tea being served, and lasted tor a 

little over an hour. 
The con't'eraation began with pleasantries on the aub-

Jacta or golt and horseback riding . 
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Mr. Toai'a said the people in Parie bad been yery 

much interested in Mr. Korgentbau•e Yieit to Burope 

last year and bad wondered what bad been the purpose 

42 

and what matters bad been under diaouesion. Mr. Morgentbau 

gaYs an aooount ot a dinner whiob be bad bad with the 

GoYernor ot the Bank ot France, at the Bank, and ot the 

Go•ernor•s apa.rtment and the tapestries therein. He 

remarked that people neyer will belieYe, when one ie on 

a •aoation, that euob ill the taot1'Mr. Tomita raiaed 

1'arious questions with regard to tinanoial aattere and 

Treasury and bank.ing aotiv1t1ee in the United states . Mr . 

Morgentbau gaYe an account ot tunding operations, rates ot 

interest, payment& to be taken oars ot in the imaediate 

tuture, ato. He said that, barring unexpected deYelopmenta, 

be estimated that be would be able to balance the budget 

in 1938. We han gold and eilnr in the Treasury in the 

ratio ot 1 .80 to l against money outstanding. Interest 

rate on our GoYernment indebtedness aYeragee 2- l/8 per cent . 

~· the debt inoreaeee , the preYalent rate ot interest 

deoreaeaa. Purchasing ot etooke ie being done on a oaeb 

buie . M\lob aonar is ocaing trca abroad tor purohaee ot 

etooke. This ie partly because ot conditione ot tear el .. -

where, and when oontidenoa returns in those countries where 

there now is tear the tide may turn. 

Mr. Tcmita 
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Mr. Taaita ulted what uae wu being -de ot the gold 

and aihar in the THaaury. Mr. Korsenthau replied that 

it waa •inauranoe•, that it sa-ra aaauranoe againat a 

t i nanoial "attack• tr0111 abroad . flo long aa n hue thia, 

othera are not likely to try to "attack" ua , 

Kr. Tomita inquired with regard to the uae ot the 

stabilization tund. Kr. Korgentbau aaid that no oritioiama 

bad been made ot the uae ot that tund; there bad been no 

indication ot any desire ot cousr••• to inquire about ita 

uae; be, K.r. Korgenthau, made no raporta about it to anyone 

exoept the President; and no aooount bad to be si-ren betore 

the end ot another year. There rollowed aome diaouaaion or 

the method followed by the Britiah Qo-rernaent with ita 

stabilization rund and the name ot the British ort1oial 

who administers that tund. Kr. Korgentbau named the otti­

oi al {in the British Treaaury); xr. Tomita said that be 

did not know what otticial it was. 
xr. Ta.tta said that he waa unable to rind the oon-

naoting link between certain r1gurea relating to tunda ot 

the hderal Reeene. Mr. Korgentbau axpl&ined that there 

are tunda ot the Yadaral Reaene sratem and tunda ot the 

Yeder al Reeer-re Bank• · He aaid that all or the tiguraa 

are available in the {weekly) Yederal Raeene reporta. 

He would be glad to give )lr . Tomita the tigurea whioh be 

wanted. There waa oonourrenoe i n the view that lfr, Okawa 

had available the rigurea. 

49 
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Kr. Taaita aaid that, batore Sir frederick Laith-Roaa 

went to Obina, ba had talked with Laitb- Roaa . •• an aaida, 

he remarked that he, To.ita, had been in charge ot 3apan •e 

financial relat i one with China tor a period ot twenty yaara. 

He said that Laith-Boaa bad aaid that China might pursue 

a tinancial courae auch aa baa been tollowed in ~anchukuo•. 

He, Toaita, had told Laith-Boaa that thia waa not poaaibla, 

ae the aituationa were dittarent: that in Manchuria there 

waa a strong oantral bank which Japan had backed and with 

whioh Japanese banks cooperated; that in China there waa 

no such s ituation. K&Yarthelaaa, he said, the Cbinaaa bad 

tried to proceed on the line which bad bean tollowed in 

Manchuria; and, ba raaarked, the attempt at monetary retcra 

in China waa not proving auccaaatul. It looked to ba 

succeeatul in the neighborhood ot Shanghai, but in other 

regions , eapeoially in the interior, such waa not the caaa . 

"Shanghai currency" did not circulate in the interior. Kr. 

Morgentbau auggaeted that it waa •Nanking currency• . Kr. 

Tamita aaid that "Nanld.ng ourranoy" wu in tact Shanghai 

ourranoy, and he repeated that the aonetary retorm waa not 

auooaeding. Kr. Korgentbau aaid that in bia opinion 1i 

had gotten on remarkably wall, oonaidaring the abort tiaa 

ainoa NoYambar 6, 1988 -- that it bad bean under way. He 

pointed out that the banks ot other countries bad turned 

in their ail.ar -- with tba exception ot the Japanaae banks . 

Kr. Tomita aaid that the Japanese banks had not. turned their 

a11Yar 
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ailYir in because they ware oonYincad that the aonatary 

rerorm would not succeed. IJlr. Morgantbau r111arkad that 

the Japan••• banka are holding out about $lO,ooo,ooo. 

Mr. Tomita turned to the Japaneee Ambaeeador and aaid: 

"They baYe not made up their minda" . 

At that point the Japanese Ambassador indicated that 

he thought it was time to bring the call to an end. 

There followed the uaual exchange or courtesies and 

departure or the Japaneae gueeta. 

Mr. Worgenthau held Mr . Hornbeck back. He requested 

that Mr. Hornbeck make a memorandum or the conYeraation. 

Be aaked ror Mr. Hornbeck' • opinion or the interYiaw. Mr. 

Hornbeck aaid that be thought that )o!r. Morgentbau bad 

aaid juat those things which would produce the to-be-deeired 

impression; that be bad brought out in Yigoroua relief the 

atrength or our public financial situation and position. 

Mr . Morgentbau remarked that be bad bad to •giYI it to• 

Mr. Tomita on the matter or the Cbineae aonetary rotora. 

Mr. Hornbeck replied that aucb waa the case but that Mr. 

Tomita •bad aaked tor it" and that it was well tor htm to 

haYe been giTan the clear i ndication that the IJIIPathY 

ot the secretary or the Treasury or the AJnerican aonrnment 

ia with the China•• in their errort at aonetary ratorm an4 
that 
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and that we look with dietaYor on Japan •a placing ot 

obataclea.q- llr. llorgentbau aaid that be had told the 

Chinese bankera ot llr. Tamita •a impending appearance in 

Washington and that the Chineae banker• had preaaed hta 

yeaterday tor a commitment, which he had retuaed to make. 

He aaid that they were apparently nerYoua OYer Taaita•a 

approach. llr. Hornbeck told llr . llorgenthau the atory ot 

the arrival ot TaJ18 Shao-yi and the aigning ot the Boot­

Takahira Agreement -- in 1908. 

4& 

There followed a0111e 41acu .. ion ot the purpoae or 

TOIIIita•a viait to Waahington. Thia Yiait may haYe been 

t1mad deliberately to take place while the Chineae bankera 

are hare; but llr. Tomita apparently baa no maaaage to 

deliYer on behalf ot hia GoYernment and no propoaala to 

make; h~ may deaire to make a certain impreaaion through 

the publicity which ma:r be ginn in the :rar l!taat to the 

tact ot hia being here and making certain oalle at thia 

moment; he ie on hi a wa:r home trom LOndon to Tok;ro; be 

ia here tor two days onl:r; he ot course deatrea to be able 

to aay at home that he baa aade contacta with high otrioiala 

hare, and he or course deairea to piok up any i nformation 

which may be ot uae to him either trom a technical or traa 

a political point ot Yin. 1•<1'9: Ill the earl1er •t•• 

ot the conYeraation, the Japanaae Aabaaaador reaarke4 that 

llr. Taaita had been talked ot aa a poaaibla head tor 'he 

llin1Ury ot COJaeroe and Induatry.) llr. llorgenthau aalted 

tor 
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tor lol.r . Horubeolt'a opinion 1n regard to hie huing held 

thia interTiew at hie home rather than at hie o!!ioe. 

wr. Bornbeok •aid that he felt that it had bean ~ery good 

strategy; he felt that the Japanese would reel that apeoial 

oourtesies had been ehown them, and, at the same time, 

publicity would be a~oided. 

(Note: At one point in the con~ersation -- while 

the question ot balanoing the United States budget wae 
' 

under reference --, lol.r . Korgenthau made the obserTation 

that in Japan about one- halt or the Japanese Go~ernment•a 

expenditures goes to military mattera. ) 

!'X: SKH/ZJ.IK 
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TREASURY DEPARTMENT 

YO Secretary Uorgenthau 

Subjeot: Subatance o~ conference c~ the Chine .. repreaentativea -
lo:r. Chen and 11r. Jroo - with Treaeury repreceutat1Tea -
J.lr . T~lcr, Kr. Lochhead, and llr . White - 2:l50 P. ll. , 
April 2ll, 1936. 

SlllOO\RY 

1. Prooeeda of aaloe of ailver by China . 

llr , Chen reported that hia GOTerm:~«~t 1nfol1:led him that the pro­
ceed• of the recent aale of oUTer by China .....Ud be tranaferred to 
Un York. 

2 . !lew ailTer coine. 

J.lr , Chen dooidod t o rocOCIJIIend to hil Government that the n-
Y\Wl and holf-Y\IIIIl coine be minted to contain . 288 cuncea ot nat ailTor 
content . The Y\INI ooin ie to havo a r;roee woisJrt; of , 4.0 ounoea - ap­
proximately tho ai&e of our 60-oont piece - and a tinenes• of , 720. 
Tho halt- yuan coin - approximately the ai&o of our 25-oent piece - ie 
to conoiat of about one-half the above silver oontaut . 

The opinion -• axpreaaed that it theoa ooinl &re adopted about 
200 to 250 aillion OWlAiel of ailver 110uld r;o into circulation durinr; 
the next twolve -ho. 

~ . Inor eaaed uae of oilver in the arto . 

The •aximum proportion of ailvor permitt ed by the decree ot 
llovao.ber , 19~6, to bo uaed in the menufacturo of oilver articlea 11 
30 per oeut. 1tr, Chen agreed to recorJmend to hia Government that the 
percent a ge be aubato.ntially inoree.eed, Jlr . Chen waa going to obtain 
f or inclusion 111 hil memorandum an eatiaate or the addod amount of 
oilvar likely to be oona1.1111ed u a ~onaequon~ of the increase 111 the 
proporti on or ailver t hat aUvercitha would be permitted t o uae. 

4. su-...r reserve a(;!inat note ilsue. 

Atter lenr;t!ly diooueoion, lolr. Chen ~eed to aug;eat to hil 
Govert1:1ent that they , 1ve aerioua conaideratlon to the plan or aain­
tainiJl& a minimum reearvo or 25 per cent ot the outatandin& JWte 
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111ue in ailTer (Talued at ita metallic content) . Gold and rorei~ ex­
chan&• would constitute the rluctu~ting proportion or the c~h reaervea . 

&. Fixing or the yuan excb&n:;e rate. 

llr. Chen indicated hil illtention ot roporti.ns to hie Govornmm>t 
t hat it appearecl that the yuan wu peuecl to 1terl~. ltr. Chen and 
~~r. leo expreaaed the rl- that the explanation or the tlxity or the 
otriclal eterllng-yuan rate probably wu that the aan 1.n charge ot the 
exc~e operationa ln the Bank ot China felt it more conTenieDt to 
keop the eterlin& rate unchanged, and waa not cooni&&nt ot the inter­
pretation that waa being made or such action by observers here 1n 
Tluhington. 
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TREASURY DEPARTMENT so 
INTD O IFP1C& COMMU N ICATION 

DAn April 24, 19:56 . 

TO 

...... llr. b,ylor 

Subjcotr Subatanoo of conforonoo of tho Chinese roproeontativco -

J.!r . Chon and llr. Koo - w1 th Trouury roproeentativoe -

J.!r . T~lor , llr. Lochhead, and llr . 'l'lhito - 2r30 P . 11. , 
April 211, 19116. 

1. Prooeode of aalee of eilvor by China . 

JolT , Chon opened tho mooting by .tat in;; that he waa bappy to re­

port he bad received a cable;;ra troa hla Govornmct lltating that tho 

prooeodo of the rocent oale of silYor by China in LoDdon would be 

t ranoforrod to New York. 

2. lfn eilvor ooino . 

llr . Chan presented tour alternathe oocbinat1011o of oleo and 

tinonoaa of silver coina Whloh they had ~or cono1derat1on aa a re­

sult of their oontoronoo with our llint exports . 

llr . Chon lltated tbat tho choice .m1oh appoalod to them aollt -• 

t ho ooin with a groee we1i))tt in ounou of . 40 ""lob eontainod . 288 

ounooe of dhor, bavin;; a tinoneso ot • 720. That aueo a ooin ot 

approximately the oice of our halt dollar, with a metallic Yaluo of 

$.1296 whon ailvor is 45 oonte an ounoo and tho yuan oxchango 30 oonto. 

With ailver at 45 oenta an ounce, and yuan exchange at 30 oenta , the 

Gonrment would haTe a aeipdor e.ge profit of 18• oenta. The ahippin& 

point of the 30-oent yuan would be reaabod ..men dhor wu ~1 .04 an 

ounc.e. 

J.!r . Chen aokod to be &dviaod by the Treaoury r opreaentat1Too 

with regard to their choice. Tho reply W&o that the ~reasury ropr•­

eentatiYes could not , ot course, advia• tb• on aucb a matter, but 

that tho aoleot1on made by llr . a.on and t:r. !roo •-•d to be " happy 

one, with "'llliY adYantageo . Tho tiDeneaa aoleoted wu one wbioh bad 

a naturo.l affinity with copper , tho coin would haYo an excellent 

appoaranoe , would wear -n, and would be easy to mint . Tho view 

waa expreasod by tho Troaaury repreaentathos that the else and 

••tallio cont .. t ot tho ooin -• a a atter 'lhioh naturally the Chi.Deoe 
GOYer1110ent would wiah to cleoicle upon indepondontly, but that it did 

appear the ooin they oeleotod ee ... ed the wheat aboioe in tho li&)>t 

ot all tho o1roumotanooo. 
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In reapoue to & quo a tim, 11r. Cbe~~ and l!r . Koo both npreued 

the opinion th&t 11 th~a ...t wll in Otin&, Chin& could aba?rb, 

oonaorvo.tivoly , fra:t 300 to 400 m1llion yuan a of ooina within the next 

twolvo monthe . Tb1a woul<l mean & ooneumption of trcn 200 to 260 mil-

11011 ounces or ailvor . It 'ftJI auggoated that e.n eatim&to of the ..,ount 
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to be uood be included in the auu•or&ndua which the Chinese r epr eaentativoe 

wre to submit to the Secr etary at their next oonter..,ce with the So..­

ratary. 

The ?reaeury repr esentatives eucgested that it might be deeiro.ble 

tor th.e Chinese Government to g ive eOMe conoider&tion to the impooition 

of a aaximtl!l ll.Jo1t upon the iaeue or dlTer ooina to avoid en;y poosible 

critioiaa that the issue of ouch ooina 'ftJI an 1ntlationary deTioe w!Uoh 

ai:sJ11: be abused by the Gover=ent (aa hea been the case with the iesue 

ot token coins 1n Chin& in the past . ) 

The ueisniorage profit aocruinc to the Government with silver at 

40 cents &D ounce would be quite euffioiant to proTide &n incentive for 

tho iaaue or aa lltn;y ailYOr coins aa the people would find comaniont 

to uae . 

$ , Inoreaaed 1180 or silver in the arta. 

Tho re&ulation of Novcbor 1936 illpoeea a maxima percentage or 

30 per cent pure eilver 1'1hioh may be 11111ployed in tho arts . 

The Treasury repreoentetives streeeod: 
(a) The fact that eo llitall a peroent&()e 1Dtorfered with 

the creation of aatiot&ctory and artistic articlea. 
(b) Th&t the U:oreaee in porcent~.~;e could result 1n a 

substantial inorciUie in the ooneUIOption of ailver beoOJIIe or 

the demand tor eilver objects 11'1th silver at o. low pr ice . 
( o) Their foreir;n sale or oil ver u & oCIIII!lodity would in­

crease, with a reeultant increo.ae in their total reoervea , u 

wll u in their roaorree of tore1 r;n oxch..ns•· 
(d) The enhanced contid~oe in s11Ter'a tuturo in Chin& 

that an incroo.se in the proportion would oroate . 

It m.s pointed out by the Tr eaeury representatives that tho in­
oreuo in silver ooDtent 1a at~~~ethin..> whioh the Cbineao o1lnrcn1tha 

nre presoii;; for, and thet it -• a chan;;o 'llhioh Chin& would aooner or 

l&tor make in her own intoreata. 

It waa augGeatod to ~. Chen th&t it woul d be deeir&blo to have 

1noorporo.ted in hia ....,or&ndum to the Secretary 801118 ato.tcwt u to 

the a ini.maJ pro~ortion of increase 'llhioh the Chineae Govermoent was 
ready to &dopt , ... -11 .. an eet~te or the &dded acount or ailTer 

to bo oonaumed in 1nduatry that euoh an inoroue in the pGrcantao.o 

would roault 1n. 
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secretary Uorgenthau - 4/24/36, 3 . 

4 , SU ver roeone *Gainet note iuuo. 

llr . Chen hac!. eu:;geeted the fropoaal of maintaining cub rooervcs 

ot 26 per cent in silver and 36 per oent in gold one!. foreip exchange , 

~ a tota.l or 60 pe.r cont. Hie ougeetion .... , tollcwec!. by a 
1~ c!.iacuuion on the queetion or the ulto-up ot cuh reaorvoa 

a~ainot note iooue. 
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It we• brought out that such a <>CIIIbination would provide no tlexi­

b1l1ty and mi!l)lt oroate difficulties tor China in the mana.gemont of hor 

rooenea . It _. pointed out that it wore better it the ainilmn pro­

portion ot silver were tixed, leavin& tho proportion ot gold and toreitD 

oxch&n&o as tho tlexiblo porti on or the cub reeorvoe to be T&ried or 

not as the oce>alion warranted. The view .,... exprel8ed by the Treaaury 

roproaontativos that tho Chinoae Govo~ont mi!l)lt well consider the 
dseirebility ot maintain~ a min1mUJ1 reserve againat note iuuee ot 
26 per cent in aiber (silver to be valuf!c!. at its bullion value), and 

the balance ot tho cash reaono to be held in l;<)ld and toroitD curron<>y. 

llr . Chon indicated that he 1mulc!. tranlill1it that susgestion to his 

Govorncant tor aoriouo consic!.oration. 

!be question whether the reserve ahoule be valued at tho metallic 

c011tent or at ita naa.ina1 value (aa 11 dono 1n the 11nited Statea) re­

mained a ooint about 111\ich little '11&1 aaid . The Chineae volunteered 

tho into~ation that they hoc!. not thou&ht ot tho diotinction between 

tho nominal and. market value in computing their reserves or bullion 
inasmuoh as on tho basi• ot the ol d yuan ooin it made little ditferonoe . 

The introductie>n ot tho now ooin, howner, with a much snaller o1lvor 

content br ings tho question to tho fore, &nd ..U.s the iasuo an blport&nt 

one. 

t\ , Fixing ot tho yuan e.xchange rate. 

llr . Chen raised the qu11tie>n anew aa to the juotiticatiCD ot tho 

view hold by Treaeury repreeanto.tivo• that the yuan '"'' l inked to 
aterlin;;. llhon !.lr , Loohhoad reported to him that on that very d~ the 

doll&r- eterltfts cross-rate had altorod and that tho doller-yuo.n rate 

'"'' changed ago.ln 111\ile tho otor ll.nf;- yuan rate rCII:I&ined unohanged, 

!.lr, Chen stated that he -• lett with notbinl; further to ·~ on the 

eubject . 

J.tr , Chen did not state dofinitoly ..t>.at he would recm:mentl to hia 

Government. Be repeoted ..t>.at he aaid on earlier occuion.o - name1y, 

tha t it ..,.. ~ the polioy ot hia Gonnmcnt to link the yuan to 
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.terU .. I1,1• Be nntured the opinian that tho expl anation of tho aattor 

wae probably tho foel1ng ot the men in char,• ot exche.J16e operationa 

1n tho Bank of China thet it waa moro convenient to keep tho .torlins 

rate f ixed • 
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It ...... pointed out by tho Treaeury ropruentathoe that that '""' 

oxaotly the point at iuue1 that if the Bo.nk of China wae lceoping tho 

.torlin& rate fixed end alteriog tho dollar rate tho Chinese -re in 

etteot oot carryin& out the policy which wao apeoitieally iodieated in 

their n&VJ benkin{; le(li&lation. Mr • Chen indicated hit intention of 

calling the mt.tter to biG Government' e attention. lt was understood by 

tho 'l'rea•ury r epr eaontati vee that he was go in; to do thet in eny ca oe 

and ao tho mootin; roaulted in nothing aoro definite on th1a point. 

HOT/liver , it wao felt that the further evider>ce i'Urniahed by t he d~'• 

exchan~ operat1ona would atrengthen tho poa1tion llr. Chon could tol<o 

with h h own COTetn!lont with reapeot to tho rln thet the yuan waa -­

to all appearanees - boins linked to aterling. 

llr. Chon oxpr ossed the intention of prepar1nt; e. auDorandum tor the 

Secretary e.fter be hac! hearcl froc hia Government . Be .tated thet he 

would 11ke to su~it the memoran~ first to the Tr eaaury represent a­

t iToa tor their oriticimn prelhoiDary to pr eacnttns it to the Secretary. 

Be aloo atatod tht.t he thou&}It tho memorandum would be reo.cly to 

aubait on ~on~. 

Regraded Unclassified 



April 24 , 1936 

lfl~, Jr . 1n apeaklnS to A.·chle t.ocnnea~ today said he 
nsi two ideas t not. he wanted t o tnrow out to hlm. Tile 
rtrst one wae t hat 1•e have no oontact witn t.lle legit.i cwte 
anvcr manufacturers and it wa s lli!l idea t llSt we buy silver 
nt 45 cent.e and eel1 it to any manufacturer at. 45; or 456 
cent.~ . t.ocllllend said t nct under the law we coul d not sell 
oilver at. less than $1 . 29 an ounce. 

H18 uecond idee. \1a8 t !Ul.t 1·1 enould get f r o:n L:exico the 
r1g.nt to ae'!.l their silver in ,•ow .. or k nt 45t cents and r c-
~c, the loan whi ch we mode to t nem and t or which tne s11.ver 

l held se colla t eral . We would et3rt ln by selling a 
nlllion ounces t.o t he trade , the idea being t.nat tile Fede~al 
~ rve R~k would work direct ly wlt.b t.ne Benk o~ ~exlco . 

~!e reels th'>t the sttuatton i s so eet now t.llSt we can 
tr .• • re of tne Hew York, L'nC'.:~., and cane.dlan cwrket s it 
we can make t.r.ic arranse~~nt wltll Ucxico, because wnen 
sllver goes obove 45 cents i n LOndon, Cnino sella (wni ch 
t.a~eo cere of the London market) and wnen tne price of ellvtr 
goeo above 4.~ cents in canada, CAnada would scl! 1n t heir 
oorket (which t~.ee care of t he cecnodlan market) and 1f we 
have t ni-s arrangement with t.!ox1eo , tho lle~r Yor k market would 
be token care of. 

H~,Jr. wil l diacuet theeo two poi nt s rurtner w1th 
Loehhend on Uonday after t ho Secretory .;etc back froo t he 
rc.m. 

!C:,Jr . told 3 cll today tr.at he ha.u cocplet ely changed 
l 1t clnd, since WedneedaY ' G meeting, i n r egard to the t1nan­
e1ng ~~r t he next couple of oonthJ . The reason he wants 
to rL1Cc t.nl s extra money at t his time i s that should t he 
bond nsrket, because of world conditions , not be favorable 
around tho middle of Juno wnon he wlll hove to raise 
$1 000 000, 000, he wants to be prepared by h!lvin8 thi s 
extra C450 ,000 ,000 on hand so that Wall Street will not 
' hold a pi stol to hi a ho~d." 
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lD accorci&DC41 rl th 'TOW" 1Jultzow:U oe, 
a copr of tbie na deliYered to the Stat& 
Dopartsen• tbis .ondDc· 

IJJ>der Secretlr7 PbUlipe -• oat ot 
t!le cit7, but Jlr. lrhit&l<er Uld I coeterrecl 
at lellith on the eubject with Ueiatult 
s.cretar1 l oors llld Jlr . Bictr.rsOD. 

111 opinion ie that we can count OD 
roll cooperation !roa the State Depertaent 
iA 0.111 course or action which we My con­
sider neceaeary. 

Proal : IIR. ORA VI:S 

, 

• 
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Apri l 24, 1936 

Graves reported that a copy ot the ~ttacned memorandum 
was delivered to the Stet e Department th1s cor ot ng. 

Under Secretary Ph1ll1ps was out ot the city, but 
ur. Whit aker and Graves conterred at length on the subJect 
with Assistant Secretary Uoore and ~. Hickerson. 

Graves' opinion is t hat we can count on !ul~ coopera­
tion trom t he State Departoen~ tn any oouroe ot acti on which 
we may consider necess ary. 
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TREASURY DEPARTMENT 

WASHINGTON 

April 24, 19)6. 

IUliOIWiDIII POR TliB sp;ji!ETA1!I 1 

In &ccordance with :your request, I u slad to supply you with the 

following brl.et report ot t he conferencea which besan llonday, Aprll 20, 

wit h the Canadian diatlllera. 

Tbe compeniea and their represent& tivea are aa follows• 

DiatUlera Corpor&tion-Seagru~a ••••••• llr. Phllllpe 
IUru 'll~erha:o and 'llorta •••••• llr. Lash 
United DiatUlara •••••••••••• •••• ••••• llr. Locke 
Consolidated Diatulers •••••••••••••• • llr. Forsytbe 

The Government ' a representatives ue• 

For the pepartment of Justice, llr . llcM&hon, Assistant 
AttorDey General, llDd lleaera. llhitalcer llDd Parrish, 
Special Aaaiatanta to the Attorney General . 

For the Tret•!U'Y J)~J?!lrteent, IIeser a . Grana and frank, 

In the lleiiOraDdwo handed to Ucder Secretary Phllllps by llr. Wronc 

on April 15, certain • obeel"nltiona• were ude on bebelt of the Canadian 

c011panies rl th rete renee to soma of the prorlaione of the menoorandua 

which hlld been hllnded to llr. Wrong by llr. Phillips on April 10, consti­

tuting the bo.aia for tbe proposed negotiation&. AID<>Di other thinga, 

these •ob:>enationa• cOTered two iaport&nt poiDta, aa follows• 

{a) With reepect to the prorlai on that the COIIpaniea ' 
rqn-esentati'fea should cCIIe to the coaterencea •eapowared 
then and thare to bind their principala, • it na eugseated 
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• ...,. tor the Secretaey-2. 

on bebali' ot the coapeniea thet this prorlei on ebould be 
IIOditied 8<) ae to allow u;y agre-nta which ai&ht be 
reached between thG Gonrnaent ~d the cot~p&nies ' r epr&­
sentstives to be mnde subject to r atitication b,y the 
compe.Dies •withiD one -k" atter the cooclueion ot the 
conf'ere:1cea. 

(b) Witll respect to the proposal that the GOTBrD­
.. nt should not be called upon to disclose the particu­
lars ot its cla1•s or to discuss the !acts or law aap­
portiDg ~. it na suggastad b,y tha Canadien GoYerD­

ment that sutticiant intonation should be rurnisbed 
to permit an ei"tort to be llade to reach aattleaent. 

111 tll a view to clearing up these and certain otller pointe ot a 

57 

relatively minor ohArnotsr, preliminary contarencea were held separately 

with representatives ot ths co-'lpanies on llondq, April 20. .lt thasa 

preHoi:lsry contarences, the Go .... rm~et~t'a conteraea acceptad ths raser-

ntion described in 1111bparagraph (a) aho-ro. With respact to the reaor­

vation covered by subpo.raaraph (b) , ths Govern:aent ' s conferees advised 

the companies ' repreoontstives tmt tbo 11111ount of the claion would be 

at!.tad 1D each ca.ae. The> also advised each oo:a~ tmt tbo ela1a 

arose out ot the bri.ngina into the United Statsa of its liquor, it 

not directl:1 b,y the co:a~, than rith the 0001~1 5 aid, assist&Dca, 

or cooniwnce; and that the ll.abllity was under the custo:aa, excise, 

end inco:ae-tax lawa. But the co-'lpaniea ' rapresentstivss were intoraed 

in each case that beyond these atate:aents no turtbor disclosure would 

ba llade. (The inoooae-tax ll.abllity '!laB, ho..-enr, subsequently s tated 

aaparately.) In each caea , the coapanies ' raprasa:>tatina 1Ddicetad 

a willlngnass to proc.ad with the ne6¢tiat1ons with this undera+andtnc. 

It ie illportant to nota that llr. Lacb, rapraaentin,s tba Biru 

11allter Compe.n:r, stated at the praliJal.D&cy contorance that neither be 
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lleao. !or the Secreter)--). 

~r, eo far o.s he knew, a.n;y other person repreaen~ b1a co:Dpe.ny ba.d 

o.t o.oy t~e requeoted the Co.nodian Govern~ent to arrange for con!erencee 

with representatives of this Govarn:cent on beb&lt of his cMpa.n;y. Be 

aa1d that so f&r &s be ... &ware these con!erences ba.d been re<tuested 

b)' the Treaanry Departoaent, aDd that be bad coeo to Waahin;;ton on that 

aaau:aption. Be deniod a.n;y fem11 hrlty with the arrqseent outl.ined ill 

llr. lfrong 1s meJtorand\ft oJ: AprU 15, and indicated that be did not coD­

aider his compo.ny bound by that memoro.ndwa. He odd fUrther, howover, 

that inaiiiiUCh as he was in lfashin;;ton ha would be will.in;; to proceed 

wit.b neo;otiations alOII& t be lines indicated 11)' the -.oranda which Nd 

been exchanged betwe«t the two GoTermenta. 

FollOWing these prelllainary conYeraatione, con!orencas were aul>­

aoquantly held with the repreaentetivas or the co~apanles, \'dth results 

substantially as follows• 

Seagrau. 

The &IIOUDt or the clah ag&inst this co.pe.ey vaa ateted a.a 

$2.5,183, 292.5) . llr. Pb1llips asked for, and wsa cranted, ti.ee (~t 

t wo dqa} ill which to confer with his principelo lfith regard to the 

aubmiasion of an offer in compromise. Be finally submitted such an 

otter in tha .... ount or $50(>,000. Be was adrtaod that this was unac­

capteble, but be ateted that this was the e&ld•'• which his cOilp&ey 

na -::repared to otter. llr. Pb1llipa was to~ WlpHpared, and "1'­

parenUJ' unw:ll Hng, to ...u IUI7 suggestions wbataoeTer with reference 

t o the second alternat1Te which was to "" tbe eubjoct of cliacuaaiou 

at t.bo con!erencea. Only when pressed b:Y the Government ' s con!ereea, 
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did be &grH to consider this altemati,. at all, &lld then only rlth 

t!'le Wlderstandin& tbet be was to be per:aitt..s several days additional 

t iat to consult fUrther rlth intereat..s parties. He was allowed, at 

hie r eques t , untU llonday, AprU 2'1, to consult with these interested 

parties, at whicb time he ia expected to make ao:ae lt.lnd of a propoual 

rltb r egard to the question of aulnit till£ to tbe jurisdiction ot the 

tlni ted States courts and providini secur .1. ty tor tbe ~ant of t.ll7 

judpen t which ...,. be obtrlned against hia co•Pt.liJ. 11r. Philllpa 

asked to be inforaed., and was infoNed, ( 1) o~ the prob!Lhle \'811118 ot 

the Govern:aont•a proposed action; (2) ot t be -a ot all principal 

defendants ; and (.3) of the nature ot t lul action which the Govarn:oent 

proposed to bring against his principal. a . 
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Hiru Walker. 

As baa been stated, llr. Laah, repreaentiJli the Hiram Walker COIDpa.t~;y, 

waa unpropared to make IUl:Y proposition wbatsoeTer r espactin& eithor ot 

t he altamativea covered by the arranc....,ta between the two Gon~nts. 

He inaiat..s upon delaying Mgotiationa ;>enclin& the return ot llr. Hwle, 

ot the B.iJ'aJ:a Walker Co:apa.o;r, t'l'OII abroad. The aaount ot the Governse:tt'a 

elaa acainst the H1ru Walker CocaP&liJ waa atat..s to llr. Lash a.s 

$19, 261,183 • .3.3 · 

United Diatllltra. 

Tbe l\lllOWlt of the alai& against tlni ted Distillers was stated to 

llr. Looke as 84,4.33,446.1.3. llr. Locke ' s a.ttitude was ~anerally ntis­

raotory,a.nd be i.Ddicated that be would be prepared on lloDday, April 'rl, 

to 11t.ka a epecitic otter in cOIIJ)I'Oi&l.M, and , 1r thia offer should -rove 
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11e110, tor tbe Seeret.a.%')'-5 

~~~~&cceptable, to aa.lce a proposal to brJ.D& his C.-p&ZIJ' wit.hin the jW'i&­

dlc tion ot the ODited States co.trt11 aDd w aeew-e ~t <:I ~ Judi­

Milt which llit!:ht be rendered egaiDst it. 

ConsolidAted Dintilltrs. 
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The olailll agaiDst Consolidated Distillers wae stated as $4, 527, 982.08, 

llr. Forwythe likewise indicated th&t at the earliest possible m011ent, aDd 

it possible on llonday, AprU 27, he would oulal.t an otter 1D eollprollise, 

elld , it this should pron. unacceptable to the Qover=e.nt, a proposal. to 

bring hi.a coapaey iDto the juriad.iction ot our courts aDd to secure the 

J&7'18Dt or 81J;f judpent which !light be obt&ined agaiDat i t. 

OBSERVATIOIIS. 

It will be observed that nona or the four companies ha.a been able 

to proceed 1D accordance w1 th the terms of the cOIIIIIi talents or the two 

Gover~~~~enta, 

The l'l1ram Walker Coapaey, as hu been aa1d, pretends to have bad no 

lmowled&e of tbe uDder~ on 1ta supposed behall' bJ the Cenad1M GoY­

ernaant as outliD~d 1D the ae::oora.ndua or AprU lS. llr. Laab CaM to 

Washington unprepared, aDd evidentl.y un.autborbed, to aa.te U1lf specitic 

propouala or suggestions to tbis Qovernaent, or even to dlaCUIIs tbe 

altermtins outlined 1D t he memoranda .xob&Daed bJ the two Qoveruenta, 

&xoept 1D the aost vague aDd general teras, Be can not proceed with 

diacuaaiona on ~ be.sie wbateouer untU the return of llr. lillie trca 

abroad , which la expected to be about h 7 l. 

Tba representatives or none of the tour eoapsnies were prepared 
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• ....,. tor the Seere~. 
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• then and there" w ll&ke proposals to this GOYenuaent, subject to rat1tioa­

tion 1D the unner contemplated by the "obaervationa" contained 1D tbe 

canadian 11emorandua or April 15. All were co:~pelled w eeel< turther Uae, 

attar recelT1114: notice of the uoUDt ot tbe Gonrn.ent•s ela1Joa, w oonrer 

nth interested pertiel. 

I n general, it ~ be said that the feelln& ot the Goverruaent' a con­

ferees is ~t, of the tour cospaniee 1DYolTed1 only two, United and 

Consolidated, are eince.rel:y desirous of world.ng out a settlpent. The 

other two, Seagrams and BlraJ:I Walker, haYe apparantl:y no intention ot 

u.ldng acceptable proposals. Much was said b7 the representetlns ot 

theN latter co11panies of the internationa.l aspects ot the probl•, ee­

peciall)' as to the at titude ot tbe Canadian GOYern:aent nth regard w 

the proposed legislation; and th~ opinion of the Ga..ort~~~~cnt1 s conferees 

ia thet . tbese two companies are confident that the C•nadlan Governmont 

will succeed 1.n defeatln& the legislation regardless of the results 

or the present conterencea, and that the1 haYe accordinil1 deteNined 

w uJr:e no real ertort w settle the Gon~nt'a clalas against ~ 

at this tllle. 

GRAVES. 
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April 27 , 1036 

.. :r. ~aylor and ur. L?chhes.d ca.Je l n to talk to t.l:e 
J ecret!U'Y aboa t a cable received from Buck, !'roc wh ich t ho 
r ollowing is an excerpt: 

"He (Kung)ia concer ned over rumor 
of Canton Government ' o approaching lla­
tlonal City Bank of Hong Ko05 for loan 
with &ilver ae security since can ton ' s 
silver i s reserve t or note ioeuc . He 
18 anxi ous t o know National Bank ' s a t ti­
t ude 1n caee you nave lnformPti on. • 

ffii ,Jr. made the s uggestion that he was going t o call 
Rentecnler , but Lochhead did no t t hlnk well or lt because 
•c did not feel t hat the secretary would ~&nt to put him­
eel!' in the poel t!on of aeklne; the liat.ional City not to do 
i t . Taylor, on the otner hand, called~. ~orgentbeu's 
qttent.lon to the f act that thie wao a political e1t.uat1on 
and ~ondered if ~.Jr. wanted to t~~ p~rt 1n it. 

ID!,Jr. t old Taylor thD.t i n order to help t he llankl ng 
O?v~rnment he would go t he limit; t hat as long as be wae 
ln the midst of thi s fight he would have no hes i t ati on i n 
aoklng the Nati onal City not t o make the loan l f it really 
would help t he Nanking Government . He said he would not 
tell ur. Rentschler not to do it , but he would put 1t so 
thPt he V/Ould leave it t o the d1Gcretlon of the National 
City . 
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Attached ere copiee or Loch ,ecd 1 ~ ce~orandum to t he 
Secr • t ry , Buck ' s cable and cecoranda or two cables r eceived 
tr·~ tno offize or the Tree ury Attacoe at Shanghai. 

~anscript o!' the telepnone converset ion between the 
~ecretery and ur . Rentschler f ollows : 

m., Jr.: !iello . 

Gordon Rent schler: Hello; good corntne, how :u·e you1 

H!l,Jr.: 

!lr. R. : 

HU,Jr. : 

I 'm fine , how aro you1 

Very good , indeed. 

ur. Rent.Gcnler, I've got a matter which has been 
brougnt to cy at~entlon end I d;n'~ know whet her 
you are tam111nr with 1 t or not . And t.hB t is tbn~ 
your br anch in Hong Kong has been appr oached by 
Canton authorities --
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- 2-

:,:r. R.: Yer:; . 
HU ,Jr . : 1n connection w1th a loan on Chinese - Canton 

money , see? 

~. R.: Yes , I see . 
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HM,Jr .: Now, seven hundred - - I ' l l read you w'l'..at I' ve got . 

Ur . !\. : Yes. 
Hl!,Jr. : It says , "'rhe llnt1onnl City Bank, U~:ow York, advlced 

th t their. Eons Kong Ot t1oe w11o cpprosched by Canton 
autaor1t1es tor a loan in Hong Kong dol lar s equiva­
lent to 2t million standard Cni neee dollarc 

:;r . !\. : Yes . 
m.! , J r .: which would be in t.lle nol.gllbornood of 750,000 U.S. 

dollars . The collateral was t o be Chinese s t andard 
a1lver dollars . 

!.:r . R.: Yea. 
HI.!, Jr .: Tnon 1.t goes on -- we got thi s informati on f rom one 

ot your men -

!.!r. R.: Yes . 

~J ,Jr .: Tne City bank quoted t hei r terms but have heard 
notning further from tho Cnnton author1t1es . Trtc 
C1.ty Bank gave t he i mpressi on and so for th that thei r 
teras quoted were or such a nature that 1t ~as not 
conceivable that t~ey wo uld be acce,table to the 
Canton authorities . 

,.~ - . R. : 

HL! ,Jr. : 

!.!r. R.: 

H'..! ,Jr. : 

Yo&. 
llo , her e i s the point. As you know, we 've been 
oonduct1ng negot 1at1.ono witn r ppr esent ativee or 
the J<anki ng Gov~rnment and tney put this t hing up 
squarelY t o me . 

Yes . 
I n ot ner wordc, trey don 't any 1.t 1n eo many worda , 
but almont -- I s a llation3.l Bank golnS to make a 
l oen to t he cant on people when tho ~aDkins peo~lc 
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are about to call a oonet ary confer ence e:u-ly 1n 
~ay 1n wn1ch t hey are 1nv1t 1ng the Canton people 
to p!lrt1c1pate? 

I.:r . R:: Yea. 

64 

~,Jr .; Now, I "ould appreci ate 1t 11' you 'd per sonally look 
1nto th1o thing, oee? 

ur. R. : Yes , I will. Uy o~f h~nd guess 1s that there 1a 
some error about it somewhere because I don ' t thi nk 
~1e would be interested 1n ~k1ng that loan. 

n:.:,Jr .; Well, lf you could lool• --

~ . R.: I'll check 1t right awny . 

~.Jr. : And then I ' ll be back here between three and four 
etand&rd time. 

Hr . R. : Three and four stc.ndard? I'll call you t hen . 

HJ.! ,Jr.: Yea, and 

Ur . R.; I ' ll have all t he i nformat i on by that t1me. 

~1,Jr .: I ' d appreciate 1t. And t no other thing 1G, I've 
got to so up on tho Hill to testify Thursday morning. 

!!r. R. : Yes. 

Hl:,Jr.: t:ow, I wondered -- and re have CGb1net Tnursday 
afternoon, so would Friday be j ust a s good tor you! 

Ur. R.; Oh, yes , j ust as good. 

!il:,Jr.; \fell , let' G j uct aake 1t. t.wenty-~our hours later. 

llr . R.: Fine, I'll be deli ght ed to do that . 

~,Jl'd How ' s tnat? 

!.!r . R. ; That suits f!ne . 

HU ,Jr .: And will you call mo between three ~nd f our s tandard? 

~. R.: Yee, I'll c~ll you between three and f our th1s afternoon. 

HU,Jr .: Tnank you, very much. 
!!r. R. : All rlgnt., flne . 
IC!,Jr. : T.'lllnlt you . 
1~ . ~.: That's all r1gbt .• 
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COPY 

25 April, 19~6 

Spagent, Shanhni, Ch1na 
Secret3rY of tho Treasury 

ss 

Ueseage from Buck. Kung states time limit for exchanging 
eilvor coin into legal t ender notes will be extended . He 1e 
concerned over rumor of Canton Government' s approaching t<at. 1oMl 
C1ty Sank of Hong Kons for l oan ~it.h silver as security since 
Ctnton ' a s ilver i s recerve tor note 1aoue. He 1s anxious t.o 
kl ,r l:•.tional Sank ' s attitude in CI\!IC you nave information . 
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To : 

From: 

The Secretary 

!~ . Lochhead 

April 27, 1936 

Tne Nat i onal City Bank, New York, advised thr.t their 

Hvnc Kong Office was approached by Canton authorit1ee f or 

a lo~n 1n Hone Kong dollaro equivalent to 2- l/2 mill i on 

~tandard Cnlneac dollars, wntcn would be i n t he ~etghoor­

nood of 750,000 U. S. Dollar& . Tno col .a~eral was to be 

C~tneee st andard silver doll8re . The Ci~Y Bank quoted 

ss 

t ,e1r terM& but have heard noth1 e tur~ner from the Canton 

autnorittee . The CitY Bonk gave tno 1mpresoion t~~t the 

terms quoted by them v1cre of ouch ~ n~ture that 1t wao not 

conoolvable that they woul d be a ooept nble to the Canton 

au t hori ties. T~is would be t he natural course t o follow 

reth~r than to give an absolute ref uoal t o the proposition . 
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Tuesday 
April 28, 19J6 

Gordon 
Rentschler: Mr. Secretary? 

Illol j r : 

R: 

!BIJr: 

R: 

Hlljr : 

R: 

I!Yjr: 

R: 

Hello, Kr. Rentschler 

Yes, we got our wire back from China 

Yes 

That l oan has not been ~ade because t hey did not 
accept our terms . 

Yes 

And of course we•ll handle it fro~ now on because 
it's withdrawn. 

It's withdrawn? 

Yes - we'll Just - we won't renew the offer t o the~. 

l!lljr: I see. 

R: So that it will be handled 
not be done. 

and it will 

Hlljr: It ' ll be handled how? 

R: 

Hlljr : 

R: 

l!lljr: 

R: 

Hlljr: 

R: 

HliJr: 

R: 

I say it will be handled so that it will not 
will not be made. 

the loan 

Well would it be - will your people notifY the 
Nanking Government to that effect? 

Yes , if you wo~ld like for us to. 

I wish you would. Do you mind if I tell the- here that 
they're going to bear from you. 

Yes, you tell them that - you tell them Just that and 
I 1ll be glad to tell our people in Nanking the same t hing. 

Yes - and I can tell them that you will not make any 
loans - ? 

That 1 s right. 

Well , that's playing ball. 

And you tell them that 
know. 

will let Nanking 

HliJr: Right - now, Just while I got you on the wire 
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Jljr : 

R: 

Riljr : 

R: 

IIIIJ r: 

R: 

I!'.IJr: 

'1 : 

dlljr: 

R: 

l!lljr: 

R: 

HIIJr : 

A: 

HIIJr : 

R: 

W.j r : 

R: 

11'~Jr: 

-2-

Yes 

Have you neard - have you heard anything at al l as to 
the interpretation of this latest move of putting General 
Goering in charge? 

No - we 1 re trying to find out now - and we • re rather 
hopeful that one of our fellows will pr~bably come out 
to either London or Paris where we can talk to him on 
the telephone. 

Well, if you get anything would you call me yourself? 

Yes , indeed I will. 

Because I ' m very very much interested. 

Yes , we 'll very likely get some kind of information -
then I 1ll give you a ring on it. 

Thank you 

So far we haven •t been able to appraise it. 

Well, neither have we. 

We don ' t like it. 

No 

(Laughter) All right 

If you hear 

-Whatever we hear I 1 ll give you a ring . 

Right 

All right 

Thank you 

Bye bye 

Goodbye. 
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CAl'!.£ RECE:I'T"o.D FRO!.! OFPIC£ OF T:\Et.S''RY AT'!'ACHE 
AT S".Al'GAAI 

67 

un~orstand Cr.nton government represent~tive approacnod 
local t!at1onal C1ty Bank tor l oan tor industrial development. 
~n South Cntne. Reliably lntonoed Canton government has on 
nand small Canton silver coins valued at H~ngkong dollars 
100 mill i on . Additional 100 mill i on being held by local Can­
ton merchant s and ot.ner sroups . Cnnton gover nment evidently 
t.rying to borrow against silver they now hol d . As On1nn oll­
ver co1ns oan not be exported from Oh1na w1tnout approval of 
Nanking government , only alternative would be !Janking govern­
ment to take over canton currency . 

Later: 
Continutng our cable regarding loans sought by Canton 

government . Reliable lnforcat.ion ae follows . When Hon~kong 
!Oanl).f'er or ::at1onal City 3ank o! :l·w York visited Canton last 
wee~ he ~aa approacned by S~D'TSOIWO {Chen Wei cnow) head of 
Kwang Tung ? rov1ncial Bank of C~nton and S!E Hongkong manager 
of r.wang Tung ?rovinc1al Bank t or l oan tor industrial devel­
opment of South Cnina . They wish to borrow as much as pos s ible 
against. Canton s ilver co1n they n~w hold 1n Canton valued at 
over Hongkong 100 m1111on dollors . Understand Canton gover n­
ment does not want to have ourrenoy taken over by Nanking. 
Ateo understand t.ney first approached Hongkong and Shangnsi 
Banki ng Corporation to sell Dilver and tnon wanted loan but 
were refused. 
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JOR m.J•SE, IIORllliiG liEISP.APIRS, 
yon4Ar. April 2? , 1936. 

'laohin&ton 

Prase Service 
No. 7-25 

'lbe Secretazy of tile 'l'reaaury todq announced tllet the four llundr'd million 

4ollar ODMk, maturity value , of aales of Savlnga Bonda llad been paaae4. Since 

tho !!rat issuance of theae bonda on llarcll 1, 1935 tllrouD> April 18, 1936, caah 

aelaa of $310 ,081 ,930.96 have been received. Aa Savinca Bonds are ao1d on a 

dlacount basis and increaae in ten years through accumulated interest to a total 

33-1/3'{. greater than the pu.rcbaae price, thh caah eale repr esents a matur1t7 

value of approximate})' $413,442, 574. 62 . 

~In& the firat year in which Savinca Bonda were offered to the public , 

llarcb 1, 1935 to llarch 1, 1936, aales amounted to a ~~&turlty value of eppr ox-

laatel7 $361, 561,975.00. 

The January 1936 salea IU'e the largest for NVf 111onth to date, r epreaenting 

a maturity value of $61,864,933. 59. The higheet dally record waa reached on 

January 13, 1936, when receipta by the 'l'relUIUl'er of the United Statu !or SaYln&a 

Bonda represented a maturity value of $4,313,874,08 for tbia siJl&le dq. 

The avera&e sale of Savinga Bonds, includinc d1rect-b7-:oail ealeo f~r each 

working day since the honda ware flrat offered, averBgoa in exceaa of 

$1 ,000, 000 ,00, matur1t:f vt\luo. 

The Socrctar,- of the 'l'reoaury also announced t hat, aupplementlng tho aale 

of United States Savln&a Bonde by the Post Officoa, arrangeDGnh have been •ada 

Md acreed upon wheroby tho Jcdcral Reserve Banka are alJio doslgnated aalea 

e&enta , 'l'be Reserve Banka will iaaue thD Savin&• Bonda upon Application b)' ail 

• n ordor blMka furniahed h:f tJ.1 poat110stora . The Roaervo Bf\llke will nccept 

poraonal checks , eubjoct to collection, 1n payment or the iaaue prieoa. Applic&­

tlon for Snvlfl8s Bonde IDO:f alao bo made by call t o the 'l're<lsurer of the United 
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s~tu accompanied bT peraonal c!leelc. 

!be new plan w1ll erpedi te isSWUlce of Sl\vlnc• Bonds t o purebaaera tanderln( 

peraonal checka. Poatmaotera will furnish envelope• addressed to the appropriate 

Federal Reserve Bank to tnoae purchasers who tender poroonal cheek a . Such pat­

r ona w111 be advised t o draw checks to the order of the Treasurer of the United 

St atea . 

!be new aervice w111 aid tl:<>ae vho heel tate to carry cash on their persona 

In order to purcbaae Savlnca Bonde at local Poet OfCicea. 

The aituatlon which reaul tad in aome quartera. vben at first \Yorld t"ar 

.A.d.Juoted S~>·vico Bonds wero CQnfused wl th United States Savings Bonde, is 

oloarlng, according to Indications . As .A.djuohtl S"~·vice bonds to bo 1 .. uad In 

the denomination of $50 , and United Statsa Savlnga Bonde, issued In donominatlona 

of $25, $50, $100, $500 and $1,000, are both popularll' referred to "' 1B~T 

Bonde" ao~e confusion exlated. They are, of course, two aeparl\te laauea. 

A tabulntion of aRlee by States for the flrat full yenr of Sovine• Bond 

offerlnga Indicates thnt tho State of Illinois lol\da tho country in aalea in tho 

M>Ount of $34,351,300, 1111\turH:r value. Ne\7 York State 1a aecord "1 th $24,777,536. 

Ohio Ia naxt In order , 

The Secretary or the Troaoury lll!phashea that the thousands of l no·eatore 

who Cl8de the legal aaxiiiiUIII purchase during the calend.!\r year 1935 ($10 ,000 

~~aturl ty value for llJl3 one cAlendar year) are el161ble to moke slmlltU" maxillllllll 

purchaaoa Cor the calendar year 1936. 'l.'bia holds true nbether the purchaee h 

"ado for Individual holdin~:e or whether the bond• are purchased by truateea or 

cuardlnna for eatatea or inst itut ions . 

'l'he !lxad cnah redemption values, whleb are naver leas tbM t he purchaae 

price, are printed on the face ~f each United States Savings Bond. 

~eao fixed redamptlon values remove those aecuritioa froo any poaalbtlit;r 

ot prlco fluctunt!on nnd pernit the Investor to pl nn for deffn!te aoounta !or 

apeelflc future needa on or boforo the mnturitv• of tho bonds. 
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Redomptions from Warch 1 , 1?35 to April 15, 1936 total $7 , 900 ,000 , or 

appr <>ximate1y ?,-l/2'/t o f the total ealoo. 

!n ?Wner ?fa United State• Savings Bond m-r not only redeem hia bond in 

rull . at any time .Uter olxty 4-ra fro:> issue dete , but if he 1e the owner or 

a bond with a greater race •lllue tluul the minillllll race Yalue of $25, he m-r, 

in un1 ta of $25, maturity value, redeem any poru~n or hi a bond anll new bondo 

for tbQ remainder, dated back to correspond wi til the original bonl, , will be 

lnued. 

On !larch 4, 1936, the Secret8l")' of the Treasury hsued, bec'lllee or the 

Increasing •olume of saloo, an ('rder creating the Division of ~"•inc• Bond• or 

tho 'l're~>sur:r Department. 'l!hle Dhhion comes under the supeni oion of 

Kr. Weyne c. 'l'aylor, ! soiotant Secretary of tho Treasury, in charge of fioeal 

1\ffl\i rs . 

Katuri ty vt>lue ~f ot>los of United Stntoa St\VIngo Bonde in tho eeverl\l 

Stateo And Posaoae!ona, k~eh lat, 1935 to Karch lot, 1~36, ~ranged in tho 

ordor or their total salos f"r the first year were: 
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\IJI'11P ST.L'l'IS 5AVlliGS !Q!!J)S 

Stptet tor tbe Per iod M&rcb 1 . 1935 to MA£cb 1 . Sales bT 1936 
Maturi t.:r yo}ue 

~ 
U l1noh- .. - - - - - - - - - - - - - - - - - - -
New York - - - - - - - - - - - - - - - - - - - -
Ohio - - - - - - - - - - - - - - - - - - - - - -
Dlltri ct of Columbia (Includet mail order al\lee) .. 
llluouri- - - - - - - - - - - - - - - - - ........ 
Iowa - - - - - - - - - - - - - - - - .. 
PeM.Yl 'fonia - - - - - .. .. .. .. .. ____ _ 
lliiUII!Oto- - - - - - - - .. .. .. .. _ .. ...... 
ltMta! - - - - - - - - - - - - - - - - - -
TtXAI - - ---- ---- ----
llicbipn - - - - - - - - - - - -
Californi a - - - - - - ........ _ 
Indiana - - - - - - - - -
Yi ecooeln- - - - - - - - - - - -
Mebraoka - - - - - - - -
Cklaboaa - - - - - ........ 
llau e.chuaetts- - - - - - ...... _ 
W&eh lngton - - - - - - - - - - .. 
Ne• J orooy - - - - .. _ ...... _ .... __ .. 
lt.,.tuclcy - - - - - - - - .. .. .. .. .. ___ .. 
Nor th Carolina - - - .. .. .. .. .. .. __ .... _ .. 
Ore&')n - - - - - .. - - .... .. .... __ ...... _ .... .. 
Colorado - - - - - - - - - - - - - - - - - - - - -
ll11t Virginia- - - - - - - - - - - - - -
Tennl!tee- - - - - - - - - - - - - - - - - - - - -
Vlrr;inia - - - .... - - - - - - - - - - - - - - - -
Flor i da - - - - - - - - - - - - - - - .. - - - - -
Georgia • - - - ...... ...... .. ...... - _ .. __ .. 
llontona - - - - .. - - .. - - - - .. - - - - - -
Nortb Dllkot a - - - - - - - - - - -
l.rkont aa - - .. - __ .. .. .. 
Louisiana - - - - - - - -
South Dakota - - - ...... -
Usryland - - - - - - - -
llittittipp1- - - - - - - - - - - -
J.labema.- - - - - - - - - - - - - - - -
South Carolina - .. - - ...... - .. - - -
Connecticu t- - - - - - .. - - - - -

- ----
- ----
----

Maine- .. .. .. .. _ _ _ _ _ _ _ __ .. _ _ _ .. 

Utllh - - - - - - - .. .. .. - - - - - - - -Idaho- - .. - .. _ .. .. .. ____ _ - -- -
I)'OIIIi ng.. - .. _ _ _ .. .. ...... 
Wow Mexico _ _ _ .. _ .. .. _ .. _ _ 
J.rizona ...... __ .. _ .. __ - - - -
lew Hampthl re- - - .. .. .. - -
l!hodt 1 aland - .. .. .. .. .. - - - - -Venaoot _ _ _ _ _ _ ____ _ 

liiYada - - - - - - - -llawa11 - .. _ _ _ .. .. _ .. _ .. _ .. 
Delaware - _ .... _ .. _ .......... .. 
Alealc:a .. .. _ _ _ _ .. _ _ .. __ .. .. .. .. .. 

Puerto Rico- - - ...... - - .. - - - - - - - - -Virgin Ialands _ .......... _____ _ ___ - .... 

SNK>a - - - - - - - - - - - - - - -
Ouam - - - - - - - - - - - - - - - - - - - - -

~to.l 12 son~ 
34,351,300. 
24, 7?7. 5e16, 67 
22, 552, 20().00 
19, 837, .!25.00 
19,300, 975. 00 
18,113, 7[{) .00 
17,218, 075,00 
16, 166,538.33 
15, 573,200.00 
14,783,700,00 
14, 571, 425. 00 
14,407,825.00 
12,94.3,625,00 
12 ,202, 275,00 

9, 250,625,00 
6,248,QOO.OO 
6,040,100,00 
5,311, 1?5,00 
5 ,300, 575. 00 
4,954,4.25.00 
4,8?0, 125.00 
4,51~. 750.00 
4 ,362,800. 00 
4,246,225.00 
3 , 879,900.00 
3,857, 175. 00 
3 ,810,075. 00 
3 , 696,375.00 
3,680,100.00 
3 ,416,3?5,00 
2 , ?12, 925,00 
2 , 688. 400. 00 
2,6?0,625.00 
2, 661, 775,00 
2,411,900.00 
1, 936, 650.00 
1 ,847,275.00 
1,454,825, 00 
],,285,~,00 
1,068, 100,00 
1 ,049 ,800,00 

817, 650,00 
790,425.00 
786,000.00 
7?8 ,050,00 
?76, 900.00 
54-l, 750.00 
435,050.00 
242,725. 00 
157,125.00 
100, 625. 00 

60 ,175,00 
33,900,00 

6,3?5. 00 

-------------------
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Sta te•nt of SacrGtar.t llorgenthe u before the 

Senate FiiiiUlce Ca..ittee, April 27,1936. 

It is "'¥ mderatandlng that your Co..Utte .. hea >:at to conaider 

tbe tal: proposal.e contained in the Preaideut' a •aaaae t o tbe Conaraaa 

ot l!areb 3rd, in order to insure proapt acti on when a bUl to cive ef­

fect to these proposals eball ban been received froa tbe Houee of 

Reprosentetives . I waleoaa the opportunity to appear end diseuse tbeee 

proposals rltb )OU and to preaent the Treasury' a vinpoint, because it 

aaema to me sxtremely 1aportallt that euppleMntal sources of re ... nue be 

proYided in order that w:e 11J8;f -.i.ntldn the intearity of the Pres1d8Dt1 e 

Budaet or January 6th t.bd thereby keep faith rltb innstors in the 

Government's obligations. 

The Treasury fortunately baa been able to borrow without difficulty 

the &I>Ounts necessary to finance the recovery procram and has been able to 

obtain these loe.ns at eteadil.y decreasing interest rates . So aharp in 

tact has been the reduction in interest r atea on nn borrcnrinCa that the 

annuol interest charcee on tbe public debt arc today no areeter than were 

tbo cbarcea aoae ten yeara ago on an aao\mt ot national debt leas by sOld 

eleven billions of dollars than tbe present debt. Tbe maintenance ot this 

satisfactory 81tuat1on, bawever, wUl depend upon scrupulous adherence to 

an orderly prograa lool<1zl& to a lalanca or the federal blJd&et Just aa a0<10 

aa tba needs and ahilltiota or our people .alta tbat pouible aDd th~er 

upon a s teady reduction in the public debt. 

In his Bwget lleoaaae of Je.nuary IS, 1936, tbe President made this 
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atatecenta •rr the Congress enacts legislAtion at the coming session 

which dll impose additional cbe.rges upon the Treeaury, for which pro­

Yiaion is not already •d• in tbia Buiget , I strongly ur~;a tbe.t addi­

U onel taxes be pro'fided to coYer such cbe.rsea. It 1a iaportant .., .... 

e~terce tro:n the depression that no n"" activities be added to the oo ... rn­

ment unless proYiaion ia made for additional revenue t o meet their coat. • 

At another po~nt in the same message tho President saida "It is 

pertinent to repeat hera a statement appearin& in the Summation of the 

19S6 Budget• •Estiatea or receipts conteaplata continued collecticm 

of proceeeing taxes . U the attack • hich baa been aada npon this Act 

1a 8110tained, ..-e 'rlll baYe to face the problea or fin&ncin& eziatin& 

contr~cts for benefit payments out of soil& fora of new taxes . •• On tbe 

vt¥cy day that the Preuident •a Buig.rt. !.lee cage u.a rood to the Congre&a 

tba Supr- Court ot the United States ro:ndered a decision holdin& the 

J.&ricultural Ad.jnstaoent Act mconstitution&l. Since that date the 

Congress bas enacted, over the President' a Yeto, the Adjusted COIIpansa­

tion Pa111ent Act of 19S6, which requires paTJ~~C~nt, baginn1ng on Jmo 15th, 

of the entire amounts , which were to be due in 194.5, <ln the Veterans' 

o:djusted aerYice certificates. The additional cost of a&k1ng thea• pay­

Mota this year , when distributed oYer the next nine years to tbe due 

date of the certificates, co:oea to approxia&tely $120,000,000 a year . 

The Congress bas enacted aaendaents to tbe SoU ConaerY&tion Act whieb 

proTide tor carrying on a continuing prosr&a or coneerYOtion of tba 
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Nntion ' s agricultural. resources at an esti~~ated coat of approxiata}J 

$500, 000,000 a )&ar. 

thus to cont'o,.. to the governaent' a tin&Dcial. prograa, as set 

forth in the President' a Budget ILessage , n ob&l.l need to prorl<le 

additionaJ. continuinC revenue of e&20,000,000 annuo.lly to 11188t these 

expenditures . We sball a.lso have to find meana of recouping approxi­

mately $517,000,000 of revenue aacriticed in the current fiscal year 

because of the inva.lidation of the Agricultural Adjustment Act. 

The sua of these events ll8all8 that it ia urgent}J necesaery 

that the Congreaa prorl<le• First , $500, 000, 000 annua.lly of continuing 

replacement revenue; second, $120, 0001000 or supplemental revenl» 

annlllllly for nine yeara1 third, approxiJNt.tely tsl7 , 000, 000 of reiao­

buraement revenue •ithin the next f.,. years to replace the proceeainc 

taxes lest in this current y.ar. 

the Pre:sident in o..U1n!ng tbeee oeeda auueated three aourcu 

of revenue which could be ll!lde uallable for the purpose . The firet 

of these suggestions •aa f or processing taxes on agricultural. products , 

at lower rates and distributed over a broader base than the similar 

taxea under 'the Agricultural Adjustllent Act . The aecood waa a apecial. 

fo,.. of incOIMI tax , deacr ibed es a •windfall" tax, on the m,Juat en­

ricb:lent accruing t o aOM corporations and indi'lidllala as a r eault ot 

t heir escape troa the payaent of proeeaainc taxee. The &JIO\alt ot the 
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proeeesl%111 taxes oue prior to J&OIIIlr7 6th, which bad thus eacap..s 

eae approxiJ!I&tely $237, 000,000. 

Tbo third suggestion, and the one of major importnnce, waa 

tor a reviaion of our system of corporation taxes . It eas proposed 

bf the President that the three existing toraa ot corporate taxes be 

repealed. Tbess inclllde tho capital atoell: tax, the excess profits 

tax, and the corporation incoae tax. Tbe President proposed that 

there be substituted for theae taxes a tax upon that portion or cor­

poration inooae which i s not distributed to stockholders in dirldenda 

and that at the SUle time the present u-.ption troa the norme.l incoM 

tax of four per cent of diYidenda reoei'red by individmls troll corpor-

ation• bA repealed. 

I shall deal more fully a little later on with the purpos"s end 

JDOrits of these proposals . Just no• because of the fact that tb~ 

bas been eo aucb that is inaccurate written and spoken about the oriiin 

of thea• s"'&eationa I would Ull:e to apeelt pl•lnly about the ..nner in 

ehieb tax proposals gene~ are oriJineted and aore particularly about 

tl>e origin of the s~estion of &II tmdiatributed eerninga tu:. It 1& 

a fact tbat I bardl.y nMCi t o atreaa to the -bera of tbia eo.ittH 

that our tax structure bas been frequently cbanged as new conditione 

and on needs have arisen and that oontinuinll atmy i s being given to 

i t, not only by the Treaeucy Departaent but by the members of tb1a 

C..-ittee, by tbe .-bers of the Co.-itt .. on W.ya and Ileana of the 
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Hou:e of Representatives and by the experts of the Congress on tax 

leaialation. The need for continuoua study constantly arises rroa 

tba application of new rates, or the effect of cbuniing conditione 

oo tbe application of old rates ; and S\ligest1ons for amendment and 

betterment ar~ constantly being received by the President, by the 

Coaittees of the Congress and by the treasury Depe.rt.unt . t he slO\XIy 

or tba tax J.aws is not a sporadic Mttar, either in the Congress or 
• 

the Executin Departments of the Governaent. the treasury aust con­

stantly ll&int&in a st.aff of experts whose co04tant duty is the st.u!7 

or the probal)ly yields and effects of nrioua on and <..d.•ting foru 

of tuation. 

It waa because of this continuing stud;r that, when the need 

for replacement and supplemental revenues became apparent , sa a re-• 
ault of tbo events that followed tbe presentati on of the President' a 

Buda•t lleaaage , tba treasury Departaent wu able to supply for t bt 

Pre&idsnt'a consid~ration the facts on a variet;y of auggestiona tor 

olrt• 'n'nc additicmal. reve111J8s. These alt."1'118t1Yea were not li.llited 

to tho slli&eat1ona which the President •d• in his tax usssge or 
March llrd. Tha.Y incluled a nu:Dber of possible sources of revenue 

which had been atulied in tbe llabt of experience with the reven\18 

1&1.·8. 

72 

Let ua refer particularly to the slllllaation for an tmdietri­

buted corporation earni.n&& tax. tho notion that this is a nonl acb•• • 

new t o the tree.sllrY st.uients of taxation and artfull7 brought f onard 
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tor aoae obscure purpose, ignores coaplotell' lODiStl>ndin& deportaental. 

practice and the history and develo~ent ot income taxation 1D thia 

country . Act~ the propoaa.l is one which bas been the subject of 

at\ll!y tor 11111.1~ yoars in the Trea~ury Depe.rtoent &nd bas been diacu:sood 

aod atrongly advocated , not only in the raven»> co111111tteea but on t he 

tloor of Congress , on various ooca.dona dated b&clt lllllDY years . 

The principles incorporated in the present proposal raceind 

the &ttenti on ot the Congress in the earliest period ot federal. inc.,.. 

tuation, the :;ears 1862-lSn. At tb&t t1ae Collir••• pro'rl<ied tbat 
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the &aiDa end profits of corpor&tiona should be incliXied in the &DlluU 

p .ina, profit or income of any person entitled to them, 11'hather divided 

or undivided. Tb&t ple:n would bave merits tl>day but there are varrier~ 

to giving it effect, which I need not enlarge upon now. 

Shortll' before and wbila the revenue act of 1921 was 1.11Cler con­

sideration, a proposal, identical in principle with the President's 

a\lCjteation, raeeiTed tbm wideapre&d attention ot rapreaentat1Yea o! 

or~:anised business, Ueabers ot Congroaa and the treasury Department. 

It na, in fact, presented aa & substitute tor the corporation tax 1n 

th& r&YeD\18 bill then pendil>g , tollS debAted 1D Ca.ittee of the whole 

of t ho Senate and ns supported generally by the llaabers of the 111Dority 

party and others in a vote of the Oollllittea of the \Pinola. Iil a aoaftb&t 

aocl.ifiad form it was incorporated in a bUl paeaad by the senate 1D 1924. 

A recomeendatlon incorporatilli tb18 principle aae made by SecretarY ot 

tbe Treasury Houston 1n h18 &nnl&l Report tor the year 1920. 
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'!'he atatuo of the Pralident ' • propooalo todaJ' 1e that e bill 

incorporating two ot them ht•• been reported to the Rouoe of l!epreoenta­

thu b7 the Co~ttea on I~• and lltl&%lo . I h&n no doubt that :rou will 

wioh to uaa th1o propooad bill larQ!l:r &o & bao1o tor :rour 4ioeut~~iono 

in thlo Comoittee; conoeqa4ntl;y, I thall d&Yote ooma attention t o it. 

On a tirot reac!i.ll~ of the Coomlttaa ' o draft o1 the bill I .,. 

i mpreooed 'b:r the great uount o1 thOU&btf'ul otwl:r and det&1le4 l&bor 

t hat h&s gone into ito prel)l\ration, I feel th&t the Cbairmaa &114 •­

bero of that Committee , tor t he lll8lll1er in which the:r hen &CCOI!Ipl1ohe4 

.., extreCIOl:r difficult talk 1Ja a nr:r liaitad tt.e, duane unstated 

praise. !he bUl •- to - to be wboll;y Juot 1Ja the p r1Jac1pleo 

which it appliea &114 I hepe that thee• pri11Ciphe ud the generol out­

l i ne• of the Bouse bill will be tollo~ed in the let;1slation th&t is 

ti!ll>ll;y enacted. Tour Oolllllittee will no doubt wioh to bet;ill ito eoD­

o1derat1on of the nbJact b7 GlliDining the adequoey of the rnenueo to 

be upectecl rr- t he bill aa p roposecl to the !lou•• of l!epreoent&t1 ..... 

111 co:llpllrioon wi th the President ' • eotlmatoo of the r.-rtuiU8a required. 

'lh&t we are att.-pUnc to do, in the liellt of the Preo1dant' s 

recommendAtions, 1s to redreo o as na&rl;r ae potoible the deficienoieo 

in the Budget eotimateo of revenue caused b;y the ~iaultural Adjustment 

Act deebian and 'he t.Mdiah ~t of the bonue . ObY1cr.al:r we can 

not expect t o reotore the Budcat axaetl;y t o the eonditinn it was 1a 

before theae eTenh occun'&d. l e cen cot , for iut&nce, reotoM 1a 

th1o :rear t he rennuaa t hat ,.. h&'f8 loot 1Ja t lth ;yaar. l e a&7 find 1t 

i11poeeible without doinc crea t and \lllJI.Cesoa..-:r Tiolance t o our rannua 
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otructuro IUld cauo1nc un~ hardship, to obte.in tor the !ileal yoa:r 

1937 the tull &mount of revenue necoooal')'l (a) ! o recoup on .. t hird or 

110ro of the $517, 000,000 of proceoa1ng taxeo loat thio year; (b) to 

proYide $120,000 ,000 for l i quidation of t he bonus P&7D8Qt; and (c) t o 

mao t:t:o $500,000,000 of ronnue naoded for aqiculture. But it 

•• .,.. to me we ehould ooek to adhere to tb.&t procraa ao clooely ae 

poaei blo. 

!'he t s.x bill ao reported by the 1Jaya IUld IIIIUlo Coamittee of the 

!ouae h estimated by t he 'l'rea8UZ'7 t o yield addl tioll&l reTanue aa f ol­

lower (a) !fat continuing reYenue of $623 ,000, 000 yearly :troa a tax 

on corporate ea.rninp, u4 (b) net tamporary rnenua of $180,000,000 

froca a windfall ts.x and t emporal')' extonaion of tho capital otoclc tu. 

!he tampora.ey r rtenuo to be expected 1a dirtded aa follonr 

Jr011 tho unJust enricbl:lent tax, $100, 000, 000; froca the temporal')' .,... 

t anaion of the capi tal atock tax tor one year at one half of the proaoat 

rate, $80,000,000. 

ln consequence thia bill ahoold tully proYido the . 620,000, 000 

needed to hke care of tho pen~ADent acricul tunl procraa aad the annual 

financing of the pay'IMnt of the aoldiora • bonus. I t tully prodded 

for t ho firs t year of a three year period tor recouping tho loaa of 

·~17 ,000,000 of p rocoaaing ta.xea loot duriDc tho fiaeal year 1936. It 

dooo not p r orldo &117 tiiiiJ)Or&r7 r oT8111181 tor the two raccoedinc YOIJ'I 

75 

t o mooke up the balance of the $517,000,000 of t-rtUT rneii!Uia doairod. 

!hh doficioncy 11 a'PJlrox1-tol7 P37,ooo,ooo. 
'!'he eeti-tod yield of $623,000,000 from tho tax on corporate 

oarninp aasumea th8t th h t a:< hu bocoa:o tully oporaUn. During 
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the ! t rot year there will be , of couree , eome 1ft~ in t he col lection or 

thh tax, ao 11 ueua111 true when t3Jrea are lhitted trCIIl o""' baeh to 

anot her, ~ utent of t hie lac haa ben eatiloloted '117 the !'rl&ft%7 

to be $128, 0<Xl, OOO durin~ the ealenclu year 1937 , J.t tent1on he.e been 

ginn to t hla oubject '117 the 1'ayo end Ileana Collll11ttee and it 11 tll1 

underetel>db4 that tbe bill wheJI puaed '117 tha l!ou.e ~ contaiJI a pro­

ddon for brid&iJIC thia pp, 

I n cone1der111& tha adequacy of the reYeJilUI to be prortded 1D the 

1e&1alat1on which the Con&re•• enacte, we llhonld boar 1D lliDd eonatanily 

that t he Prea1dent 1 e recommend&tione were deai~ed eo1ely t o reetore the 

national Jlud&et to approxi!lahly He poe1t1on on January 3nl and t hat the 

h4&et 11 already out of balance for the !heal year 1937 with reapec t 

to approxi111ately t2,600 !Iilli one of eatitDated expend! tureo for relief, 

!hererore, 1t aeema t o me , that thia Co::D1 ttee aho\lld keep in t he fo..­

&rOUDd t hat t he bill , aa reported t o the l!ou.e , 11 appro:n-telr 

$337,000,000 ahort of aupplJin& in the nut t hree yeua t he h topo1'8.1'7 

revenuea eat 1M ted '117 the Preei dent to be urcenil7 neceeaerT, and aho\lld 

alao £1•• earneot conoideration t o the a8tter of t he lac 1D additional 

reoeipto of penaanent reYenu. atfectins receip ta f or t ha f iocal year 1937, 

I have referred to our obliption to keep faith wit h iJIYeetora ill 

Oovarno.ent aecurithe. !he Prelldct'• tax .... ...,.. .... oent t o the eo .... 

creu on 'l'ueod87, Karch 3rd. 011 llond&y, Karch 2114, the !re81UT7 ..,.de o.n 

7S 

ofteriq of 1~11! 7e&r !'reaiUTT bonda a t ~/-l per cent and 5--Jaar !reanTJ' 

notea a t 1-1/2 per cent tntereat, the t otal of the two o!!eriaca for ca~ 
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a:oountin& to $1 ,~,000, 000. !b.e booln on the two e&oh of!er1.np were 

clooed the nisbt of fbursdeJr , llarcb 5th, 1fith t he bondo nearl7 oi9!t 

tU.o crreriiUbocribed and the noteo e~ora t.ball the tioleo oYeroubecr ibed. 

I teal that the l'reai dent 1 a tax meoq'~"• which hG4 attracted 1fide atten­

tion durin& three of the tour ~· while thia ottari114 wee open to the 

poblic , had a ur,. illport&Dt bMrtD& on the axt..-1,- aatlataetor,. reoult 

ot t he fl11811Cin& and that thil fact ellhallceo our obl1t;ation to tilld rna­

nuoa in the amount recommended b7 tho l'reaident. 

7~ 

1\ 11 to be not ed that the blll aa reported to the l!OUJOe of Repra­

oent a tiYee , while tailin&, accordin& to our eetimateo, to n.1oe re•enuao 

1ft t he tull amount o""'4bt b)' the l'reeident , utilizea but two of hia three 

~atione. !be third -e tor the enactment ot proceaoint; taxa• on a 

b r oader base but with lower r a t ee than were in effect under the A&rtcul­

tural .ll!Justment .let . I call th1a potential aouree of a4d1t1onal re•enua 

t o 70ur attention apin. I feel oure that the Sacra~ of .t.crlculture 

atande read7 t o auppl7 nD7 informat ion )'ou maT dee1re on thio .nbJect 

which b&o been cathered in hil experience 1f1 th the application of a o!Jailar 

I ohall paeo on now to the conoideration ot the two ~otiose b7 

the l'ralident t hat ware •b.,d1ed !,J> the BOWie b i ll. J.a to t he propooed 

1filldtall tax, I thialt there 11 littlo that nae4 he laid. I han not hear4 

the Juatice ot thia tax • •r,. aerioualT queotioned. !here 11 no doubt 

whatnar t !>at the in.....Udetlon of the .t.crlcul tural .l.dJus-t Act, C01JPlad 

with the wi~oldln& of proeeaoln& taxeo aeerned prior t o lanuarr 6th, 
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bat raoul ted in W!Juet enr1ebment of a 11111 ted INtlber of per tone pd cor­

poraUont, It would be cro11l7 unt&lr to the pereone and corporation• 

who pe.id their proee11in4 tsxea u due up to t he tiM of the SUpr­

Court ' • dee111on and it would be unt&l r to the .l!Mriean conl18er, who 

ul u.-tel1 bore t he l>urde of the t&xet , not to r educe thla =Ju.t nrich­

••nt at mnch eo we can 'bJ t sxation, 

I t ake it for cranted that a windfall t ox , whet her on t he exact 

term• laid down in the bill p ending before the Bouae or under oome ot her 

tonnlation, rill be ID&eted 'bJ the Concreu. I atlliiM, too, that :rou 

rill t;he 110at eerioua eonlideretian to the -.tter of the detieieae:r 111 

the expected reYenua !ro:o the Bouae Bill at eoiiiJ)Ued with the Preoldent ' 1 

eetia:atea of the need, I turn , therefore , to the •o•t import&Dt featur. 

of the Hou.e propooolt embo~1ng the President ' • ·~•tiono, the p ropoted 

tax on corpor a t e income, end ohall conoider it froa the standpoint of t he 

l'a;ra end I!B&DI c-tttee bill , end in the lir)lt of obJection• that h&Ye 

been ratted &pinat the whole pr opoeal . 

!he principle of taxation accordin& t o ab111t7 to ~ h now well 

eatabllohed, not merely by haYing been written '1>7 -ndment into the 

Colle tt t ution of the United Stateo and oupported by twen\7 yeero of appli­

cation in aur t ax atructure, but by undoubted and unquaationed endoraement 

111d enpport b;r t he cHhena of thla Watton, !hrouD> lllCceasin chan&a• 

1n our tax lawa, howeYer, we h&Ye departed 1101t ter1onal7 f'r,.. a canaht•t 

111d Juot application of t he p rinci ple, l'e appl:r the prlnciple to 1ed1rt41iDl 

ineocos , whethor they aro obtained !rom intercet , renta, or ealariea, !roc 
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the profit• ot ind1Yidual buo1neoo enterprhe or troa parlnerehip under­

told~•· 1Je do not apply 1t to nrotl h gained troa corporate enterprhe, 

except 1n a manner which t&Xee oome oi Uune at unfair ly hid> rate• 8.114 

ct• e • t o other• t he oppor tunity to aYoid taxation oa a wholeeale ecala • . 
1Je apply penal t1ee t o the uae of t he corporate fora ot doi nc bueilleu, 

t'hich tax 1nequi tabl7 those corporetlone which are IIIBidl>g approx1&ahl7. 

tull dietribution of their earninge aad wbich tax their etockholdere a t 

d1 eproporUonatel.7 h&aYJ r a tu, but, at the ....,. ttm., n open a wide door 

or eocape and aYoidance of federal incoae taxation tor thoee wbo are in 

the poi1Uon to melee u ee of u. !bh door at aacape leads t o double 

advantage to men of lerte iacomee do1Dg bulineu through corporatione. 

!he tint epecial ad•aatate 1t 71•14• to theoa 11 that , throutlb with-

holding oiU"llin«tt, an4 po,ying t hem out onl.7 ae those in control elect, a 

corporation ie able to aYerage the earnillge aad the lo•••• ot ita et~ 

holder• over an i ndefinite per iod of years . !he indiYidual doea not haYe 

thie opportunity. If he h3d a large iacoce in 1929, tor 1netance, he paid 

i n 1930 a t&X beoed exactly on that 1929 income , in whetner bracket. of 

taxation it lllicl>t f all . I t he euttered heaYJ loaeee 1n 1930 aad 1931, he 

waa not able to make ~ deduction or obtain aD7 r otund ot t he taxea he 

had alread¥ pai d a1111 tor which be bed alread7 becoce liable OD hie 1929 

income. If that aame i ndiYidual ' • aot1Yit1 .. had been incorporated, he 

need ha•e peJ.d 1nd1Y1dual iacome tea• oDlT OD that portion ot hia ean­

i nga that he withdrew 1D the form of salary aad dhidende duri~ the soo4 

79 

Regraded Unclassified 



80 

- 13 -

T•&r t o ...,et hie current Deeda , and b7 witbhol diJI& the r~ndar be would 

hAve been ebla to o!faot the loaoea t hat he auatained in the two aue-

ceedin& 7eara. 'fhat 1a one door of n eape , and it ia ., aoat i.-por~t one. 

The aecon4 avenue of avoi4ance 1a in real ization of eo-called 

capital pJ.na. B7 witbholdin& earnlnca !roo dhtri'bution, a corporation 

build• ~ enhanced capital valuea which are reflected in the worth of ita 

at oelc. Attar a bloelc of t hat atoelc haa been held 1n the oripnal ownerahip 

!or a mmiber c! yeo.ra, 1t can be oold 0Ji4 tbe reaul tiD& gBina 1n value 

will be tuea at lonr r a tea than other aourcea of inc..... .u an 1natance, 

1! t he atoelc haa been h eld tor ten y eara and then eold oD17 ~ of the 

r eaul tine gB.ln from ita aale will be t axao aa income, and if the 1n4lv1d­

ual 1a aurt ax rateo han thus bean broupt a • high aa a braelcat of oo:' he 

will ~ a t ax equal to oDl7 1Bjl of the whole aaount of bia pin, 

llut t here la a · ... ry craa t nUII\bar of 1Datancea in which corpora te 

aarnln(ll have continued to pile up year after 71ar f or a far lollt;"r period 

than ten J&arl, conatant17 addinc to the eata taa of their individual 

ownera, without n er ha•lng bean eubject to an¥ aurtu taxation , 'but onl7 

to t he pr eaen t corporation inca""' tuea a t r atu never hi gher than 1~. 

lhet t hia me&na in aimple term• ie t he pr1•1le~ of reinYeatlnc earninca 

without the ~ent of aurta%ea upoD thea, a prlYUece of very IIJ'eBt 

aone ter;r •alue to thoae wboaa income• reach aurta% braelceta bipr than 

1~. !hh aeana &JITOM wboaa incoaa h mora thaD $22, 000 a 7a&Y• What 

are the dlmanaiona o~ tu a•oid&nce with which we are deillla&' .1. fn 

almple 1'l«UJ'el tell the ator)', It haa been eatt.te4 b)' t he act11arlaa 

of t!le !reewry Departlllent t bl\t under the preaaot tu law the 1nc- tax 

l i abl l lt7 o! c~rporationa on the baaia o! 1936 aarn1nca would approxiaste 

964 llilllona, 
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!he -· aotaarhe ha ... ••U•tM tha\ dariiiC tha cal•dar ,_,. 1936 _.,. 

thea faor ...S oa~llalf lllllloa dollar• of oozporaUcm 1•-• .Ul 'be wtu.­

h ll4 frca etoold:lolder. 1114 that lf thh 1•-• were t'Gll7 41etrtwtM to 

the 1n4hi4ual. owner. of \be etoclt rl])ree•tM la tb .. e oorporaUoae, the 

reouHaat Jield l a a44Ulo•l ln41'114ual la-• tar.eo woald 'be .,.t oae 

ea4 one-half bUlloao, fifteen llwlclra.> lllllloao of doller. to be a44M 

to rr~uue froa tar. .. OD llll41'11ohlal lnco.eo, .. ..-lDot 9611111111ono that 

would be :yielded b7 our pruent to .. of tan.Uon of corporetlon l nooee, 

Wow, the PTeeld•t ha.o eageotecl that \be Concreoo -t a tar. 

oarnlaca, whether thiJ are 41otrlwt ecl or not 41otrtwtecl. le oo.aeotM 

•• c ., 

oloo ropeol of tbe preoent oorporaUo"- tu, t he oopltol otollk tu, the 

oxcooo protl to tar., an4 r~peal of \be ue..,uoa troa the II per.,..t 

noraal lac-• tar. of 41 '11clllll4o 41o\rlboatecl b7 oorporoll 01111 Ill tbeoe 

tuu to 'be "'JilaoM b:y a al115le tar. 0 11 111141otrlboatecl corporeh earnlqo, 

11hatner U1f be the dehe\allle conolcleraUono that - •tor lato 

t ho proparet1on of part1Cillar oahecl1lleo, 1 t will be well t o bear 1a 

lll d at 111 tla • that thlo to pv.ral7 an4 olorol:r • t>r opo ool to put Ill 

taxeo on buolneoo nroflto eooent1all7 on \bo .... eqoitable bao1o; t o 

pn no acl1'aatoc•• 1114 t o t.oo•• no p-.l.U .. apon oorporat1oao tor tha 

corporate f ora of tn41'114ual lC'I' .. ta•t that are not Ci"• to 1114 t.poM4 

npon \be 1nd1'114aal \UpiiJer who aloae or ao a partner clertno hlo 1•-• 

tr .. boaelneoo protlho It eMII:o to r .an 41aacl-tocoo DOW tolfhrecl '117 

tho 111141 nclul who doeo aot own oorporaUon o\oclt , b7 \be Doll otoel<­

hol .. .-, wbe\ber l a a larp oorporatloa or a .all oorporetloa, b7 tha 
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•toaltbol4er 1A a oorporaUoa ftlcll ..a.ea hll 4l etr1 bu\1oa of 1 h eana­

lQ&s u coorpare4 to the stookbolder hi a oorporaUoa ftlch 41atr1'blatea 

olllr a .all rr...,uoa ot He earaiac-, u4 bJ oorporauoaa 'llbtch 41a­

t rtbolte pDtn'Oual7 aa cooopare4 to oorporattona wbtch wl tbho14 a ...,or 

part ot earatac- tro. 41atr1buUoa. !lie c.-J.ttae oa ••• ..,4 11-• has 

epplh4 the 'Orlaclple wcceate4 bJ the Pr .. 14 ... t 111 • f ora wbtch apresaea 

the tax aot •• a 1...,. ltpOD that porttoa of oorporate tao ... whtch 1a act 

41atrt'blate4 ta the fora of 4lY14ea4a to stockholders, but u a leYT oa 

total inoome. 'l'be c.-1 tt .. baa a4opte4 acheftlea whl.oh "!'JJlT to the 

eatlre ..s,Juate4 net inc .. • ot a oorporaUo1l, at rates cr...,_.te4 acoor4-

iD& to the portloa ot the tnc .. e ftlch h reta11le4 b)" the corpor&eioa 

after t he 4tstr1hutton ot 41Y14ea4a lUI4 after the J>IIFII&Dt Of tax. It 

appu&llt17 bas he., thOQ&ht -. the l!ov.aa ea-t u .. that this fora ot 

upreuion of the tal< rata• wlll aore oharl7 r-s>rea&1lt to the oorporaUoa 

stockholder the tu coat of ratatntac ..,. p,.en proportion or net aaratac• 

t or cap ital purpoaea. 

Probab}T the tlrat th1D& to he nottoe4 about t h e rates aa 11r opoa84 

lD the bill tntrocbaoe4 ill the Bouse, 1a that - oorporation that 41a­

t rtbuha all of 1 ta aru-rent earntQ&S wlll PIIJ" ao 7e4aral oorporaUoa 

tuaa whatenr. Such tax u &p~~ll .. will be J1al4 h7 the iD41,.i4haal 

etooltholdera on the -e hula .. all other h41Yi-l tncoae taxes are 

!laid. ht let .. aee nat r..n oowr ta the oaae ot oorporatloaa whl.Cib 

do aot 41atr1hllh their earatac- f'Gll7• two aeta or rate• haYe b.., 

'Ores.,te4 bJ the Hou.e ea-t"", oae eol71ac to oorporaUoa• w1 th 
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a4Juoted net inCCIIoe ot $10 ,000 or le .. : tlte eeooD4 IIPP17iac to oorpor.,. 

tlo111 with ad.Jueted net incca .. ot •ore tllaa $10 ,000, wt.th a prorteloa 

tor aorclac the ettect ot theoe eched'Cl .. oa oorporaUoae w1. th 114juete4 

Jilt iiiCCII .. beteiR $10 ,000 &114 $11o,OOO. 'f'hl •all lnCCIII OOrporaU~ao, 

reprueato4 le tho tint claea, rill be able t o retale up t o II() porc•t 

ot a year'• eal'lliQII t or capital Jllll'POIII and eUll ~ leu tax thaa 

thq pq now. Corporation• w1. th luge lnce~~eo will be enabled to retain 

30 peroont wl. t bcut pa,rlnc a• -oh in tuee ao are 'llA14 u4er the pree•t 

l aw. 

Let us consider a tow putlc'Clar -1••· Here h a larce -

tecturlac corporation , with eet aanliacs before 1'94eral tax .. of 

$25,000 ,000. It we ae.,.e that the 4eclare4 •alue ot the oepltal otocll: 

ot thlo corporation io tee till•• ito net earcince, or $250, 000,000, •• 

f1D4 that tho oorporstlon under the ;preeent law would pa,r tho tollowl.ac 

t axeo t o tho 1'94erel Oo ... naatl Capital etocll: tax at $1 . 4o per tbcoe&ll4, 

$}50,000: corporatloa iDCoae tax (at bracket rate a up t o 15 per-t) , 

$},696.940: a t otal ot $11,0116 ,940, UD4er the :oropooed plu, thh cor­

poration would 'JI&II ao tax .. at all lt 1 t paid out all of ito earciace 

1D dl'OldODdoo It 1t ebculll decide to retain tor ooatlacency rooenee , 

or to lllld to lh nrplue, 20 pero..,t of Ho -.1 aarDlacs , corpora-

Uon taxee .....Ser the 'tlropoeed plu would -t to $2,~,000 , ell&btl7 

a ore tba halt ot lte pree•t J'llllenl tax••• It the corporaUoa 

elected to retala JO pero•t ot CDJT«~~t Ml"'llece. the tax woold he 

$3,750,000 or $296,9'10 h .. tba would 'b• paid UIIAer tho pr•••t 1 ... 

H ebcul4 be boi'Do 1D alad ia thie oouecUoe that le&itlllete reoeneo 
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ntbl>Aild out ot crou e&rnillca tor depHC:aUon and depletion are d .. 

41Ulted troa ,rou liiCOM lletore dehnainlng ecl,luated net illco• and that 

thooe l11Cre•nh to operaUJIC reoerna would lie t ree !rom taxation al tbq 

are DOW • 

.U a oec:oD4 inat&Del lit ua take the cue ot a .. rchent ill a ~l 

o1t7 who hsa choaen the oorpo,...te t ora o~ doiJIC bualneu, who bote u t. 

noted capital ot .30,000, but who ill order t o 111n1lll1se his exceu protlta 

tax tu .. a declared Taluo ot hio capital atoclt u ttQ,OOO, !hie •rohant ' • 

corporation reporta eArniJICI, before federal taxea but after all enlar1ao 

aD4 allowance t or 4ap rec1at1on, ot $5, 000, 11D4ar the preoent law t hio 

corporation would pq the ~ollorlng \ axea to the federal OoTe...-nt: 

Cnpltel atoclc tax at $1. 40 per thouaan4, $56; exceao profits tax, $56. M; 

corporation l .IICOIDO tax, $632,72 , a total ot '746,36, 11n4er the propcted 

plan the corporAtion, owned, lot ua 111;1', b)' thio marobant and hla !1111117, 

would pay "" federal corporat ion taxea whatenr lt U pa14 out all ot lh 

Mrninp 1n dlrtdancla, It it ,...., to withhold tro• 41str1but1on and 

raillnat in the bua1oeaa u MIOUDt equal t o 40 perce nt of ita 7ear1a 

aarn1~1, the total fed.aral corporation taxll, uD4ar the propcoed plan , 

would be $650 or $96. 36 leu than all the tii.Xel uD4or the p Noent lnw. 

Let ua take u a third exu.pll a corporaUor. whooe principal auet 

• 

1a an apart•nt houaa, built 1n 1928 at a coat tor land and ln11141ACO ot 

$300,000, !he prop1rt7 1a .W.Ject to a tlrat .,rtp~& ot $1.00, 000, which 

11curaa tba corporation'• aix percent boD4a of lib ..,unt. !be atoc!G­

bolda ra ot the corporation bn4 hoped to realise a ut return of 10 percent 

&IUIII4ll 7 , or $30,000 on the inn a ted cap ital ot $200,000, After P~~;V1DC 
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$6, 000 of 'bollA later .. \ \be7 looped to ban left •111,000, wb.lcb would 71a1d 

them a retura of 11j perc•t on thei r 1uH\Mn\ of t}OO, 000, !o aw14 

pa71DC u uoeu ;protih taz thaT reported a declared Yal:u of $1l!o,ooo 

for their capital atock. .At ;preoent, boftftl', the nat ratura on tba 

total inT .. t•nt 11 OJ1l.T .10, 000, out of whicb the ocr;poraUon -.et PAT 

$6,000 bond 1ntaraat, leuinc Mt protih of $4,000 per amraa, fila . 

110rt~ 1n4anture calla for \be ratireMnt each Tl&r of $4,000, pr1ac1;pal 

a110unt of bonde, Bowner, in oo~t1DC ita 1neoM for tax pur;poa•• the 

cor;porat1oa baa naturallT dldlocted a M;preeiaiion al1owuea of 2 per-t 

on the total 1nTaatlllll1t. 'fbe cor;porat1o11, tbarafora, 1n a441Uon to 

1h $4, 000 of nat earnin«S bao aD a441Uonal $4,000 aTaUabla for 'bond r .. 

tir ... at frt>a 1h da;preciaUoa raoarTa, 1JI>4ar thAI axiotinc t..or thio oor­

poreUon PAT' thAI follorlr>e tazao tt> the fedaral Oon,.,..11t1 capital 1\.,cll: 

tax, $196; et>r;porat1on 1nooM tax, $484. 52; a total of $6so.!)2, UD4ar tba 

propooad plan thio cor;poraUt>n wonld PAT no federal tu .. wbatner 1f all 

t>f ito •amine• were 41atr1lnlte4 1a 41T1den4e, J'Urther, 1f the nnaro 

ot the et>rporatton de aired tG retire u a441t1t>nal $4,000 of 'bondo w1 th 

th .. • aarniJICe, thaT would find it prt>fitable t o PAT out aucb •arnin«S to 

theaoelno •• otockboldero ud than t o acquire the 'boade u 1n41T14Dala, 

thereafter, 1f thaT de aired, tumiD« 111 the 'bondo to the et>rporation in 

u~ f or a44U1onal atock. If tuM atapa were t.an the corporaUon 

wOnld ;pa,y no federal \pea wbAteYar a• et>aparad w1 th the pre••\ federal 

tu .. of $6so. 52. 
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Aa a fourth example take the oaee of a railroed, oapitali&ed 

at .300, 000,000, of which 150, 000, 000 1a repreecrted by firat mortta, 

4.} percent bonda and the other ~60,000,000 by preferred end coliiiiOn 

atoon . Thio railroad and ita auboidiariea toke ad~ ot the 

pri nlege undtT the prueut law of til~ a oooaol1c!ated return, W>der 

wtUob they are aubjeet to the corporation inooae tax rate ot 15-S/4 

parceut . The a<>neol1dated net e~a, atter dep~o1ation ohai'Jie& but 

before intereat, ~ount t o only S-1/S percent on the total 111Yeated 

capital or f}O, OOO, OOO. Interest ohArgea a bacrb $6,750, 000, leaYin& 

, 3, 260, 000 available tor the pretorred and oomrnon stocks. Beoauoe 

the railroad doea not expeot to b e per:aitted by public r egulatory 

bodiea to earn """ than 7 percent on ita total 1nnated oepital, it 

deolt.rea the value or ita capital atook to be 142, 600, 000, 1natead of 

. 160, 000, 000 or eome higher f i gure . Under the preaent law t he rai l• 

road corporati on would pay tbe folloWing taxea to the federal Govern­

unt t Capital atook tax, .199, 600, corporation 1noo,.. tax, :1480, 463. 76 , 

a total or $679, 953. 76 . Under the proposed plan thia railroad would 

pay liD federal tax whatner if i t paid out all of i ta earnln;;a in 

di't':!dends . Indeed if it o ployed aa much aa .,1,000,000 of ita earninca 

tor r etir«oont ot debt , ita aggregate feder al taxea under the propo .. d 

plan ""uld be only t &l2, 600 ao oontraated with $G79 , 96S. 76 that it 

would pay under t h e pruent law. 
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B:ooxtpl .. Ja1&ht be ..Utiplled or the etreot of the i>ropoeed tax bill 

upon exiatin& oorporatione, ~1 or v ... t . In all iuto.Doee it will be 

round that earnin&• under the propoaad plan 11AY be reinvested in tho buei-

n .. e, without diatribution, 1n aubatt.Dtit.l and liberal aa>IIDtl without in­

oreo.ae in the oorporo.te tax burden t.Dd 1n ""'at iMtt.110ee with a marud 

reduot1on. It h true that in many oaaeo atookholdera will pay larger 

diatr1butione, but they will pay no more than othere """ pay on buaineu 

profits . 

vowing busi neuoa ... oomparod to oorporo.tione whioh, tbrouQI the 0.00\llll\1• 

lation of oarning a and their rei.nYOetment under the present tax ayetem, 

ban placed th«aeelYOa i n an iapregm.ble oo:1p0t it1n poaition. In e .. eno• 

thit ar<;lmlent it that ainoe the federal Gove""""ut baa 1n etteot tor man)' 

~are been eubeidi•ing the oonoentrat1on of oapital in large corporation 

~options and baa been eubaidi&ing 1n etfeot the building up ot b~ 

peraonal fortunes , it should not depr1n the ambitiouo and asgreasifl 

m«abere of the new generation or the eame unfair pr1T1lege. But t he 

dirtioul tiea ot b111ld1n& up n- buline .... on a g r ... t scale and of build· 

in& new fortune• under the proposed talt plan han been g reatly ,...plified. 

We have aeen bow the small corporation oan withhold and pall to eurplua 

up to 40 peroont or earning• without pa,tng beo.Tier corporate taxes than 

a t pro11nt. Forty peroent annually 11 a tt.irly r .. peotable rate of 

VOwtb o l.n ten year a it aDO\IDtB to tO() peroent Of 0. typioal y-.r' I 

earning a. 

. 
I 
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J'urther, if we are eouiderinl' the need• e.lld opportun1t1ee of 

the bulineao and not .. rely the purpooe ot &Yo161n& t&:a:at101l, 1t wonld 

ooom t hat a sood ahara of corporation• whooe earn1nc- and opportuni tiao 

Ju. tity expftlllion wonld be able to obtain now capital by perouadin& their 

at oekboldoro to r e1n•eot their dividendo , or a substantial part of t~, 

particularly it 1 t happened, a• so ottan happeno 1n the ea10 of amall end 

crowin& eorporationa, thAt atoekholdara repreaentin& a majority intereat in 

the corporation are themael•ea dra1fing aalarieo troc tha corporation wbieh 

are deductible 1n eompu.t1n& 1 to net income, 

!hose who t oraaee d1tt1onlt1ea tor tbe ~Gall corporation 1n tba pro­

posed l•ci•lation can not ha•• &Dal;yaed eloaaly the oobadulao incorporated 

1n the Rouse ~ill , nor e•on the exiat1ng indi•idual income taz ao~ul••· 

!'he 1nd1rlclual atockholdera of a &:lllll corporation, all of whote aarnin&a 

were distributed in d1rldenda, would h&.ve t o pcaseoo indh'idual taxable 

1neo=ao of approxieataly $30, 000 or more on the • ••racs to be IUbJeet tq • • 

lRilCh t uation on their eddi tional income under t he Route ~ill aa t heir 

corporations are under the present law, 

Corporate growth and prosperity depend upon =any f actors of which 

the tea burden h only one. It aeeao el~ that under axi~t1n& law now 

I!Jld amell corpontiona a r e at a diandvantap in their etforto to grow t o 

competitive aho and 1 trengtb with hrce corporations. Our t&x law baa , 

eo we have seen , favored and in fact subsidised tho deYelopment of hu,.e 

e&crep.Uona of e.-pi tal end of corporate power, I t eont~a to t nor tlu8. 

end will conti nua to f aYor t~, eo lon& aa the preoont aituation exiata 

end thu. render• inenaain&l;y 110re difficult , 788%" b7 7oar, the dnelopoent 
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We h&ve hftard 1t aaid th&t , if the propol8d bill ahauld ruult 1n 

a llllCh ler"'r dhtrlb'o.Uon of corporate a&rn1J>C11 and of dl'fidanda, ao far 

aa thh coeo to lndl'fidu&la of alreacS:r larce lncomao 1t w1ll ot.]>l7 drln 

th• into inveat•nt in Ur-ue.pt aecurl tlu and t.lm.a tha GoT....-nt rill 

not p t the reTanua that the !re&lllll7 antlclpateo fr011 the n.., -eura, 

89 

tAt ua t ake a look at thlot &r£U1!18nt. It baa a ... eral aapeeto, I a the flrot 

place retuce from taxea by mean• of tax exempt aecurltlea 1e Tery definitely 

11a1 ted by the amount of tax exempt oecurl Uaa •Tailable aJid the r&taa of 

lntereat th&t th81 pq, 

!be larpat aaurca of tax-exempt 1nc011a 1o t hat dar1Te4 froa the 

obl1sat1one of otataa , count1aa, c1t1aa , ate, !ha nat ~asata AmOUnt 

of auch tax-uenmt aaour1tiaa baa not chlo.npd IMhrlally duri ng the peat 

five yftara. 011 J une 30, 1931 the net principal &1110Wlt ouhtandi nc, 

aa uttee.ted in the 1935 .AlUrcl&l :&aport of the Secretary of the !rMtOUJ7, 

waa approxi&atel7 1?. 5 bl lllona of dollar• and OD June 30, 1935 approxl-

.. tely 16,9 bUlloDa of ctollaro. In other wordo, betweea thaoo two datu 

a decrease hao ectuall7 tal<en plP.ca ln the Dat principal emDW~t of \ar­

t xempt etate , count7 and munici pal oblipt1one, !he io.ue of such obli-

satioDo appear• to baTe entered into a clecl1Dinl qlical phe18, ~ 
-.:L.. 

l ocal &<>Tel'JIII8nta h&Ta either raacbed , or are approachU& a. conotltutlonal 

or otatut o17 UJiitationt upon their indabtadnaoa and it 1a lU:al7 that 

they rill find 1t incrMolDl:lT 41ft1aul t to loeua acl41 tional tar-u.-pt 

tocurl tlat in the TOl- th&t thaT h&cl beaa do inc dur1Dg the twanu ... 
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'1'he federal Ooverntnc h not iuuin& arJ:f 1'11117 tar-exempt bonda . 

lD tact during the preunt Adminhtration t he nret Liberty Lotu> bond• 

and eortain other pu-war bond iaauea that were enmpt fl'oa aurtaxu, 

ba're beeJI :refunded. ln pert b7 banda le.cldJ>c the aurtax U811Pt101l privi­

lap. !he onl7 1'11117 taxo-ueJII!)t obliplti ona that the federal Oon~Jlt 

ia ieiUing ere abort-ten. billa and notea, 

a•ailable by theee iuuee, howrrer , 11 fer l eu ~ their pr1DC1pal 

~· !reaaury bae been borrowiq at a coet of 

one-alflllth of one per cant per aruna 011 tre&aury bllle of au or nine 

aontha ca.tur1t7 lOAd at 1-1/2 to 1- 5/8 per ce11t per aruna on tl•e-Je&r 

11otu. lloreour, -.ell the cr-ater pPrt of the !reeaury'• bill lOAd 

note hauea ere purchaeed bJ financial lOAd other corporntlono which 

c!.erin no benefit fl'om the t act tbt>t the intarut on thaee ehort-hra 

eacur1t1ea ie exempt tram eurt axea, eince corporation• are not .ubject 

to aurt&xee in arJ:t nent: that ia, whereu t he intereat 011 the abort­

tara !reesur)' notea held bJ an 1nd1Y1dual ai&bt be .,....,ted troa a w.r­

tax braclcet rate a• hiF a e .. ..,e11ty or aennt,-fhe per ee11t, in the 

br.nda o! & corporation the exemption 1a l1111ted to the rate of the cor­

porpt1on income tax, the maxi= of which 1e 15-3/4 pGr cent 111 the cue 

ot conaol14ete4 nilro&c!. returne. Jurther , the tax exeaptlon that cor­

porat1ono en,Jo7 on the incoaae 4er1Yed fl'oa tec!.arel obliptiona dou not 

appl)' to the c!.h1den4e baaed upon thh taxo-u.-pt inc ... when the latter 

h 41atrlbute4 to etockholdara. 
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I would like t o em;phaohe apin t hat 1t 11 t~exempt 1nc01118 

ra ther tban the princi pal &IDOunt of t~u-.pt oecurl tieo t hat 1o important • 

.t.d I would 1 ike to point out 1n thh connection that the c!.ecl1n111c trend 

of inte.reat rat .. on a tate , ccnm\7 and ....Ucipal &bta, aa nll ao on 

federal obligation•, io opera ting ••r.r powertull7 to rednce the aaount of 

tar-exempt income, If wo aa~rn~~~e for example that the &Ter&&e rata of 

lDtareat on atate and municipal bonde now outst anding 81110unta to 4f per­

cent , a reduction of onl7 one-half of one wr cent i n the enrap c~n 

ra te, 1o ~ equ1Yalent to a reduction of bo billion dollara 1n the 

principal emount of the t ax-exeapt debt outatanding, ao f ar u t..,...ex.-pt 

incoee is concerned, aa ~inat the preoent aYerage c~n rate of about 

4; per cent on t he outatandi ng atate and municipal obligationo. I t io 

1trik1.ng to note thnt the intereat r ateo on ten t ypical new offerinta 

of ata te and municipal bondo during the firat thre'l month• of 1936, u 

Hated in the &ppenc!.ed table, run trooa onl7 at to 4 per cent, If the 

preaent trend of intereat rates eontinuea, or eYen it onl7 the praaent 

lnel 1a me.intained , n can reuonabl7 a>:peet a reduction in the total 

Amount of te.r-exearpt income a• a reault of t he ref\l.llding of e tat. and 

municiP&} obligation• on a lower intereat baaia. 

J. greater diatribution of tax exeapt oecuritiea will not ereete 

a new aituation, eo far ae innatment in ~axetlpt oeeuritieo 1a eon­

earned. !be axiatinc ind.irldual inc- tax rat .. hen alread7 foatered 

• conoiderable concentration of ta>o-exeapt aeeuri ties 1n the !\elida of 
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individual• nbject to b11!11 ourtueo ftl>d it ohould be borne in 1111114 

that " further loeo of renuue t o the federa l OoYil'DUDt trOll tb1a oOUJ'ce 

could oDl:y be ceuoed b;y a trtu1afer of ouch oecur1Uea from iruUviduala 

and inotitutiono aubJect to rela U•el:y low ourtu rateo to t hooe in 

hi~er aurtu bracketa, !be prae ticel poooibilitieo tor ouch fUrther 

tranofere are not uD111111ted both beeauoe of the exioting concentration 

and beoeuae e large •olume of inotitutioDal holdinge of taz-exempta will 

be retaiDed for lep.l aDd other reaaoDS, 

!bare io st i ll eDother objection t hnt hoe been adTanced t o t~A 

now corpor ation tu: 'Propoael . J.d!nittin& all the inequltieo of the preoent 

o:yot•, edlll. ttin& t hat t hro11(;11 it the federal GoYOnwellt 1o in effect 

auboidiring concentration of capital, it io nevertheleoo arcued t hat thio 

method of tax avoideDce , t l11a big lellk in our ttu: o:yet • which rewardo 

and ro.blidizeo at the public '• expenoe t he bi& i n• eo tor 1n the bi& 

corporation a t the e xpenoe of t h e 8CIIIll inuator in the llml!ll corporation 

and the generel publ i c, 1a to be defended on the grouD4o of public 

pollc;y linea 1t raoul to 1n l>uidling up in priTete heDdo e aort of 1nwr-

ance tund ago.inot daprouione . ll'ow the aoat 
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obvio\18 tact beal·ing on this arg1111ent is tbat wbatever its theoretico.l 

aerits •1 be , the siaple truth i s that it did not work. Surely tha 

ayatoa bad been operatlng long enough for its effects , beneficial or 

othorrise, t o hne been r...U.ed when in 1929 the p-eatest depression 

which tbia comtry baiS ever experienced C4ll8 upon us . l'ie know that our 

tax ayatem did not prevent the depress i on because we know we have exper­

ienced u depression, but it we examine the matter we may find some reaaon 

tor believin& that the corporate tax ayat e11 actually assisted in c:ausin& 

the depression . Thus it baa been argued <ty Yery respectable econoaic 

authority that AIIOilg the causes of the depression waa ata.-rln& ot conauap­

tion through the rltbdran.l of a too large proportion ot our fUlda for 

capital expendittn"e. Ia it not quite possible that in lD8Jl1 instances, 

i•portant in tho aggregato , over-expansion of plant capacity was atiaulated 

by tho desire of control.l1ng stockholders in corporations to reinnst earn-

93 

lnga for the purpose of noiding the taxation that would have resulted ~~~ 

their diatdbuUon? It baa b-. aaid al so that one of the .a.l1gn intluenc .. 

ceusilli the greet stock market booms of tho late twenties was the availsbility 

or the aurplua fmds or business corporations, whicb poured into tho stock 

mnrkot , to stiaulate brokers • loans a.nd mad stock speculations that blid 

alraa<ly been ovar-etiaulated ·bf the pU.1ng up ot corporate surpluses , whicb 

aeued to pla<>i~ their owner corporations in such a strong position that 

their dividend recorda aod 8Ten their currant ee.rnin&a recorda al.ibt be 

di sregarded in assaying the -..lue of their stock. 

But , we have been at pains to exaJIIine the ~~~at ter e. little further 

oo the basUI of t ho data n have bad availshle in t he Treas ury Department. 
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Large figurtia are t'requenUy cited to ropresent the aggregeta 

loseea of American corpora tiona during the depression t'roa which .... 

are no• eaergin&. ! 1thar b) direct stoteaont or b7 ~cation, the 

contention is Bade tb&t tbeae losses represent the aaounts which cor­

porations loave bad to p43 out, in excess of their receipts, to workers , 

bondholders , suppJ.iere of mc.ter:lals , and the lilce; and that only their 

praviou8ly accll:llulated surpluses allowed theg to ao this without be.nlc­

ruptcy . 

The figwas reported each year to tho Bureau or Internal Revenu. 

are strikingly at variance rlth thia contention or belief. Let 1111 cite 

you aoee of the facts tb&t I ab&ll present in greater det.ail in t4hlea 

attsobed to this st4tamenta 

First: If •e consolidate the incomo accounts of all corporations 

94 

for each of the three years 1931-1935, incluai•e, u find that corporations 

rej)Orted an aggra&ate nat deficit for this tbree-Jear period , after texas , 

ot$6.6 bllliona. fie alao find, however, that this aggregate net deficit 

na arr1Yed at after deducting aome$11. 2 bUUona for depreciation, soee 

t& .7 billions for bad debta, some $761 Jlil.llono for depletion, and soma 

ts . l b1llions for loss on the sale of capital asset&l deductions which in 

the Min do not represent current cash outlays. In other words , the net 

inc011a of corporations before the:e nlmtion daductioD!I, in tba worst 

depression in hiatory, waa a UtUa .ora tb&n $l.t b1llions, and th~ir cash 

dividends a little aora tb&n ·1& bUUona. 

For corporations aa a whole, dividends , WMQ8& and other p&YJIOnta 
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cume out of current receipts , and still left about $1 billion of these 

current receipts to spare. In the aggregate, there was no drarln& dow 

or aeeuaulatecl surplU3 for waa• pa,..,nts, pllt'eba:e or mterials , anc1 

other cash outgoes . The boolt surpluses wer e, indeecl, recluead, but th117 

were reclucecl , in the aggra&ate, not ey actual. caah cli.abureeaents , ~ ey 

the writing down of assets . 

It may well be objected that tbcse figures may be cleeeptivo because 

tb07 incluie financial. as ... ll as non-financial. corporations. But the 

95 

ti&ures for non....tinanc1al corporations alone , "rbicb include all of our •n­
utacturini, wining, .ercbandiaini and. other businase corporatione, tell 

aubstantially the aaae etory. Mon- financ1al corpore t i ona reported a nat 

agrrogat e deficit aft.er taxes for the three yeara 1951-.1.953, inclusive, 

ot $&.9 billions . Their not income before valuation deductions, howovar, 

aaountecl t o $ll. l billions and their clivideods paid t o $10.6 billions. It 

i s obvious that the prertouaq acc1l11Ulated surpluses or non-financ1al eor­

porotiona, while reclueed b7 n.luation clecluetiona, ware not drawn upon, in 

the • &GI"egate , to pay n aes or diviclend.a. The caah and. investments or all 

non- f1nane1al corporations submitting balance sheets amounted to $&2.7 billiooe 

a t the end of 19291 at the end of 1935 they AIIOUDted to $55. 5 billions. 

Even if we confine our attention to deficit non-financial corporations , 

tbet is, non-financial corporations reporting no etatutory net incOD8, •• 

t.lod that ...U.uatilln deductions, rather than caab out.lJI.Ta, accounted !or tbe 

laraea t part of their auregete nat losses durin& the depression. Durin& 
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tho three years 1951-1955, inclusive, t he aggregate net losses after taxes 

or thooe non-flnsnoial corporatiOJl!l that reported no net ino011a aAOimted to 

$12.1 b1llions; but t9 . 5 b1lliona or this aggregate deficit, or 78 per cent, 

rapra .. nted valuation deductions pril:le.rily rather than oesh diaburs-nta 

in excess of cash receipts . 

It should be borne in mind, 1110reover, that a corporation is includee 

in tho deficit group only in those years in wbicb .l.t repor ts no net inco•; 

ao that the i'igures that I llllve just cited include the loaaes of all corpor­

ations during their worst years of the depressioo , and do not include their 

nat incomes, if acy, in other )ee.%'8 of the dopreaaion, 

There were, it is true, other deductions in the book surpluaes of 

corporatiooa besides thoee a llowed for inco11a tax purposes. llost corpor­

ations are permitted to exercise a Uberal ru.nge of discretion in t he val­

uation of their usets on their own bool<a and for thoir OWD purposes . 1uat 

•• MDT or the:. revalue their assets upn.rd during periods of pro:sperlt7, 

therebJ creating direet aclditiona to their surplus indcpenaon~ or tboir 

illcone accounts, so, in periods of depression •n.;r corporations ~aka lar ge 

write-downs ill the valuation or their aesets on their own books Cllld th&J 

make corresponding reduotione ill their book surplUI accounts . It muat ba 

eapbaai,.ed, however , 1n contradiction to certa1n aialeading statements that 

ba•e ga1ned eonaiderabla currency, that reductione 1n book surplwes &ria inC 

ill this fashion do not represent funds paid out to ••ploY labor, to purcb&sa 

aaterials, or to pey 1nterest or diTideuda. 

In general, then , the figures reported to the Bureau of Internal 
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Revenue clearly indicate, first, that valuation deductions , rather than 

net cas.• outlays, account for the largest part or tho losses reported 

.,..n by deficit corporations ; second, tb&t tor corporations as a wb.U. 

these valuation deductions areatl.7 exceeded the ac!P'egate net lossee 

reported during the depression; and , third, tb&t corporate surpluaoa in 

tbe auregate have not b(l8n drawn down in fact to maintain elllployaent, 

inter est payments , and othor d1sburselll8nts during the depressi on. 

In clo3.ing let me say this . I sincerely hope that this Co:udttee 

will report to the Se~~&te a bill giving effect, u fully as possible, t o 

the Pre::~ident•a reco~aendatiooa of the ...omt or additional r&T&nue needed 

to supply the deticiencioe created since the Bqet lleasage of January Srd. 

I sincerely hope that this bill will f ollow tho line or the President '• 

suggestions; in particular, that i t will accomplish a syst em of refora 

or our systea of corporation texes that the President bas outlinod, that 

it aeeas to me 1e d-nded not oal7 in the interest of iapro'rin;; the 

r•Y8DU8 structure, but Of doing justice and equit/ & D between Citizens. 

97 
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Statement ot Secretary ~orgenthau before the 

senate Finance Comcittee , 

I welcace the opportunity to appear end diecuss 

with you the tax proposals contained in the President ' s 

message to the Congress of March 3rd , and to present the 

Treasury's viewpoint . 

As Secretary or the Treasury, I feel a special 

r esponsibility to do all in my power to maintain t he in-

tegrity ot the President ' s Budget ot January 3 , lg3&; and 

therefore to urge that the supplemental revenues made 

necessary by the developments ot the past taw ~nths be 

provided . 

The Treasury fortunately has been able to borrow 

readily the amounts neceeeary to finance the recovery 

I ' 

program and has been able to obtain these loans at steadily 

decreasing interest rates . The continuance or this sa~i•-

reotory situation, however, will depend upon scrupulous 
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adherence to an orderly program lookint to a balance ot 

the Federal budget just as soon as the needs and abilities 

or our people make tbet possible end thereafter upon a 

steady reduction in the public debt . 
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In his Budget Message or January 3, 1936, the 

President cede this statement: ~Ir the Congress enacts 

legislation et the coming session ~hich ~~11 impose addition-

al charges ·upon the Treasury , tor which provision is not 

already mvde in t his Budget, I strongly urge that additional 

texas be provided to cover such chargee . It is important 

as we emerge trom the depression that no new activities be 

added to the Government unless provision is made tor addition-

~ r evenue to meet their cost . -

At another point in the same meees~e the President 

said: •It ia pertinent to repeat here a statement appeari ng 

in the summation or the 1936 Budget: ·~stimates or receipts 
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contemplate continued collection or processing taxes . 

Ir the attack which baa been mr.de upon this Act 1a sua-

ta1ned, we will have to race the problem or financing 
• 

existing contracts tor beneti t payments out or sane tore 

or new taxes . •" 

On the very day that the President's Budget Message 

was read to the Congress the Supreme Courtar the United 

States rendered a decision holding the Agricultural Adjust-

ment Act unconstitutional . Since that data the Congress 

has enacted, over the President ' s veto, the Adjusted Com-

pensation Payment Act of 1936 , Which requires payeent , 

beginning on JUne 15th, or the entire amounts , which were 

to be due 1n 1945 , on the Teterana' adjusted ser vice oar-

tifioates . The additional cost or making these payments 

this year , when distributed over the next nine years to 

the due date or the oert1t1catell, co'!les to approximately 
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$120,000 , 000 a year , The Congress h&e enacted amendments 

to the Soil Conservation Act which provide tor carrying 

on a continuing program ot conservation or the Nation ' s 

agricultural resources at en estim&ted cost ot approxi-

mately $500 ,000,000 a year. 

Thus to conform to the Government ' s f inancial 

program, as set forth in the President ' s Budget ~esaage , 

we abel! need to provide additional continuing r evenue or 

$620 ,000 , 000 annually to meet these expenditures . We 

shell also have to find means ot recouping approximately 

$517,000 , 000 or revenue sacrificed in the current fiscal 

year because or the invalidation or the Agricultural 

.Adjustment Act , 

101 

The President in outlining these needs at1ggested 

three sources ot revenue Which could be cede available tor 

the purpose , One or these suggestions wee tor processing 
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texes •on agricultural products , at lower rates and 

distributed over a broader base than the s~ilar taxes 

under the Agricultural Adjustment Act. Another was 

tor a special form ot inco~e tax, described as a 

·~~ndfall" tax , on the unjust enrichment accruing to 

some corporations and individuals as a result of their 

escape from t he payment ot procea~ing taxes . The scount 

ot the processing taxes due prior to January 6th , which 

had thus escaped was approximately $237 ,000 ,000 . 

The third suggestion , and the one of major impor-

tance , was tor a revision of our system of corporation 

taxes . It wee proposed by the Pres ident that the three 

existing forms of corporate taxes be repealed . These 

include the capital stock tax , the excess profits tax , 

and the corporation income tax . Th~ President proposed 

that there be substituted for these taxes a tax upon that 

1 0~ 
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portion ot corporation income which le not distributed to 

stockholders in dividends and that at the same time the 

present exe~ption trom the normal income tax ot tour per 

cent at dividends received by individuals trom corporations 

be repealed . 

The statue at the President 's proposals today ia 

that a bill incorporating two at them hee been reported to 

the House or Representatives by the Committee on Ways and 

Means . I have no doubt that you will wish to use this 

proposed bill largely as a basis tor your discussions in 

this Comcittee . 

On a tiret reeding or the C~ittee•s draft ot tbe 

bill I am impressed by the great amount at thoughtful 

study and detailed labor that hee gone into ita preparation. 

I feel that the Chairman and members ot that Com=ittee 

deserved unstinted praise tor the excellent manner in which 

103 
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they have accomplished their important task . Your Committee 

will no doubt wish to begin its consideration or the subject 

by exemining the adequacy or the revenues to be expected 

!rom the bill oe proposed to the House o! Representatives 

in comparison with the President's eetimetee or the revenues 

required . 

The tax bill ae reported by the Weye and lleana Com­

mittee or the House ie estimated by tbe Treasury to yield 

additional revenue ae follows : (a) Nat continuing revenue 

or $623,000 ,000 yearly !rom e tax on corporate earnings , 

and (b) net temporary revenue or $180,000,000 ! r om an unjust 

enrichment tex and temporary extension or the capital atock 

tax, divided ee follows: From the unjust enrichment tax , 

$100 ,000, 000; rrom the extension or the capital stock tax 

tor one year at one- bel! or the present rete , $80, 000 ,000. 
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The bill thus tully provides the $620 , 000 , 000 

needed to take care of the permanent egriculturel program 

and the annual financing or the peycent or the soldiers • 

bonus . It also provides for t he first year of a three-year 

period tor recouping the lose or $51? , 000,000 or prooeseing 

taxes l ost duri ng t he fiscal year 1936 . However , it doea 

not provide any temporary revenues tor the two succeeding 

years to make up the bnlance or $337,000 , 000 or temporary 

revenues desired . 

The estimated yield or $623,000,000 from the tax 

on corporate earnings assumes that thia tax has become 

tully operative . It 1s t he estimated s::uount or additional 

revenue to be der ived trom the application or the ratea 

and· schedules in the House bill to corporate earnings tor 

the present calendar year , 1936 . It must be recogni1ed 

that the choice or an income tax aa the means for r aieing 
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additional revenue necessarily involvee a del ay in 

realization or increased reoe1pta. Receipts tram taxes 

on corporate incomee tor the calendar year 1936 will be 

collected in the main during the calendar year 1937 and 

will be divided between the two tiscal years , t he tisoal 

year 1937 , ending June 30 , 1937, and the fiscal year 1938 . 

A further lag in collections would r esult troo a provision 

in the V.ays and loleana Committee bill '1\'bich would parmi t 

corpor ations in computing the t ex on undistributed earnings 

tor a ny calendar ye&r to teke o~edit tor dividends distri­

buted between January 1st and llarch 15th or the tollowing 

year, while these dividends would not be taxable ageinst 

t he individual until the succeeding year . Attention hae 

been given to this matter by the Ways end Means Committde 

and I am into=ad that en amendment containi ng provision 

lOS 

tor bridging this gap will be or tared 1n t he House . A.saWIIing 
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that thi s delay in collections is to be removed , the net 

additional revenue to be expected from the appli cation or 

the undistributed corporate profits tax is estimated to be 

$343 ,000,000 in the fiscal yeer 1Q37. The full additional 

annual revenue would be collected in the fisc al year 1938. 

It is to be noted tha t the bill as reported to the 

House of Representatives, while t ailing , according to our 

est~tes , to r aise temporary revenues tor 8 three-year 

period in t he full amount sought by the President , utilizes 

but two or his three suggestions . The third was for the 

enactment or processing taxes on 8 broader bese but with lower 

r ates then were 1n effect under the J.sricult.=al Adjustment 
• 

Act , I cell this potential source of additional revenue to 

your attention again. I reel sure that the Secretary or 

Agriculture stands re"-dY to supply 8117 inton;:ation you a:ey 

desire on this subject , 
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I shall pass on now to the consideration or the 

two suggestions by the President that were embodied in 

the House bill. Ae to the proposed unJust enrichment t ax , 

I think there is little thnt need be said. I have not 

beard the justice or this tax very seriously questioned . 

There is no doubt Ylhatever that the invalidation or the 

Agricultural AdJustment Act, coupled with the withholding 

or processing taxes accrued prior to January 6th, has 

resulted in unJust gains to e limited number or per sona 

end corporations . It would be grossly unfair to the 

persons and corporations who paid their processing taxes 

a s due up to the tillle or the Supreme Court's decision end 

it Yrould be unrair to the Alllerican consumer , who ul til:u!tely 

bore the burden or the taxes , not to reduce this unjust 

enrichment es much as we oan by taxation . 

I take it ror granted thet an unjust enrichment 

or "~~ndtnll" tax will be entoted by the Congress . I 
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assume , too , that you will give mo~t serious consideration 

to the matter or the deficiency in the tecporary revenue 

ror a t hree -year period expected tr~ the House bill ea 

comoe1·ed 'IIi th the President ' s eatil:lotes or the need. I 

turn , therefore , to the most important feature or the House 

proposals embodying t he President' s suggestions, the proposed 

tax on corporste income . 

The principle or taxation according to sbiltty to 

pay 1a now well established, not merely by heving been 

tTitten by ~endment into the Constitution of the United 

Statee end eupported by twenty years or application in our 

tax etructure , but by the undoubted end unquestioned en­

doreement end support or the citizens or tbis Nation . 

ThrOil~h eucoeert ve changes 1n our tax le.we, ha\'i"ever, we 

have departed most seriously tram a consistent and just 

~pplication ot the principle . we apply the principle to 
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individual incomes , whether they are obtained trom 

interest , rents , or salaries , from t he profits ot 

individual business enterprise or trom p~rtnership 

undertakings , We do not apply it to profits geined 

110 

from corporate enterprise , except in e manner whioh taxes 

some citizens at unfairly high rates end gives to others 

the opportunity to avoid taxation on a \iholesale scale . 

We apply penalties to the use ot the corporate torm ot 

doing business , which tax inequitably those corporations 

v.hich are r.utkins epproxketely full distribution or their 

earnings aDd which tax their etookholders et dispropor­

tionately heavy rates , but , at the same time , we open a 

~~de door ot esoepe end avoidenoe ot Federal income 

taxation tor those who ere in the position to make use 

ot it , 

Whet are the dimensions or tax avoidence with whioh 

Regraded Unclassified 



- 14 -

we are dealing? A tew simple figuros tell the story . 

It has been estimated by the actuaries ot the Treesury 

Department that under the present tax lew t he lnco=e tax 

liability ot corporations on the basis ot 1936 earnings 

would approximate 964 millions. The same actuaries have 

estimated that under the present law more then four bnd 

one-halt billion dollars of corpora tion income in the 

cal1mder.,ear 1936 v11ll be withheld from stockholders and 

111 

t hat if this income were tully distributed to the individual 

awmers of tho stock represented in these corporations, the 

result ant yield in additional income taxes would be about 

one and one-half billions . 

I t can not be assumed that under the operations ot 

the present corporation taxes there will be sny substantial 

change 1n the policies of corporations with respect to the 

distribution of dividends . Consequently the new basis ot 

• 
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taxation of corporation pr ofits has bean embodied in 

the bill now before the House or Represent at i ves. 

112 

With tax avoidance occurring on the scale indicated 

by the figures I have cited , I do not a~e how any increase 

in individual income tax r ates or other gener al and con­

tinuing t axation could be justified until this leak in our 

tax system is stopped . 

Whatever may be the debatable considerations that 

may enter into t he preparation of particular sohadulee , 

it will be well to bea.r in mind at all times thet this 1a 

purely and simply a pr oposal to put ell taxes on business 

profits essentially on the same equitable basis; to give 

no advantages and to impose no penalties upon corporation 

stockholders that are not given to and imposed upon t he 

individual taxpayer who alone or es a partner derives hie 

i ncome from bueinaaa profits . 
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In closing let me eay t his . I sincerely hope 

that this Committee will report to the Senate a bill 

giving effect , ae tully as poeeible , to the Preeident •e 

recommendations ot the aoount at additional reTenue needed 

to supply the deficiencies created s ince the Budget Meeeage 

ot January 3rd . 

--oOo--

Regraded Unclassified 



Statement ot Secretary Morgentbau betore the 

Senate Finance C~ttee, 'l'hureday, Aprll ~. 19M. 

114 

I welcCIIIIe the opportunity to appear and diacuaa 

with you the tax propoaala contained 1n the Preaident'a 

meaaage to the Congreas or Karch ~rd. and to pre.ent the 

Treasury'• viewpoint. 

Aa Secretary or the Treaaury, I reel a apecial 

responeibility to do all 1n rtq power to mai.ntai.n the in-

tegrity or the President's Budget ot January :5, 19MJ an4 

therefore to urge that the aupplemental revenues made 

necessary by the developments or the past tew months be 

pron4ed. 

~e Trea8U1'7 baa been able to borrow readily the 

uounta neceaaary to t1.nance the recovery progr- and 

baa been able to obtain tbeae loana at atea41ly 
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decr easing interest rates. The continuance ot thia 

aatiatactory situation, however, will depend upon 

acrupul.ous adher ence to an orderly program lookin8 to 

a balance or the Federal budget juet aa a oon aa the 

needa and. abilities or our people make that pouible and 

thereafter upon a steady reducti on in the public debt. 

In hi a Budget Meaeage ot January 3 , 1936, the 

President made this statement : "It the Congroaa enaota 

legislation at the Calling aeaaion which wU.l impose 

additional charges upon the Treasury, tcr which proYiaion 

is not alread7 made 1n this Budget, I strongly urge that 

additional tax .. be provided to cover such charg... It 

ia 1JIIportant aa we emerge trma tbll depression that no 

new ac t1rtt1ea be added to the OoYel'ml6nt unl.eaa pro­

Tiaion ia •d• tor additional reYenue to meet their coat. • 

At another point in the •- •eaaage tbe Preaidellt 
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s~id : •rt ia pertinent to repe~t her e a st~t•ent 

appeui.ng 1n the Summation ot the 1936 Budget: 

•Estimates ot receipts contemplate c ont1nued collection 

ot processi.ng taxes. It the attack which has been made 

upon t!Us Act 1a suatuned, we rill ha't'e to hoe the 

probl- ot t1nanc1ng ensti.ng contraota tor benefit 

pa)'lllenta out ot a aDe !01'111 ot new taxea.' • 

On the "t'e17 day t hat the Pruident 1 s Budget 

Xessage -s re~ to the Congreaa the SUpreae Court ot 

the United State• rendered a deciaion holding the 

Agricultural Ad,1uatment Act uncone t itutional· Since 

that date the Congreaa haa enacted, o• er the Preaidellt 1 • 

"t'eto, the Adjuatecl C~enaation Pa,.ent Act ot 1~8, 

Which require a p&plent, beginning on Jlme ~th, ot 

the entire -ounta, which were to be due 1n 1966 aD4 

thereafter, on tba yeterenLI 1 adjuated ael"t'ice certit1• 
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cates . The additional cost or making these payment• 

this year, when distributed wer the next n1ne yeara, 

comes t o approXimately $120, 000, 000 a year. The 

Congress baa provided ror carrying on a continuing 

program ot conservation ot the Ration' s agricultural 

resources which will reaul.t in expenditures ot 

approximately t&oo.ooo.ooo a year. 

Thus to contol'la to t he Government ' a financial 

progra~~~. aa set tCil'tb 1n the Preaident•a Budget 

Message. we aball need to provide additional cont1nu1n& 

reveuue ot t62o.ooo.ooo •nm•ally to meet these expendi-

turea. We aball a lao have to tind • eana ot recouping 

approximately f617. ooo. ooo ot reYeuue aacriticed 1n 

the current tiac&l year because ot the invalidation or 

the Agricultural A4juatact .let. 
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The Preeident in outlining theee neede suggeated 

three sources o t revenue whi.ch coul.d be made a"Vailable 

tor the purpose. One or tbeae suggestions waa tor 

proceeain8 taxes on agricultural products, at lower rates 

and distributed over a broader base than the simllar taxes 

under the Agricultural Adjuatment Act. Another was tor 

a special torm or income tax, described as a 8 rtndtall8 

tax, on the unjust enricbment accruing to some cor­

porations and indirlduals as a result or their escape 

tree the ~}~Dent or processing taxea . ~e -aunt or 

the processing taxea due prior to Janua17 6th, which 

bad thus escaped -• approx1llla tely $2:57 ,ooo,ooo. 

'l'he third suggestion, and the one or -jor illpor­

tulce, _. tor a reviaion or our aJIIt- ot corporation 

tax••• It was propoaed b7 the Prea1dent that the three 

ex1at1ng torma ot corporate t axes be repealed. These 
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include the capital stock tax, the excess pro!ita tax, 

and t h e corporation income tax. 'l'he President propos~ 

that there be substituted tor tbeae taxes a tax upon that 

portion o! corporation income which ia not currentl~ 

distributed to atockbolders in dividends and that at 

the same time the present exelllPtion trom the no~ 

income tax of tour per cent of dividenda received ~ 

individual.& f r om corporations be repealed. 

The atatua o! the Preaident 'a propoaala toda~ 1a 

that the Bouae haa paased a bill to give effect to two 

ot them. 'l'he Bouae bill 1a estil:lated b~ the Treaau~ 

to ~ield additional revenue aa follows : (a) Net 

continuing revenue o! t623, 000, 000 ~earl7 tro. a tu 

on corporate earninga, and (b) net t-.por~ revemut 

ot t l ao, ooo, ooo t r 0111 an unJust enriohlllent tu aDd 

tem,por~ ext endon of the capital atock t u , d1v1cU4 
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aa fol lowa : Prom the unjuat enrichment tax, 

.100,000,000; h-0111 the extension of the capital atoclc 

tax for ooe year at one-half of the preaent rate, 

•ao,ooo,ooo. 

The bUl thua tully pr ovides the t62o,ooo,ooo 

needed to take care of the pel'III&Ilent &&rioultural 

pr ogram and the annual financing of the p ayment of tbe 

sold1era 1 bonua. It also pr ovide& for t he ~irat year 

of a three-year program for recouping the l oaa of 

t517 , 000, 000 ot proceaaing t axea loat during the fiaoal 

:year 1936 . However, it does not p r ovide an:r tempor&l')' 

r evenuea for the two aucceed1ng yeara to make up the 

balance ot ~7 , 000, 000 ot tliiiiiPOr&rJ reYeouea deairede 

'!he eat~tecl :ri'eld of t6aa,ooo,ooo trc:a the taz 

on corporate eU'Il1ng& :.a tbe aJIIO\IIlt ot additional 

revenue to be der1Yed traa the appl1oat1cn of tbe rate& 
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and achedul.u in the House bill to corporate incOJU 

tor the present calendar year, 1~ . It must be 

recognized that the choice of an 1nc0111e taz as the Mana 

tor raising additional revenue necessarily involves a 

delay in realization or increased receipts . Receipts 

trCR tazes on corporate inc0111es tor the caliiDdar year 
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1936 will be collected in the main during the calendar 

year 1937 and will be divided b etween the two tisoal 

years, the fiscal year 1937, end.ill8 .lime 30, 1937, and 

the fiscal year 1~8. 'lhe net additional revenue to 

be expected from the application or t he corporate income 

tax 1s estimated to be $310,000,000 i .n the fiscal year 

collected in the thoal Je&r 19S8. 

'lhe Bouae bill follows the Preaident 1 s auggestiona 

in providing tor tlw repeal of thl corporation inooM 
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tax, the capital stock tax and the exoeaa J)l'otita tax 

and by m•k1ng dividends received by 1nd1viduals subject 

to the no:rmal. tax ot tOIU' per cent. In place ot the 

repealed taxes it substitutes a nn t ol'lll ot tax on 

corporate income with rates baaed on the percentage 

retained by the corporation. The estimated annual 

yield ot f623,000,000 1a the amount by 'lllb1ch it ia 

expected taxes paid by corporations and individuals under 

the proposed plan will exceed the yield ot corporate 

and indivi dual taxes under the J)l'esant law. 

It is to be noted that the bill As passed by the 

Houae ot ReJ)l'eaentativea, while tailing, accordill8 to 

our eats.-tea, to l'&ise t8111p0l"ary reve111.1ea tor a three­

yeu period 1Jl the tull. amount ao1J6bt by the Prea14ent, 

utilizes but t- ot h1a t:bree aus , .. uona. 'rhe th11'4 

was tor the enaot.nt ot prooe .. tng taxes on a broa4ao 
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base but with lower ratoa than wore in ottoct under 

tho Agrieul tur.l Adjustment .let. I call t hia potential 

aource ot additional. r evenuo to your attention again. 

I feel aure that tho Department ot Agriculture atanda 

ready to supply any information you may dea1re on th1a 

subject . 

Turning tram the r evenue aapecta ot t he House 

bill, in which the Treasury ia p r1mar1ly interested, 

let ua consider alao the two suggoationa made by tho 

Proaident, to which the House bill g1Toa ett'ect tr­

the standpoint of equity in our tax •J•t•· 

.ls to the p ropoaed unjust onr1cbmont tax, I 

th1nk there ia little that ueed be add. I have not 

heard tho juatice ot thia tax ver,. .. r1oua1J queat1oned. 

There ia no doubt whatever that the avoidance ot paJIIOnt 
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ot proceaaing tax•• aoo:rued prior to Janual7 6tb baa 

reeulted in unjuet ga1na to a l1aited DUIIIber ot persona 

and corporatlona . It would be gro .. 1,. untalr to the 

persona and oorporationa who paid their proceaaing 

taxea •• due up to the time ot the Supreme Court•• 
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deciaiou aDd it would be untalr to the American oou8UIUr, 

who ult1m&tel7 bore the major burden ot the taxes, not 

to reduce th1a unjust enriohllleut •• much •• we oan b7 

taxation. 

I take it tor granted that an unjust enricbllent 

or "windt.u• tax 'Ifill be enacted b7 the Cougreee. I 

aaeume, too, that you will give moat eerioua consideration 

to the matter ot the deticienc,. in the t.mpar1.17 re'feuue 

tor a three-,..ar period eJq~eoted trca the Bouae bill •• 

COIIp&red With the Pree1dent' • eetimatee ot the need. 
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I turn, therefore, to the proposed tax on corporate 

income. 

The p r inoipl.e ot taxation according to ability 

to pay is now well established, not merely by having 

been written by amendment into t he Conatitution ot the 

United States and supported by twenty years ot applica­

tion in our tax structure, but by the undoubted and 

unquestioned endorsement and support ot the citizena 

ot this Bation. Through successive changes in our 

tax law a, hO'IJever, we ba ve departed 11101t serioualy tro111 

a consistent and just application ot the principle. 

Under the exiatill6 law we apply the principle to 

individual inoomea , whether they are obtained trom 

intereat, rente, or aalariea, trca the protita ot 

individual. bua1neas enterpr1ae or traa partnerahip 

Ulldert•k1nga. We do not apply it to protit a gained 
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trom corporate enterpris e , except in a manner which 

taxes s01:1e cit1zena at un.talrl7 high rates and gives 

to others the opportunity to avoid taxation on a 

wholesale scale. 

Where a corporation makea approx1Jstel7 ru11 

d1a t ribution or its current earnings, the stockholder 

under present law r1rst bears the burden or three 

dirrerent corporation taxes -- the capital stock tax, 

the excess profits tax and the corporate income tax; 

second, he is required to pay surtaxea on the divideDda 

paid to ~. Thia stockholder thua pays what is in 

erfect a nol'lll&l tax or about 1 6 to 16 per cent aa 

compared t o a nol'lll&l tax or rrur per cent paid b7 the 

indiVidual who derives his income rrcm other aouro ... 

On the other hand, the Jrsaent law p 81'1111ta atoollbOldara 

or large tnooMa to avoid the pa,..ct or mrtaxea which 
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-Y run to ratea as high as 75 per cent on their ahare 

ot corporate earnings 11h1ch are not distributed aa 

dividends . 

What are the d1mena1ona ot tax avoidance with 
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which we are dealincf A. few a1mple tigurea tell the 

atory. It baa b een eatimated by tbe Treasury Department 

that under the preaent tax law the i ncc:me tax liability 

of corpora tiona on the basis o! 1936 earnings would 

a.pproximate 96' milllona . The Department h aa alao 

eatiN.ted that \lllder the preaent law mare than !our 

and one- halt billion dollars o! corporation income 1n 

the calendar year 1936 will be w1 thheld from atoollholdera 

and that 1t tbia income were tully diatributed to the 

individual ownera ot the a took repreeente4 1n theae 

oorporationa, the r eaul.tant yield 1n additional 1ndiddual 

1noome taxea would be about one billion three hun4red 
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millions. 

With tax avoidance occurring on the scale 

indicated b7 the rigurea I have cited, I do not aee 
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how any increaee in individual income tax ratea or other 

general and continuing taxation coUld be justified until 

this leak in our tax aystem is stopped. 

Whatever may be the debatable considerations 

that may enter into the preparation ot particular 

schedules, it will be well to bear in mind at all 

ti=es that th1a is purel7 and s1lllpl7 a propoaal t o put 

all taxes on bua1neas profits esaent1ally on the aame 

equitable baa1a; to give no advantage• and to ~oae 

no penalt1ea upon corporation stockholder• that are 

not g1van t o and 1JIIPOae4 upon t he 1.nd1vidual taxpayer 

llbo alone or aa a partner der1 vea bia income .tJooa 

buaineaa pror1ta. 
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In cloatng let • aay tbh . I aincerely 

hope that th18 C~1ttee will report to the Senate 

a bill giving effect, aa tully as poaalble, to the 

Prealdent •a recommendation• of the amount or add1-

t1onal revmue needed to supply the deficiencies 

created since tbe Budget lfeaaage ot Jam.ary 3. 
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Apr11 27th 

B. u . Jr. told me to record this for the diary that 
Viner wants us to increase exce~s r eserves for psychological 
and not for economic reasons; that the American business man 
is not investing money 1n his business because he is frightened 
on account of inflation and if we made this move it would be 
reassuring to them - that we ought to do it on July 1st in 
connection with the bonus . This is Viner ' s l atest viewpoint. 
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April 37, 19~6 

Haa G told HU,Jr . today that there are economic or ata­
tia~Lcal reasons why tbe stock market sold ott 4 to 5 pointe 
today . Haas wi ll prepare a statement on this. 

HU,Jr. said that Wall Street ia giving the tex blll aa 
tne reason, and Oliphant was of the opinion tbnt thi s ael11ng 
11 eo1ng on to scare the Committee. 

131 

Regraded Unclassified 



HVJr : Hello 

Operat or : Dr . Burgess -
W.R. 
Burges .. : Sir? 

~jr : Hello, Burgess? 

B: Yes, sir 

RYJr: Good corning 

' B: How are you? 

lfonday 
April 27, 1936 

B1~ : Fine I don't supuose George Harrison is down so 
early - ? 

B: Well, I haven't been in to see yet. 

llll~r : Well - what I tell - you can pass it along to him and 
then if either of you is very much excited you can call 
me back . 

B: Yes 

H!iJr : I ' ve r eversed myself or changed m,y mind or whatever you 
want to call it - I•ve decided it's a mistake not to 
sell some bills now. 

B: Yes 

Ill! Jr : I 1 d like to begin on the fourth of l.ta;y to sell fifty 
million dollars worth of bills a week due on the fifteenth 
of December and 

B: 

~Jr : 

B: 

B: 

liAJr : 

B: 

Pardon me? 

Yes 

And that would be announced on Wednesday 

Yes 

- for ne1t lfonday. 

Yes 

HIIJr : ldy relison for doing it is this - if evt!rything goes along 

Regraded Unclassified 



B: 

l!lljr : 

B: 

' llliJr: 

B: 

IIJ.Ijr: 

B: 

HliJr : 

B: 

Hlljr : 

B: 

llliJr: 

B: 

I!JIJr : 

B: 

HllJr : 

B: 

Hlljr: 

B: 

1'11Jr : 

-2-

lovely we can raise a billion dollars 1n June 

Yes 

I f everythin~ doesn ' t you'll come and say , 'Now, Mr. 
Secretary, can't you ask for around eight hundred 

Yes 

1 -instead of a billion•. -

Yes 

And if we ' ve raised these bills we can make it eight 
hundred . 

Yes 

And - and if in the Fall 
stead of six hundred I -
to raise four hundred . 

things eren ' t so lovely in­
in bonds I would only have 

Yes 

Now, if everything is fine in June we ' ll go out for a 
billion and we can cut our bills down or cut them out . 

Yes , yes 

But I just don't want to be 1n a position that on the 
fi r st of June I've got to raise a billion. 

Yes 

See? Now nothing has happened except that 
walking by myself - no one has t alked to me -
have gotten a little bit more cautious . 

Yes, I see. 

I just want that anchor to the wind-ward . 

Yes , yes 

after 
I just 

Now 
1f they 
them to 

Bell and Taylor are here . As I told them 
thought I was making a great mistake I 'd like 
tell me so . 

Yes 

But unless th87 think it' s a greet mistake I ' d like to 
follow my own judgment . 
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B: 

I!IIJr: 

B: 

l')ljr : 

B: 

l!llj r : 

s: 
l!liJr : 

B: 

B: 

bllj r : 

B: 

Ill' Jr : 

B: 

lllijr : 

B: 

l!liJr : 

B: 

lllljr : 

B: 

!!liJr: 

- 3-

Yes, yes 

Now that ' s the way I feel . 

Well , I don't think it's a gr eat mistake . 

You don 't? 

No 

Well, I 

I'll talk with George . 

I wish you would and if you could call me back - either 
of you call me back between now and twelve o ' clock 

AJ.l right . 

But I just want that little extra margin so that I don' t 
have t o ra ise a billion. 

Yes , yes 

I mean, if t hings aren't quite so - going so well -
I mean I hear t hey ' ve postponed the French election 
and if somet hing happened abroad and our bond market 
wasn 't just right eight hundred million is much easier 
than a billion. 

That ' s true. 

And I just want to be 1n a position that I can turn 
around . 

Yes , yes 

And if I don ' t sell some bills I've got to raise the 
billion. 

Yes, yes 

Now there' s nothing - you 
years if I hlld nnytbin.g 
somet hing I can' t tell you 

Yes 

know me aft er a couple of 
I ' d either say I ' ve rot 

Or I'm telling you now there ' s nothing except 

Yes 

After sleeping on it, I myself - no one has influenced 
me I - this is what I'd llke to do. 
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8: 

H!ljr : 

B: 

l!lljr : 
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Well, I can understand that . 

What? 

I can understand that . 

Yes 

Let me talk to George and call you back. 

You see, after all I ' m a burnt child as I told you before -

B: (Laughter) yes 

ITUJr : And I 1 ve beenl~ poriod when things have steadily gotten 
better with occasional bad drops . 

B: Yes 

l!lljr : And it ' s a much 1' m in a much healthier mind than 
a man who went through the - you know, twenty-nine and 
thirty and still thinks things are everything is 
lovely . 

B' Yes, yes yes 

l!Jij r : So , with t hat in mind, will you talk it over? 

B: All right 

!!liJr : And if - my thought was, I have a regular weekly 
press conference at four and I thought I ' d announce it 
in order to get the market ready . 

B: Yes, yes 

l!Jijr : See? 

B: 

~jr : 

B: 

Hlljr : 

B: 

Let's see, that ' s - yes , that ' s jus t a week orr. 

That would be out 1n tomorrow morning ' s paper , I mean 
announce it informally - the regula r notices would go 
out Wednesday. 

Yes, yes - yes 

But that's the wl~le story , Burgess , there' s nothing 
behind it 

All right, well I can see it, I can understand i t and 
I have a great deal of sympathy with it . 
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l~Jr : You have a great deal of sympathy? 

8: Yes 

l!l4Jr : Thank you very much. 

B: Yes - 1 1 11 call you back. 

l!JIJr: Thank you. 

B: Goodbye . 
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TREASURY DEPA~TMENT 132 

D ATa .April 28 o 1936 

,o Socretary~~enthan 

,Mt.. l.tr . ~:t;'lf 

S':bject : !he Stoclc Unr:Cat 

I . smnu ay 

'l'he recent decl ine 1n the atoclc onrlcet , follow1nt; the 12- montha • 
11pturn , te to be o.oaooin.ted with three d.evalopmentaa 

(l) lfbile f 1rat quarter e8l'ni11ga melee o. veey favorable cooparhon 
wi th the f 1rat quarter of 1935, aver aging about 25 p~rcent hi~er , they 
fall oharply belcm the l evel r"!'resented hy a projection of the excep­
tional fourth cruarter 1935 eA.1'IliJiea ft&urea . !hia drop was to be ax.­
pected, a1nce the veey hisb l evel of pro!ita dur1nc the final quarter 
of l&at yeu •as t!u• re.W.t lart;ely of the advenced auto:oobUe eeaaon 
with 1h atilm.Lating ertect on allied 1ncmatriaa ouch ac ateel , auto­
mobile parts, gl~se , text!1ea, t i res , nnd rubber . It took ac~ f irot 
~ter fi~ec, however , to dr ive hoPe to the market the exceptional 
nature of fourth ~arter earnince. Onco tho t~cto wero appreci o.ted., re­
ndjuotnont of vcluee waa i nevitable. 

(:! ) IW-inc the fourth quart er o! 1935, on in!lationary payeholOI:Y 
wu ~ndered by good proli ta ahowino e.nd rapidl.T e.zpencllng budne&~ 
tetbity, end wan ce.rried to a bigjler p itch hy (a) knowlec!t;e that the 
bonua would be paid, without ezrr correepondint: certainty aa to how it 
'10'.114 be financed or when 1t would be ap811 t; (b) the talk of currency 
1nflat1on Which waa 1111.1ch in evidence durint: the final 1:10ntha of laat 
~ar ; and (e) the beli ef that heavy new tax•• in an election year were 
unthi nlco.ble. 

Since the beg1rm1ne of this year , the pen.ee 1n the r ecoveey move­
Dent han nos:~ewhat d.alopened tho in!lationary fealine; bonua uncert a1Dt1ea 
h~"• been largely diedpated; 110et l.lllpOrtont of &11, the ~inlatre.tion 
baa aubml t ted a tax 10e aaage , evidencing 1 h dataraination to adhere to 
tha bll~t . Conaequentl7, the 1nflati.onary p~cbo1or;y has died t!Dwn. 

It h not IIUMriaing that the co1nci~811Ce of theae develOplll'nh with 
the nacaaaary· reedjuats:~ent of earninga expeotat iona would tend to place 
tbe aarket 1n a week poaiti on. 
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(a) Pin&llt. oortai.D teohnioal t•tur•• ot the .ulcat UDder tho 

new regulatory lotJ.al&tion -.lea for ahvp ~~ both ~ &Dd dO'IID­

....-.1 , u OOIIpared with p re-SEC 00Ddit1Cill. Tho .. upeota of tho current 

deol ille uo cliaouaMd 1n -re detail bel-. 

Conoluaiona 

The oooditiona 'llbioh w have outlined inclioeto that the _,-kft 

•• 1n a vulnerable poaition preceding tho reo .. t clool1no. Under 

tbaaa oiro~a.t.noea. ~ be&rieb D ... would be lllcaq to touob ott or 

to aooant.._te & deol ine. It 1a pouiblo • &I tinlllloi&l journ&liata 

·~•at. that euoh faot ore •• "tho •bargo pl&ood on gold by Poland 

••• the FNDoh election • • • (ucl) the atte.pt ot the S.ouritiea 

ond Exchange c.....J.oaion to euaponcl 11h1to. Wold 1: Co. • •• • (._ York 

t~a ... Jpril 28) pla)'od a part 1n the rooent decline. The ... riOOt hie 

realatecl ebocka of thie eort 1n the paat. boWTerJ i t probebl7 would 

have clone eo a&&in it UDclarl)'ing taotore had not laic! tho groUDd for 

a downward reaclj u~ of v&luee. 

Thera 1a no reaeon to autioipato 1110ro than a oorrootive IIA>ftllant. 

'If• are .ti ll 1n tho upward pbaao ot the bu&inesa O)'ol• J a t&ll rortv&l 

1n buo1neu ..... bo)'ond doubt • 110n17 1a ••17 • capital h abl.mclazlt. 

Attar a ra• &ppr&ia&l of tho outl ook. 1 t ie to be expected that tho 

arket rill again sift tho ..,at • 1got to longer-tll'll proapoote t or 

further reoovory . 

Regraded Unclassified 



- s -

1, ,.rioe Re -&d uabnont in Line with Fdlure of f'i r at. QuArter l>unin 1 t.o 
. epre1ent Pr ojection of 'ourth Qu..rter F'igur oa 

In the .t'inal aix mon\.1\1 of 1936, the he&vy industries , &nd p!lr­
ticularly c onstr uction , were ehowing the tint upturn ot t he r ecovery 
period· Pr i ces evi<lenood &n &nticipation tha.t the upturn wul d con­
tlz:.ue at tho ••e rate ~hro"f:)) the ee.rl y part of 1~6 . 

lodldi.nt; and railroad equip.ent atoolce , particular ly the tol"l>er , 
were ea,.erly bou!l>t . There are not .-ey buildint st.oolcB. Their prioea 
were consequently bid up to l evels juat i tied not by 1935 e&rnings , but 
by the proapaot of & building "boom" in 1936 . Rail equi pDont atooka , 
too , were in the liael16ht •• affor ding oppo rtunities f or wide 
"lrrarage" gains . l'i ret quart er 1936 pr ofi t1 ,.re expeote d t.o pr ovide 
t.be first j uatifio,tioll or h i&)l prices for l tookl of this type bou!l>t 
on "proopeota . " 

lle&llllhl l e , the final qua rter of 1936 turned in a brilliantpr of­
ito allowing , coneiderab ly &bon the 1101t optiaht i o expec tationa . 
llile full year 19S5 eam1nt• fer 1n.tu.tr1el oorpo rations &Teno.&ed 
about ha.lt e.¢1' ae hi!~> •• in 1934, coapilaticna of fou rth quArter 
protita 1howed ge.ina of &I 1111ch u 2ZO peroent (~to.nd&rd Stat iatice 
quarterly index of 120 i nduetri&le ) over t he 111ce period of 1934. 
l'hil ahowi.Ilg adde d to t ho eoar ing opti miam i n t he 111Arlcet , a n opt i mi 11111 
wllioh was undismayed by the knowledge t ha t & large part of fourth 
quarter ee.rnings n a de pendent on t ho doubl e aute111ob1le aeuon in l9:S~ . 
Pricea tor stocks euch aa buildinG equipiiWint , wb e ro e&rnings were still 
lGW , 110nt to l ... e l a juatitied only by the pr o.,ailing notion that the 
•rwt-rd aweep in earninG• would continue umtated in 1936. 

allowing the excitin., eTente of 19ll6' 1 final quarter , a aerie a ot 
aobor ing developocenta t.Te occurred ainoe the firat or thia year • 

( 1) Firet quarter earnings haTe not r epresented a projection 
of to\o'rth q Uftl"tor expectations . Asgregate tint qUArter 
proti ta ahowiii(SS , whil e they oo~:~pare Tcry favorably with 
tir st- qu&rter-1936 ti~reo , are eh&rply down fro~> the 
h igh p e&k of the fina l quarter of 1ut year . Huty p r ofit 
takin& and a rapid ac&ling down or eulier ideas hu n>l­

l owed. 

In retroapect , it ia ev1<1ent tha.t a oonaolid&tion of gaina 
hu been in pr op-ell throughout the l'i rat quertor. An 
uncffici&l oompil&ticn indica t es tha t 292 etccke r e a ched 
their hifiaa i n J &nuary , 410 i n Febr uary , SOS i n lle.r ch and 

168 1n .Apr 11. 
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( a) 

(4) 
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It hu beOCDe nident tho.t then will be no buil dillt; 
"booa • in 19ll6 • &1 though oper.tione will undoubtedly 
be oonaidere.bly better then lo.et year. l'iret quart ... 
protite ehowin~e of the le&dint; buil ding equipment ~ 
p&Di.. are not only unto.~orable 1. they o.ppoar to have 
t&lcen t he ~~&rket by eurprile. "uildint; etooke -re 
leo.dere in the deoltne. 

The ll&rket baa &t;&in beo~ &W&J'e oE the taot that ro.il­
road equi~nt ordere o.re &lwaye epa•ociioJ it h reoo&­
ni&M , n-, t hat the l&rt;e JmU&ry• l'ebruary ordere pl&oed 
by the r&ilroo.de do not neoeeearil y 8IIMJ1 that t he -
r o.te or buying will ooutinue through 19ll6. 

llloet iaport&Dt or ell, the buaineu ecene today oont.....ta 
eh&rpl y with the folll'th quarter of 19a5 in one iaport&nt 
reepe ct • ot oruoiel oit;nitiomoe to thooe l oold..nt; tor 
"l•~•ro.ge• etook11 the .arket tore•••• no bit; otiaulue 
to bueineee o.otirlty in the woelte juot &head. The out­
look for buil dint; ie r .. ~or&bl• . but the re&li&ation that 
no 0boCIIIl" h 1mminent hae been one or the ohiet itce i n 
the mar kdown ot eo.rlier pro1peot1 tor 1harply o.ooelerated 
revi~l in the neo.r tuture . 
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2 . Diuip!tion of Intl&tioll&l"y PeyoholoQ' 

All we have noted in the eur:o.ry , m infla tionary paycholq;y waa 
etr11dnt;ly eT1dent 1n tho fourth quarter 1935 stock - rket . It round 
one expreeaion 1 n heavy buying during thia period or low-priced . "- -- . epeculatiTe iuuea , ao-oalled cate and doge ." _.-gin r et;ulationa 
~ade it rolat1voly oxponaive , it ia t r uo , for the general public to 
epeoulate in higher pr iced investment etccka . But tho heavy and per ­
aiatent purchlaea or low-priced iaeuea gave witness to tho gonoral 
belief that tho market would continuo to inflate, balloon-like, 
carryin& both good and bad atocka with it. 

• 

Thia infla tionary paychology 11 .;one; tho solid strength 1n 
Go,..rn=enta which has accOClponiod tho decline in stocks giYee added 
IYideDCe or the change in foolin&. On April 27 tho Dow- Jcnos 
induetr i al a took average t ell alaoet 15 pointe to 147, droppint; below 
the 1.,.. point which Dow theorist. etated (&e.rron' a , Apri l 27) -rked 
definite reversal of the long Werch- to..J.Iarch uptrend. Govonr:umt1 , 
bo,.Yer , held fir m. tho yield on 10 l ont;- ten Treasury issues avera&od 
2.1511 at Apri l 27 pricea, as a &ain•t 2 . 610 a week ago , 2 , 507 a month 
aco , and 2 . 664 six weeks ago , b efore etook prices had abo"" a t endency 
to reoedo . 

S. Technical Features of Trading under New Regulatory Legislation 

Certain features or the new r egulatory legis lation make poasiblo 
exceotionally sharp price swings , both upward and dawm:ard. In partic­
ular , the now regulations make for a muoh thinner market than fonaorly 
pr1Yt.1led 1 while a downturn ia 1n pror;roaa , this aoans that there are 
fewer ouehion• to retard tho doolino. 

Since t.,a passar;o of leghlation a treating tho s ocu_rity ...,.kot a , 
it 1a reported that abort aoll in&, requiring aubaequent coYeri nr; , baa 
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'been ~reatly reduced and in aoM oaaea eli•inatod. lnaidera aro pre­
'fOated fro• apeculating a• much aa torurly and eo are loaa apt to r;iYo 
t hei r atooka support in a falling Mrket . Poole , too , which in t1Jaoa 
put orton oatabliahod a low on the decline , are virtually out ot 
exietenoe . Those absent elementa are not to bo mourned; 'but their 
diaappoaranco haa g rootly thinned tho ra nks of availabl e otror inga and bide 
during porioda of sharp pr ice ohan&e• 
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~,Jr . had a v~ry eatietac~ory t alk with Ur. =~clcs 
tnis mor ni ng . He c~id he never round Eccles easier t~ 
taU:. to . 
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Ecclec v~id t h8t he !eele tha t Oliph~~t and Hnae, not 
'laving had bueinece experience , are ca:ti ng lllall3' ::!.s t akes 
on cor porate taxes ~~~ that when HU, Jr. goes up on tho Hill 
to test ify on ~ne tnx bill he should oonf1ne h1meelf orly 
to the fiscal end 1n order to be on sat e ground. 

Eccles nlso enid to Hll,Jr . t~At ho does not want to 
1o anytnir~ on excess r eserves until July 1 and the only 
people whoo he t hinks will urge h1m t o do i t immedia tely 
re Broderick and S:ymc~~. but tha t he cnn see no need 

tor doing i t r.ow . 

He also ~old ~~. Jr . th8t the Federal Reserve do not 
have enough power to stop inflati on if we cont inue to 
!'!live t helll big butlget nry deficits ~nd tha t we ought to 
beJ.!lnce t he budget by 1938; tm t the only way to stop 
re'l inflation l s to stop budgetary defici ts and mJ, Jr . 
~greed with hi m enti rely . 

Thi s conversn~ion gave !.:r . Uorgenthau t.he t nought 
tnt~ it r.ould gi ve him a grand opportunity to eay ,!m­
rnedis t e ly after the s&c~nd paragraph ~f the s t a t ement 
wnich he i s go1~ to read on the Hill, Thursday corning, 
•that the reason tnpt I 8.CI so anxi out to see this r:or.e~· 
raised is to put t'le President ' s bw~et back to wher e i t 
vas and the only w~v t o do t his is t o otop this ~radu~l 
tendencv towardo defi olt inflation and tnnt the only r.3Y 
to stop. i t i s to balance th~ budget through additional 
taxes and I sincer ely urge0 0ongreos that they raise theoe 
additional tnxoo as this is th~ one and only means to 
etop inflation . • 

~.Jr. was not sure tb8t he would use thi s last 
~nraoraph, but' in any event he wanted to put 1t down on 
;)a,er . 
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Ur. !!or gent hnu today asked !!r. Chon t o como 1n to see 
h1D. Chen was 1n confer ence with Lochhead and Taylor t hi a 
att~"'noon . 

~·,Jr . told Chen tnat ne ha~ received a me~eage fro~ 
?rotcssor Buck to tne eff ect that Dr. Kung was disturbed 
because o! the prospect or the N11t1onal City Eenlt m.e.k1ng 
r loan to the Canton Government or $750, 000 on silver. 
Tno Secretary told Chen t hat he could cable Dr. Kung that 
the National City Bonk will not make the loan. 

He said that tbte is anothPr gesture on our part to 
shor that anyt A1ng tnnt we can do t o help Cn1n~, we will do . 

~· , Jr. called tho Presi~ent at 5 : ~0 and told h im that 
& ~thing quite exciting has Just hn?pened; that we have 
~a n order 1n London t or quite a while to buy gold a t 
1~• .71 , ~blob le below t ne gold export point 1n ~land. 
In ,t~cr words , when it goes down to $34 .77 1t i s profitabl e 
ror an Ar.erioan b~nk to buy gold 11nd deliver t t to us et 
~35 .00 . Something has happened and we suddenly find that 
v:c bought $750 ,000 wor th of gold. We ho.d our price in t or 
safety to keep t he market from cr acking ond suddenly we d1e­
CJvered that we bought ~750 ,000 1n gold. He Also told the 
?r·e1dent tb~t ho did not under s tand t he slgn1fioanoe, but 
l_ t.~~usnt it 1YRB i cportant enougll to tell him about it. 
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At 7: 30p.m. 1 H'.JIJr. called Secretary Hull to tell 
hlm about tho $7501 000 worth or gold tMt was bought ~.n 
:.on don . 

~urins t ne convere~tion1 Hull atk~d Cr. Uorgenthau 
~hether T~vlor had talY.ed to him about the French trade 
a~eement which needed the Treasury •a approval . HU

1
Jr. 

told Hull that Taylor had not, but that he would sco him 
l~ter in the evening and would tal~ to him about 1t then. 

Teylor d id tal% to Ur . Uorpenthau during the dinner 
ot the Chinese Embassy ~nd told Ur . Uorgenthau tbnt the 
~t~te ~epartment were again "putting the screr.s • on ~~ 
~~ w~nted our 0. K. that night bec··~e if they did not 

eet it, ~niater Bonnet would mise hie boat t he next morn-

139 

log . ~.Jr. told Taylor t~t he r.ould leave the reepono1-
b1lity with him as to whether Bonnet wotUd sa11 or not . 
Whatever he did, he said, he would back him up . 

The next day TBYlor reported that Williamson, or the 
State Depart ment, had told him that Bonnet d!d m1ss his 
boet, but cert ainly not on our account. 

Taylo~ reported that tne wny tho thing is eet UP i n 
the asreement

1 
at present, he does not !eel that 1n case 

of devaluation t he United States Govtrr~ent would be ~rop­
erly safeguarded and HU,Jr. told him that he left it en­
tirPlY up to h1~ and thrt 1f he f ools th~t the United States 
1s not protected, he should see t hl> t ,.,. (ll'e. 
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ffi! ,Jr. t oday a sked Dr . Burgees what i n hi s opi ni on was 
the significance of General Goering taking Dr. Scnacht ' s 
poa1t1on as fiscal dict~tor for Germany. 

Dr. Burgess ' views on this subject are ae ~oll~s : 

1 Thcre are two views about thi s whole matter: 

1 . That tnie is an arrangement taki ng power 
away !rom Schacht and cuts him ott f rom Hitler. 

2. Thio arrangement as worked out i s a method 
of continuing Schacht in po~er and giving him uore 
authority with the Nazi party. 

Nobody knowc which one is c?rrcct. The tenden­
cy 1s to have con~idenoe 1n the second view. • 

140 
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I!Mjr: 
!lew York 
Overseas 
O>erator: 

Ujr : 

( . o.: 

T. 0 .: 

r:> , o.: 
T. O.: 

Ill' Jr : 

'!' . 0 .: 

0. 0. : 

'!' . 0.: 

lll.ljr : 

H. &1 . 
Cochran : 

HJ.!jr: 

C: 

!i)fJr : 

C: 

HMJr : 

C: 

!lliJr: 

Hello? 

Mr. Cochran 

Hello hello -

Just a moment, please. 

Hello 

Tuesday 
April 28, 1936 

I'm sorry to keep you waiting, Secretary Morgenthau, 
we're having a little difficulty with our circuit. 
May I call you back? 

Operator , I 111 hold the line . 

All right , thank you . 

I ' m sorry , Mr. Morgenthau, he was on there once . 

Who was the girl, was that t he French operator? 

Yes 

This is New York Overseas . 

New York Overseas 

All right - (Pause) (Spoken aside: Oh, I'm - tell 
him I ' ve got t his overseas phone call) 
Hello 

Hello, ur . Morgenthau 

I ' m having - maybe have to 

l41 

Cochran, I 1ll talk until -
hang up any minute because I may have a call from another 
man, see? - Hello? 

Yes 

I wondered if you could get me a cable today on the 
Polish situation hello? 

Yes 

And also on the - this latest move on Schacht. 

I see . 

Hello? 
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l~jl : 

C: 

HUjr : 

C: 

I 'jr : 

C: 

IDijr : 

C: 

I"Jr: 

C: 

HUjr : 

C: 

~.r : 

C: 

t ~Jr : 

C: 

!Ji jr : 
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Yes 

I mean, I'd like to get as much information as I could 
on those two things . 

I see - all right , 

Do you t hink you can pick up much in Paris? 

I was at the Bank of France this morning and talked to 
them on Pola::~d . 

1'/hat 1 s t ha t? 

I say, at the Bank of France t his morning I talked to 
them on the Polish question . 

On t he Polish question? 

Yes 

Yes 

And they said please don't consider that 
there has been a 

I didn ' t understand that. 

gold bloc . 

They said please do not get the idea that there has been 
any deflation in the gold bloc . 

Any what? 

Any - any gold bloc - any gold bloc from the gold 
system that in the action of one could i nfluence or bind 
another . 

You mean that the Polish - the Polish t hing would not 
influence Fr ance? 

Not in t he least . 

What? 

That's what I mean it will have no influence what-
ever on French monetary policy . 

Well, do you believe that? 

Yes 

Do you really? 
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IIJijr: 

c: 
I!Jijr: 

C: 

HVJr: 

c: 

Hlljr : 

C: 

HliJr : 

C: 

lllljr : 

C: 

HIIJr: 

C: 

~~·Jr : 

C: 

~Jr : 

C: 

'Jr: 

C: 

H»Jr : 

-.3- 143 

Yes - I think it may have cont r ibuted yesterday to the 
decline on the stock market. 

What's that? 

They had a bad s t ock market here yesterday . 

Yes 

This Polish affair may have contributed some t o that . 

Yes 

But the franc today is not at the gold export point 
very st eady . 

Now I wish you 1d find out for me today f rom the American 
banks and t he American stock exchange houses in Paris 

Yes 

- whether there i s much buying or selling one wey or the 
other of American securities . 

I see . 

And whet her the selling it ' s selling or buying which 
is going on tl1e l ast couple of do.ys . 

I see, all right . 

Do you think you can find out? 

Yes , I t hink I can . 

Yes - I mean whether t here is more buying or more selling 
t hrough American banks and stock exchange houses of our 
securities . 

During the last few days? 

Well, in the last 

Well , since the market ' s fallen . 

Yes 

Yes 

I mean, whether their selling i s coming from Paris or 
not, see? 
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C: 

BlfJr : 

C: 

lllljr : 

C: 

Hll~r : 

C: 

I ~Jr : 

C: 

Hlljr: 

C: 

HllJr : 

C: 

I!Vjr : 

C: 

fl!IJr : 

C: 

IDijr : 

C: 

!l)(Jr : 
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Yes, all right . 

And get me a cable on that . Now on the Schacht thing -
pick up what you can, will you? 

All right - I can•t premise 
Poland or Germany this afternoon, I ' ll get it if I can, 
but it ' s long distance . 

well , I am 

I have written y telegram on the French situation and 
it is being coded now 

Yes 

And I'll got 
them, I t hink, sir. 

I can get something on both of 

You can? 

Yes 

All right - Now, I gather from our word here that today 
things are a little quieter - ? 

Yes, today it ' s quieter here . 

Yes 

The French francs have recovered a littl e bit . 

Yes 

And there is practically no intervention by the British 
Control. 

I see . 

The franc is steady against both the dollar and the 
sterling, 

There has been no i .ntervention? 

144 

No, practically none . And no 
gold shipments . 

no sales of dol lars f or 

No what? 

There are no dollars being sold to finance shipments or 
gold to New York. 

I see . 
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C: 

Hlljr : 

C: 
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There' s nothin« doing there . 

Well , that ' s all right. Everything else all right? 

Everything is going very well. 

All right . 

Of course Sunday was the big day and it ' s too early yet 
to say what is going to happen. 

All right . 

But I'll wire you every day and I ' ll get these messages 
over just ns soon as I can . 

All right . 

Fine 

Thank you . 

All right , Henry . 

Goodbye . 

Goodbye . 
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Hllj r : 

..!fjr : 

It: 

mljr : 

K: 

lrlfjr : 

!t: 

Hllj r : 

K: 

Hllj r : 

!t: 

H!.IJr : 

K: 

H!.IJ r : 

HliJr: 

K: 

Hello 

Hello, Henry 

Hello, Joe 

Row are you, my boy? 

I 1 m fine, how are you? 

I'm fine . 

Joe 

Yes , sir 

Tuesday 
April 28, 1936 

Can you give me your interpretation of what' s been 
happening the l as t few days 1n the market? 

Yes , but I mean I don't think that there's any parti­
cular significance to i t , Henry . I think that it -
a market that has gone up for thirteen mont hs and 
people would have sold at a good deal less price ex­
cept the fact that they wer·e afrai d t o pay taxes . 

I see . 

Uy own belief i s that the market can go another five 
points lower. 

It could go another? 

I should t hink so . 

But you don't thiqk there's any - any parti cular 

I don' t think there ' s any such thing as an organized 
sale or anything to make t hings disagreeable . 

Yes 

There - as a matter of fact, Henry, there ore very 
bad pockets on both sides o! t he mar ket . 

I see. 

They the market can do down very easily because 
there aren 't any buyers My own belie! is 
that the only - that the dangerous part of this 
market would be that if the market started to get a 
break as we were used to old breaks that it could 
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HliJr: 

K: 

l!Mjr: 

HKJr : 

It : 

Wljr : 

:\: 

HI' Jr: 

HKJr : 

l!liJr : 

1.: 

Hll jr: 

-2-

very very badly against you because there ar e no buying 
powers . The only reason that you haven't got a really 
good panic on at the minut e is because the fifty-five 
percent margin still keeps people in pretty fair shape. 

I see . 

Now, if you got a break that went beyond another five 
at this point you would - I think you might uncover 
some things and then people mi&ht get a little bit 
scared . 

Yes - well, of course i t hasn' t touched my bond market 
at all. 

No, and it won't touch the bond market . 

Well, then what have I got to worry about? 

Well , as far as the bond market is concerned, Henry, 
it won ' d do it a damn bit of harm. 

Yes, well -

Because, afterall that is going to 
credi t and - and on the fact thnt 
cheap and according to this 
make another problem. 

Yes 

be based on your 
money is still 

it 1 s going to 

Itwon 't affect you - as a ~atter of fact in spite 
of the fact that this is rather a bad sounding issue 
today-this hundred and ten million - they may have 
some difficulty with it but they ' ll all go over a 
little later . 

Yes 

There' s no trouble, Henry , as far as the bond situation 
goes - it ' s just - the New York crowd always 
starts to ' belly ache' but hell, if you go outside of 
a place where they don't know that - that there is a 
stock market , such as New York or Chicago 

Yes 

- or Boston, Christ , t hey won ' t even know what ' s going 
on. 

Yes, well I - I want ed t o talk to somebody wn.o,nvoooc 
the t echnique of the market and I didn' t know 
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It: 

Jlllj r : 

It: 

Inljr : 

K: 

llloiJr : 

't : 

l!l.l j r : 

K: 

HJ(jr: 

K: 

I!Mjr : 

I<: 

BliJr : 

K: 

- 3-

better than you. 

Well , thank you, Henry. My own belief is that the 
market can go down - I don ' t think that it is a 
designed market - I think that these fellows have 
held on - I think it ' s directly attributable to a 
too high a price based on the fact that people don 't 
want to sell them. 

Well, that •s that's a perfectly good reason. 

And pay for a capital gain tax and that leaves a 
hell of a wide pocket in the market that can fal l on 
its f ace any tima they all start to sell. 

Well -
you 

I tell/, Henry , I t hink that they ' re contemplating -
things are - I don 't know how far along they are but 
over in the Commission 

Yes 

- it might ha ve some baring on na rrowing the stock 
market . 

Narrowing it? 

Yes , in other words if they decide t o do away with pr o­
fessional operations 

Yes 

- which is a thing discussed . As a matter of fac t the 
day of that work-down t here Burns and Haley talked t o 
me about it. 

Yes 

I don 't t hink they ' d ever do anyt hing until at least 
they get a practical man who can di scuss it with t hem . 
But if that were to happen - to me that would l i .mit 
r estric t ed aargin and might cause ser ious breaks. 

Well, of course, you know I'm not in clos e touch over 
there. 

Wdl, I - I can follow that and I don 1 t think that 
I ' m quite sure that they would at least take my JudllME~t 
on - as far as that and I don't t hink anything 
to be done before election. 
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F.liJr: 

IC: 

'lllJr: 

!: 

Blfjr : 

IC: 
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Well, i f you bear of anything which would affect the 
bond market which is my r esponsibility 

Yes 

I 1d appreciate your giv1.ng me a ring. 

Henry , it would be a great pleasure . But I wouldn't 
worry- it's a cinch. I 1 m writing up so~e answers 
to some of these fellows and one of the things that 
we ' re stressing pretty definitely is the fact that 
of the financing and the way it's been done and as 
cheaply as it's been done and I'm going to - it will 
take me another two or three weeks to finish it and 
then I•m going to show it to the •Boss ' and I 1ll let 
you read it to see how you feel about the Treasury 
situation. 

V~at a re you doing, writing an article or a book? 

No, it's an answer t o Warburg and Hoover and Smith. 

Oh - I ' d love to s ee it • 

And - I mean, they ' re t alking 
credit getting a kick 
that it never was so good . 

about all this Government 
and I •m demonstrating 

HUjr: (Laughter) I'd love to see it. 

!t: 

lillJr : 

1: 

I!Ujr : 

It: 

lilljr : 

I 1 l l send 

o. K. 

All right, 

Thank you 

Thank you 

Goodbye. 

it to you. 

Henry 

for calling . 
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.. prll ;;9 , 1.936 

~ ley ~s~ec t o co~e i n to see ~,Jr. to disc~ss sule or 
7:>0 , 000 gold by &.nk of Engl ... nd to the :JS Tre:.sury ~nd 

flew l ey ~sked by Bll, Jr . to i t>Guire of the British Tre~<sury 
tn~ ~lgnificbnce of the tr~nsuct1on . 

Filed i n StLbll1zat ion Folder under dute of nprU ,;;9, 1936. 
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Mr. Bewley cal.led en Mr. llorgenthau at ll: ~. !he following 
1a a transcript of their conTeraation: 

HK.ir; I do not know whether you know what happened 1n 
London &at night. ror aorae t1me we have h4d an order in with 
the Banlt ot England that it and when gold lhould reach tM. 77 
we etood ready t o buy. !his order has been 1n tor quite a 
wh1.le and in c ase there llhoul.d be a break we were there, 
read;r to buy, We did that once before. Last night (:5:~ 
our t111e) we got word through the Federal B.eaerTB Banlt of 
lew Yol1t that the Banlt or England had sold to the United 
St ates frea.ur.y t7SO,OOO worth or gold. Reference to this 
sale appeared in the •ew York !1raes th1a 110m1t1g. (Ollpp1n8 
attached.) 

Mr. Bnlex: How does the tM. 77 wol1t out! 

~· Lochhe~: t:s•. 77 1e the raax1raura prtce wh1ch can be 
paid or gold London and allow tor the expenses or sh1paent 
to llew Yol1t tor sale in •ew Yol1t at t:ss.oo an ounce. !he dif­
f erence of ~ an ounce represents ah1pp1ng chargee, insurance, 
etc, 

IDl Jr• 'l'he purpose or our haTing this order in was eo 
1 t woiiia $e there in case or an 0111ergenc;r, as a culh1on. •at­
urally, we are a little curious to know whoee gold it was; 
what was the nature of the transaction. Ulltortunately, there 
1a a wall between ue and it seems to be dark on both aides and 
we cannot see. It the Br1t1ah 'l'rea.ur.J felt eo inclined to 
tell ua the at gn1f1cance ot the traneact1on, I woul.4 be glad 
to recein it. 

Mr. Beylo;r: I will let them know, with pleasure. 

IDl.Jfl 'l'he tact that they told it t o us showed their will-
1ngneea o sell and our w1ll1ngneaa t o buy, but we are both 

raonng in the dark. 

Mr. Bnlez: !hey are not 110Ttns in tho dan. 

IDl,Jr: •o. !he;r D:/ know 'ldult they are lmowlns, but we 

are 1.n the dal'lt. 

Kr, Lochhead, we han again renewed our order? 

Regraded Unclassified 



I 

• 

-2-

f£ Lo~l~i 'fee. We lteep a et.andlng order good 
unt.1t:he o the weelt. It. 1e renewed aut.oaat.1o~ 
eaob weelt. 

Jlr. Bullll I w1ll be Tel'7 glad t.o 1.Dqu1re. I oan 
onlJ e.xpreee -:t 0011plete 1gnoranoe. !h~ 4o not. lteep •• 
1D!onaed of 4&7-t.o-daJ' t.raneaot.1one. 

mLin !h1e 118.1 han DO part.1oular e1gD1t1oanoe at. 
all. ---.y-gueee 1e that. we are aortqg 1D t.he 88.118 41reot.1on, 
but I 4o not. mow. 

Mr· Btwlez; I will t.l'7 BD4 find out. t or ;rou. 

148 

Regraded Unclassified 



!!~'W YOR.~ T!i-!!5 

.............. ..,..o.ld 
~ ~ ., Da&tUd .... ... ,.....,_ .. .... -.... am.ao.,.,.... ..- ... --

., ... - - -n pw dl·-

.- ... --...... .. ----·--.... - ..... - .,.aoll>' _ ....... - .. w.-,_ ... _..,-~loa< 
,..-,. t .,._.. rroe u.. 
....... .. p ,, .AoooUM ... 
...,.. _. , ·a..., . • ...- \ 
wt:D ..... to .. .,...... -'*' • ___ .... _ 014. ( 

'l'bo Boa• oU11 - "" told ot • 
u.. old ... tutor7 prtu, wllieb II 1 oquolto----· · ~ u .--. ...... UM • 
__ ....... l .. - · ' _ ... ...-ot ... - 1 .......................... , 
'llaalrb a•••._. ........_ ... -.1, __ ____. .. 
-. ... -----__ ............. .. 
..... • ..... t.M ....... ... -- ....... --.. ---·· ........ .. ,.... •• will, If ... 0 1 ..... 

.. .....,. 0 , ,_ ...... 

.-.... .. .... -~ . .. .- .... --·· ~!~!.IlL. 

Regraded Unclassified 



D'r TOl!X TI liES 

.A.pril 30, 1936 

TOPI<S IN WALL STREET 

I ... ..._ ...... 
1 T--talllo ..... ol .......... ~ .. --
! 
.. _____ .. _ __ ... __ .. _ 
_ .. ,.. .... -'-4011 ... 
-T-at a --tpW 
...._ ......... -s.,tu4 
--. aa taat. orw···M .. ladaa: 
.... , l ........... boQPt 
to U.O x- - for AIDorl• 
- -L 'ftlo '-4011 P>ld prtoo \ 
WU ..... to ..... OUDOI &Dd, 
o~~or....,. a..- or llhlppl .. . . ,., ....................... .. 
... .. IDt1lltlt - ........ .... 
-...u.o .... - ...... -.............. -...... . __ ... ,.__... ... ... ........ 'ftlo_.,...,_ 
..... • .......... 5 ' "' ... 

-a..pupurr ., .. ._,_.. 
--- 2 Atta.e,.._.u.. tMNIIPW ....... .._..., .... ., ...... .,.-... ~ ___ .,,... __ 
.......... Gerr · • .w.nr __ 'ftlo __ ... ., 
u.o .... _.. .. _ .... ___ .. -.............. 

Regraded Unclassified 



~L~ , ~ 
TREASURY DEPARTMENT ~ lSl 

,.. .. AprU 29, 19t(o 

lut.ioe ott1ciala baYe J..t ooaplet.ecl tbair _,_ 11itla 

tM ofCic1ala ot the Stete De~t (llacOortlt, tba J.ecal JdrtNr 

lecal. obJect1ou to the 'l'ien ot the fl'euur1 De.-n-t wbiob appeal 

to tbe luat1ca otCinw. , ... prea•t.ecl .,.tl.T obJectiau OD 

IOODCIIIic 11114 pollq po 1 e. !bq _.. ..tn.Md that lutice ie 110t 

conoanaed with ~ ...,..u.ou. !IMv re~~..tecl u oppoa twd1;J, bow­

.... r , to turD1ab a -ftlldua Oil the ~c 11114 poliqr upeota ot 

tile .. ttar to "be trtaa.itte4 tc the Pnaw.Dt with tbe .t.tton~~r 

OaDara11 a opiAiOD. !iMv baYe pra.!Md to tllraieb the -lllldla 'v 

toeorrow, ... .Jut.ioa baa acr-4 to wait ztU tllat U.. "bat_.. ta­

llitt1Dc tM Attollulr QM al1a opiA10il tc the Pr1e!d•t. 
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DATO April 291 19)6. 

INT&It O ,.P'IC R COMMUNICA/ION • 

To Secretary lloraent.b&u 
Re: G-111Dn Count.EJ"Vh j) 1 ng Duties 

,. ..... General. Counsel I 8 ortice 

Justice bas the opinion prepared. It w1ll be sent to the 

President this afternoon unlesu tho Stat e Depru-tloent representetivea, 

who bave asked Justice to perlllit tbelll to present tbair views, cbani:e 

Justice ' s view on the U&tter. 

l e ere to be adviaed ot tile outco• ot the cooterenee, and 

the t ille or the t.nnaaitt1na or t.be o .inion to tbe President. 
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April ~ , 19:!6 

United States Attorney 'tardy CP.lled on the Secretarv 
t'~ accompanied by Aeeiet~nt United States Attorney Unrtin. 
~~ey ~ere presented t o the Secret ary by Ur. Gibbons, ~ho re-
uined f or the meet i ng . Also present were !.!r. !.:cReynolde 
and ::r. :rey . 

~x. ~ardy snld tnat wnile he did not wont to r eflect 
'Jpon t he ~larcotic SquRd a t all, it wo.s BiE'nlfico.nt to him 
that they don 't produce t he man who ic f1nnncing ·~~opera­
tions and who 1a the wholesaler and not the re t ailer; that 
they have been brlnging 1n only the peddlers . He cono1d~ro 
1t tosentinl thAt t here bo an i ntensive drive to get at the 
courco o r d 1stributl on, conducted by a group of inveetisn­
toro unknown to the NRrcoti c Squad ln New York. supplecented 
toy _o,:e of J. Edgar ~oov r ' o Bureau of Investigation men . 
Re •usses ted the latter because they have the records of t~.e 
cen er:. ·e.<" e.! i::: the .>al e of narcotics as they usunlly are in-
volved 1n other crimes . The drive , h e ce1d , wo•..l!:!. ~c .~re-
11min:u-y to a Grand .;ury 1nveeti¢at1on, and lt 'f'Ould be a 
Joint !riVe by b:,th Trea eury and Justice. 

Hll ,Jr ' o comments were ao followe : "It is usually tho 
l)tnt>r VI~ round. We uaually have to pueh the District At-
torney and 1f you, as ' iStrict Attorney, w...nt to push uo 
thst ' e ewell ! Uore power to you ! Thot ' ~ cy ettitude. 
~vtr s i nce I have been here, I think you arP t he f1rct one 
who h11e come i n and w:1ntcd to br1r:.g ;rc~oure. J:ot.hlng 
~lce:es c e core . So i f you are ~ettlng aohitious, r.e r.ill 
gl.ve ev· rytb1ng we luwe to help you. • He then expln!ned 
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tho set-up o! the different investigati~ agencies ln tt e 
Trea&•JrY and told Ur . Hardy that only last week he had clsned 
an order that Ur. Harold Q,..a·ree i s to heod up any contact 
with ano t ner Dcparto ·rt of an i nvestigative nature and that 
Oravos cnn call on an:.ronc in the Trei'.Bury who hae poliol' 
r.orlr to do . Graves , he said, has full authority over all the po-
lieragenoies of the Treasury nnd can draw on Coast GIWrd or 
Secr ot Service, ~larcoticc or Internal Revenue agents which 
~r . I r ey heade up. 

Tee Secr etary i r. ediatelY called Gra vee on the ' phone 
and t old h !m t hat ~- ,ardy was i n hi e office and asked hl c 
to confer with ~. Hardy and t o give full cooperation, whlch 
llr . Gr aves said he would do . 

Before l!r. Hardy doparud, HJ.I ,Jr . called to h ie a ttention 
to the fact that it was a 11arcot1cs agent 1n Paris 17h O had 
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found the large qullll t1ty of st.olen bonde o.nd 1t was the Treaaury 
!l'hO had infor oed the llew York police. tlr. Hardy 1nqu1rod if 
that was the gtory reported by the preso thnt an anonymous t e l t ­
phone call was t h e source of t h e 1nf orgat1on on which the New 
rorlt police had made the arrest and H!.l,Jr. s !'ld i t was. !f!~ ,Jr. 
;old ~. Hardy tho.t Just to be certa i n, Graves had called ~. 
Valent.1ne ~ho had oa i d t~.at it was the !!:lyor's publicity mana -c r 
wl:o had ordered t hat t he a t.ory be hs.ndlcd t he WS3 it was. 
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April 29t h 

Saw the President this morning . My puroose in going 
to see him was to try t o get his permission for me to open con­
versation with the British on stabilizat i on. The President 
must have talked to me for half an hour along the lines that 
the first move mus t come from the British; that When it comes 
to international finance they have had years of experience 
and they have been used to dictating to t he World . I reminded 
him that we had not done so bad~y ourselves and have been able 
to hold up our end . He sai d , •you and I , of course, started 
with no knowledge of this subject but the two of us have done 
well and have been able to more than hold l'P our own end• . He 
said, "the trouble i s that when you sit around the table with 
a Britisher he usually gets 80% out of the deal and you get 
whet is left • . He said , •tell them that . Tell t hem that i f we 
got 45~ we think that wo~d be doing well " . He said that, 
•as long as Neville Chamberlain i s t here we must recognize 
that fundament ally he t horoughly dislikes Americans . • The 
Pre~ident , of course, himsel f t hor oughly distrusts the British 
and I think in his heart i s a little bit afr aid to t al k to 
them for fear that they will get the best of the bargain . 

I kept putting steady pressure on him to l et me t alk to 
Bewley . I tol d him, 11after all, Mr . President, you can trust 
me and I trust myself to bold up my end of the argument •. I 
said, "it is perfectly s i lly for two countries to be doi ng 
business together in the dark with a big wall between us , each 
country slippi ng the other country a note under the wall but 
no1 being willin? to t alk to the other person• . I s aid, • I 
want to open a channel of communication. I think it i s very 
important• . I kept up this steady pressure on him and he f inally 
gave in and said that I could see Bewley but I simply sho~d 
say to Bewl ey, "now last night we bought through t he Bank of 
Bngland $750, 000 vror th of gold and were only curious to know, 
as the buyer , whose gold we bought and what significance t here 
is tn this transaction" an(l. that I should give him this little 
talk about the wall between the two countries . 

After t hinki ng it over I bel ieve I wi ll confine my con­
versation simply t o t olling Bewley of the transaction and asking 
him if he can get t he informati on as to the significance and 
this wi ll g ive him a chance to open up i f he wishes to at 
another visit . 

I said to the President , •I do not know what went on in 
the London Economi c Conference and I have not got that back­
ground" and he said "have you got copies of the cabl es i n my 
private files• and f sai d , •no• and he told Miss LeHand to give 
them to me . 
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V~at I did not tell the President, because I did not 
want to irritate him at this t ime, was that the Englis . 
definitely feel that he double-crossed them in the summer 
of 1933 and that is why th~y have acted so peculiarly about 
stabilization ever since . 

1$ 
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!Jrpnrtmmt of :Jlllltiu ,-r: •a•frington 

April lSO, l9l!6 .J./ ,.. 

l!!!llliWilX1!4 FOR THE A'l"l''R!fE! OM.RAl, 

Re: Propolled treaaur7 Decision Oiv-
irl& Notice ot the Iapoaitioo of Countar­
vailiDa Duties on Certain laporte from 
GarJ!IfUIY under Section SOS of the Tariff 
~Of 1980, 

I . 

RJ!.FffiDICE TO AND S'J'EPS TAXDI BY lHE A TTOIUIEI GPli!JW. 

On April 17, the Preaident bauded to the Attorne7 General "l'ar 
~!.por t e.nd Reeoaoendation• a letter reapeetina the abo .. e subject h'oa 
the Secretary of the !reaSU%7 to the President, dated April 16, l9l!61 

tocethor with a su.Mr7 of the opinion of the General Counsel for the 
traaeur7 Department, dated April 15, 1956, and a cop7 of a letter to the 
Secretary from the Secretary of state, dated April 2, 19561 encloainc 
copy of a confidential report to The Executive Committee on Commercial 
Polley from the Subcommittee on Countervallizl& Duties in Relation to 
Currency Problema, dated llarch 28, 1956, On the - day the Attorney 
Geceral assigned the •tter to the Aesiate.nt Solicitor General , 

Upon a atud7 of the docuant& receiYed h'oa the Preaident, it 
•• found that neither a copy of the proposed freaSU%7 DecieiOD, nor 
ot the opinion of the General Counsel tor the treasur;y Depart.ent acco­
panied the dOCUIIenta tre.nalllitted to tba Attorne;y General, and that with­
out thea no sufficient tactual baaie existed upon which the requested 
report e.nd recommepclation could be made, It •• also o~ioua that a 
divergence of view respecting the proposed 1llposit1on of eounterYallina 
duties obtained as between the Secretery of the treasury and the Seer._ 
tary of State. For theee reasons, on April 18, 19!58, the Attorn.,. General 
advieed the Secretary of the treasury and the Secretary of State of the 
Pru ident •a request for report and reco•sodatioo, aalting the f~ tor 
the aiaaizl& docu..nte aDd affording the latter e.n opportunit;y to ~-t 
INCh addi tiObal rtewe aa be lligbt care to eu bll1 t , 

Under date of April 221 19!58, the Secretary of the Treasur;y tran ... 
lllitted the desired docuNnta, together with others, and on April 24 , 
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19~, the Secretary ot State welcomed the oppartwdty ot INbolittill& 
hie Yien through conference between hie Legal AdYieer and a toreigD 
excbAJl&e expert with repreaentatiTes ot thie 1'-partunt. Since re-

15A 

ceipt ot these co-.unicatione troa the respectiTe Secretaries, con­
t.rencea hne been bald with the repreeentati<ree ot eaeh and the •tter 
bee been giYen our caretul co:neideraticm. The ande&Yar will he •de 1a 
t hie auoorand'IDl to pre-t to the .lttornq General ae trietl)" ae poeaihle 
the existing situation, the diYergent rlen ot the tree.sury n.partaant 
and the State Depart.ent, and the conclnaiona at which I ben arrind. 
It would serve no purpoae to atte11pt here to restate the acre detaUed 
position ot the free.llllr)' DepartiDI!nt aet out in the opinion ot ita Gen­
eral Counsel to the Secretary, dated AprU 151 19116, which ia attached 
tor reference; or that ot the State Depert1101nt in the annexed latter 
trom Secretary Hull to Secretary llarganthau, dated AprU 2, 19l56, -which 
ie expected to he BUppl-nted by a fUrther •..randua UDder preparation 
in the State 1'-partaent, which will he attached. 

I •Y etate at the outset that hec.uM ot the illpcrtant queatiGIIa 
ot toreig:n pollcy i:nYOlYed and the contlict between the rlen ot the 
treallllr)' Depart.ent and those ot the State n.partaent, I thi.nk that it 
will he adrlsable tor the Attorney General to center personally with the 
President on the problea, end I anticip&te that the President ~ alao 
wieh to hear the t wo Secretaries hetore resolYing the question. 

II. 

rHB QtiESTIOII A11D rHB COIISTIIlJCTIOII 07 'l'BB URI1F ACT 
or 19!19 O'POJ WBICB D£1'£1100 m A!IS!ID!· 

Brien,., the queetion 1a whether GerM:nT, through certain de­
den, .mat he held under Section !l9l5 ot the Taritt Act ot 19l50 to •w or bestow. d1feotlr or indirect],y. w bo9!!tl or grant upon the 
MDutacture or production or export• ot certain dutiable article• or 
Mrchand1ae anutaotured or produced in that cou:ntr,-. It so, the Act 
prOY:I.dea that upon illportation ot IIUOh articles into the United States 
•there ehell. he laYied and p&id, in all auch caeea, in addition to the 
ctutiea otharwiae tapoaed by this .Act, an additional dut7 equal to the 

0 net aa::nmt of tucb bapty ar qapt. b:mDr t.ht e= bt 2'
14 or bttton4· 

!be Mt requirea that •tbe SeeretarT ot the ~euurT .1111.!1 tr .. chUM :• 
~iae aecertai:n and deteraiJle, or eetiate, the net_,~ .,.0 

bo!mtl or qant, and J111U decl.are the net .-t. eo de or .... 
t1•tec!,• eapowtiD& h1a to aate all regulatioDa wbicb he~ dMa 
necesMr7 tor identi.t)i.tlg euch article• a.n4 aa•••iae t ~ 0=~ 
auch additional duties . It ~:u' ~ ..;:•::-:.=torT: 'l'heretore, 
the SeoretarT <:4 tile trea,~BUrTg_~:J!l?.e ~tow;m~.._sdirUlt:•cR.;tllw.;z:..or!IL..J'ollrn!l!.k~&.~eo~t1J,..,.~w-1t in teet GerMD7 doe I "lii!.T or s_. - ---
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bow;tr or grapt• upoo tba IIIUIUtacture or production or export o! IIUCb 
articles, the Searetar:r ~~o~st le'Y)' and collect •an additional dut:r equal 
to the net aliiOIUit of l!!lCb boupty or gri!Jlt. bonYer the ...._ be paid or 
beetow!<!.• 'l'be iDquir;y is whether the practices being pttrsued by Geran;;y 
respecting exports to this countr;y constitute bounties or grant.. witbiD 
the comprehenein l.aaglaae of the statute wbicb hu been iJ>dicsted ebon 
by uoderacori.Dg. It ill obrloua tro. the languace itael.! that the .cope 
ot the .tct i e •er:r lroad, and the Supra• Court has u.1d of 1t that• 

the statute •s addressed to a condition and ita 
words .. st be considered ae intending to define it, 
and ell ot th-•srant• ae well ae "bount:r•-
mnst be given 6f':teet . U the word •bount:r• has e 
11mited sense the word •grant• has not . A word of 
broader sign11'1cance than •srant• could not han 
been used, Like ita &)'DO!IYU 0gi'f8° and "bestow, • 
it axpreeees a concession, the contarri.Dg of 80Be­

tbi.Dg by one pa:oson upon another . .tnd 1! the 
•so•thinS" be conferred b:r e countr;y "upoo the 
exportation ot an:r article or MrChandiH" a 
countar'f&iliJig dut;y is required by Paragraph 1!. 
!licholu "• United State!! , 249 u.s. 154. 

I t hink it plain !rom the statute itselt that it was intended to antici­
pate as inclusinl:r ae possible ell practices and droces which might 
be resorted to or innnted to circUIIIYent the statute by obeeuring or 
concee11 ng their pUrposes ae bounties or grants . '!he hiet<r;r of the 
Act tull:r ccrroborataa ita purpose to ...U. illpossihle its nasion by 
indirection or disp.iae. Ill the case of Jicbolas " · United Statu, eupre, 
Qreat Britain paid certUn ..,ante ee •ca.peneatiCD" in additiCD to the 
reaission of 1nlencl reYenu. texas upoo exportation o! l1quar to the 
United States. Countervailing duties equal to tbe net aoount ot the 
•oo~~~P&nsation• were iaposed end tha illpodtion was enatained by the 
Court, whi ch attar uei.Dg tha language quoted abo,.. 1181d1 

lie have the fact or sNt>its able to be sold cheaper 
in the United States than in the place of their pro­
duction, and this the result of an act of goYe1'1111811t 
beeauae of the destination of the spirits being e 
foreign .u-ltet . Far that si tuation !'llragreph ! waa 
intended to provide. 

In an earlier decision in the - eaM (licl!ol.a• v. United Statu, 
7 ct. oust • .tppls. 97), tbe Coart of cuatou Appeals etter c.,_tJ.Dc 
upon the c.laritJ' of the 1aDgUage and purpose of the statute u.ids 

llbenever a foreign power or dependenc:r or an:r po~ 
itical subdi'fision of a govel'DII8Jit ab811. give e:D.1 
aid ar adnntac• to exporters o! 11oods iaipcrted into 
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this country theretl-oa whereby tha;y •:r be sold 
for leas in competition With our do~~estic goods 
to that extent b:r this pe.ra~aph (E) tha duties' 
fixed in the echedule or the act are increased, 
It ne a result 'i2nsress na eeeki!:!g to egualhe 

z:oegardle as or !hat!!er g•• 9r in wbat§ver 1118.rulelj 

or (ora or tor wbat.,..er purpose it .. , done. 

In reply to the contention that the •coapensation• w.a a z:oeiaburaelll8nt 
or extra coste iaposed on the goods b:r British exciee reguleti<ll!s the 
Court or cuatou Appea1s eaid: ' 

The f nct that the PQyment ude b;y the foreign 
gov&rn~~~ent was aati-.ted or calculated upon a 
baeie or in consideration of extra bu . .'"dana t.-
posed b:r doMstic exciae laws, or tor e;r other 
re&801l Of dOM StiO gOYerDJOIIIIt Ol" poliO)' CO.Eiend-

ing iteelt to the wisdom or Parl.t.ament is not 
controlling with our courts , The sole iAAuiry 
is, do the r eau1ts or such acta stilllllate ex-
portation or give a special adnntage b;r atford-
ing aid froa the public treasury '"-•bl such 
goods a:r when erported be aold in cogtition 
With ours for l ese. 

With this construction or the A4t in mind, it reaina to de­
terllline whether the practices and operatiooa or the Gerl:I!UI gonrnlltlnt 
wi t b respect to exports to tbia countr;r constitute bounties or ~ants 
requiring the illposition or countervsUJ.ng duties , !be Secretary or 

the Treasur;y in his letter to t he President sa;ra, "I u satietied that, 
under the c1rc11a11tancea, I have no choice but to sign and issue this 
Treaaurr Decision. • The Secretar;y of State in his letter to Secretary 
llorgantbau expreaaes gz:oeat concern at the latter' a conclusion, pe.rti­

cularl:r from the standpoint or econoaic polic:r in our trade relatione 
with Oeraan:r; and while tull7 r ecognising the mondatory nature or 
Section l50!S or the Teritt Act, once the Secretary or the Treaaur;r 
detarlllines that a bount;r or grant is in tact bestowed, ..xpreaaea the 
rlew that the Geran practices and operations are currenc:r anipW..a­

tions and • that than is considerable doubt whether currenc:r -.nipal.a­

tions fall Within the -n1ng or the tara •bount:r or ~ant• •• used 
in Section &>15, and whetbar the;r •:r not IIOl'e appropriatel;r be regarded 

as a apecial fora or currenc:r depreciation. • The proposed Deoiaion 
of the Sacretar;r or the Treaaur:r attar stating that •orricial reports 
and other data in the tilas or the Depertaent establiah to ita Mtis­
raction tlat bounties and/ar ~ants are paid and/or bestowed, directl;r 
or indirectl;r, • on erports b-oa Ger-.nT to the United States or cer­
tain described dut iable articles, g11'8a notice that •coontarftUinl 

1 
duties equal to e;r bount:r t.rJIJ./ or grant !9!1!!d to b!Ye beeg 1!!

14 and or 
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bestowed will be collected• thirt;r days alter publication or the notice 
end that at that tiM the liquidation ot ell entries cOYering such arti: 
cles aball be suspended pendi.Jig the declaration ot the • bounty aM./ar 
crent deterllilled or esti•ttd. to ba'!! been paid •po!/qr beptol!!d, aM. tbe 

nat .-mt ot countern..UiJI& duties to be collected, • a deposit or ••­
tasted countervall.i.Dg dutiea being required at the u.e ot ... tr;r. (undar­
acoriDI supplied) , It 1l'1ll be obsened tr011 tbe underecored warda that 
e .... n it the proposed 'lreaaur;r Decision 1a issued, a findiDI that a bount1 
or grant in tact baa been paid or bestowed still reains to be ada with 
respect to an;r particular illportation before declaration ot the uount 
ot the bounty or gr&nt detorllilled or eotilll!.ted to have been paid end or 
the a.,unt ot countena1J.1Di duty therefore to be collected. 

III. 

THE GERIWI PRACTICES ASSI!IlTED BI Til! 1UASUR1: DEPAP.bmn' 
A!ID ITS VIEW THAT TilEY COI!Sfi!UTE !()UJ!fii'.S Q!l GIWITS. 

(1) Pa.l'l!!!nte or di,rect cash bountie!! bx Ger-.n industriAl 
aeoociations. 'the 'treasury Depart1:18nt and the State Depertaent are in 
ecreement that it such cash bounties are paid , tbo law r equires the iJ1,.. 

position of countervailing duties. The German aovarnment bas tranaaittod 
to the Depertaent ot State its formal denial that such cash bounties are 
being paid. The Treasur;y Departaent, however , atatea that it hu evidence 
that such cash bount ies are being paid. Clearl;y it such a caah bounty i .s 
paid in connection w1 th an;r exports tion troa Gera&n;y, the law r equire a 
iJiposition ot a countern..UiJI& duty and no further discussion on this 
point is necessary, on1t a question ot tact beiDI involved. '!he pro­
posed Treasur;y Decision, aaide troll questions ot policy, would be approp­
riate in its present tara to -t any eueb cash bounties since under it 
a findiDI tlat such a caah bounty in fact baa been paid on an;r particular 

shipaent is still necessary. 

(2) Scrip nnd Bond Procedures. Germn debtors are r equired t o 
pay the interest and a.mort izations of the principal on certain foreign­
owned Geraan securities to e conversion bank which then pa;ye to the 
owna.r of the securit;r in currcnc;r one half or the U~Cunt due thereon, 
and the rena1n1ng one halt in ao-ealled •aerip" which is redeelll!.hl& 
(but in reallt;y ool.y in theor;r) at its f ace value at sCDe tiDe in the 
tuture--but both the data and the probebillt;r ot altialte rede11Ption are 
uncertain. '!he Gold Diecount Be.n.k , which 1a en agene;r ot the Geran 
goverDJDent , • intaina • bid ot fitty per cant or the race value or the 
•scrip•. Because or the uncertainty ot redellll)tion, the foreign owner a 
of the •scrip• usuall;r prefer to aell it to the Gold Discount Bank tor 
titty per cent of ita face value r ather tha.n riak a tull loss by hold­
ina it for ultimate redo111pt1oo . 
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('.erlllllll exporter& who otherwise would be unable to sell goods 
1.n the Uni.tecl Stetea peept at a loss are allowed, under apeeial per­
.lts issued b7 Gerlllll\ exchange eontrol authorities, to use part or the 
proeaecls reeeivecl troa a partieular export traneaetion to purchase 
•aerip" !roa the Gold Dieeount Bank at a dieeount lase than tirty par 
cent . Thereupon the partieula.r exporter MI present the •serip• to 
the Conversion Bank and reeaiYe ita 1'ull race Yalua. 'f'be GeriiiUl 
authorities grant sueh special perlllite onl7 U the currant pollc7 or 
the Geran government deeu exportation or the goods desirable; and 
the amount ot •scrip• eo allovad to be purchased lllld reclee!Hd in 
connection with the particular export ia -•urad by the lose in the 
export sale which 1e intended to be ott-set by ~hie proeeclure. 

162 

Sim!.l.arl7 the a.t'lllflll exchange eontrol authorities, 'l'ben satia­
tied that an exporter ..uJ. otherwise suetei.n a loea in a particular 
export sale, v-ant the exporter special per.lneion to ha•e part ot the 
foreign exchange proeeecls ot the sale need tor the purchase in the United 
States ot GerliiUl dollar bonds at the prevaillng arket price. Becau~~e 

ot tbe disabill t7 ot the foreign owners ot such bonds respecting aale 
or redemption ot thea in Genlany, such banda sell in the United States 
et substantial discounts. However , when they are acquired as just in­
dicated for the account or the Gerlll6D exporter, the bonds are rede"med 
at par by the Conversion Bank in GeriE.I\)' which handles the entire tran­
eaction of purchasing and redeeming the bonds. Here again this proced­
ure is permitted onl7 it the Gerl:l&n exchange control authorities deea 
the particular exportation desirable and onl7 such uount of honda 
1a parlllitted to be parchaeecl as such authorities find to be necaasarr 
to ott-set the lose on tba export sale. 

'l'be Trea&Ur7 Department takes the position that such •scrip• 
and bond transactions constitute grants to the Cerlll&n exporter by 
the German government because of the exportation ot the Ger!llllll goode 
to the United States, and tlat tbe concession has a value which can 
be ascertained exactly in teriiiJI of United Stetea eurrenc7. It asserts 
that the Yalue of such concession 1a not pe.1d tor by tba Aaerican 
purchsaer and that it enlll.ae the Geran exporter to eall his goode 
110re cbeapl)' in the United States in ca~~petition with our da.astic 
coode. It, therefore, concludes that such procedures cocatitnta tba 
bestowal ot an indirect bount)' or grant 'lhieb the statute requires 

to be countenailecl. 

(5) Currepc:r !feplpulatiop. ill Cer~~an arks are of one el&aa, 
b&Yi.ng a nomi nal exchange Yalue in Aaericsn currenc1 at the present tt.e 
or approximately forty cents, However, the GariiiBJI gcvarn~~ent baa eatab­
Uahecl in Gerlii!Jiy .ark accounts under different. -SJ but the character-
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ist.ie of all INCh accounts for present purposes is the aa1118, -o.the;r ,are 
•controlled•, "frozen• or "blocked• account. . The tu.nds in such accounts 
cannot be used for ~ purpose whatsoever without special perJdaaion or 
the Geran exchange control authorities . B~ea!ter for con....m..nce the 
arks in such accounts will be referred to u •cootrolled arka• to dia­
t1Jiiuiab th~ tro. tiDcontrolled .rita in tree circulation in ~. 
The principil use or controlled .arb 1e for ~t for goode exported 
tl-011 0eri8JIJ, the controlled tu.nds being bald in Gera.nr for fareicn 
account end tbe disposition and use or thea bJ their foreign owners be­
ina restricted. Bo....,er , it aust contiln1allJ be borne in a1nd thet there 
ia only one type ot lll&l'k 1n Qerlllll;)', whether it be in a controlled 
account or 1n f'ree circul.ation. 

By reb.aon of the control exercised bJ the OeraaD gonrDMnt 
OYer INCh controlled llll.l'k accounts and ita restriction OYer the disposi­
tion and use or thea bJ their forei&n owners , the arket nlue or such 
arks baa greatly depreciated. lheo a Geraan exporter rinds that he 
cannot aeet CO"'P"tition in our ..rkets UDder exieting curraucy ex­
change conditions, be _,. apply to the exchazl&e control authorities of 
Qeraoy for pel"lliaaion to accept payaent for particular exportations 
in whole or in part 1n controlled w.rlta. I! the authorities coos1der 
the particular exportation to be 1n accord with the current pollc;r 
or the GerlllllD gover!llllellt , the requested perlliss1on is granted. The 
Alllorican ilaporter of Oerll&ll goods purcbasee controlled lDII.rlts at their 
reduced nl.uee. The GeriDilD exporter then r•ceivea either 1n full or 
part P'l;)'llent (as the Geran exchange control authorities determine) 
the controlled marke--wbereupon such arks l=gdtately beco• re-
leased fro= the control and are of the nlue or aarlta in tl'ee eir-
oula tion 1n a.r.t.a;r. 

The Treaaur;r Dlpart=ent gi'rea the f ollowing exuq:tle to Wua­
trate the device and effect of GerlMJI export transactions invol•ing 
use of the controlled ~~~~~.rk: If the price to be reeeiTed by the Oerlll&l\ 

exporter is one hundred aerka and he baa no perlllission fro= the Oeran 
exchange control authorities to receive controlled marks in pe;)'li&Dt, 
tha cost to the Aaerican b:porter will be approxiatel;r forty dollars, 
the Talue or the tl'ee ark being forty cents. I!, ho....,er, the Oer-.n 
exporter can coapete adn.ntageoual;r in our aerket oDl;r it he i .a 1n a 
poaition to aell the goods for t ...... t,- eight dollara and the Geran au.­
thorities deteraine thet a sale at that pri::e should be facilltsted , 
the Oer-.n erpcrter •Y be peral.tted to reeein full pa1J1811t far the 
goods 1n controlled arks obtainable by the .lMriean iaporter far 
t wenty eight cants per .-rkJ or 1n the aore usual esse, peraiaaioo 
•Y be granted to the exporter for the acceptance by hia, ss;y, of 
sevaot;y fiTe controlled IISTka obtsinsble bJ the '-rican illporter at 
twenty four csote per u.rk, sod the belsnce of tweotT tin IISTk.e will 
be receiTed by the Qeran exporter in tl'ee aerka coeting the AMricso 
iaporter forty csota each. Since the controlled aerka 1aaed1atelT 
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becoM tree ll&l'lta in the hands of the Garman exporter, it 1a obvioua 

that on final aettlel8ent tho Oarmn 8Xl>Ol'tllr recehea one hlu>dred .rica 

of the unifora ftJ.ue of fcrt7 csnta each. In either caae the .I.Mrican 

iapcrter baa paid bent,. eiaht dollera for the gooda and the Geran 

exporter has recei..-ed one hundred Mrica worth fort7 dollars in our curren­
c-y. 

The TreaiiUl')' Departaent asserta in respect ot the ahon exa.­

ple that the o~ factors internning between the .I.Mrican iapart.r and 

the Ger.an exporter to effect this addition of ruue to the purchase 

between the pe,;yaaent and the receipt thereof are the acta of the Oeraen 

govern~~ent; hy tbese acta there is granted to a favored exporter of 

privileged Geran goods, because of their exportation to the United 

States , a conceaaion ruued in our aone-y at twelTe dollars, which 

eoablea the Ger-.n exporter to sell hie goods IIOr8 cheapl-y in the 

United Stetes in co~tition with our domestic products ; and that the 

caao ia squarel-y within the puM'iew of the law requiring the applica­

tion ot additional duties to counterva.il the grant bestowed upon the 

Germn exporter by the Germn gonrnment on exportation or the Ger..n 

good a. 

The poai tion at the Treasury Department 1a that the Gerlll8n 

exporter who b ao paid in controlled .rica recoina a benefit -aured 

b-y the difference between the pricea paid b-y AMrican 11lportera for the 

controlled mrlta and for free DU'ks. It aaserta that the coat of thia 

diff erence does not fall upon the Aaerican iaportar and that the ruue 

of the difference 1a granted b;r the Ger-.n goYernooent to the GerEn 

exporter because of the exportation of the goode-with the result that 

the Gorman exporter is thereb-y enabled to sell hie goods aore cheapl-y 

in the United States in co!lpBtitioo with our doaaatic good a. It doe a 

not consider relennt the feet that a benefit •7 &lao result to the 

.I.Mrican i.aporter, statio& that no bount,. or grant can achien ita 

purpose without benefiting the purcbaaer through lowerin& the pries 

to him of the •auheidi~ed goode, • and that a direct mone-y paJlMllt h7 
a f oreign go"rernJDent to an Aaerican bporter could he an indirect 
bount-y on the exportation of the goode froa the foreign country within 

the statute. 

IV. 

THE VIEW OY TB1 SV.'l'E DEPAR'l'IIEHT 'l'IIAT SUCH PIIAC­

TICIS 00 IIOT CO!ISTI!I!TJ IOUWtp;!! OR !i!WTS· 

In the a~7 of the opinion of the General Counael for the 

TreaiiUl')' Depart•nt 'llhich •• beDded to the Attorne-y General h7 the 

Pre aid ant with the Secret.&r7' a let tar, it 1a ate ted that "TM facta 
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are not in dispute and the etetute 1a edllittedly ..andetory on the 
Secretary of the Trelli!\U'y. • I have pointed out heretofore t hat the 
~crotlll'y of State admits that the Act is mandatory nod in the aence 
that the practices uaed by CerDIIIJIY ere substantbJ.l;r admitted by both 
Departments to exiat , it 1o true that the facta are not in dispute. 
It ia reapectin" the concluaiona to be drawn from such facts that the 
dinrgence of rlew exiatn. 

'l'he State Depart..nt eer.:.ousl7 fears that the application of 
countervailing duties to the scrip and bond procedure& and to the 
currency ~pulation described under III above will have deplorable 
repercussions upon our foreign trade, not only with Cermany, but with 
other countries 1n Europe and in South America . If the currency 
IOBJlipulation used in Cermnny makes it neeeuary to impose countervail­
ing duties upon her exports, the aame will be true with respect to 
other countries ell)llo;ying the IJ8De practicee . It believes that ill­
position of such duties will lead to ill feeling toward us by such 
nations and r etaliation which will burt both our 1aoport and export 
trade with thes. It aa;ya that such action would be particularly un­
fortunate at present because of pending negotiations between the State 
Departl:lent and Cerman;r concerning our insistence upon non-discrilllina­
tory treatment of .lmcn-ican collllllerce in Cerman;r, and because of our 
approschil\g conference at Buenos Aires with tatin-Ameri= countries. 
It is of the view that thoee currency procedures 1n Carmany e.nd other 
countries make possible trade between them and ourselves, that the 
purpose of such procedures is not to "dump• their goods here but 
IMil'el;r to enable them to compete so that apoaition of eount8M&ilin& 
duties is not necese&ryJ and that such action would largel;r defeat 
the objecthea of our foreign trade program. 

I t will be a ppreciated that the rlewa of the State Depe.rtllent 
described in the paragraph last above are directed to the policy of 
1aposing countervailing duties rather than t o the question whether 
they must be isposed under the statute in view of the practices under 
consideration. However 1 the State Department on the legal question 
tukos the view thot •There ie considerable doubt whether currency 
mnipulations fsll within the mennlng of tbe torJD 'boilnty or grnnt• 
as ueed in Section SO&, and whether they my not 1110re appropriately 
be regarded as a speci&l f orm or currency depreciation." In thia 
Tin the State llepertllent concurs with the SUbco:udttee on Counter­
nll!ng Deities in Relation to Currency Probleaa in ita report of 
llarch 28, 1956, to The E:xecutive Coudttee on Co-ci&l Polie;r. 
The SUbcoll:llittee concludes that t be currenc;r -aurea under considera­
tion do not involve the peywmt or beatowl. of a • bount;r" eo thet the 
question is whether they constitute a •gr~~nt• within the •anin& of 
Section sos. The SUboolllllittee then points out that since the Treas­
ury Department baa never 1nvoked countervailing duties in caaea of 
complete depreciation and apparently doe a not now contemplate auoh 
action, the word •grMt • in the statute ia not intended to cover eases 
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ot CO!!!plete depreciati on, and states the crux or the problem to be 
•whether or not currency manipulation resulting from the use or a 
multiple currency system 1B so diff erent in character and etreot 
from a eonplete depreciation as to require counterya1llng action under 
e interpretation ot the tera ' grant• which doee not require the applica­
tion or such action in the eaee of co:!l!lete depreeietian. • 

The SUbeoaaittee and also the State Depsrt.ent beline that 
currency canipu.la tion should be regarded ae a special case or currency 
depreciation end that there is, by r eeaon ot that t act , no essential 
ditference, from the point or 'View or the application or Section SOS, 
between depreciation and manipulation. It 1e argued that the Tl:-easur7 
Department baa not at any time considered counter'l'n111ng action against 
deTaluetion 01" depreciation a.s legally mandatory under Section SOS, and 
no'l'ertbelese bee ne•er bean seriously criticbed or challenged on that 
acore. It is deduced from this that the Trusury Depsrt o:ent •baa 
clear l;y ap~ed Section 1503 heratofol'e , w1 th whet appears to be t'Ull 
legal propriet]', on the baeis of a wch narrower interpretation or 
the tera ' grant• than ie now proposed. • 

The SUbcollllllittee, therefore, ~SUggeata (1) that the diutinction 
between currency depreciatiop and currency R!Qipula tioa, eo far aa Sec­
tion SOS is concerned, "is one or 1118thod rather than or princirJ.e , • 
(2) that an interpretation of •grant• which would exclude from the 
operation of Sect ion SOS not only currency dtvaluation and deprecia­
tion, but also currency •nipulation •would do no rlolance to either 
t he l et ter ar the spirit or the Section•, and (S) that such an inter­
pretation is not U'<el:r to subj act the Treasury Department to any 110re 
aerioua critic ism than ita present procedure in not invoking Section 
SOS against devaluation and depreciation or foreign currencies. 

It will ~ observed that so great 1a the concern or the State 
Department respecting the pollcz of imposing countervn111ng duties in 
the instancu under consideration that it fiA7 be dit!icult for it to 
disassociate the question of pQlicf from the question of legal cou­
atruction in ita approach to the latter. 

v. 

CO!ICLUSIQIIS AND RECO!.C.Ir.IDA'liO!fS 

I think the t tha concern of tbe State Depsrt.ent froa the 
etandpoint or econoadc polie1 in relation to our foreign trade ia 
entirely j ustitied . I have little doubt that it counterva1.ling duties 
aro imposed under Section SOS by r eason ot the pract ices under con­
oideration both ou.r import and expoJ't trade with OerllllDY would be 
adversely ~rected . I t such duties are applied to shipt~enta h'o• 
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Germany, it is difficult to see bow imposition or them on shipments 
from other countrioa using sillilar currenc;r devices can be obYioted. 
l'X'om the standpoint or policy, the situation delllllds the 110at careful 
considerati on. However, it such practices tall within the contempla­
tion of Section l!OS, the Secretary or the trea 11t117 is under llllndate to 
1Jipoae countervalll~ duties and o~ action b)' Cougreas in the inter­
eats or polic;r could r.Uen hiJI ot hi.a obllaatiOII. 

It 1a interest~ to note tbet the Subco-tttee on Countor­
Y&iling Duties in Relation to Currency Probleaa adaita that •generall;r 
apealdng, the various d.erlces appear to be op.rated in such a wa;r aa 
to enable the Geroe.n exporter to sell bis coeds abroad at prices pre­
y.1 llng in the foreign markets in teraa or the national currenoiea 
ot those -.rketa, which he 1a not able to do except on the basis or 
d.eprecia~ed marka, • and. again •thus what happens under a llultiple 
currenc:r syatea is that tor the purposes or the particular transac­
tions involved, the curranc;r or the exporting country ma:r be con­
aid.ared. as depreciated in axactl;r the - wa;r ae it would ban been 
it the countr;r bad operated on t he basis ot cOIIp].ete and openl;r 
announced depreciation. Currency menipulation is in ettect a con­
dition ot controlled. depreciation and my serve either as a trane­
itorial procedure to open depreciation and tinal devaluation, or as 
a tempor ary device tor avoiding a permanent alteration in the mono~ 
system." 

It seems to ae obvious that the scrip and bond device and 
tho currency manipula~ion devices are tor the benefit or Carman ex­
porters and enable thea to export tbsir gooda eo aa to be in a posi­
tion to coliiJ)&te with our d.oMstic products, instead ot export~ their 
coeds to this countr;r at a lose. Export transactions are coiiJ)letel;r 
controlled. b)' the Goriiii!.D government which perai t a Olll;r such export s 
as it deems to be in the Carman intereat, and the dances are ooans 
b)' which the German sovernment enables tho Gerll!lll expor ters to ex­
port without incurring a loss. In realit;r the aashtance which the 
German exporter reooivea is f inanced by levies upon capital and in­
cone collected from foreign credit ors or German debtors by the Carman 
government and peid over by it to the f'aTored German exporters . It 1e 
true that the f'unda a~ed to aid the German exporters are not trana­
aitted tbroq b the German treasur;r, but I do not sea to.at that is 
aterial. I •7 add that tbe Ger•n authorities also coiiJ)letel;r 
control iJoporta into ear-n;r, peraitting ODl;r thoee which are deued 
tor tbe benefit ot that country. the 'lree6Ur7 Depart.ent states that 
to so• extent the aid to GerMll exporters 1e tinanced b;r lerlea 
collected & 011 Ger-.o i.Jqxrters. tbe whole policy appears to be t o 
encourage exports troa and discourage laporte into Oeraan:r • 

I ban obaernd under II aboYa how broa4 h the langUage 
or the statute requiring 1Jipoa1 tion or counterta1ling duties. llhile 
in all probabll1t;r wben that .&ct waa passed tbe Congress did not b&Ye 
1n aiDd. tbe particular d.erlcea under cCIIBid-tiOD, aa I ban obaert'ed 
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on page 11, the statute was pl•!nly intended to anticipate aa in­
elue1.,..17 u possible ell preet1cee and derlcee which lllight be r.­
sorted to or invented to eirCUIIYent the etatute 117 obscuring or con­
eN] lng their parpoaee aa bounties or grants . It baa also been 
poin ted out that the Supre• Court has noted the extent or ite 
scope-"A word ot lroeder eign1ticance then 'grant• could not have 
been used. • Not only a direct bount;y or grant, but one which is 
indirect 1a expressly COII!Jll"ehended by the statute, which in addition 
to referring to a. bounty or grant directl,- or indirectl,- paid or 
bestowe6, takes the precaution of addinc "however the sa• be paid 
or bestowed. • 

168 

I should have no doubt that the scrip and bond pra.ctices and 
also the currenc7 mnipulatione constitute the payment or bestowal, 
directly or indireetl,-, of bounties and grants upon the Germn exports 
cal lin& tor the I..poa1t1on by the 'TrM&ury Department or countern.:U-
1ng duties, pla.inl;r within the l.a.Jiiuage of the Act "however the -
be paid or bestowed•-anlesa it can be aa.id that such practices a.re 
not within the Act because they are DR'ely specia.l tcrraa ot currenc7 
depreciation, and that currency depreciation wheth8r comp1ete or par­
tial 11 not a bount;y or grant within the Act . 'l'hb d1tticult7 with the 
la.tter position 18 that the practi ces are diacrilllinator,- for the ex­
press purpose of enabling German exporters to sell their goods here at 
prices preva.Uing in our ma.rkate 1 whieh they are not able to do except 
on the baeis of such practicee. This aeeu to be admitted in the re­
port or the Subcollllllittee on Countervailing Duties in Relation to CUrren­
cy Probleu, as has been pointed out in tho second paragraph on pago 11, 
811pra . The Sta ta Department aeoma to argue that since unit ora deprecia­
tion or devaluation of German currenc;r would not be within the Act, 
notwithstanding that it would atilllulate expor ts froa Oerliiii.JIT to the 
United States to even a greater extent than the practices under con­
sideration, there.Core partial or specia.l depreciation or den.luation, 
8\lch es accoapliehad by the practices discussed , would not be within 
the Act. I do not believe that web concluaion .follows .t'r0111 the pr.,; 
abe upon which it 1s beaad. :ln the event or a coapleta or general 
depreciation or deTaluation, there would be no discril!dnation between 
one exporter end another, or exporters as dist1ngui8had froa ialportere, 
or other third parties. 

Under the scrip and bend practices end the partial or apecia.l 
devaluation or depreciation practices (it the question is to be die­
ouasod in ter~s ot currency devaluation or depreciation), the whole ailll 
io to vast in the German govern-.ot absolute control over expor t er the 
deterlllinntion of whether the particular export is to the best intareate 
of Gerliiii.JIT the deterllinetion of bow aach depreciated currency ia re­
quired by ihe exporter in order to eoable h1a to place his goode in thia 
country in coa;>etitioo with eia1lar goode here, and the nrcee&U7 an­
ipulation to acc..-pliah the end desired. The practice• under diaMaaiaa 
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.... to tall very precisely within the lenguage quoted on pages S and 

4, supra , troa the casea ot Nicholas v. Unittci Sta~. \'he intent ot 
the practices ia to aeeia t Ger-.n expot'tara and tba reaul ta carry out 
that intent . "However the - be paid cr beetcnd• it 1a plain thai 
tb•e is a bounty or grant paid or bestowed 0 d1recil7 or ind1recil7" bJ 
~ Ger-.n gOY~i which baa establhbecl ihe •ch1n11r7 tor ihe ben ... 
tit ot ihe Ger-.n exporter and which easiste biJI to operate it. 

However , the tiald ot currency depreciation, denluation, and 
anipulatioo, especially in relation to torelan exchange, ie abatruae 
and ditticult ot coaprebanaioc. For this reason , notwitbatandtnc that 
what I baTe said would indicate that the practices under consideration 
ere such as to require the imposition ot counterYa1Hng duties by the 
Treasury Department, it ie rr:r reco._nt!ation that the question be very 
oaretully considered turiher 1 both b7 the SecretarJ ot tbe Treaaury and 
the Secretary ot State 'nt! perhaps b7 ihea jointly with the President. 
It -.:, be also that tbe Tien ot ihe Secretary ot Co~ce should be 
obtained. !be •tacte• upon which any lea&l conclusioo is to be pr ... 
aieed are not onl.7 coaplu but in tbeaeelne ere trauaht with cooclu­
aione . Thus the tec ta are in a twiliaht sone ot tact and conclusion 
in the foggy reala ot currency and toreian pobange. It behoona ihe 
legal. tranller in that domain to proceed cautiouely and with the 
greatest cirCUIIIBpection. Even should it be deterad.ned that th" law 
requires the t.poait1on of countervsiling duties, it may be that i t 
should be deterad.ned at the - tiM wbetber , it that be true , the law 
should be changed because of ita adverse etteot aa a •tter ot policy 
upon our toreian trade relations . 

GOLDE!/ II. BELL, 
Aeeietant Solicitor General. 
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an sol•, t he her..,. _, lftF M4 ssllen ._ uuu_, .. ,,. ..-1 
•• \he -~ -· et a· b 'z er =·. , ... ')· )e •••• 
W \et4. 1 tbs llwfaii'J' ls ...U.s U.s ,..u ... w._ Ill-' 'r hr .., 
reepenbe ...-r\s k Ws --*17 •-Utah '-U• er ,_,. wlUI!a 
the ........... , .. '-• •• fll ........ *• ... ,.._ s.u..w .-... 
'r _..ns•l'be· U ls •Mt- tr. u.s ' • p ltMlt .,.. ua. ...,. 
sf tho Mt ls fti'J' -..., ..& tlw a J 1 1 esut 11M ..U fll l\ U.\t 

Ills •••• - .,, _., \s a s..tltS. ..& lte 
.. .,._ _, \s ,_,._. M lllt .. tac te faftM U, 

aact all sf ·~....-· .. ••11 .. ""••b­
... lis.,.,.. fllfMt . It U.s wort ""-\J'' 11M a 
U a Us4 •-• the nrt 1put1 baa s ot. A wort sf 
11roa4sr sSpitl-• \has...,..,, Hlll..4 .. , '-" 
\sa ..... Lib Us SJ ~ ~pft1 -' "llestew,' 
U apJWs• a •-•al•, the o.terrtac fll • -

thlac ... ,.~ ..... -·"·· ... lt \he .. _._hiac" \s ........... . _,.,. ....... the 
apsrtaU• fll .., arUels er IIOftbaal.lM 1 a 
•-t~Uac .. .,. ls ....SNI 1IQr hl'S41 ... a. 
lt'b'tee • · trptte4 sate, M1 u.s. M. 

J th1ak U plab tlrm the stante Usslt that U - lat...., to utlol• 
pate .. belul<relT .. :psssl'sls all pnotto• aact unow tlblela liS&IIt 
\e NSOI't., h or lln'mt., h eli'IIUII: m\ the stsW.\s 1IQr ·~ sr 
•-eallac \Wr pupH• M lMIIaUw tr ...... . !be bls\s17 fll \he 
Aot MlJ' oernlsratw lh ,..rpost to au ~dUe lh _,_ 'r 
Sa41r.ftl• sr 41....... Ia the - fll ltp)s}• • . J!J'!Jhfr.'"• .,...., 
Orwt arttalll JIU.lf esi'Wa -•• • "I I u U•" Sa t • h the 
r.iHiM fll tp'sat hi . '- ..... _,.NUM fll 114M" h \M 
llalt., ~ta••· c-t.-tttac ~~au .. ..-1 to the aet _. o~ tlle 
~o-.me\S•• "" .._..., _. tM u.s-su n - -•lllsf 'r the 
C01an, tlbloh sfter ulac the ' ••·• ...,., .~ uitt 

I s llan the fM\ st splrlk allls to \e sol4 ellapsr 
b \M ttDl\., Stat .. \MD b tbs plaoe fll \ bslJ' pro­
noUs, .-4 this U.s J'-1\ sf as ao\ Ill ..,..-.-t 
'11 11 TIS sf \M ... tlaatlM fll the -.lrlk 'llsla& a 
ten._ ...-. . hr U.\ slnaU• ......,._11:1 a ae 
lat ...... ,....u.. 

Ia u arUeJ' tMialm 1ll tile-- <r¢slM • · "''w •·•e. 
f C\, Ou\, ~, tf) 0 \las Oar\ fll 0.._ Alii 1 s stt... I I \lac 
11paa the olarl\J' sf \'lis 'np•p .-4 ,.rpess sf \lie statats ..Ut 

'lllw ••• a tsntp ,- sr f 1 •' 1 sr .,. JSl­
lttsal R'l:fSYld• fll a PIU t Aall cift MJ' 
sst sJ' .._..,.. \e ...-rt- fll ..... ....,.., 1llk 
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I.a npl7 to \lit OODtlllUOD U.t Uut •oolll!llllM\lon" wu a retaba...-t 
of mra ooe\e blpo11cl .. \lui poclt 'llf' Jrl\11111 eniM raccalaUou, \lwl 
Colan of OU..\o• .Lpptalt eatlt 

1'1» taot U.t \he ~· ..U ll7 \he tontp &0'1'•-• at taU•\tcl or ealftlahcl apoa a 
bath or la conld.tnUoa ot tna llullo~ te­
poM4 ~ ~tUo t llllllM laWI, or for..., o\lltr 
fta .. D ot ~a\10 &O'I'tmatll\ OJ' ptllq II 1 -

lDC UMU \o the wt.~ of hrl" \ h .. , 
CODholllac wi\ll ou couta. 1'.1!1 ~~ lllDUY 
11. 4p Qt nal.\a tt •eb ytjj\(-G\$ 
pofta\lp or me 1 apttlfl *M'M' R .Ugd-

wJ::=z';!:?.*~ L":o'H\e::,ruaa 
ll\h \ hh COIII\IWIU OD of \lit Au\ lD 111114, 1\ re:.iDt \o 4e­

\tmiDO Q \UJ' \lit pn.otiott ~mel Opt:r&Uou of \he O.lrlall I:OYI-\ 
wUb AQ!OO\ \o ozporh \oWe _,17 oonaUtv.\t "-m\1" or paah 
~ria& \he 111poatUoa ot -•ol'fatllac tu\ha. !he SooM'-17 of 
tbt lna~~UF 1a hla leUar \o \he Prealdm\ ~·· • I - •thtlocl U.\1 

'ID4.er \1M ol~a, I M'II'O DO olloloo llv.\ \o alp u4 h- Wa 
!ftaiRl%7 Doolatoa.• '1!le S.oMkl7 ot U.h lllltJ.• lnter \o Soow~ 
llorcent.hml ~NIMI pot&\ ..-a a\ U. laUU1t _.lutOD, paftl­
larl)' froa U. a\u4po1D\ of tooJIOOilo pollq 1D ou \ISU relau ... 
td\ll 0.~1 aD4 *11• ta117 noophlDc \he lall4a\oJ7 aahrl et 
... uoo 30S of \ be ~JUt .t.ot, - U. Soc"'-17 et U. ,_..., 
U\o.nllua \)Ia\ & 'bclan\7 01' CftD\ h 1a f&O\ 'lleriOWIIcl, UJ!ftl- tiM 
'll'lft \hat u. o.- p1'&0UOOt 11114 .,. ....... ,. our.q -s,.w... 
Uoaa u4 °\ha\ \he n h -ald.table 40'11b\ ,..taw,. our.q .Upala­
Uoaa fall wl\WD \ale a ' 'II et \ale \ 0 .. l bola\7 OJ' c-\1 U uocl 
iD llooU oo :lOa, u4 'llho\ller \lwl7 ~ aot •n appJVprla\•17 ba ..... Mocl 
aa a ~ tom of C11U'N11G7 d.tprMlaU•• • !he pnpoM4 lllotaioa 
of the loon\&17 of U. lfteAQ' afhJ' et.Uac \M\ •ottidal npofta 
u4 otaa.r \\aM 111 \he ftloa of \M Dip&..._.\ "~\111111 k Ua •Uo­
faoU• U.t "-U" aM/or c-h uo paicl taA.Jor lee\nel, cllfta\17 
or 1D41rM\1)'1° ,. aqona f,.. o.--.r" \he Ulllhl ftaiH lilt .... 
\aiD 4eHJt'Mcl taUI\le arU.Ua, cl'II'H .. uoo .._, '-'•l'f&lll'll 
tu\loa ..-1 " M7 -..\7 aM/or c-t t ' k Mrt )"p el' =f{tr 
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lU, 

tD KIM" ft4Ct1Cit 45m1m •T fll IU.LilllY IIIPAI!.Uf 
'P m !m nt• mx mm'IPD IPtilliU " p•m, 

114 

(1) ;:, '' af fir"1 =; MwUn )r g. • !Mwtrttl 

yeptieUq:e. 1M 17-.m'7 l)eperU.t aM au l&ato ~· an ia 
acru ' u.a u .,.. ..M nau .. an p&lt, au ,_ nqllirN \M J.• 
,POtiUoa of oo_t....,aUJ.ac 4utho. lllo Ger e '"-' Mil '"--''"' 
&o \be De,pon.at ot l&ato Ue tonal t-.u.l &Mt noll ..a "-tho an 
11o1ac p&lt. a.,._, ~~o,pan_,, U.w•, ,._,,, tllr.t u-. 001 .... 

&Ml av.d oull lloaUoo uo lloi AC p&lt. 010&1'1)' U ellllll a .U -••'¥ l.o 
p&lt 1a •• .. .Uoa wU.~ M7 Q;pVM\loa ,_ ... .,, \llo law "tllii'M 
lllpoliUoa at a oou•.-ruu.c .._. u4 ao hnMr U....toa oa U.U 
.POl•' h ann..,, oa1.r a ,_,u. at tao& Wac hftl.,., 111o ,.._ 
,PO lot b IWC7 Jleolaloa, aalto ,... .-.uaae at 10Ut~r, ....U llo ..,... 
pl'late 1a Ue JW__. ,_ "' -' av •• oeU naauoo liMo ..._ u 
a f1PA! ac u.aa ...-a ooell "-" 1a tao\ 11u -- ,.tt oa-. put1..w 
dl,_l h tUU -IU'7· 

(2) lab •nf lA" ""dBU•· .__ .. -.... an ~"' t o 
Jl6il lila lat•"' llll4 -ruaauoae ot tao pnaof.»tl oa oenala fDI'al ... 
oa ot eu.a -lllrilloo to • _.roloa lloak ·~• Ula .,_,., &o \llo 
._ ot tao ~'¥ 1a ...-., ... llalt at au -• ._ \Mr-, 
aat ~~ r..uJ.ac - llalt I.e •• oollot .,.,pe wll1oll le rain •~lo 
('ilat 1a r..Uy oaJ.7 la naar7) at lh ,_ ftl• M •- U.. la \llo 
N --. lloU. \llo uto M4 au pre-\lUt¥ at uU...&o Hiollp\lea aro 
- tala. Do loU Jli-t .... *'* h u , ... ot aM .... _. 
P"• '• -.lata1M a "' at ntY ,.r _. ot .- ,_ ftl'll ot \llo 

•amp•. •• • vt au -toUt¥ at r~lloa, _., ''"'- --
at au • .-ip" V""'n7 prot• to e•U u ao au o.u llt-' .._ tor 
flft7 pe&' _,at Ut ,_ 1al111 raUior tllu rlllr a Nl b., V lieU. 

1., U tor 'lllU•to na ;Uoa. 
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.. ,_ -.ntn wao MllilrwlN wnU \1 .Ule \o 1111 CoNI 

1a \be llaUM 1\&\u uo-p\ a\ • loee ue au .... , u4er epeotal per­
.th 1•* 'llr o- enbnce eoa\n1 a\MnUM, \o •• puo\ at \be PI'OO ..... noe1n4 boa & puo\lnl&r ~ V-Uoa \a pvaii&M 
ieQlpl' hoa Ike O.U 111-\ leak •• a 1.1-• 1e .. U.U tlfV ,.. .... e.,.... .... puo\lnl&r a;pei'Hr ..,. ,.._, \be 1 Nr1p0 .. 
\be Oo11nretoa a.k M4 Heel'l'l '" N1 t- 'fa11111. De 0.... &».tborUlM .,_, noll epeo1&1 pel'IIUI oal7 lt \be tlllft'a\ po11QJ at 
\be Oer • •"* m\ '- Ul'OJ'\&Uoa II \be •"' M.ua\111 Mil \be --• at •eanp• • &llewet •• \e pu Me.& ..- ,. .. ._. 1a 
- eouoa wUh ~ JII'Ol~ qpon h -'""' 'r •• 1o .. 1a \be qporl l&lew~~La h lat-.. \1M etf•Mt 'llr \hie poeMwe. 

175 

Jllall&r.\T \be e.- IMMPt" 0011\N1 M~rlUH, da •\h• f1e4 \bet && e~wter wU1 o~I"WiM 111111\&la a 11 .. la a puoUnl&r 
-.n l&le, &r&&t \be -.n• ep .. lal pel'lliul• " heft J1a0 fd \be tore&• euhl•p POIIIU tf Ike 1&11 uet tor \be purl M la ~ llaUet 
1\&t .. ot Oa a uU&r ~· •• \be pr~lla& _., priM. Jearaee ot \he IJIM11U~ ot \be torelp --- of IIIOh bo.Ma roap~M111& sale or l'e4111PU• ot U.. 1a Ow Vo 111M \oMe 1111 1a the llaltet ft&MI &\ eubt\aa\1&1 UeoCT~JMe , ......,.,, •bee \bq are uq11lnt •• Jtae\ S.. 
U•td tw the ao&ID\ It \be Ou a ~w, the 'looata an red.1 I 
a\ pu 'llr the Ooa .... nloa lult la 0.,.., 11111• beaU•• ~ •Un an­atUoa of peabae1aa M4 re&nrtaa \be llo1114a. lore apia We proe...._ 
h peJ'IIlUet GalT 1t the o.r .. eMhtiiC'I oon•rol au\borhlta UM 
\be puo\loul&r ·~\&\loa 4el1ra\le 11114 oalT 1Wih -• ot M&U 
h peralU.& \0 \e ~ u •'*' a•horUlM filii. \0 \1 • -liCIT 
to ott-•" \be loM oa the u;po~rt l&le. 

a. treuvT Depu\-\ \&lata \be poa1Uoa \bat 11Mb •.anp1 

u4 lloa& tr&lliM•1ou ooaetu-. .. ar••• •• \he o.rau ~,.,., 'r 
\be o.r- ..... .,_, "-•• ot Ulil qpor\&Uoa of \he ...... pMI 
" \he laU\.t 1\a\M, ut *' \be oo-etoa 11M a YalM ""'*-\a aner\&1Jie4 uaotlT 1& •- ot laU\et 1\&\ .. our.._. n aHVte 
~• \be ftlue at nob ooaoeelloa h ao\ paid. tor_, \be-n­
pvobuer Mil \ha\ U -'1M \ha 01.- IJQ?OI''OI' to MU 11.11 •• •re ohlap1T 111 tho 1Ja1\M l\&\11 111 ~auuoa wl\h ow •-•"• pod.e. U, \-.etore,ooul\14aa •ut wah prooo&u.r•• coMU\a•• the 
\Mbeal et u la41MO\ W.Q- or p-aa\ wlliob \be s\&nte HqUUM 
"-· ... , ..... u •• 

(I) peuzu *"'" 'd1aa. All Ow • au'b ore at •• elale, lla•lac a ••'v' orh•ce Yalua la ,...r1ua ...,,..., •• \be pre-• U• at ~on-M}T t...V -'•· .... .-uo, \be 011 • ..... -, lliu .. ..._ 
11~ 1e ........, IIU'k -••• _._ Utter•• -•• "" \he ..,._...._ 
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S..Uo of all -b aoooat. tor pn-t purpoa .. 1a \be ... o,-thar u. 
•ooatroll..S', •treat~~• or 'bloolt..S• aooouote, !bo 1\mda 1• e"OOb aocOWI\8 
e&not be ualld tor fll4:l purpoeo oba~er o1 \.bout ~oiel perablioa of 
\be C.J'UD u.oballc• oootrol •tbor1Uea, llorellter tor ooendto~oo tha 
Mite io woh MOOUIIte will be :raforrlld to u •ooot.Nlllld Mlta" to 41.­
t.i.Dpieb th• tr. ucontrolllld arb 1D free oirculeUoa 1D o..-,, 
Tbl pr1Ac1pel 1111 of oootrolllld &l1'lte h for ~t tor &coda ..,ort..d 
froa c.r....,, \be -trolllld tvau IIIiA& held 1A c....q tor toreip 
acciiiiDt IDd \be d1apoa1Uoo aod Dll of t hea b7 \heir forei&n -•r• ~ 
1Dt reet.rict..d. a.. ...... , it Milt cooUD~ ba bome 1A IliAci that tblre 
11 oolr ooe t;nll of II&J'k 1D C..-,, obl\blr it. be t.D a ooat.rellad 
aocouct or 1A rr.. oirovlaUOD, 

87 re- ot the oootrol .urohlld b7 tho O.rqn 1on,._t 
ovtr aucb coot.Nlllld -.1'& aooO\Ultl Md ita rutrioUoo o•er the dbpoai­
tiOD aod 1111 of thea 'b7 tba11' roreip onere, tba lllrtet •llve at euob 
aarke ~ trMtl.J depraoiat..d, l'hle a Oeraen uportor 11114• that ha 
CUIIIOt lilt ~Utioo 1a our aarket1 vader uilt.iD& Cllt'riDOJ u­
cbellte cOD41UODa, bo 111 appl,J to \be uoba.ale -t.rol .utbarlu .. or 
o..._., tor ~aaioo to accept. paJMDt !or parUcnalu axpertat1e111 
1a obole or 1D port 1D coot.Nlled aarkl. It \be avtborit.i11 ooneidu 
the particular upo:rtaUon to be 1D accord oitb \be ou:rt'ltlt pellcr 
of the 0...-o I"1'-Dt1 \be rlljUIIfAd porai11i011 11 triD\IIdo fbi 
Aalrlcao iapo:rt.r of O.raan t*- purcbaaea contrGlllld llll'h at. their 
reduced •elu... The Oaraec uportor t beo r ece1••• 11 \her 1D tvll or 
part p~t (u tho Oei'IIID embeqe co11\rel autbor1U .. detlnWie) 
the controlled urk-wber.upoo web llll'lul 1aaedie tel7 beo- .,._ 
laaood troa \be conti'Ol 111d u. or the YAl H wt aark• 111 tree cU. 
ovlaUoa 1a Clel'S8117• 

!he fnUitrJ DepaMMDt &iYII the followiA& exnpl• to 1llu­
t.rato the diYioo 11114 etreot of a..- aport traDMcUaoa 1D'r01Ylac 
uaa or \be -t.Nlled lllrka U the price to ba recehed b7 \be o. .... 
• JIPO:rt.r 1a oee buadred aarke and be bu 111 poralaaiaD r ... the c.,_ 
excballca o011trel 111tbori u .. to rec•h• -troll ad Mite 1a paJMDt, 
the coat to the AaericM iaportar o1ll be approa1.ut.al7 fortr doll.IJ'a, 
the Yeloe ot the tree 111rk beia& fortr oeote , It, boQnr, tbo O.:rMa 
exporter olD oo•pote edYIDtateouel7 in our aarket only it be 11 in • 
poe1UOD to aall the coad• for WID~ •labt dollar• ud the Oeraen -
tbor1Uea detol'lline tbet • aile at that prioe e~d ba taoll1teW, 
\be 0.~ uport..r 111 be po:raitW t.o :recehe tlall ~t tor \be 
tooele 1a .. trolled arb ebt.aJ.Dable b7 the Aalrio• iapllrter to-, 
'-t.7 li&ht Ctll\1 per Ml'llJ or 1a the aore uul cue, poNiaaia 
111 be cr-ated t.o t.b.e ....,-tar tor the -epu.oe lr7 Mo. ...,, at 
aiY•t;r lift -trelllld aarka ebWUble 117 \he Aaerlc• I.Jipertor at 
toto~v t;,u c•w ,.., ..,.., ac1 tbe bel-• at w.av t in urka will 
be recei...S 117 the Genu illllpoi'Wr 1a rr.. aorlta ooatiD& the Aaer1•• 
iaponer ton, o•t.a aaoh. llaoe tbe ooot.Nlled aarka bHUatel7 
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bee- fno aarlla 1A \ho t..da or tbo Clo.-..a ·~rtor, it. h obrtoua 
Ul&t on tiDal aot.Uueot tbo Cloi'II8D uportu ncoiYoa oao l»Ddrod oub 
of \ha Wlilora •aluo of torv oonta oe.oh. 111 ei\har ouo tbo uoricu 
ioportor bu paid t.eeov oi&bt dollu• tor tbo &OOda &Dd tbo O.nM 
exporter bo• rooohod 0110 buDdrod urll• wor\h tory dollar• ill IMir cur.-e-
07• 

rbo !HUilJ7 Departaet oaHrta ia rupoct of tbo ol>o'fo oua­
plo tbat tba oolT tactora iDtonoaJ.nc bote- t.bo &ooricu iofortor IUICl 
tbo c.m- uportor to ortoct thh ..sdiUoc of •aluo to tbo puroboao 
bot.- tbo PQMDt 011d tbo ncoipt thoroot oro tho acta o! tho OorMD 
co,.~tJ b7 tboao acta tbero h &r8Dtod to a tnorod uportor of 
prhilecod 0.1'&011 Cooda, boo..ao of tl:loir uportotiOCI to tho Oaitod 
ltotu, o COGOoaa.1on •aluod ill our cono7 at tool .. dollare, whiob 
.,obloa \ha Ool"UUI OXJ)GII'tor to aoll hie cooda ooro cboaplr 1n tho 
liDHod Stotoo ill coopotiUoc witb ou r doooaUo productaJ IUICl tbot tbo 
uao 1a llluorel7 w1 thiD tbo puniow or tbo low roq)lirlJI& tbo applloao­
Uoc or odd1 tionol dutioa to couatarYa.11 tbo c rut boa towed upon tbo 
O.nun upol'tar b7 tbo c.r.. co•o1'110fl!t on oxportot1011 of tbo Goroon 

1*-• 

no peel tion of tbo Truauq Dopartaoet 1a tbat t ho Gol'MD 
uportar wbo h to poid in COil trolled aorka rocoi .. a a b .. on t -•uJ'ed 
b7 the clitferonoo botwoOD tbo prlooe paid b7 u edcu 1llpartor1 for t ho 
controlled oorka and tor tree urlll. I t Ultrto tbot tho coat ot thia 
ditror..co dooa not tell upon tbo uor i cu looporter &Del tbat tho •aluo 
ot tbo dittoronee 11 IJ'OAtod b7 tbo a • ...., IOYOrnoont to tho OoroaD 
uportor bocauao of tbo ox.,ortati• or tbo &oodo-ritb tbo rolllllt tbat 
tbo au- uportor h tborob7 .. obled to ..U hie cooda ooJ'O oho.,q 
ill tbo Uaitod Stot01 1D CO&pOUUOII with 011r doooaUc eooda• It dooo 
not coneidor relnut tbo tact tbot a b.,ont 001 ol• rolllllt to tbo 
u .,.1con laportoJ', 1taU..c tbot no bount.J or crut con achio,. ite 
purpoao witbaut. bonof1Unc tbo purehuor throu&h l " • r iDC tbo prloo 
to h1a of tbo •aubaidhed coocSa•, and Ul&t. o direct oono7 paJOODt b7 
a tontcD co.ornoont to on u erl.can 1apcrtar could bo .., indirect 
boltnt7 on tbo exportation of tho coode !J'oa tho roroi&n countey within 
tbo atotuta. 

rr. 
!Iii fiD CW flil bfAH liiPA!iftiUf TliAf SOCii If~ 

ncp 10 101 cgmDU pmg 0{+ G'''tl. 
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are aot 1a Uoputo -..4 the etatut. h Mait U.1)' .udator)' oa the 
• .,..u.r, or tlw "' .. '""'>'• • l ha'la polAW out w.t..r ..... thet t 0 

Seoretu7 ot State a.dalu tllat tbe An h -.ctator7 ..., lA tM -
U.at tho praetl"' v oa.d b)' OeP'II&n)' are IUbotaAUall)' llodaitt: .. b)' botJ1 
~opartMDto to ain, i t h tl'\10 tllat tho taoto .,.. aot 1a •ll•JNt•• 
It l8 roopoot u , tbe ooool11aloao to be dr - troa oveh l'&oto t hat tlw 
dl'ler, aoo ot '11.,. ut.toe 

!he State Dopartaat Mr1ouo4' t oaro that tlw appl1oat1oa ot 
oouatoi"'D111111 d11Uoo to tile eorlp aa4 t oad proooduroo u 4 to tbo 
eurruo7 .uipulatloa tlooorlbo4 uactw UI abcrro •111 hDYO deplorable 
roporovN1ou upoa ovr t'brolpa trade , 110t oA17 with OoJ'Mil7, but witlo 
other oouatr1oo 1a bopo u4 la I ..U. "-1-. It tho ........,07 
aa.lpulatloa 11 ... la o.,_,., .Uoo lt •-•ouJ to lapooo -tOI"'Dil• 
1a& •uuoo upoa b• •porto, t bo - w111 be true wttll r .. P"' to 
other oo.aatrloo -.plo)'la& t lto - pno\1"'• It bell..,•• tlwt s­
pooltloa o t nell •vt1oo will load to 111 t oolla& t_,.. ae b7 _.. 
aaUono aa4 rotaUaUon wid• will 11u.rt both .... 1aport -..4 aport 
trade with tb-. It 1111.18 that IUob aciloa wol&ld be partioularl7 -
tortws.at.o at proooat bnwoo ot ~la& .. , otlatiODO wtawa tho lltato 
1.0part-t aa4 O.r:>OA)' ooncorlllac - ladnonoo opoa 110n-<llecr~ 
tor)' t roat-t ot '-r1ou -roo 1a ClorMA)', aa4 bwsuoo o t ovr 
approaohio. ooatoronco at ~onoo Al roo with latla-.Uoor lou oountr1••• 
It h ot tbo •1• tllat t ho" curroa.y proo .. llroo 1a Oo.-..o)' aa4 o tllo .. 
oountrlea -a ponibl o t rade betwooa tbo:a -..4 ovrool'l .. , that tbo 
purpo" o t a11ob proooduroo h DOt to "4uap• t ltolr p>oda 1\W a but 
.. rely to -blo tlt• to -pot o oo that 1apoo1Uoa ot -torY&llllll 
M i .. h DOt oe .. oearn u4 tbat .uoh aot loa woul4 lar1•4' dotoat 
tho o joothoo ot ovr torolp t .....So procr-

h will be DPII'"l a t.d that the d .. o ot tbe l tato Co~ 
dncrlbed 1a tlw parqrapll lan abO'Io are 4lrooted to the poUo)' ot 
laln• I.Ac -twn.llia& 4vt1oo rat w t .bao to the q1111ttloa wbetbe .. 
tho)' aet be 1aJOao4 Ulldw tho otaww 1a 'llw ot t ile praotlooa ...tw 
ooaaldoratloa. a-or, t ile State c.,.n-t oo tbe 1o .. a1 .. aet1oa 
tolooo tho ., • .,. tbat •t~~ .... 1e ooaalC- blo '"bt whotbOI' OIII'NDOJ 
-spulatlooo 1'&11 withla tho • u•S.1 ot tllo t - ' tloomtT or t;raat' 
a• 11 ... 1D llooUoa $01 , and whet her tb•T M:l 1101: •r• appropri atolT 
be r o. a rd od ao a apooial /bra ot .... .._, • •proolatloa.. • Io tblo 
• l • t lw State Co~ ooa.cure with t ho Sab-stt .. oa c-tor• 
'l&l l1111 Dutl .. 111 llolat:iOD to c....,...., l'robl- 1a ita report ot • 
Much u , uao, to nao lltocuu.,. a-itt" oa eo-•1al r.u.,. 
1llo Suboo..tttoo eonoludoa that tho ocurronc)' -•~.~rea ~or ooctldera• 
tloa do oot la•ol.,• tho ~ or bootowal or a "bounty .., that tho 
.,autloa 11 whothw tboT ooadl tvto a " p-ant• withio tbo aoanla., ot 
, .. t loa $01 . 'I'll• Subo-'t too U.• po1oto on va~ no"• tho Tr'oae­
ur y to~t baa ~- 1D•olt .. oo,..t ..... lllal 4aUH la oaoea ot 
coaplote doproolatlOD aa.d ap,..._u,. dooo oot - e<>Otoaplato ..,.., 
aetloa, tbo IJOrd •gut• lD tile atotvto 11 oot ia ,.,. .. to OCYer -• 
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or ~·elgte depreciat ion, and lt&tea the crux or t he probl .. 
to •w ether or not curreoo:y awnipUlat ion r oaUltinc troa 
the uu or a m~1ple currency ayatea 1a ao ditter•t 1n 
charact er and ~ect from a cgwplete deprec i a tion aa to require 
co~ter~•111ng action under an 1nt erpretat 1or. or the tera 

•sra.nt ' wbich dou not require the application or such action 
1n the ease or qgaplete depr eciation. • 

The Gubc~ttee and &lao the St a t e Departa•Dt 
beline t blt currency unipUlati on ahoUld be recarded as a 
special case or currency depreciation and that there la, b7 
reason or that t act, no essential difference, troa the polnt 
of view or the applica tion or Sect ion &0~, between depr eciati on 
alll1 u.nipUla tion. It il &r&Ued tbat the Treaaury Deplo.l'taent 
bas not at a~ ti.ae conaidered eountern1l1nc action aca1nst 
de~aluation or depreCiation •• leaally aalll1ator:r under Sect~on 
3031 and ne~ertheleaa haa never been aerioual)' cr1t ic1aed or 
chal lenaed on that acore. It is deduced troa this that tbe 
'l'reu ury DepartraeDt "baa cleul)' applied Sect ion &0& heret~rore, 
with what appears to be full legal propriety, on the bMaia of 
a aucb narr ower interpr et ation or the te~ l crant ' thall 1a 
oow proposed. • 

The Subcommittee, theref or e succeat1 (1) that the 

diati nction between currency d•R§'§iution and curr ency 
;anipul~1on. 10 t ar aa Section l s s:oncerned, "11 one 
of seth~ r at her than or pr i ociple, • (~J .~t an interpretat i on 
ot ' crant' wbicb woUld exclude tro:a the operation or BecUon 
303 not only currency ~nef:ft1gn and tnree yttgp, but abo 
curreoc7 panipu1ftlon 1wo do no vlo ence to either tbe 
l etter or the ap r t ot the Section", ~~ond (3) that aueh 110 

lnt erprett.t lon 11 not UJcely to aubJect the Treuur:r DepartuDt 
to ·~ core aerloua critici sa t ban its preaent pr ocedure 
io not invokinc Section &03 aga1nat deypluatlgn and deprep1at1gp 
or t orai gn currencies . 

It wlll be obur~ed that 10 sreat i s the concern 
ot the St a te Departaent r upect1nc the ~1gx ot bposlnc 
counterv~~o111nc duties 1n the 1ns t anceaer coasldrratlon 
that it u.y be dlttlcult tor l t to diaaasoclate the queation 
ot policy rros tbe question of leaal conatruotlon in lta 
approach to the l~tter. 

v. 
COICLWIOHS AID BEQQMQifi)Afi0!1G 

I think that the concern of the St at e De~artaent 

hoa ~e at&lldpoiat of ecoDOIIJ.c policy 1n r el." t1oo to our 
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tor eian trade 11 entirely Juat1!1ed. I have littl e doubt 
that 1! counter va il1n& duti ea are 1apoaed UDder Secti on 
&0& by r eaaon or tho pr acticea UDder conl1deration, both 
our import and export trade With Oe~ey would be advftr .. ly 
af fec ted. Ir sucb dut1ea are oppl1ed to 1b1pa1D ts troa 
Oerau.t~T, it 1a d1tr1cW.t to 1ee bow 1apoa1t1on or tb• on 
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1b1p:aents fros other countries uaiq 11a1lar currenC7 c!evicea 
can be obYiated . Froa the ltandpoint ot pol1C7 1 the situation 
de:au.nc!l the 1101t c areful conaid erat1;:,n . However, 1t such l)r&eUoel 
t•ll within the co nt emrlation or Secti on SO&, the Secretary 
of the T:zm:1ury ia UDder a a.nda te to iapole oounter~a!.l1na c!utiu 
aod onl y action by Conara1s 1n tbe i nterests or pol icy could 
r elieve his of hia obliaation. 

It ia 1ntereat1ng to ~>ote tlat the Subc011111ittee on 
Counter nilina Dutiu in Rel a tion to Currency Probleaa adllitl 
that 11a ener .. l l.y s peakina, tbe various devicea appear to be 
?perated 1n sucb a way as to enable the Oerun expor t er to 
aell his cooda abroad at prices prevailina 1n tbe tore 1an 
a¥rketa iu ~-raa or t he na tional currencies or t boae aarket1 
wbicb he 1s not ~ble to do e~cept on tbe basis or depr ec1ct;& 
u.rka, • and ag~ain • thus wbt.t happens UDder a sult1pl e c urrency 
aystem ia that tor tbe purposes or t he particular tranaaot t on1 
involved, the currency of the exporting country raay be con­
s idered as depreciated in a:actly the SYII8 way a s it would 
huve been if the country had oper t.ted on tbe blaab or co11plete 
and openly a nnounced depreciat ion. Currency manipulation 
i l i n ettect a condition or controlled depr eciat4on and aai 
aerve either u a trlolla1 t or 11>1 procedure to open deprecbt on 
and f inal devuluntion, or as a teaporary device tor avoidin& 
a peraanent alterat ion in tbe aonet&r7 •Y•tes. • 

It aeeu to a e obvious tbbt the acrip tilld bond 
devi ce and tbe currency aanipulati on devicea are t or the benefit 
of Oer11an exporter• ll.lld enable t hea to expor t thei r gooda ao 
&a t o be in ~ poaition to cospete with our do.estic pr oduct•, 
inatoud of exporting their gooda to this country at a b as. 
&xport transac t ion& 1 r e co~pletel1 controlled by the Oora &n 
covernaent whlcb ;~eraitl only aucb exporta na i t c!eea s to be 
in the Oeraao i nterest , and the devicea are aewn1 by ~bleb 
the Gerlllln governaent e u.blea the Oeraw1 expor t ers to export 
without inc urr i lll a loll. I n r eiiLll.ty the aasiltlnee wb1cb 
tbe Oeraa n exporter r eceives is ttnunced by l evi es upon capital 
a.od 1ncoae collected tro:a tore i &n cr editors of Geraan c!ebtora 
by t be Oe raun cover naent a nd pa.i d over by it to tbe f avored 
Oerlllln exportera. It 11 true tblr.t the tunda so U!led to a iel 
the Oeraan export er t- r.r e not tran8Uii tted through t he Oeraan 
trenaury, but I do not see bit that 11 aater!al. I eay auld 
that the Oer aan authorities &110 coapl e tely control iaporta 
into Gerut~T, perrait tin& only tboae which are d-ed tor the 
benetU ot t bat 1:oUIJlr7. lbe '!reallll")' Depart.-• aute1 
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t~t to some extent t he a1d to Geraan exporters 1a f i nanced 
b7 levies collected !rota Oenum 11iportera. The whole polio)' 
appeurs to be to encourace ~xports troo and dlacourace taporte 
into OeraaQ)'. \ , 
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I ban obaene4 ~'r U abon bow broad 11 h~ 
l~uace ot the st.tute requtr~ 1apoeit1on ot couot~valllna 
dutiu. While in aU probab1li~7 when that .-ct wu pau e4 tblt 
Coll&l'ell did not ban i n aind the part1cul.&r dances Under 
cous1derat1on, as I have observed'p n peae 3! the atatut ~u• ~ 
plainl7 intended to anticipate as i~cluai•e y as poaaib ~-~1 
practice• and deYice• which might be resorted t o or inYe t~ to 
circumvent the statute ~ obscuring or concealing thei r p p 1ea 
u bounties or gr antl. I t has al •o been pointed out that he 
Supreme Court hue noted t be extent of its •cope-- "A word o 
bro~~r signi ficance than ' grant • coUld not baYe been uao4. • 
lot only a dir ect bounty or ~:.1t, but one 11b1cb 1a i D41rect 
is expr essly compr ehended b7 the a tl< tute1 which 1n a4dit1on 
ro r•ter rlng to a bounty or grant d1reOU7 or 1nd1rectl7 pai d 
or bestowed, tokes tbe ;>rect.utlon ot addi n& •bowner the sue 
to be paid or bezto~ed . " 

I shoUld hlne no doubt tbat the acr1p and bond 
practices and a l so the currency manlpul.at1ona constitute the 
pa711en~ or buto•al, directl y Ol' 1nd1reotly1 ot bounties and 
aranta upon the Oer11an exports callln& t or t he 111pos1t lon by the 
Treaaury Deput11ent of co unterYa111na dUtiu, pl a inl7 wltbln 
the langt.age ot the Act • noweYer the aue be pa14 or b .. towed• ­
unleu it can be alad tl:at such pr•c ttcu are not Within the 
.. ct because the7 are &erely special taraa of currency depreo1e tlon 
and that currency depr eciation whether coaplete or partial ie not 
a bount y or grant Within t he .. ct. The dU'flc.ttr with the 
latter positi on 11 that the prac tice • are d1eor1111natorJ t or 
the express purpo• e of enabling Oeraan exporters to aell their 
&ooda here a t pri ces preY(I1l1n_g 1n our 1111rll:et a , '~tll:.l'h t 1»7 o.r.-
oot able to do except on the btiat.. of such pr ac t ical. Thill 
18eaa to be admitted ln tblt report of" the SubcOIIIIlttee on Counter­
nil1nc Dut1ea ~n Rebtion to Curreoc)' ProblMa, as baa been 
pointed out i n t he •econd f &rl!>graph on pqe 11, •upra. Tha 
Shte Departaen\ lh. MI to arcu. t bat sloce unifor11 depPeci ation 
or den.luatlon of Oeraan currency would nor; be within the net, 
notwl t batanding that i t would atillul&te u porta fr011 Oera&lly te 
the Unit ed 6t a tea to eYen a greater extent than the pract1c ea 
und r cona1dorat1on therefor e partial or •pec1kl deprec iation 
or dOY(Iluat ion sue~ as aocoaplisbed by th• pr actice• diacua•ed• 
woUld not bo •lthin the Act. I do not believe tlllt aucll 
c:oncluaion f ollows tr0111. the pr!l~&lle upon which 1t i s bo .. d. I n 
the eYent of a c011pl ete or ceneral depreciation or deYaluat1on, 
thue wo.Ud be no dllcr1•1nat1on between one exp.>rter and a ootller. 
or exporters u dlatincut•hed !roe 111porterlo or other third 
P&rt1u. 
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Under the ICrip and bond pr acticea and the partiAl 
or apecial dev~uation or depreci ation pr ac t ieea (11 the queetion 
il to be diecuaeed in teras or currency devaluation or daprectati~n), 
the wbola ala i e to vaet i n tbe Geraan covar ... nt abeoluta control 
over axpor t11 the dataralnati on or whether the particular export 
il to the beat 1ntere1ts or Garaany, the dataraination ot bow 
aiiCh daprecilltad c urrency 1a r equired by the exporter in order 
to enable b1a to pl ace hie goode i n th11 country 1n cpspetition 
with e1a.1lar goode here , and t he naca11ary .. niplll.ation to 
accomplish tbe end daeired. The practical under diecuaeion 
11aa to t all n ry prac iealr within the laD&ua&e quoted on paae• a and 41 aupra, !ro= t he caeea or Ris~t•e v, On1tt4 Statea. 
The intent or the practices is to a 11~ ermun exporter• and 
the results carry out tlwt ilient . •Bownar tha l&ae be paid 
or b. r towed •directly or indirectly• by t be Oaraan govar n.ent 
which baa .. t..blllhed the ae.cb1n~ry tor the benefit or the 
~ara.n exporter and which a aaiats h1a to operata it., 

However , the t iel d or curr ency depreciation, deval ua­
tion, and aanlpulu t ton, especially i n r elation to foreign 
axch&nge, is abat ruaa and ditticult or cosprebention, P'or tb11 
rea•on notwithatandins tbit what I have ali d would indicate 
that the practi ces under considera tion are such aa to require 
the imposi t i on of sountervai lin& dut1 1 ~ tbe Traaaurr Dapart­
aentl i t i s lilY recowaendat1on th~;o.t t he question be very carefully 
cons dared f ur t her, both ~ the Secr etary oi t~e 'rreuury ·Jnd 
the Secr etarr ot State- ~and perhaps ~ tha JointlT Witll the 
Pl'asident . It &lAY be also that the viat~~ o! tba Secretary ot 
or Couerce should be obtained . The •tlicta" upon which ID7 
legal soncl ua1on i a t o be pre:~~ieed are not only co.aplez but 
i n theaselves are fra ught With conclua1onl . Thua the !acU ar e 
ln u twilight zona or tact and sonclua1on i r• the roggy retJ.a 
ot c urr ency and toreisn exshlinse. It behooves the lacal 
traYeller i n t hut domai n to proceed cautiously and with the 
1rekte~cirsumapectlon. Even 1ho~d it be deter2inad that t he 
la• requires t he impolition or countervk111ng duties, 1t ~•Y 
be that it should be da t erained at t he •a•• t iae whether , if 
tru.t be true the law should be cbaJICed or itt adver n e1'teot 
a1 a aatter ~f poliC7 upon our toreiSD truda rel~tiona , 

keapecttully, 

OOLDJI!ll W. BELL, 
kssi stant Solicitor General. 
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April 30, 1936 

Onder date of April 28, the New York Times reported 
that Poland had placed a ban on gold exports and had issued 
a decree that all dealings 1n foreign exchange will be con­
trolled by a special committee of the Bank of Poland. 
(Clipping is attached . ) 

Today the Polish Embassy called, asking for an appoint­
ment with the Secretary for its Financial Counselor, Kr. 
Janusz Zoltowski. Be came in at 1:45. 

Be said t o the Secretary, "The Uinister of the Treasury 
in Poland asked me to come 1n to see you. A few days ago 
we were forced to make the restrictions. The Minister of 
Finance is and always will be against these restrictions . 
This was done because of the European financial situation, 
because all t his feeling about France will go off gold. 
We face this situation and if the r estrictions were not 
done at once, 1n a few weeks we would not have a penny of 
gold . (1) Now this restriction i s very partial to our bond­
holders . The payment of the interest on foreign debts will 
be continued . 
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BM. Jr . : You mean private debts . For instance, if an 
American holds a Polish bond, you will continue to pay interest 
on it. 

Mr . Zoltowski : (2) That imports will not be affected 
at all . We buy a lot of goods, mos t of all cotton. 

(3) The restrictions are partial, because we do 
not force t he people to give up gold on each side of the 
country . I think if the French situation will be a little 
more clarified, it will help us . 

Hli . Jr: llp t o now your currency has been more or less 
tied to the French currency? 

Mr . Zoltowski: Yes . 

RM. Jr . : Your country has not been on gold, Just like 
France , BelgiWD and Switzerland? Gold has not moved as 
freely 1n and out of your country? 

Mr. Zoltowski : Oh, yes; it has. 

HM Jr • Here in our Treasury we do not t ake any par­
ticular "int;rest in private debts of our citizens . The Stat 
Department f ollows that. I do not. I am naturally int 
ested 1n any Government move in connection with its 

Regraded Unclassified 



185 
-2-

on account of the general effect it has on world currencies. 
I would l ike you to s it down with Mr . Taylor and Mr . Lochhead 
and explain more full,y what your posit1.on is today. Give 
us your figures as to your monet~y reserves, etc., if you 
care to . That would interest me very much. I take it 
that once France decides, you will peg (? ?) your currency 
to that of France. 

Mr . Zol towski: We are very anxious to see general stab­
ilization in the world . 

RV. Jr . : So am I interested. If you know of any way 
that we can be helpful, I wish you would let us know. 

(Mr . Taylor, who had been attending the wedding of the 
daughter of Yr . Dunn, of t he State Department, came in to 
join the meeting . It appeared t hat Yr . Zoltowski and llr. 
Taylor were acquainted with each other . ) 

Mr . Mor genthau said he would like to have Mr. Taylor, 
l(r . Lochhead and llr . Zol towsk1 t o go into further conference. 
Before the M1n1ster left , Mr . Morgenthau again sa~d , •we are 
interested in anyth.ing we can do leg1timatezy to help any 
country stabilize. The more countries that we can be help­
ful to , t he nearer we are to world stabilization.• He asked 
Mr . Zoltowsk1 if Germany offers much competition to Poland 
for worl d trade, for export and ur. Zol towski replied, • No .• 
HY,Jr . then asked h1m, "Who do you go up against in the 
world 's market? Who is your biggest competitor?• llr. 
Zoltowski answered, •It is very diff icult. Our biggest 
market i s England ." Mr. Morgenthau wanted t o know what they 
sold to England and Kr. Zoltowsk1 said, •Bacon, bam, eggs 
and malt .• Mr. Morgenthau t hen commented , "Your relation­
ship then to the h Sterling is important?• and Mr . Zoltowski 
answered •Yes . • 

Mr . Zoltowski, Ur. Taylor and ur. Lochhead went t o Mr. 
Taylor ' s office for further discussi on . 
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Deflationary Re~:imt Ends 
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A_or1l 30, 193& 

H:!,Jr. spoke to the ?resident today at 9:25. He 
tol d the ?re&ident, "I have Juo~ talked to Cochran, 1n 

Parl e . He eaye he thinks the thins 1e worse than what 
1t eeeme. There 1e tremendoue selling of securities; 
thr>t they are :mtting it all 1n currenc~. He thinks 
tne ewing to the left is going ~o be cvon ~~e than people 
beli eve. The cnancee are that the Cabinet will fall 
l!onday and that Reynaud will go 1n and form a c!ovall.uation 
cabinet. I am calling Cochran again t omorrow morning at 
tn1s time.• 
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H. 
Coc 1rlll' : 

!II' Jr : 

C: 

l!lljr : 

C: 

l!lljr : 

C: 

L ljr : 

C: 

IDijr : 

C: 

:lljr : 

C: 

'jr : 

c : 
Hl.ljr : 

C: 

l:L. jr : 

C: 

Bll jr : 

C: 

Hello 

Hello, Cochran? 

Yes 

Can you hear me? 

Yes, verr well, sir. 

Thur sday 
April 30, 1936 

Now, what I 1 d like you to do is to go over to Berlin 
and see your particular friend over there 

Yes 

now, I don 1 t know - you know bett er than I whether you 
could no tonight and be back by Sunday or whether you ' d 
think you ought to wait and not go unt il next Uonday or 
Tuesday . 

I see . 

Because I am not satisfied wi t h any informat ion that I 
have r ecei ved in regard t o that gentleman. 

I see . 

I mean, I 

I see . 

See? 

Yes 

I just - I just don ' t beli eve it . 

Now, do you think i f you •:ere away f rom Paris on Friday 
and Saturday that t hat would be a bad time? 

I honest ly do . 

You do? 

Becaus e the s itua t ion here is getting more serious every 
day . 

I see . Well , then, why not l et ' s leave it t his way, t he 
other situation could keep until ear l y next week - I 
mean your trip to Berlin? 

Yes 
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189. 
So you think you ' d better stay in Paris over the week­
end? 

My contact there at this time is down near Basel . 

I - I didn ' t get that . 

I say, I understand the doctor 

Yes 

has recently been down spending a holiday 

Yes 

in a little town in the Bl ack Forest 

Yes 

Badenweiler 

Yes 

And he returned to Berlin yesterday I think 

Yes 

Just because of this affair . 

That ' s right. 

And now the question is whether he will remain there 
or go back to Badenweiler . 

I see. 

See? 

I see . 

I can find out 

Supposing you find out? 

- by telephone 
there . 

to Basel and I can find out f rom 

Yes , I am very anxious for you to have a face-to-face 
talk with him. • 
Yes 
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See? 

Yes 

And - report back . But you think you' d better stay 
in Paris the next couple of doys? 

Honestly, I do. 

That ' s all right . 

I ' ve had a t alk with your friend , you know? 

With who? with who? 

Yes , I understand. 

The one we did business wi~~ last Spring . 

I understand . 

And I sent you one message on him this morning 

Yes 

- where he thinks that it is more to the left than 
most people anticipate . 

Ylhat is that? 

He thinks the swing that ' s here 

Yes 

- is more to the left than cost people anticipate . 

I see. 

And I ' ve had an interesting talk at the ~inistry of 
Finance today . 

Yes 

190 

And I ' m sending you a wire on that - it ' s being coded 
now. 

Yes 

I mean It' s been pretty serious. 
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It is? 

Yes - I mean, they may be jus t crowding the situation 
t oo much bu't; I don't believe they nre . They're selling 
stocks very heavily - shares are dropping - they're 
holding their funds in cash. 

They ' re holding t heir funds intact? 

In cash 

In cash? 

See? 

I s ee . 

And so if there should be some bad news Monday a s some 
of these people anticipate 

Yes 

- t here may be very heavy pressure and t hen a nervous­
ness develop in the mass of peopl e here which hasn 't 
existed t o date . 

I see . 

If that should happen there is a t l ny possi bility that 
Sarraut might resign and Reynaud be call ed in to form 
a devaluation of the Cabinet . 

Reynaud? 

Yes 

Reynaud? 

Yes - I think that 's our i nterpretation. 

Yes, now 

I'm sending you that this afternoon, I 1m not sure at all 
but that's a ver; strong possibility. 

Well , then 

I wish , - hello? 

Yes 
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I wish that you ' d check up again with those New York 
houges the way you did here a couple of days ago -

Fine , I'll do it yet this afternoon. 

I wish you'd do it again - I wtsh you ' d do it today 
and Friday . 

That ' s tomorrow again , too? 

Yes - because that was very helpful . 

Yes did I give you all you need on Poland? 

Yes , I'm not particularly interested but that ' s all 
right . 

Well , I mean, that isn't a particularly serious situa­
tion. 

It is? 

It is not . 

No 

No, no but this is purely domestic with some concern 
because Austria and Germany and so on 

Yes 

The gold bloc factor isn' t having any weight here. 

Yes - now, I'll ca11 you on the phone again about this 
time tomorrow morning . 

Fine 

I ' ll call you again ~bout this ti~e tomorrow QOrning . 

All right , then 

Well, you stay right there. 

Yes , I ' m always back here at two-thirty , you see? 

What ' s that? 

I ' m always back here at two-thirty. 

Well , now, what time have you got there now? 

It ' s now three-twenty. 
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Yes 

//ell, we've got 
nine-twenty. 

Yes 
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my tiMe is nine twenty-five, -

It 1 s three-twenty in Paris, six hours difference. 

Six hours difference? 

Yes , we ' re on Standar d time . 

Yes 

Well then, you ' re always back ther e by two-thir ty which 
is eight-thirty? 

Usually it' s all afternoon . 

All right 

Then we can plan the Berlin trip whenever you t hink 
best - but not before Sunday now. 

No all right. 

All right, then . 

Goodbye 

Goodbye . 
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April 30th - 5:30 

Taylor brought to my attention at 5 o ' clock that ho 
learned from Mr . Sayre that the State Department would sien 
the French treaty on Saturday at 1 o'clock - the excuse for 
this rreat hurry being thet the authority of the present 
French government expires with the election which comes on 
Sunday. Taylor informs me t hat up to this week there has 
been no apparent rush on the part of the French to sign the 
treaty but it is perfectly apparent that they are trying to 
rush this t hing through in order to use it as a campaign 
election a rgument on Sunday . Taylor felt that it is a great 
mistake to sign a treaty with a government that is pretty apt 
to fall on the following day. 

My reaction was arrived at from a different direction 
because I would just as leave see this present French govern­
ment fall 1n order that a new government should come in and 
devalue and get it over ,with and behind us. 

I called the President and he was quite shocked and 
surprised as be knew absolutely nothing about it. I said to 
him, "you waited to sign a treaty with Canada until the new 
government came in. Row would i t look if you signed a treaty 
with the French government and the next day it f ell" . I said, 
"furthermore , I would just as leave see this government f all 
as I can handle the French devaluation from an American view­
point much better now than I could next fall" . Re got very 
excited and he saidf "it i s the craziest thing I ever heard 
of end", he said, " would not sign it, I would not think of 
signing it . I will take care of i t immediately". He said, 
"thonk you very much. Good night sir" . 
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TKE PRE$IDZ:I'l' 1 S !.8SS.'.t;E 01" llt.llCR 3 1 1936 
PROPOS I:IG ;.!JDI'l'IONAA T/VCE;; 

TO THE COliGBESS OF TilE 11HI TED S'I/.Tl:S: 

On Jpn~y thl-d , 1936, in ~ nr~~~l b~ct ~eaoa~ t o tho 
Con;reoo, I poin t ed out t.h.•t without the Hoc for relief tho bud""t 
no ln b•.le.nce . Since thl't tice an icportoJi t Hen of r evenue hi>; 
boen eli::lin.~ted t hrott",h 1\ deciG!on of the ~lpre<le ~ourt , r.:od tul 
~.dditlo!U\l ann~~l ciON"..., h•: been plneed on the Tre•oury till'ou(.h the 
cnt>c t.ment of tho Ad.juctud Componc.•tion Pr.yt~ont Act. 

" • • • tho llii'.I\Y le';ialr.tivo I.e to crooo.tin ~ the 
mrchinery for NCO'I~'ry <'lara .•.11 prediedcd on t•10 inter­
dependent beHeto. Firct , the '!lercurco rould inr.edl'ttely 
eruoe r. grc•t incro~ae in tho~~~ eT.~ nditureo of the 
Govt rn:ncnt - Cl'ny Of t:le:e e:.cpen~it\U"I>O , hOWCV8!" 0 in th<' 
for:tl of lcuono r.~ic!\ "~uld ul timPtely r turn to the '!'ro~cury . 
Second , "" r r ooult of the :icultr»ooua "tt l\ek on the r>tlllY 
fronts I ht-vc l n~ic~ted , the rocoir>ta of the Gover nment 
~ould rico defini t ely •nd ah~ly dtU"in& tho folloning fow 
ycpr o, t•hilo .. ;ror tly incroMcd oTpcndituro tor the purpooco 
otAt od , ccupl~d rrith ri rin,~ vrlucc Pnd tho atcppin~ of , 
lcoseo uould , ovor I' period of ycru-n , ~irninieh the need 
for work relief l'ncl thrreby r educe ~dornl oxpe:tditurco , 
The i ncr e ... ce in r .. vcn•tco t'!ould •.>.lt1mrtdy moo t r.nd paao 
the <!cclinint; co~t of relief, 

0 Thio policy r~optc<! in th• oprin; of 1933 ~ 
bo~n confir~cd in ncturl pr~cticc by tho Tre•oury ti~o 
of 1934, of 1935, rn~ by the eotim•tca for t:1e f ieccl yc."U'o 
of 1936 ~~d 1937. 

"'l'llHo io toc:l.~y no doub t of thu fundM!Cnkl oound­
noco of tho policy of 1933, If ro pr oceed 1\lon~ the pr.th 
110 hpvo follo•rud l'nd with t ht> r ecu}to r ttr.incd u p to the 
prcoent timo ~v oh~ll c~~tinuc our cucc&octul progreso 
during t b .. eonin,; yorro. • 

I f t:c pr.,. t o mr.1nt .. in t:Ua cl crrcut •nd sound policy, it 1u 
inctWbcnt upon uo to lllt'ko good to the l'~ur' 1 !:'rc•oury b!)th t'lo looo 
of revenue ~.uucd by tho Supr.mL Court rlcci cion •n~ the incr~?O in 
oxpenoco ceu.::.cd by tho A<ljuatc<! Colllpono• tion Pl'ymont Act. I Ull))hn­
oize thAt ndhcr onco to conciotcnt policy c•llo for cuch rction; 

To be opocifiCI 'l'ht· Supremo Court dcciaion n~veraely nf­
foc t~ the bud~t 1n nn nmount of one billion l'nd aoventc"n million 
dollaro during th<> fiaC.'\l yrru- 1936 P.nd th, fi ec"l ycnr 1937. 'l'hio 
filUTC io Arrived l't "" follo~at 
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Deficit to c'.t'to (exp..n~iturv~ cJ,.~,-,a­
r.blo to procccoi~- t~~vc Ieee proc.oc­
i ng t~xeo c~l1ecte~) in cxcoo~ of 
thnt contompl~torl in tl\6 193? b1l<~;"'' t $ 281 ,000 ,000 

Estii!V't,·c! E·xpuMi t"roa to be I!'• do from 
auppl~m<nt~1 ~pnroprt~tion rpprovcd 
in tho Su~pl~o~trl Appropri~tion 
Act, 1936 • • • . . . • . . . . • . . • . . . . . • . . .. . . . . • 296,000,000 

B=t~·te~ expen~ituroo t ~ be l!'~(o 
unc!ur tho Soil Conccrv~tion ,~d 
Domentic Al1oU.e~t Act .. .. . •.... • . •. . .. 440,000,000 

Tot~1 ~~~~1t1o~l defi c i t 1936 
nnd 1937 , duo to Supreme 
Court dociaion snd n<'juct~ 
f~ pro~nc • ..... . ..... . ...... . ••• .. $1,01? ,000, 000 

For the,purpoc~s of c1rrity, I divide th~ present totAl 
nc!.:li tiolll'.l r .venue ne .. c'c of the Govancent into tlw 1)01'1:1AnOnt rn<' t ho 
ter:IpOrr.ey one~ . 

Permen<nt Tru~aury 1ncooo of five hun~rcd mill ion dol1•ra ia 
r oquirrn! t o off~llt oxponc\1 turcs Tlh~ch I": ill be mrdo nnnunl1y n~ n rooul t 
of tho Soil Conocrv~tion nn~ Domcotic Allotm••nt Act r ocontly onrcto~. 
by tho Con{;l'ccc r.nd npprovoc! by mo: nn<: nn neditionr1 suo rvcurrinc 
r.nnurlly for nine ycrro will be r oquirdd ta Mortizo tho totrl coot of 
tho A<'Juctec! Coroponc• tion PR;~Cent Act. 

l'he net effect of l>l')'in.; tllo Vcterr.no ' B~nuc u, 1936, in­
otcr<' of 1945, i c to ·~<' :m P.nnur.l chr.r,;e of one buna~ ~n~ t··cnt;r 
cillion dollPrc " ;rof'r to the one hun're<l ~~~· ni~ty cillion •'oll•ra 
clrcr~.y in the but.,o;ct. 

yre P.ro cnllo·~ upon , t?tor\Jf,ro, to rP1Ge by 001:te f t>rm ot :pcr­
mnont t AJ<ntion nn 1\MUI\l ,.nount of oi:< hun'rcc1 nn' tr•onty <lillian 
c\allnrc. It nry be CI\V , trut;U'ul)y ""' cnrl'octly , tlll\t five hundred 
cillion ~oll~ro or t'1io 1\1 oun t ,.,pr<-o uto a•1bot1tute tcxco in pl-u:o of 
tho o10. proccooint; tnxcc , •·n• t!uot only one hun·\r<>d and tr.ont:r r:ill i "n 
do11r.rs repreo~nto nc~ t~~c not hith<rto 1oviud. 

I 1ca,·v, ot courcl! , to tilt d1acrot1on of tlu; Gon~ac tho 
fo=lntion of the r"pproprinte tnxco for tl:~ r.o~dod por::~Mcnt r ovonuo. 
I invite yi'IUl' ntt,ntil)n, howtvcr , to 1'. tore or t i'X l!hl.ch \1ould r.cc~ 
pl i oh An i~portPnt tnx r o!aro, r~I)VO two r.njor tnequr~ i tiea i n our 
tn.x cyotE:n, Md ~top 11 lc'\ko" in pr..::ccnt ourtrxoo . 
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Extendei stu~ of methods of improving preaent t~ea on inco~e 
!rOll business .,arro.nts t;to conllderation of chan,;ee to provide a fnirer 
dis tribution or the tnx load a=ong all the beneficial owners or busino11 
profits whether derived from unincorporated ontorprisos or from incorporat­
od businesses end whothor diotributed to tho real owner s ns earned or 
n1 thhold from thom. Tho OTiating difference bot..,cen corpornto toxoe nnd 
those imposed on O\Jnors of unincor porated buttincuea renders incorportltion 
of amall businesses difficult or impossible. 

The accu:Nlntion of eurplus in corporations controlled by t~~r• 
vith l~ge incomes is ~ncourngod by the p reaont freodoo of ur.diotributed 
corpor•to income froa aur t nxoa . Since stoclcholdera are the bancticial 
011nora of both distributed rutd undistributed corporate income, tho nim, 
ns n mnttor of fundnmontl\l. equity, should bo to sock equality of t BX 

burden on all corpornt c income "hethsr dis t ributed or 111thllold from the 
boncficial owners . As the lm1 now s tnnds our corpornt e tnxes dip too 
deeply into the sh'lroe of corporate e!ll'nint;s going to stockholders \1ho 
nt.od tho disburscmunt of dividends ; vhilo the ahnree o! stocl'..boldore uho 
con nfford to loovo C'lrninga undistributed oocnpoe current aurttucoa 
'\1 togo ther . 

This ~othod of ev~di~g exis ting surtoxee conetitutes o problem ne 
old os the income tnx lo\1 itself. Repented a ttempts by the Congress to 
provent this foro of ov~aion have not bcon successful . The evil hae 
boon n gro~ing ono. It has no~ reached disturbing propor tions from 
tho standpoint of tho inoq1wlity it reprenents nod of its serious offoct 
on tho Federal rovonuo . Thus the Treasur7 ee t iu•tus th,t , during tho 
cnlondnr yoe.r 1936, ovor four nnd ono-half billion dol l"xs of corporn to 
Income nill be 111 thllcld from s tockholdcrs . If this uncUs t r ibutod 
incoae vera distributed, it "ould be odded to the incooe of stockholdora 
nnd there texed as i s other personal lncono. But, ns n~tters no11 otnnd, 
it \Jill be dth.'lold fron atockholdcrs by thoae in control of t!leee 
corpor n ti:lns . In ont. ycnr alono , the Govi>r:l..,ent will be deprived of 
revenu.oe MOunting to ovor o"o billion three hundred aillion dollnre . 

A proper ttuc on corporate incooe (includin~ dividends froo other 
corpor.,tions) , \1hich Ia not dis t ributed ns onrnod, \1ould correct tho 
sorious t ·,,o-fold inoqu'\l.H:r in our taxa a on buainons profits if 
nccomponied by o ropool of tropr osont corpornto incooo tax , tho 
cnpi tnl stock tax , tho related excess profitu tax nnd tho present oxonption 
of dividends froo tho noml\l. t= on indi vidunl incooes . Tho rnte on 
undiotr ibuted corpor'\to incoco should bo t;rnduntod ond so fixed aa t o 
y1ald npproxintttoly tho eo.oo rovonue as voul<l bo yielded i! corpornt o 
profits q ore distTibutod nnd taxed in tho hnnds of atockholdors. 

Such n r evision of our corpor~te tRXOI voul~ effect srent a1apli­
ficntion in true procedure , in corpor nte nccountir.g , an~ in the undcr­
etnn.linb of t:1e .1holo eubjoc t by tlte c1 thana of tho nntion. It ••ould 
conotitute distinct proeross in t~~ r eforn. 

Tho TronsurY Ooi'tlr tMOnt vill be glnd to subnlt i te os t iru\tee to tho 
Con..-.,.oes a!lo~inf;• thnt thia sioollficntion end rorovnl of inequali t ioa cnn, 
vithout unfairnese bo put into pr actice so 111 to yield the full B."\ount 
or a! :r. hunJ.red 1'11\d ' t1oonty nil lion dollP.rB - tlto IV>OW>t I ::ave indi c 
abovo e.e bein& nccosanrJ . 
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Turning to the tempornry revenue needa of the Government, there 
11 the ite.m of five hundred and seventeen million dollars, which affeota 
principally the current fi seal ;year. This I'\IIIOunt must in some wny bo 
reotored to tho Treasury, even though the proceoe of restoration might 
be spread over t~o yeora or three ;years. 

In this case o.lao the formulation of taxoa lioe wholly in tho 
diacretion of the Congroaa . I venture, hcw~ver, to call ;your attention 
to two au;;gestiona. 

The fir st r olatea to the taxation of whet may woll be termed 
a windfall received b;y certoin taxpeyors who ahif t od to others tho burdon or processing taxes which were impounded and roturnod to thom or uhich 
othorllise have remoinod unpaid. In unequal poei tion is that vMt 
number of other taxpnyora nno did not rosort to auoh court action nnd 
luwo poid thoir t ruces to tho Govornmont. By for tho &renter part of 
tho processing taxes ~n• in tho main either pnaaed on to consumers or 
t~on out of the price paid producers. The Congroaa recognized th i a 
fact lnst August and pr ovided in Section 21 (d) of the Agrlcul turnl 
AdJuatJ:tent Act thnt , in the ovont of tho 1nvo.l1dntion of the proccoainc 
tnxoa , only those proceaaora vho h."ld borne the burden of those tBXea 
should be perni ttod to rocoive refunds. 'l'bo return of the 1mpound.od 
f~da and failur' to pny taxes thnt ~oro paoaed on result in unJust 
enrichment , contrary to the spirit of that onnotoent . A tax on the 
beneficiaries unfnirl~ enriched by tho r eturn or nonpayment of this 
Fedornl excise •.1ould tl\ko n mnjor part of thia 11indf'lll income for tho 
benefi t of the public . Wuch of this revenue would accrue to the 
Tronaury during tho f iacnl ;yetll's 1936 nnd 1937 . 

Tho other sug&oation relates t o a tcapornr,r tax to ;yield tho 
port ion of five hundred nnd seventeen million dollnra not covered 
b7 the windfall tax. Suc.'t n tax could be apr end over wo ;yenra or 
three .rears . An exciae on the processing of certnin ouicultural 
pr oduc ts ls vorth coneidoring. By increnaing the number of 
comnodi t iee so taxed, by grontly lo~erin& t~o r~ tee of the old 
processing tax nnd by sprooding tho tax over t~<o or three ;yenrs, 
on1;y n relativel y light burden ~ould be imposed on tho producers , 
conaumora or procosaora. 

FRAIIKLIN D. ROOSE7ELT 

The White House, 

Warch 3, 1936. 
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Year 

1931 

1932 

1933 

1934 

19:35 

19.:58 

1938 

Apr11 ~. 1938 

Com~ar1eon ot a~tual and est1~ted ~r.coce 
tax receipt s , t 1s cal years 1931- 1938, i nclus i ve, 

d~1ly Treasury state~ent basi s 

( in milli ons or dollars) 

July 1 - June 30 

Percentage 1ncre~ee ( t ) or 
Eeti.D:atod • Actual decrease (- ) actual over • 

esti mated 

2 , 190 1,860 - 15 . 1 

1, 140 1,057 - 7 .3 

860 746 - 13 .3 

864 818 - 5.~ 

1,051 1 ,099 t 4 . 6 

1, 434 

July l - Apr il 27 

1 , 063 1, 078 t 1. 4 

Treasury Department, April 29 , 1936 
and Stat18t1ce D1v1s1on ot Res earch 
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Adame 
Aehurot 
Auat1n 
Bachman 
Bailey 
Bankhead 
Barbour 
Bnrlley 
Benson 
B1lbo 
Bl ack 
Bone 
Borah 
Bulow 
syrnee 
Ca.; per 
cara"ay 
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SE!'tATORS \'fl'C VOTED FOR BONUS BIL!.. C:D ':'0 OVERRIDE 
PRESIDE!lT 1 S VETO 

C!U"ey 
Chavez 
Clark 
Cool1dae 
Copeland 
Costigan 
Davie 
illok.l nson 
Dicter!cb 
Donahey 
Duffy 
Frazier 
George 
Gibson 
Gore 
Guffey 
Harrison 

Hatch 
Holt 
La Follette 
Lnte 
Logtl.ll 
Lonergan 
!.!cAdoo 
!.!cCsrro.n 
!.:cGlll 
llcKellar 
!Jcf'ary 
!Jaloney 
U1nton 
l.!oore 
Hurphy 
!.!urray 
Neely 

Norbeck 
}!orris 
Nye 
O'Uehoney 
overton 
Pitman 
Pope 
RadclU'fe 
Reynolds 
Robinson 
Russell 
Schwellenbach 
Sheppard 
Ship stead 
Smith 
St1ewer 
Thomas ( OltlB..) 

SE!!ATORS lr-!0 ARE: :.:!:STED AS1 NOT 'IOTnTG• ON 

Thol!laa (Utah 
Tromnell 
Trumllll 
Van NUYS 
Walsh 
lf.bite 

PASSAGE OF BILL, \THO BUT VOTED TO OVERRIDE ?!ES!DE:'T ' S VETO 

l.letcalf 
Wheelr· 

Br..rm 
Bulkley 
Burlte 
Byrd 

SE:~A'roRS WHO VOTED AGADiST BO!lUS BILL AND 
AGA!JlST OVERRIDDfG VETO 

Couz.enc 
Gerry 
Glaee 
Hale 

Rastlnes 
Hayden 
Johnson 
Keyes 

K1.ng 
To'l"nsend 
Vandenberg 
Wagner 

SE!!ATORS IVHO \'/ERE LI STED AS "NOT VOTmo• ON 
PASSAGE OF BILL AND WHO VOTED ACAI!IST OVERJ'I.IDING VETO 

Connolly 
Fletcher 
'!ydi~s 
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(Kembers of Finance Co~it tee) 

SEIUTORS WHO VOTED FOR BONOS BILL AND TO 
OVERRIDE PRFSIDENT ' S VETO 

Bailey 
Barkley 
Black 
Capper 
Clark 
George 
Gore 
Guffey 
Harrison 
LaFollette 
Lonergan 
Walsh 
Costigan 

SENATORS \'iHO WERE LISTED AS "NOT VOTISG" 
ON PASSAGE OF BILL, Btn' WHO VOTED TO OVER­
RIDE PRESIDENT'S VETO 

Metcalf 

SENATORS WHO VOTED AGAINST BONOS BILL AND 
AGAINST OVERRIDING VETO 

Byrd 
Couzens 
Gerry 
Hastings 
Keyes 
King 

SENATORS WHO WERE LISTED AS "NOT VOTlliG" 
ON PASSAGE OF BILL AND WHO VOTED AGAINST 

OVERRIDING VETO 

Connally 
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Sto.tonont of Socroto.ry Uor<;cntl\o.u boforc. tl\o 
Sonc.to Fii!Al'lco COl!:".ittco , ThurodQY, April :30 , 1936. 

203 

I l7elc01:10 tho opportunity to o.ppeo.r Md t'.l.ecuss with you tho tax 

proposo.lD cont&inod in tho President ' a coao~o to the Collj;re .. of 

•:arch 3rd, &.:lL to present tho 'i'reasu,.,;' a rtonpoint. 

As Secrotary of t!lo Treo.oury, I fool a apo.cio.l reoponaibility to 

do all in my po· .. ter to Mir.tain the integrity of the President ' c Bude;ot 

of January 3, 193GJ o.nd thorofare to urgo tho.t tho supplonental rovonuoa 

~:~ado necessary by t:1o dovelopr:10nts of tho pe.rt f<m aonths be provided. 

Tho Treaoury ho.a boon a.blo to borrow roo.dily tho a::>ounts nocoeaary 

to .t'ino.nco tho rocoV0'1' prot;r""' a.'ld hn$ been able to obt&in thoao loans 

at steadily dee>~aaing intorost ratos . Tho continuance of thin satio-

fActory situAtion, hcn·rovor, vrill dopcr.d upon scrupulous aclhoronoo to an 

orderly progr am lookil\{; to 0. ballll\CC or tho Fcdornl budget just as soon 

ao tho needs and o.bilitios of our people ~o tl\ot possible o.nd thoro-

After upon a stoa.d7 reduction in ~~o public 'obt. 

In his Dudgot !.!csoQ.bO of January 3 , l$36, tho Pro:rt.dont C!ldo thio 

sto.tomont: "If tho Con:;roou oru>.cts lcr;iolo.tion o.t tl\o eoc>ing session 

vlh1ch vtill impooe 11dditiono.l cho.rgoe upon tho Tro11oury, for which provioion 

ia not alroo.dy r.11ulo in this Budl!;ot , I otrongly ur co the>t additiono.l te>xoo 

bo provided to covor Guch ch....-gcs . It ie il:lportc.nt ""' no ocorgc frCIIII tl\o 

doprossion tho.t no non activitic~ bo llddod to tho Gove"":"'nt unlou pro­

vision is no.c!o for addi tio:tal r cvonuo to noot thoir cost. • 

"It ia At another point in tho snoo noull/lo tho Proddont said• 

portinont to r opont horo a st~tcoont appoo.ring in tho Summation of tho 
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tliX, described as a. "nindfc.ll" tax , on tho unjuot cnrichr.lont c.ooruing 

to oono corporc.tiona lind indivi<!ua.ls a.o a. rooult of their osca.po f 'r otl 

tho pa.yncnt of procoaeint: tees. 'iho Q£10unt of tho proccssi"b tc.xoa 

duo prior to January 6th 11hlch hc.d thus oacc.pod nuo o.pproxi::w.toly 

0237, 000, 000. 

Tho third suggootton, nne! tho one of mlljor importMco, \'111o for o. 

revision 0 f our syotOIO of eerpora.tion tnxoo . It \'lc.S proposed by tho 

Pr esident thAt tho throe existing fo~ of corpora.to t~~os be ropoo.lod . 

fhoao include tho ca.pita.l atoo~ tar., tho o:coao profits tc.x , and tho 

corporation incoco tc.x. ?ho Prcoidcnt proposed th~t thoro be subati-

tutod for those taxes a tnx upon t.•u•t portion of oorpora.tion income \1hloh 

1a not curr ently distributed to otockholdors in dividends Md tha.t a.t 

tho sa.DO time tho proaont exception from tho normal income tc.x of four 

por oont of dividends rocoivod by individuals fro::> corporations be 

ropoo.led . 

Tho sta.tuo of tho President ' s proposals today is tho.t tho Uouoo 

has passed a bill to civo offoct to ~YO of th~o Tho Heu~o bill ia 

ostimo.tod by tho Troa.~ury to yield o.dditional r ovonuo a.s i'oll0l7S1 

(o.) !lot oontinui"b revonuo of 0623 , 000, 000 yoa.rly from a. tiL"< on oorporo.to 

oo.rnifll>s, and (b) not teMporary rc"10nuo of 0100 ,000, 000 fror:> an unjuat 

onriclu:lcnt teo: and t=poro.ry extension of tho cap~tal stock tax, divided 

o.a foll=s : FrOl:l tho unjust cnrichl:lont to.x, 0100, 000 , 000; fr= tho 

extension of tho oapita.l ctook ta.x for one /Oar nt ono-ha.lf of tho . . 
prooont rate , ~ao.ooo ,ooo. 
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1'ho bill thus i'ully providco tho CG20, 0001 000 noodod to tn!Go oo.ro 

ot thu pormnnont o.grioulturo.l procrnn and tho ~uo.l tino.n?in~ or tho 

pc.yaont or the col<:.ioro' ba!tuo, It o.lso p:-ovidoo ror the first you 

oro. throo year progrcn for roeouping the loaa or ~517,000,000 ot pro­

coaoi,.; tnxos lost durin::; tho f1$cal y~nr 1036, llcmovor, it dooa not 

provide OilY tompornry ':'venues for tho tr10 ouccooding yon:• to mnJco up 

tho bo.lo.nco ot C337, 0001000 of tomporo.ry rovonuoo doairod, 

1'ho eatimo.tod yield of C62S, OOO, OOO from the tnx on oorporo.to 

OO.rt'.i~s iS the IU!IOunt Of Addi tio!'UI.l ro"TOUUO to b~ deri vod fron tho 

applieo.tion of tho ro.toa o.nd oehedulos in tho r.ouoo bill to corporo.to 

inoomo tor tho prosont oal->ndo.r yoo.r, 1936, It nuat bo rooo!;Jlizod tho.t 

tho ohoieo ot o.n inoono tu as tho moo.ns for raising o.dditionnl r~vonuo 

nooo oonrily involves o. dolo.y in r onlizo.tion or inoronsod roooipts , Ro­

ooipto from to.xos on "orporo.to incomes tor tho oo.londo.r yonr 1936 ttill 

bo collected in tho CIQin durin~; t!te co.lend"r yo"r 1937 and ttill bo di­

vi~cd botuoon tho tno riaco.l year• , tho tloco.l yco.r 1937, endins 

Juno SO, 1937, ond tho t'ioe~<l :<car 1938, 1'ho not acditionnl rovonuo 

to bo oxpoetod from tho o.pplioo.tion of tho corporo.to Ltear.tO tllx ia 

ostimo.tod to bo C310, 000, 000 i~ tho fiooo.l yoo.r 1937, 1'ho run o.ddi tl anAl 

CL!muo.l revenue m>uld bo oollootod in tho fisco.l yo"r 1938. 

1'ho Houoo bill tollom tho Prosidont• o r~oations in pr07iding 

for the ropocl ot tho corporation ~caoo to.x, tho cBpi tcl. stock tllX and 

tho oxooo~ p rofits to.x and by n~~ dividends r oooivcd by individuAl l 

eubjoct to tho non;uU to.;c: or four p<~ r oo:tt , In plnoo of tho ropoCllod 

tiLltoa 1 t substi tutu• o. rum ronn or tGX on oorporo.to 1nc0l!l0 tti th r atoe 
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based on tlto poraontae;o rotdnod by tho co1-poration. Tho ontU:lo.t od 

annuo.l yield of 0623, 000, 000 io tho t~r.~ount by 1·rh1ch it is oxpoctod te.xos 

po.id by corporations o.nd ineividunl~ under tho proposed plan will .oxaood 

tho yielc! Of COrpOrate and indi vit!u&l to.xoe Ul'I<!Or to\0 present laWo 

It is to bo noted that tlto bill aa po.eood by tho House of Repre­

sentatives , Yrhl.le i'aili!l(; , according to our ostiJ:Io.tes , to raiao temporary 

rovonuos for a throe- year poriod in tho full o.mount sought by the Presi­

dent , utilizes but two of his throe sugcostiono. Tho third wao for tho 

onactl::lont of proeooains taxes on n broo.dor baao but with lcmer r&tea 

th&n noro in effect unc!or tho Agricultural Adjustnont Act. I call thl.a 

potential source of addi tioDAl revenue to your o.~.ontion ~&in. I fool 

cure thnt tho Oopn~ont of Asriculturo ~tt.nda roo.dy to oupply any in­

formation you mo.y dooiro on this subject . 

Turning from tho r ovouuo aspocts of tho House bill, in rlhiah tho 

'!'roaoury is prino.l'il:t interested, lot us consider o.lso the two sul!Gostiona 

made by tho ProsiC:.ont, to uhlch tho Ho':'ao bill :;1 vos effect, fr<>m tho 

standpoint of oqui ty 1 n our tnx syste10. 

As to tho ~ropoood 1mjust onriahmont tnx, I think there is little 

tho.t nood be so.id. I hllvo not hoo.rd t!1o juatiao of this tnx vory serious­

ly q)lostionOdo Thoro iS no doubt \"lhatovor thr.t tho avoido.nco Of payt~ont 

of proeossin& tuoa o.ooruod prio:- to Jo.nuo.ry Gth ho.a roaul tod in unjuat 

gaino to a liJ:Ii tod nunbor of persons and corporo.tio:to. It m:>uld be 

5rosol;; unto.i r to tho poraons Md corporo.tiona who paid their processing 

to.xoo no duo up to tho t11:1o or the Suprooo Court ' n decision and i t would 

bo unfo.ir to tho Amorioo.n oonsUIOOr, nho ulti10o.toly bore tho mo.jor burden 

of:' the tnxos , not to roduco this unjust onriohl:lont as DllCh &s "" can b)· 

tuation. 
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I tlll:o 1 t for t;rtutt~d that nn lrljuct onrichnont or "1nnd!all" tax 

11111 be onnctod by tho Concr oss. I o.scur.to , too , that you \nll r;ivo r.~ost 

eorious considoro.tion to tho oattcr or tho do!'icionoy in tho tcapornry 

r ovonuo for o. throo- )·oo.r period expected rrcn tho House bill as coapo.rod 

with tho Procidont•a orlino.tos or tho nood . 1 turn, therefore, to tho 

proposed to..-.: on corpor"t~ i ncoJ<.O . 

Tho principle of to.xntion o.eoordin::; to nbility to pny is no1T 11011 

ootablishcd, not merely by havinr; boon wri tton by ~~mondl:u:mt into tho 

Constitution of tho United Stntoc nnd supported by tr~nty yoo.ra of nppli­

cation in our tc.x rlructurc , but by tho undoubted rux1 U.'lqllettionod on-

dorscoont ond support or t!to cithcns of thia l!ntion. 

cho.ngos in our tnx lo.wc, h01rovor , r~ ho.vo dopnrt~d~r..ost soriouely from 

o. oonchtcnt Md junt npplio .. tion of tho principle. Under tho oxioting 

lnw 110 npply tho prinoiplo to indi viduo.l incC>r.~Cc , tthothor they o.ro obtained 

from interest, r ents , or oalo.rios , rroc tho profits or individuo.l business 

ontorprlso or rroc po.rtncrship undorto.!<:lnc• • Tfo do not o.pply 1 t to 

profits co.inod troo oorpornto enterprise, oxoopt in o. J:ltU'IIlOr rmich toxoc 

oono citizens o.t unfairly hi&h rates ~d civos to others tho opportunity 

to o.void to.xo.tion on o. rl!\oloco.l c sclllo . 

1·/hcro o. corporo.tion mo.kcc opproxil:u>tcly full distribution or i te 

current co.r:U~s , tho ttocJ.:holdor under rroacnt lo.11 l'l.rst boars tho 

burden o!:' throe different corporo.tion to.xoa - tho capital steel: tax, 

tho cltcosc proti ta ta.-.; and tho corpornto incot>O tO.." I second, he 11 

required to po.y •urt~oc on tho di vidonds po.id to him. This otook-

holder thus pnys \.'ho.t is in offoct 0. :'IOmo.l tO..'t of o.bout 15 to 16 por 

cent a s conpo.rod to o. normal tox ot rour per cent paid by tho 1nd1 vidual 
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Tlho dori vos his incorno from othor sourcoa. On tho othor hc.nd, tho 

proecnt lo.u penni ts otocld1olc:ors o:: lo.rgo i:~conoo to avoid tho PO.YII\Ont 

of surtaxes Tlhich =Y run to rc.too no hi&h e.o 75 por cont on their 

she.ro of corporate oo.r:Un&s which nro not di:trlbutod o.s dhidondc . 

lfhe.t a:-c the dir.!cneio:-.s of tnx e.voido.nco with which ;rc nro doo.l­

ing? A few simple fi(luroe t oll tho otorJ. It ho.3 boon osti=tcd by tho 

Treasury Dopo.rtnont thD.t undor tho prosont to.x l rm tho incot~o tax 

lio.bility of. eorporo.tiono on tho bo.si s or 1936 oo.rnings v10ulc! approximate 

964 millions. Tho DcpD.rtl:!ont hns also ostir.~~~tod thnt under tho prceont 

l aw moro tho.!: !'our end one- half billion dollnrs of corporo.tion incoao in 

tho cnle:ldnr ~·onr 1936 will be mth!1cld !'ra:1 etockholdors nne! tho.t if 

this ince>r.~o woro fully distributed to tho individual owners of tho otock 

rcprocontod in those oorporo.tions , tho rcculto.nt yiolcl in ndditionnl 

individuo.l inco""' tnxoo ,-roulcl bo nbout ono billion thrco hundred 

1:111110::18. 

\lith ta:o: nvoidanco occurring on tho scdo indico.tod !>y tho !'i,;uros 

I he.vo cited, I do not soo hon ncy incroncc in individual inco= to.x ro.toe 

or othe r gonornl nne! oontinuint t""o.tion could bo justified until this 

loo.k in our t~~ system is atoppod. 

llhe.tovor """Y be tho dobo.tnblo eor.oidorc.t1ons thnt =Y ontor into 

tho propnro.tion of po.rtioulnr sc!lcdulos , it 1Till bo ;roll to bear in 

:lind at all tiecs thnt thic h purcl;r nJld si:1ply n proposal to put all 

to.xoc on busincsc pro!'i t o o .. cntinlly on tho cnmo oquito.blo bnsisJ to 

ctvo no ndvnntn~on &nd to inposo no pono.ltios upon corporntion stock­

holders thnt e.ro not g1 von to o.nd. imposed upon tho ir.di viduo.l taxp!'yor 

ll!!o dono or o.s e. partner dorivoo his ineo:>O from bus1ncso profit~. 
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In closing lot mo s~y thia , I sincerely hope that thia Committoo 

vtill report to tho Sono.to o. bill givi~ offoct, o.s fully as pou:l.blo, 

to tho Prosidont•s rocol:lt'londations of tho ..:~ount of ~dition&l rovonuo 

noodcd to supply tho doficioneios croo.tcd sineo tho )udgot uoss~o or 

Je>l'IUary 3rd, 

--oOo- ... 
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CONFIDENTIAL! ~o"::~~tNSJ'~~ 

DO pordoa • .,...._ 
or laliaalloa IAI be pablialted or ci•u oat aatll tile READING o1 
U.t> PrHidut' • Blldcet Meuace lou beea been Ia tile S...te or 
uo ... olllepreaeatadna. Willie tile Meua1e &lid tile Baclcet 
of tile UDited Statu are dated JANUARY 3, 1936, tome eoa­
tl ... ucy may ariae lo pre•eat Ill dell•ery to tile Hoaaea of 
Coal(l'- oa tllat date, aad utreme care maat tllerefore be erer·· 
daed lo noid premature pubUeadoa. 

CAUTION: This Budget Meaaage must oot be eoafuaed wilb 
the Preeldeat'a AD.aaal Meaaaae. A aeparate rele"'e Is aeces­
aary. 

ST BPJJ EN EARLY, .... ,., • .ft, ._...,.rw •• ,,.. ,,...,_,. 

THE PRESIDENT'S 
BUDGET MESSAGE FOR 1937 

AND 

SUMMARY BUDGET STATEMENTS 

Regraded Unclassified 



BUDGET MESSAGE OF 1liE PRESIDENT 

To tk Ormgruuf tk l11<ited Statu: 

Pursuant t<> provisiona of law I tran.'!lllit horowith the Budget of 
tho United Sta~ Oo~01·ruoent for ~e tlsc"' year ondlng June so, 
1987, ~getber W1U1 Ul.ia m""""Be, wh1ch 111 delinitoly a part. thnreof. 
The estimates have been dovoloped uter careful analywia of the rov. 
enues, oblipticma, and reasonable needs of U1o Oov•m.ment, and I 
recommend appropriatiollJI for the pur~ apeciReally detailed in 
the tab!• which follow. 

p....,. J 

No morta.l is permiUed unfailingly t<> pn!dict the futun>. This is 
particularly true of !'Mlimatea which rotate to tho money values of 
property and sorviC\'8 in a world of n11tions torn by di88Clll8ion, by 
•iolont price fluctuations, 11.0d by forebodinj,'8 of U•o futu .... 
It is, therefore, a e&\186 for oongratulation within our own Nation 

t<> realize that a oonoieCoot, broad national policy, adoptod nearly tit­
years ago by the Congrtlill and the PI'<Sident, hu thus far mo.-ed 
Oladi.ly, eJfectively, and su......tully !<>ward it. objective. 

In March 1938 in rpite of substaniW inei'HIIOII in ta.r ra~ during 
the prooeding administration, Federal la.r ..-ipt. had fallon t<> sudl 
a low level that e••tn normale.rperu;es of Government oould not be C&r· 

ried on without crtaling a mounting deficit. In addition t<> normal 
e.rpMSOfl the problem of millions of starving unemployed called for 
a relief program which obviously would greatly incre- that deficit. 

'!'he national policy which we then adopted eougbt to stop the 
downwe.rd economic rpiral by taking siruultanoous action along a 
dozen fronta The chid objerlivm were: To make bank deposita se­
cure, to eave farnu a11d hom• from foreclcoure, to llart. publie works 
on a large ~~ to eneounge home buildi113, to inereue !ann crop 
values, w gi•e UBOful work instead of a dole to the needy unem· 
ployed, w reduce all intermt nt<s, to inerMSe foreign t~e in bctb 
e.rports and import.., to e.rtend Oo<errunent erediL t<> nalroads and 
other pri"ately owned activities, t<> reduce unsound and ll""er&lly 
diautrous speculation, w eliminate starYation wageo, to eook a higher 
level of values, and then to mai11t.in those valu•. 

On the part. of tho Federal Oovemruont the many legialative acts 
creating the machinery for recovery were all predicated on two inter· 

• 
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o.--- Owpo, .... ....--.- .. _ ..... -
_..._ ..,..,, ,.... n&~ "-- r apecc eo ,., t« ...._ ,.....,. 
edi...._ ..,._. ......._ ,...,...orf.U.M~ -~ ... ~ 
of ,..,;f'.t ot ~p:a Oa& of tb ~ I wUI ..a 
tiiO,I)OOpoD for debt ~ which •ill lllll w,. ~ 
of u~ ~pta Oftr uJ*I(fulll'WI alt.r lu.rln1 palct fror aU of lb. 
....,.,., PJMII(lli.arwror lb. ~t pi• debe. "'-I,..MoL 

TIN hem for nOd rtm.U.. WUhou&. Out hf'm tbe UlJdc8 .. io 
kllli~~No To 111ab W(lay a fonn.J filldgK •.Jmaa.. of l.bo IIIMMIJit. 
.. .,._,., few wvrt ftlU!f wwld be ola1~17 • dUik:ult. ca.k. We 
bt '• 1.00 l"t((l!ot.Jy rndM!d on r got~ I of l)lltCIJI,K tlu-.. and oo•half 
ndlli<~n peap"' &1. work; ..00 the lwoi:M'fldal t'lfM:U ft'CIIR tM• Pf'Oil'lii.A 
lhd from itlf:r~ninlt upenclituM on pubho worb a.nnot bt t~d 
M IW:If'tl,..t61y toda1 u it. can two moat.bl fron1 now, Furth.,~ 
••~fll'telll br pri.-at41 illdOMI)' «Joc.lm• t.o thow .ubnntlal ..,trw 
0\'tlt'"t.b&Sc-,.. ofa)'cu t,ga. 1t if ~T.,rc.Jn thal. U. tot.: 
appot.Jpnltklo. for work Nlit:f dlll'int t.ht S..J .,_. ltl7 wlU bt fv 
... &baa ctu.ri.nc the C!lllt'l'alt &.:..1 .JM.r. l t iiCIIII.&Md ba t.h-'- INclpl. 
UlM. vpiOd.•bnl for ~ADd n.lld out of IUIP",.... ........... 
• , ~ ~ •ppropria.ti-. will ...... , &o tl.lCIIPOO,OOG. 
~ ~ u-~ ell. en- deAQ&. for 1111, wiU... M 

- lor- - _," ... llwo ... ,... .w. .. lor 
... ..., ... 'IJXJO,OOCl J de - aa~~n,... diM u. llilltd ,_ 
~ntial,....dk•r-t•llal-. 

To...., u..-.,... -....-..,,.,..,.._ dlllatof ta. (Jo.-. 

--.. • 1114 ... ll.M,OOO..OOO; ia I"" SI,IJIPOO,OlO; &. , ... 
, ........ ) ....... _; .... [o ,.., , .................. iodooluo, 
M7 ntW ·~ lc. work nbtf), tlf'f/XI)/JOO 1"httdor., 
k • dear: Fi.-., thai .me. J111W ao, 110{1 &he ,.._tWa~ of &!Itt 
Qo..,.-_, lllowt • .lleady ~ d~trU., Lhe A.c:aa ,...,. I liN del 
IN&. Steoncl, llw. 1lwork ,..ad appt•opril.uo. bJ &hit .-ioa of tbt 
~ ...... lllllde up too a toW ot ~.000,0001 Lb• toW IPOM 
tWd' lOr the &a.J 1ear 1037 WotJid IWlt exeMd I bat. of 1....._ wbkh 
Wllialll• Joww..,..... deSclL of the pta 11,._ ~.....,. 'Ointfort, It 
tol.low• thal br whatoY'ft' tmo~tnl. lhe appropriaticm for w\lrlc H:l~f 
at.&hli..SW '- 1• Lban f2tl36,000,000, ~ Jc'1l'lll dddc. fOr 101'1' wUJ 
b. ._14ut tl .. deJidt. tor 1936 by tile llalllt amou11l, 
Wit~~ t.hi!ll lim.itatioa aad thil uoeii•L pre.pt8 dl.rl7ln mind, I 

aa not iocludiuc iu dU. Uudgool. ..ti.mate. tcw addUiOI.I&.I ,.u.t • P.. 
propriatio.l& I .iilt&U tn:twa.._ .ad! .wu • ._ wi&h fu ,....eer kaowl· 
• ..S. &herttor., W~Lb....., ~ 1n .. ......_ t.1.t11a baton 
...... ~ ...... - .. ,; ..... ~hll ... po<1akt 
.. ~ ....... .-;...q to .... the.._, . ppr9PNIC ... 

' .................. 
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............... -....~._.'- .. U.. 8_.,..; sa4 
k ......... 0.,... &he. ~tfto,........ ......... 
t. -,. .................. procna of Ul.t ao........ -n. 
..,. t.....e .....,.., dM priadp._ of eM ~ Appropna1* 
H...,..S Ad. • f 11134. and Gf the B~ett ud A«"M'Mlt"J Art of JOJM 
10. 1111. h il i.a ~with IOIHid adm.lnl.LrtUoo l• &hat It p,. 
rits. f. at.hn~ for l1rp UD-.1 upMdJI.._.... .,JtbOI.I.t 1111 altflQpl 

to t'OOf'd.J..n.ca IAeCIIIQe and upr-., Tile tmeDd~ntnt •• ~ ia 
U~ot lut c~a,.. or Lbe ~011 aa a ntlliL of «mftrt•M!I •rrtt~MDl ud 
without lh. dl'lb•"' 1nd <Or:widenliotl by lho Coi'IIWI wl1ld1 tbt 
h11port of t.be meuun clurly JtutiliOL 
4'~11Mf'l• ~1 41',..,...,"""'·-Wil.bln tbo I•• few mot~tb1 

oOr.nrol of tl•o adJDinialtrative uptoo• of il> tme"''11C'1 altU(:I• b .. 
beM 1'illlltd In i.b1 Uu:rsu of th. Uadpl. wbkb afll'r 1 l'fl«'aa Mln'fJ 

of .U of t.hMt hu deeced lllhltatltlal rtdt.trtiOl'll In provo-! ••· 
J*ldjtvJW for ~ .. plll'JIOIM. .AIIowaoo. tw W.inS.. 
tftd"" u.-- .,. llllbj«c. to AC:b adJ!Mt.mtnt u IJie ••u• of lbt 
~ Wtrl1'allta. 

n. 10--......,.- thollocl&o< ...... AoMol ..... 
AI,..__ Adami~~~; o-.od:itl' Cr•bt Owpon.u., a.. 
t.nc u-u.t Fa.r. ~JO ~-1*' Banb (I) • y.,. 
o.Lt. .......... ;F ...... Coord&MU~rof,..._ 1 ••.,;,;F ... 
..U 0.,.. '-"-e ~i .P-a..J F........-c7 Ada.._. 
.....,..,.._w..,,F......,~JioLd .............. 
r......a ,..,. Mongp ~. ,......, tr.- Lou ...: ..,.,F.._... a.-..~. r-...as...,.... ... to... s,_, F ....... s.._...t '--a'-c..,....-; F..tonl 
.,.,.. ltehtf ~.a-o.n....' ..... Corponc.Jo., w ... 
t*-1 S....,. ~; ~ P&N.DC'!I Corpora. 
lJo. IUid 1'"'- \ .. allt7 Authori~. 

h I. ftC"*._.Iec1 lhat liiMUoD 887t of U.. Rt..-. Sutuc. 1!. 
a-.wt.d • • to llri:ftc all ~ of 1M 0oftrn••t, llldltd•• 
~t.-nned a~:tod Goft.mmetu.oeont.roll«l corporatkw-, wiUUn 
\he .wlho.-"1 of tbto DlrocU:~r o( \be ~ will! f'IIJM'Cl to •PI*"­
llou.-.&11 of •ppropt'iuian. ar:rod of ~t fundi •nll.aba. co &!1...., 

......., Gr rYICIA&. Ta.UI "" .-.Jib ••u Ult nta nii(I.U.. .,.... 01' .... 

Rf«/~,_T,.....,., rectipu for W JMr !!hlkd .ltllll 30rt &03.), 

wert l11 ue. of nt.ha.- pnopanoo:l • JHr •If&. Cuali•Jrrllll all 
fOIJI'tfll t~lit llCIIIIAI ,...,...118, COl.ll reati)ltt ltriOOIStf'll tO 1:3,800, 
401' ~. or MO/#JfJOO obofoo tbn ~~~~ .. ~ h1t!!m1l re\I!ISI~oft lw:h.cl· 
ln,1 pr'OC*Iitll( IU• 011 !.tal (ltOO!Jd&. prodot1!d t:J..,tn,e&IO,tYI,.t II$· 

C!Hdina tho fttlblf,IA br 1((1,000.000. c. .. - ret\!lpl.laJil(llfnv-..1 10 
~.-. .. lnct"ttl• Clftf' 0. Cllt.imtCI of ts&,.OO(I,OOO. )h~l 
........ ,...,.., ladlldillc na~wticm a110n. ......., -~·•ud " 
ttiTJ~I•I. tt&l ~of Lt. t*.imlto br $&&1XX1Pl': tbt dl('olt.nl 

....:111 f'Hih' ..... lh. ilk ....... $1f11.4f'-'lta. 
... . ...... While ld•l .... pes for the .,.,. ...,.. ""'" 

tha ~ ld1tal ~!leta '"" - tiP• t.M ....... 
........ ~ ..... ,(ICII)JJI& .,. ~ of all dJIMI1ifWN ..... 
tr~-..,...... .. .--.a. or~- Appna.: ... rf'f1 
• a.u• cWlln or dlil eli,__ mattd c. *"""1 ..a,...,..,, 
ud ,.,. ,...., .,...... ~td for, .. .._i8Urr. 
n. t«al .. ,_ rwtl'fW'1 ... nbd .. a.-.-MjJ 

......... 1- .,_.,.. ............ ~1~ .,.... .. .., 
uptedJi•,. ........... U. Apkdaral Ad,._.. Art.__.. ..... 
.., til. Ci...Uaaa ea..tn•• C.,.. 'nit d~ • ,...,.,, d• 

to &~.• tid I 
'W'1Ma tM Dt~Jctl for JOIO .-u prtpsrtd it --.:1 ,..W..tll•~ 

th. iteaooltned ioa F'iMDet Cotpontion., in .UI lft'Ullllll nt"f''JI ,.._ 
IW woe~Ji.l c-1011 tJIO Jft' will! aa f"S~ af l01• G'rfT npi.Jm••lt•l 
urJ' Lht s.bOilM of till ""' dpeMiilltl't'l ••• ftltnultd •t ~ •• 
ooopoo, n~m. bc<'lost of imt>rovtd bui~ t"'IDDIIIIOUII, tlae 
d..sud.t f« CorJ)OrttJon •itfiJIC"' were 10 ••II It'll tlw." fflli· 
ma&td aM the rti)I)'RiflllJ o r lo.tw 10 umd • &;m~lrr, 1h11 lltt 
OorpoNtloft lduaUy elGIN ll••1eer witb net l"f('f;lf'4•Ciffl01f#Jfl>l, 
ThoniOI"e\ OM..,. dilftrt!M'e bet 'll:ftO lha t'tllbna!('(l nptflllltnrc •od 
tJM llt'W&I ,..,, alQOUJ!ttd to toCS,IXJO,OOO. Ot~r •potifl '~" 
tor I"''CCI""7 ..tt ,..u.t•r.ooa.oao ._,..,. tt~llll&ifd • 

J'or .. ~ aac1 .... ~.ot.taa- of ""Pitt drp~n.,.rtt• •lld 
••W+-=· ., r.11e Oo.....,._.., illcladlllc lhe A.crkulntnl \d 
,__.,.Ad ..ct U.. Q ,.£Uu ~- Ccwpl. • c•ual p,_clt· 
-- ... tl.fli,IIT,IJII. ....... \Itt......,. .t $1.10U•I,Ift , ... ___. 

" 
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"' 
n..a '8l."D(lft', 101' 

... ·llfA.IIMry .... ftC.i:r-. lllorn ... 0~ .. ~ . .... ,., ..................... ~ ....... , .. 
...-. Wp4dl for "-e "- '"""' ,.,.-tiwlf, t11t,Mip00 
a .. 1 t81a..ocn,QOO. 
/h~ ... ,.,U. Jdt-'J'be ,_-r d<*td W11h a p.- dfAdL of 

JUT$,16T.H4 i..-..d of &he ~c. of f.'~,<tta,au. Afwr d. 
dllll;iint lht IUIIOI&Dt. paid OCIL f« lllaliUOI'J' dtbf. Nlln'tlltt.I\L tM tift 
ilf.flul wu tap;II1M 1'1U. Tbe iDCT'fUt ln eM Lout ou&MAndll'l• 
I"* publie dC!bt. ••• $1,641,74J,fl0t •llkb f1~1r. 11 proptrl1 eb 
11 h•l by trubt.nu:cln.,c from t.Le •• d~ I t h• dl'(f'l'qtli In tile fCI!Itt-"1 

lund baJaooe. tl• ts~ of reuipU h-om trWIL fund-, h~~•fltt\L on 
i('•ld, I& OJI4'ra, OYI!f expendiWre~ ft01o I I.e -..m. aruoun~, •nd th• 
IJDOIIIII. or ndrwtltlll of "'Li(loaJ-bulk tlOlt'.t troa~ d~ &Old Inc,. 
lll4!lli. lu of JIUlO 10, am, lbo totAl oula&MdlQJ IC"'C* I"Jblj( d,N,.. 
•••TOOIIIi· .. ,whOeGRJat~eM, 11.141 il WMiiTAI•I1414. 

SIU 
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u• me II"CDCJCT. IU1' 

~ ................. ._ .. __ 

~~~-------=== -........ _ 
~ -,. ........... --........... _ =·=•.&.-C.c.c.-.. ·--~ 

~-- ....___ -- . ,,......._ ___ -- ---......... ....._ 

:::r.::. ...... _ -.. --........ "- IH.fl .... ........ ....... ....... ......... ....... ........ ....... ...... 
-.. ;;;:;;. -... ._ ...... -......... ....... ....... .. ..... ........ ..... 
r.-.-. .. ·----.......... ...... ....... .. ..... ........ , ___ 
.......... ...... -.. 

..... 1 • ..,. rWFP»>#J ....... o.cr- ,..;.n .... ,_.. 
rl ·• iwr: t fm ......._ Jot- repaJ •f tW pe.n e f tt. .,.. 

..... ......,...... .. ct •r..do ~.- ...... , • • ,., • 
CIIM ol- r.-pu co U.. ~of Acric*Jhlft. 

t..c.W-'*" ....a by the IL:a .............. t.. .. l ........ 
Ia U... Ill! . ..._ • wW of ~[mlbJ of ..tdJLMIMJ ,....ipCII, • ' 
wt.Jclll ~~bout iO !*tf"lo wiD .ttNe under t.&. 8tU118liiGIII ('.,_1 0.. 
M"atlo. An, tbe ICt ll'?i-te lua upoo ~ ud d.-ir .. 'l''"'.v-. 
Uld. the Sodll 8eet•lit7 At<t. lt M wmhy ()f IIIU t.h1t llut 61~111 
..... ft 80 pt~"<*~' ol &Jli, inttaiit will be deriYt<J u-ndoer lJ1e fttfl'nlll! 

Ael of Ita&. TbS. ad, 1' will be t«elhd, alicbtJy IJI(.......l t.t,. 
on llldl•l.d~ .. •'"- nd incou• t.SI.'Md t40IJOO per ,_..,1 •.U;tl•''' 
~ .-.c. tau~ 011 l~rrr fvrilll* witb • ('Orf?.l_JIO'Il•1lnc l11• 
~In a:lk e.u.; 111d lu c.poa. of corpo~ cLtc.....-1 ~ 
oe '*' ..,.~~~p of .... u GOrpohliONI ,.t,~ .. l~ bt rtl1dvt 
NtJo dw ....... 011 lltl J.aeoiM of larp- CIOrporttioa 111111 If' .... 
.,....w.d tor u Lacnue ia t.u.- 011 ca.pit&l lllklclr •1111 ,.. ,_.. 
prolta of ow por 1ioN ~ da or t.be uoe-ptGAUI w •w so 
........... - WijiCill ·- ...... ...,..d. ia a-. ., twUila 
.-- I .. .t tWr ld;...l dold;aNd. .... of Gpital -.cd. 
n. ............ ~ .., "' ,........ by c-. &a.ul .. .. 

.... J9U ltlf ril .. ..., .,pM,MO,- u ..-. ....... •· 
-. -- pi\ ..... rtmt ... pnlca &a.- ...,. ... 

... .... ... ~ ia die ksl,.. 1.tri ,._-·-­

........... taa ..lr pariiall7 niP ... .....__ A ... el I~ 

............... ..UJ be__......... k'P'•. fad,., ...... 
A r.-.a, ,.......,._ ,.,.,.._ Gl ~ » J 

•--• f'U\ •••al; ..a iaapco•-,,..~ .t 
t ... Oouu 1 • ....a••P'Of*~".._..~ ..... k.,..· 
~. W1iiDe ~ ,,..,.... 19p~ ut ioc- Gf abod f ltf, 
000,000 ..- LIM UIO'IIIllor .U.UU putJlOIII lot whiclll the c-..­
...d. .-c• •PP"P,;.uo- for tlrt Clltftllt &.al y.r, I& II .-... 
I#J/#' ... Uiu &lw ~ UOOIUit ~ avaiWJk f,~ J'lllitnJ ,..,. .. 

worlll • liM, ooulcWin4 al)(IUMatl ....0. trona n'*'l'fiC1 f11fldl. 
,.. - ....at.nc 1M ~!loft. ol tho Cl'filla" ~!loll 

Corpl..d &lit ~tuuti Adj~ A.clmi••buMian ulldl-1'....,..... 
c-1 ..._ J...a.. W.ltill« thlla i.JKo tM B~ 11t1l fW'«<"''" fl" 
lM'f .. ,...w Mtirill.lr. and 11• ~of ·~ta~a .,.11 
<J ,_lila"..._,....,.,... ~ly. 'J1w. apptopMalioll 

,_ OiriliiMI ~- Corp I. for d .. 1•riod 
...... 11. ~ to ~ 11, Jll1', d4 &IIICMI..C.. to IDH/JO(UW\ 
.wt. ... w+let&c. kit tile A,...;c.kural Ad~ All•bl ... 
...... II ..... hU ,_, ... _..t.~.o .... ~ 

.. 
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m .,.... a&mOin'. IN? 

........... . . - -- ·- ... .. ---·--~ . •• ~~ .. ;:;;,;--- ·- '* ·-
=-·~···· . ·- ... ·- ·- ·-- •• .. .. . .....__~ ·- "' .. - ~ 

,._ ................... , ....... ... ...,.,;· - .. w .. __ .....,._...,--.., ..... 
...,_Cool~...___ -- - -- • .. ------- ... . .. -••• . .. --·--=--~......_ ........... ·---- ·- ·- ·---- - - .. -===---·· .. - .. -• • • • -- - - - --- - .. - -- - - .. -- ·- ·- •• ... .., ........ _....., ·-._..,...,.._..._ - - -f-. __. 

.. _, ... .....__ , .. . .. ·- .... --- ·- ·- ... ·--- .... .. .. .. .. .. .. . . ......_....-.... _..... ,_ 
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Tid nr»Ci.ft', IN7 

pnctoU1 .a •' wtaidl WI IM.-. be-. .......... pner ~ .1 ... II). 
•• ..a ,..._ar,. .n of .,.... aa...-. ...,.._ ,_ '*' ., 
_... ~pMIII•ta-r. ill ltr.' it .. ....,... Ill li.Jdll,$H.- wlltd .. a 
,.....,.._ t)f$1,~ ln.. the &cw-of ~I "'T fw Ita 

I• f'll(lllar qptrad1t.,. tbn 11 iadMed 1&1S;OOOJJOO for r...._ 
.. tbot pu.blw tWit, .. ~of 'f/A{m/U) ..._r dw ._. iiM f• 
tJM cu.rn«~lJ't!Ul •lid ~ for ..... tory d.bt. mi . ...,..~ .,. 
111(1'1 .. of MJOOJ)'». 'The COil of .mo. c.. W pu.bUc d.W. In 
INT, "''"'tun~, ... m u:cood lhac. for J!KM by tln,too,ooo. 

Y..li~J)tintdebt rt4i.l'ft1Wilt.ad hrlc!rtlll, UW! rlf't ir~tr~t.,..l• ~:lllt"dj 
lllret ,.,... n'plu al'tt"h'- ill r.B2,-HA,681 u I.'OinJitU'td whh IM 
' l'ht ·~·~ pu1 or lJLt. i.ntt\'IUC is ac('(KiniOO fOf' .. folloWJ: (•) Vor 
1\uiiC(._, ~ttl ... tlat ~md~Y IJ- &e-.J Sec.arily Ant, tb• 111 Jt•J'll\1 
ll.llll tiJIOO tvrlf!l'f at~d t.hei.T msployo..r. a,11d 1t11 ltitu•a'11m•• Coal 
c.o...rratlon Ad, $~J C•) for other oew ~WIIAiail, 
1116~.000; (f) I• ~ pabhc worn, tnufe:rnd ~~ .w 
lfOCT•pprvpft.t.Joc., 1228,000.000; (4) for l.ht Y'ltft'allll' ad.J~· 
....me.~ fad b. order co brUte tM lllml&l aotll~- of 
Lba ao.w...-.1. DNNt i&t ac.u.l Uabil.Jty u.- uill.J-c law, 
110,000,000; ... (•) for ...rlouJ ..,...., M ,... the pel11t1 of UN. 
o.cr- ........ ~ ia -.~d.& •P I• 1M .W.7 Ly ..... 
u ..... Sta&41·~- x ... ,., .. die~~ ...... 
"' - ..... .,....... gf 11'22 ... ~ alld te ...-.. ... I , ............. _ _.~ .............. .._. ··--la U. War Drput.-. Appopc •• Ad for "'- ._, ,.., 
....... ~ ....... po6q of lkl'eMUIC * . .,.,... ... 
.... ~ .t U.. ~1 f.r.o. US,110 10 1.,.. ..... uc1 
\OW'anl --..pl.a.'-1 lid. pa;r'JlOtl' approprullld u eddttMMI 
~ for UJ'•r.hw,.. Uriac tht 1"'· n.. hm..b an .dl· 
ddt 110 maYIW• 1m ...,.. enJ.u.t.d ~ d•nQ liM of •P. 
pn:unm.at.e11 141,000 a~~~n. n- flliti.maiM of uPf*l.u•r. lrttlu·l•d 
In li!S. budpt ll"tJ llllllcif:OL l.ft ~PXK~tll to INIIIItal• lha. IVtnp 

~luri'C 1M Ltal 1M¥ 1037, with the po~ In •'-• of pro•idin11 
In l.bt LIIM liUrlf!!l. the fund. DKt!l!ll.ty to rttnit. l11e Anny 10 IUCh 

llitn11,U. b1 tJ~e tiOM of \bat. 1ft&' .. wlJI produc. "" avt,._. ell\· 

IIIM4!il llftq\b of I~ lh,_g~l tha lbc•l year 1 fli30 t bt 111u. 
••m &.d.iftlte;l b7 the Cangrelt. It it tel&. lhat. t.hla Ia '•• h•t u 

th& ~ ....... abo.W ptOOI!(d i• •b• m..ttu l11 tht ll,tll of liWI 
,.._.. f~ or lla::al d.ain. 
~ tontifllllpla.d U)lMCiic.un. for &Jilt CiYih•• c:on...ttWitl 
-..-~~how • ~ ol $308,• 'YO .,. apnliC -.1...,.., _,.,.. 
..W. ... .-....,. lor ltM. 

Regraded Unclassified 



'l'JlS atiPGI"''. 1111 

,..,.. ... Mor'IOft'J',,.... of .... ....,. + h•• ...a tu. M 
...... ,.... ......................... .u.a-c. o.f _,.,..., 
,. ............ ~c.tq$11~ 
n. ,.,..,. t.w. .... tM appro----....-.. of.,........;.. 

lac. r.q•a..t lo ~ ..- .,..._ ~ dllriq ca.. t.M 
-..oe of ~ a.nd W. •.-. &J. aa11011114 of rte~MI* MlW• 

lJIIC«<lll tttlf {,.., ........... ~ ~ 

..u-lllt ............ ,_ .................. ...,..,..., ....... dill 
... .....,... ..__-.men ...... ~ ... ., 

-..... ' .. 
fftt.•tto 

., ..... 000 
I, 'IIG.OOO 

411, ... ,.., 
ll"t, ... ... 
17,000. GOO 
In, 006, <-)0 
II,UtQG ..... .,. ...... .., 

..... 0.. ~ Iff. I ..... 

s.o...u.. .................. -.to ....... ~ 
... ..........,. ~ 110 ....a.t ...... .,. ........ ia .... .......... _ ........... .., .... SocW-..,~ 
... ., ~ ...._. .r llllerM1 .ae.-for~ w. •• ~ 
._. bJ u. ..tu. ..... ~ -....coforo n.f.,... c.. o~. * 
,.,...... ~- .._ ..... . ., ............... u. .-.J...,- Gt teooooopoo ..u-a.r to.,.,... 1111 • .......,._ 
...... ,.~-"--................ f.~ 
,..,. will .. ~ d'lrilta the .n, ... ,. of lM ............ 
..... r • 1&h conapW. detaiit for tan. Littw• 110 ...,....._ for 
ldalo.illt.rliiJ tk l'oU~e> Atr. h• bMA ~ .lac- 'l II hel•..d 
thi• IICt tbollld be ...woded ..... u.. &o ._ t"tCICIIIIUMIId«< b7 ~ 
~*I"'WT of Aancuku:,., aDd • ••ppltiMn-.1 ..c..hn•c. ta• t.lM-n. be 
v....-.lu.t. 

GENERAL BUDGET SUMMARY 
AND SUPPORTING SCHEDULES 
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GENERAL BUDGET SU?tl!tiARY 

UUNCED STATEMENT AS BEQlllllED BY TUB OUDCBT AND ACCOUNn:NO ACT (U. 9. C.. TITLE 11, SIC. 11 (P)) 
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.,.•----·-•• o~o.•••••·•••••..,••·••no-.oo__,ooo••

--··-••••••••·•·-

--

. ... u,. .......... 
lN,IQ, .. ....... ...... 
........ ....... 

c .m.• ........... 
'" 14l, «10 ........ 

.., .••.. ... .... ··--· t.••• a.•-.ra• 
, .. ,.. ·--· 
...... --­, ...... 
"'··· t:h.,ltf,OOO .......... 

....... ......... ........ 
••srt.ll 
hl.tlf,IJL" ............. ---· ........ 
t.\M?,ft.ll ........ 

L o.-lll....._..._c,_.a...sGIIW ................ ~=~·=·='-=N= .. =I)=-=·-=·==~-=-=+~~~~f~~~:;~g~~~~ t. '8orrow1 .... (hPIIOflt .. ....,.... H ... t ao4 ~A) . 

....... _ .......... .. ---
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"""'-.- .......... _______ __ ........ ....... ...... ... ______ __ 
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UTtU Ttca aUDO:n, ltt7 GIDI'U.AL •vooiT MnOUaT UD 

Sc-noo.Ttlfo 8cltuvu No. 2-A-coo.tta...t Scnoaule Scana.a No. .,_A---o...a._. 
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I!VBNU! ACT, 1936 

Tlr'O'UDAY, UaiL $0, lOSe 

UNITED Sr.A.'I'U SESATI, 
Coauurru ON' Fs,•scL. 

w .. Ai•fll••· D. c 
Tho oommh""" met, purtuaot 10 Mll1 at 10 a. m., Senate Fit••ne!l 

Commit.t.ee room, Senate Office Bullaing, Senalor l'at HarriMOn 

~1:::>: Sooa10n Huriooo (chairman), King, Ooorge, Walalt, 
Borkle:VJ Coually, Ball.,., Clark, Biack1 Oeny, Oulfer, Couuna. 
Ke:.r•. lA F olleUO, Mole&ll, HutiJ>co ana Cappor. • 

The OaAIRilAK. Tho commit""" wilt come 10 order. Mr. s..,...,_ 
t.v.Y 

1 
wa will becin &t. theeo public hcaring1 our oonlliid~rDt.ion ol thiR 

bilf lha• wu p....d yeaW'day by an overwhelming vole in I ht> 
Houoe, ud we would like you 10 ti>a.ko 1 ota..meol, and .. y to lite 

oomDil- wba .. •or you deaire. 

8UTIJIUT or BOB. B~t KOIOUTIIAU, 11., SICliTAJ.t or 
0 TD TUAIIUIY 

~ Mr. MoaoKift'IU.U. Mr. Chairmao: J wtloome Lhc Opt><>rlunily 10 

~=-.., ud diet- wilh you !he lax proposala eooialned in tho 
l'a m~ 1<> lho Concr- of March 3, and 10 p.-n• the 

Tteuury'a viowpoutl. u Secretary of lhe Trouury,l fool a opocial reopon•ibility 10 do all 
in my power l.o moinlain lho integrity of tho Prooirlent'o lludgH ol 
J&~~U&I)' 3, 1038;ud lhereforo 1o WI" thattbesupplementAI rovenu .. 
made ..-.y by !he development.. ol tbe pul lev. montha be 

provided. 
The Treuury baa been able ID bel'fOW readily the amouoiAI noc ... 

oary ID finance lbb ncovery p~ and has been abl• 10 oblain 
lheoe lo&~~~ alo...mly dC4n>UODg mweot rot.eo. 'l'h• CAlrttinu•noe ol 
lhlo aaUofael<>f)' oit.ualioa, however

1
, will depend upon ocrupulouo 

adb- 10 111 orderl7 procram looKinc .. a balance ol tho Fedora! 
Baclce~ juot u - u !he nneda and abililiee of our people make 
!hal poooiblt ud lhen!oro upon a a..-dy reduction in tbe publio 

deM. · 
In biA Bud&ot _..., ol JanurLy 3, 1036, the Preoidenl modo I his 

ot..temont: 
un the Co~ en.actalegisl•tion at tbe coming lt!llion which will 

impc. addillOi>al ~~" lho 1naoury, for which pR>\ioion!. 
1101. alreadJmade iD lhiO B .. ) otroocl1 wp lh•• additio11ol WIN 
bt p!IOwidild .. oonr oudl arpo. It 11 itnportaol .. wo •mqo 

ftom lho depreaoioD !hat oo new aollvilleo be added to the Oo•em-

' 
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mtnt unlc.oa proYWon is made for addit'onal re\tnuo to m ~· tb · 
eoet " ~ ttr 

:~~ ~oth~ point in tbe same m-.ge the l'reoidentll&id· 
! t 11 ~ri.Ulenl to repeat here a statement ap~anog in the Sum. 

~auon of tb~ 1036 Budget; 'Estimates of reeeapta cont•mplate con. 
unued rolloouon ol proee8Sing tuet~. Tr tbe aUAcl< wbich toaa bet:n 
ntsde ,111'00 )b~ AcL l8 8U$lMDecJ, We .will have tO foce lloe problem of 
finsncmg e..usllng oontrs.cts (or benefit. paymrnts out. of 8011lC fonn of 
new ta.x~."' 

On th£~ \'rry doy thnt.. tlto President's llud~t. 1111\Mftgc. wus ro.~1d to 
the. ~oragr018, 1hc SuJ)rc.rrul Court. or . thc United !itatcs rcndNcd a 
d~Ll'IOn l1ohhng tltc. Agncultural ~\dJu&tnwn t Aet uncouslitutionol 
Sane~ t~11t diH(II_; tu:~ Coug~.ss has enacted, O\'<'r th~ Pre!idrnt'e \'tto. 
th• AtlJU&Ied ,Co.mpellSIIIlon Payment Act of 1036, whirlo l'l'<tui,... 
paymt'nt , l?egmmng on June 151 of the entitf' f.lmounle, "'hicb \\tl'e 

to I~ du~ 10 ap.-5 an~. thereafter, on tl,l<' VP«'rAnJ' adjuAttd-een;C't 
«rhfiC"I,lf'l.. 1 ht addtuonaJ cost of m.aktng tbote IWiiymrntiJ thia yf'ar, 
when dJ.stnbutNI O\ er the next !) yters, oomee w approximately 
Sl 20,1l00.000 a y-. The Congress bu prcn;dcd for <arrying oo a 
conunum~ prygram, of eo~atioo or ~be ~ation•e agri~Uh.ural 
rHoUrtf'S "hicb •1U result. m expmdtlurH of approx.imatfh· 
s.lOO,OOO,OOO a y .. r • 

Thue to roofonn to the Government's financ.ial program as set 
fort~ . in th~ P~i~eot's Bt.dgct meuage, we thall n~d to Pro,•ide 
addttao~AI conun~ung re'•enue or $.620,000,000 annually to meet thO!M! 
t '<pendJturt.'8. \\ c 151••11 also have to find means or recouping ap/uoxi .. 
ml\ttly $!H 7 JOQ9 ,000. of .~venue sacrif!ted it1 the ~urrent li&re\ yes.r 
l~11usc of ~he tn~·,thdal!0!1 or the Agricultural Adjustment. Act. ·~ 

rl•• P~••dont an outlullllg those needs suggooterl throo 80urcoo of 
rov•nu~ which could be mud~ ava ilable for the purpooo. Ono of tbooe 
Sugg~t.IOUI WQ.8 ,for, processwg tAXCS OD ft$;fiCUit.urOI r)J·OdUCll fl~ 
low1'r rnlCI '"'~ (hstnbutcd .o\'nr u broztdor bnso t htU\ tho 8imilor ln.xes 
undr-r th~ Agncullural AdJ.UStmcnL .\ c&> .. • \nother wft8 ror a !J:tecinl 
rorl~l or 11\C'OIIlO ~U.:'(, desc.nbcd flA A H\~ttndfnJI'' lAX, on the unjust 
ennrh!•wnt. aterwn.g to somo oorporotious and indlvidun1s u 8 result 
or rhear C"t<'IL~ from the pay!ne.n~ or processing toea. The amount. 
or thf' p~mg ta.xes due pnor l() J•nuo.ry 6 wltich bad thus estaped 
\\U AIJPI'f!'nMAtely $237,000,000. 
~f thtrd program , and the one of major import.a.n«, _.., for a 

l'fi\~On or our system of corporation tA."feiJ It .... propo8ed bl' the 
Pr...ad•!'• that lh• llu~ uisbng forma of eorporalf tUN be ,..pt.Jed. 
TI.J~ IJ!('ha<Jt the C"&ptla.l-st.oc.k ta.x, the tx~profita tax. and tbe 
rorporallon mrorn~ tax. The President propoAf!d that I here M aut>. 
au~ut~ for thc.lfJie tL'Ces • .tax. upon that portion of rorporatioo income 
"hirh 11 not r ufr!ntly dl!tnbuted to iJtOtkholdt'rw in dhrideods and 
that a t tht ~nu" Umt thf! present e:octmJ>tion from the nom1nJ income 
ta'C. or four l)etC't'Ul nf Uh..-i.dend.s ~iw~J b\· lndh·idtu•llll from l'OI'J)O· 
NUOII" b(' r'f:()('&JC'c,l. • 

'rho Mtftlu• o.r the !~resident'• proposals todny is thnL th• llou.., 
lu10 l'"'"rd ll bell lo jiiVO eiTcc:t 1.() t"o of 1hcm. The llou!!<' bill ;. 
.. (. thn~~l('cl lJy, th~ 'J'rtnsury tO yield ndditionftl r(WCUUC "I (OIJ0\\8: 
n) ~f'l contn!"'"fl revenue or :S62a,OOO,OOO veurly rrom u lax on 

rorrW>nHl' UriiiHJ.."!l, nnd (b) net. tcm )>Oror)' reYcnu(\ of $lSO,OOCl,OOO 

{tom an UftJUit rnritluntnt tu: and tmapora.ry etteiUioo of the 
capital•tock ta<, divided &A folio,.,.__ 

Senat<'r B.uuu.&'f lttght there., if I may interrupt you, Mr. 
Secret~try Your senlente may nol be exactly ·~!Into. Tho not 
income raveoue of $023,000,()()()-.you mean &n addtuonal net tncome 
over and ~t.bo~e "'hlt. ;, now being roc:ehed? 

Mr. MonattSTIIAU, Ytw air. 
S..nator JlAn~o,EY. 80 ;)18l that might be corrected there? 
Mr. M onO&NTUAU. Tb~tnk you. To continue: From the unjust 

enrichment tu, $100,0001000; from lhe e<tensioo or U1o copii-AI atoek 
lax for I ye•r •L Oll<~htuf of tho t>r<of!llnL roln, $80 000,000. 

The bill tbuo fully l>ro,·id"" the $020,000 000 o;;;;;!ed to t•ko earn of 
the pormanm>L ogncuiLural program and t\10 ADOuol financing of the 
payment of tho eoldiero' bemus. H aloo provid .. for tho ftrat yoar 
of a a-year progran~ for recouping the loss of $517 ,000,~ of proc.-. 
ing t.ueo loot durcng tlle fioeal year 1936. However1• at d001 not 
provide any temporary revonuM for the Lwo outeeecling Y•"'!' to 
anab up tho bolant<l or $337,000,000 of temporary re,·enu .. deon'Cd. 

The Mtirnaled }ield of $6231000,000 from the ta.x. on corporate 
eunin~ io tho amount of oddiuonal revenue to be dt_nved from th• 
applieation nf the .. ...., and ocheduiM m the Ho- bill to oorporat• 
iooome for the p,_..l <olendar year, 1936. 1• m""~ ~ ~·ted 
that the choice of t.n inromo tax ao the mea111 for nuoang addiuoool 
re·venue nMf!IJ8&tily involves a delay in reeli.ution of increaaecl r• 
ceipta. lt«e.iptt lrorn tuM on corporate ineomes for tht~ calendar 
year 1936 will be collectod in tho "'"'" during the calendar year 1037 
ood will be divided belw~n the two 6acal years, the r .... t y .. ~ !037, 

{ ending Juno 30, 1037, and the fioealyeor 1938. Tho net ad~ctconat 
reve.nu~ to ho cxl*t.ed from the appheati.on of the eorporate 1nrome 
to..< is estlmoted to bo $310,000 000 an the fisc~ year IU37. The full 
additioc>ol t.nnuol revenue wou(d be collected 111 U1e fl8C•I year I 038. 

Scn!lWr Kawo. l)o I unden~tnnd ~ou, Mr .. Sooret.Ary,, th.•t noxt 
ye~tr 1937 lor the oolendar yoor thi• lax ~•II only bnng '" throo 
hun elrod .,;d oomo odd million 1 

Mr. Moi\Or.STIIAII. Between Joou•ry 1, 1937, ood Juno 30, 1037, 
this lax will)>roduce $310,000,000. . . • ]' r 

Tito House bill loiJo,.,. the Pf'Oftideot'o suggesuo~• an provu 1ng or 
lhe repeAl of the corporation inoome taX, the cap!ta.l stM..k ~~· and 
the.,..,_ profit& lax and bv making dividend• ..-.ved by md..,duall 
8llbject to the normal w of 4 .,.,-t. In plat! of the f"Jl<'&lecl 
ta.xe& it. aubeUtu\8 • new fonn or tu on oorpora!• moome ,.,~ ni.M 
bue<l on the ~rc>Mt&I(CI,..llined by tho corporation: ~.,.,.,,,.led 
annual yitld of $623,CJI!O,OOO ia !11•. a.mouol by ,..hieb It •• tq>eeted 
taxes paid by cor~ralloo• and andivtdoals under tho propooM'il plan 
will e.<ceecJ the fltld of corporal• and indi\'icJuaJ tuM undtr the 
P"""'"' law. Thot co••ra thai point. 

IL is to be notod lb&t tho bi:: a• pe_. by the J lou.e ~I lttpr~nll· 
tives while faiHnlt tu•rortling to our aJtunAte&, to ra1M tcmP,Omr.Y 
reve~uC6 for a 3---yet,'r l:Wriod ln tbe full arooun t.aou.ght. by tho Frtsldtn L, 
utilil-CS but. !tWO or hi• three SUb'ge8tions. The thu:d \\U ror '.hrensel· 
mtot. or IU'OCMt.Aing tn'<(IS on ,. b roader hll~ but With lower ratett tb•.n 
were in effect unete.r the Astrlcuhuro1 AdJUSUntn&. .Act. ~ eall thtl 
J)Ottnt.in.IBOUrtO of lldditionnlnwanuc lO your llflt~nliOll agtun. l l fee) 
sure thM tho OrpArlmcn~ ol Agrie.uHure_ st1Uld8 ready to oupJ> Y •ny 
inronllf\tion you may dCHare8 on thiB IUbJc<:l. 

) ( 
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1' 1'urninll fro~ th_e ~'·enue UJ"'CIO or Lhe .House bill, iu wlu~h the 
reuury lS pnma.nly tnttrNt.ed, Jet. u~ tons.ader alao the t'A"O auggetr 

h<>ns m•dc by the PrMident, to "Web th.e House bill ei•N ~Ill'<! 
from tho otan~point of equity in our tax ayotom. • 

Ao to the prop<?IO<l uojuu enrlclunent uo.x, I think thoro i• littlo 
t.ht~t need be ~O ld, I l~nv~ 1~0t. hcnrd the justice of Lhllt t_ ax \'~ry 
l<'noul'ly questioned. 1 hcr.e ,. no doubt whatever that the a"oid. 
llnr~ o( eoym~n· o( procr ... •ng ·~·e8 ftC('ruod l>rior to Januaty 0 hu 
~~~~~ ln IID)U.t g&llll to 0 lumtod number o( pl'n.o!lll IJld OOrpon. 
tJOilll .h w<!uld be ~y unfair to the JM'r.lCOI and oorpontio1111 
.. -ho p&Jd Lb .... proceosmg u, .... dur Ul> to Lhe lime or the Sup ... me 
Court'• deci...ion &lld it 11ould be unfair to the American rou.umer 
wh!> ultiOJ~tely bore lh~ major h urdro of the tues, not. to rt'(lu<'~ t~ 
un/u.~ ennchment as mut'h u "At' can bv l&.~ation. 

• lake it for granted that HQ Ufljll8l enrichment Or ·~,,nnd(all'' lR.l 
Will lK\ t'9nc tcd b): t!•o ~ongrett~. I R.Uumc, too, that. .you will give 
m~t. toenous coruuderptton to tit~ mtU.tf"r of the dcfic•oncy in tbo 
lempornry revenue lor a 3·y<ar 1>oriod oxt>ecled from lho lluui!C bill 
M COmpn..rod, witb the. l'rot'idcnt.'l l"Stimntes of t,ho 000(1.' J L1.1n1

1 
lhert\(orc, to t.bo proposed ru.x on l'Oq>Qrate income. 

1,-ho. prio.cipJc ol 11lxfttion ar~rding t.o ability to vay is no\\· \\('ll 
N t.abhs.be.d, no t. me~ly bv Jua n ug I.Je.e.u wriU-!~n by &nwnduumt. wto 
tho 9on~tit~tion o ( lhe l ' nit<'<l l'lat('Ol anti supportNI by 2() yo• no o( 

aJ•PI~ohoo w our l.llx i ll'U<turr, bul by the undoub~ and uuq,...... 
t•oned endorsem~nt and itll)l)()r&. of the d til..CD8 of thls Nahoo. 
Through s:ucte551\4 e ch•ng'('tt an our tax lawn; ho•·ever • ·e han~ 
drpat;tfd mosL seriously I !'I'!' a ront~isteut and j:,.t applk~tion or 11,. 
P!"n• •rle. Under th~ nJJtmg Ia.. we apply the pflnciple to 111d;. 
Vldu~ inromes, "·hethe.r they am obLo.ined from inLereat, r~ote or 
l&lft.tlct, (rom the p~fila or llldl\'iduul business enterprito or r:Om 
porllu~"'lup under.takings. Wn do Mt apply il to profit• goined from 
t.'Or)>Oratc c.nte.rprtsc, except in u uuumer whjch tn.xes 10100 cili,cn& 
nt unlnirly high n\t.cs nnd givo~ t-o others the opport.unit.).,. t() nvoid 
taxnt.ion oo n wholesale arttlt'. • 
Wb~re a "!'rporation mokes "Jlllro>itllat~ly Cull distribution or ita 

eurrt'ut. earnangs, the st~kholder uodr r present. Jaw first bc1rs tho 
burden o( three dilferenL OOI'JIOration ta.,ee- the capital i~k tax 
U~ ~Xca&-profits tax, llnd the t"''V!'rale intonlof ta.;c; SN'OI\d, be~ 
rt")Uind to pay surtuee on the d•ndcuds paid to him. 'l'hi<l o~k· 
boldrr Uma pays .. ·bst is in ffTerl a oormaltu o( abou• 16 or 16 per· 
••nl u ~ml"'!"'.l to a oormaltu o( 4 pl'm'nl peid by the ind,idual 
wbo d • ..,, . .,. Ius ll!-"'m• Crom oth~r oottrree. On tbe other band, tbo 
p,_o, law prrnut.s. stoekholdoro o( lnrge inrowes to avoid the pay­
ment of tlltt.L"(ts wh~t·h !""Y run w rates 1\5 ltigb as 76 pereenL on thtir 
1htt ro of corporate ~arumF8 whic•h tHO rtoL distributed IU! dhtidend.s. 

\':ltot. nre the. ,darnens•ona or tn."( avoidance witlt which we aro 
do~tUng!, A low otmplo llgureo tell tbe 8WI'y. h hns bcon estinu•ted 
by tb& I r~na~':Y Departmeu~ thnL under I he p....,nl !AU lnw tho in· 
OC>Ille t\IZ hsbthty of ~rporot10no on tbe biU!i.s o( IQ36 oaminp would 
approxtmato 964 milliona. The DtJ)<lrtmeol has alao e8timatfd tba~ 
Wlder '!'• P'-"t Ia"' more than 4)1 bijlion doUan of corporation 
ioromo ·~ tb~ ~endar 1Mr 1936 will be withheld from a~kbolden 
and that•( th10 Income" •!'6 Cully dinribu~ to the in<Ji.,jdu.J o .. oera 
!'I Lhe_I;IOcl< !'"P~Ied 1n lboee corporations. the rtaulunt yield 
ID addu•onal todiVldualmrome I&XN would be obou~ $1,300,000,000. 

With tu avoidance ooc:u.rri.ng on the orale indica!od by the ligu,... 
1 have citNl, 1 do not. Me how an1 in.ertue in individual income ta.x 
rate~~ or other gMcral and continumg taxation could be justified until 
this leak in our tax eyotem is st011pod . 
Whot~vor m•J be tho debllt.ablc consideration• U1at may enter into 

tho prep11rntiou ~~ pllrtioular schodulot, it" ill be well to be•r in minrl 
.~all tomeo I hot thift ia purely and •imply • propo,..l to puL all laxM 
on bu•ini'M 11rofiiA -ntially on ll•c ""mo equitable basis; to W''" 
no odvanUgN IU\d to impose no penaltiM upon corporation slook· 
holders thn are DOL given to and impoaod uponll1e iocli,-idualtupay•r 
•ho alone or u r. per1.0tr dtri~es hia income from business profiu. 

In rlooin,q; let me aay Lbis: I ain~,..\y hopr tbal this committee 
will report to the Senate a bill g;,;ng tfTrct, u fully as po!llibll!, to 
tl•~ Prt'Cident's rec.-oouneodations of lhe amount of additional l'f:\•enu~ 
0 ..,.1fd to oupply the deficieoriN CrNib.l oinc.o the Budget ml'l!&age 
or January 3. 
,,. CnAIRMAN. Mr. Secrrtary, in Iillo IV or the HoUlle bill, it 

providl'll .ror rc!110da or. certain P''OO"!"'ing tAX'\'· Were these lakon 
ant.Q rousulerM1on ond mlo uccount. tn the e&U.nlat.e or $.517,000,000 
of _Wmpomry ro-ve.nueA noededT 

~Jr. ?-o.·lono&N"TIIAU. No; t.hoy Yt'e.re noL, il I may, 1 have a short.. 
explluu.tion . 

They ~ N"e not. taken into ooMidtration bee& use it. was impouible 
(or ua to de~rmine at tbat time all the J»Mlble liabilities that miahl 
....,or uo the r08oiL of the ioftlidalion of tho Triple-A Aet . Alf of 
these qu~liona are ~ot. yet seuled. ~t·~~ inttanc-e, we ~Y &till bave 
to consider other elanm (or re(unda anilng under ... 1100 21d or the 

( an•endment 10 the Agrieuln.ral Adjuatmen~ Act Pf.!""d. at the last 
..... ion . But lite Ways and Mea11.11 Comm1tt .. , .. -b•e~ .-rted tl1e 
refund !'rovision• in tbe pr.....,t bill, reg1lrda thOI!C pertlculu refunds 
a& Cnlfi ling a moral obligation o( the Oovemment, and I a~. 
Wo estimate thai they "~II amount to $431000,000. U we add tins 
to tho $517,000,000 the amount to oo •·•l .. d 1n 3 y .. ,.. i• ~560,00..0.,000, 
and if we clNino< the $180,000,000 o( t;;ml><>_r•ry reven~em lhel iOUMI 
bill tho runu•indor to be l'llised Cor tho (ollowmg 2 yoara,. $380,000,000, 
or S190 000,000 lor each o( the 2 yean. 

The CltAIRMAJ<. Are there any qu.,.tion• o( tbe Secretary? . 
Senal<>r Ku<o. lllr. Secretary, in del<'nnining lh•. &J!lOIIUL ~uire<!1 

di<l you taka into roosidention the large approprutJons ,.·hid• "'~~~ 
perhaJ)8 b.- $1 ,200_,(100,000 Cor tho Anny and the N..,y Cor the .nut 
year, and "fproxunately $1 ,000,000,000 lor flood reli.C and nnra 
and horbera 

Mr. MoROIOXTHAD. Senator King:-
Scnntor Kt:<o (intorposing). P•raon me. And It ,500,000,0!lQ or 

possibly $2,000,000,000 (or relief to ho ~XI,._nded by ~{r. Hopkm1 or 
by Mr. lckce, or hotb? . 

Mr. MonotNTitAU. Well, to ""~\""' ,yo•!• 'l'"''!t•on, tho ~ndgeL 
J)i~Lure na it. i& t.odny-wb11uwer IU'tU.~ lt. lt-1.8 JU8t. wb~ro tt was 
approximat~ly and it mny be 8 little b1t off- but. appronmatcly ftA 
when it. wq &e~L up by the President. to CongrMS, w1tb t.•·o excepbon.J. 
One is due to tbe decision o( the oour10 on tbe A. A. A., and the other 
is due to th& aoldlera' bonWI. d-" · ( 

When the Preaidenl senL up bia m~. be Co~~ a cud; ~~ 
the oomiog liec&l yur o( $1,098,000,000, ud ba JIOUI!od out th • 
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th• Con~ "ould appropriate up 1.o $2,136,000,000 !or ~h•r that 
the drfi<ot r~r rho rorrung y~ would oot be in u~ or the d•Gcit 
for tho p~>'lOUA yoar. He did a..k Cor $1,500,000,000 oo tf )'Ou tab 
SliOOli,OOO,OOO lrt 118 r.U it a billion and on-p!UJJ tf,e billiOn and a 
ba !, you~~ the Approximate picture for tho next yeor. 

But I would like to gi\·e you the exact 6gu,..., '] Lave it pcoparod 
to _gn'~ you ,r I may. 

The budgoL deficit for 1936 was $3,234,600,000 on Janu•IJ' 3 
'l'hll t i• I ho ""Y the Pr<JSidtllll roroeasl it. To tbio you Ita vo to odd tllO 
$•106,100,000, lind you gel the figure or S3,720,600,000. !•'or pur~ 
N near ns tlllybody can estimate, W ttus year's delieit we ndd the 
toto I or tho vcwnn•' bonus whieh goes out on ./wto I G. We Blways 
wko the top figure in tiiC Treasury; \\e have to. Wt' hfl\'6 to R88ume 
ot 10 o<ll ROing IO ~'(I out. U it all goes out, we odd $2~37,000 000 or 
toto! .. bmatod tle6cit for 1006 or $5,006,000,000. 'hont io .1 •• ~-.,. 
il llando, 

~·or theli>cal yeor 1037, the President's .. tiruated dr6rit ol $1,008-
~10001 ht aol.td for Sl,DOO,OOO,OOO, .:"hicb tri• .. you S'l,600,000,oo0. 

rou h.-\·~ to adtun expendilures oue &o tbt J\ .\. A. on account 
or tlo• C'ourt 'a doclsion, you ba•e to add SS24,000,000, from •·hich 
you dtdu<' $100,000,000, ..-bich is tho inertlotd .. tintol<lll in the 
p.-nt bill; oo you get from that $34,000,000. Then we ba'e tht> 
$43,000,000 •l1ith ...-~ baYe just talked about, an intreue Cor ntxt 
yta.r "'bicl1 hu no&. been accounted for, of $77,000,000, or &o bring an 
.. timattd deficit for 1007 to S2,67~,000,000. 

To read that again-putting tho bonus in, making adjuotrnent lor 
tloe A. A. A. which ia the only difference, adding $1,600,000,000 for 
rtlid, Wt" foreca&t. for t.bis year n deficit O( $5,000,000,000, 81ld for 
tho 1u~xt. yur, $2,675,000,000. 

To relre•h your memory. tllO gro .. deJicil in 1034 "'"" sa,oso,ooo,ooo' 
for 1935 $31675,000,000; tho oat.im"t.e lor this you r or $5,006,000,000; 
ruul 1037 $2,675,000,000. 

!'<> that if iL were not for the soldiers' bouuo, 1034, 1036, 103G, nnd 
1037 oneh year we would bnve a rlocliniug dclicit. 

Senator llAllKL£Y. Q( OOUTSe, that eobrual<!(} deliciL for 1937 wiiJ 
be roduc«l by wbat.e.ver amount tbe ex«'.rviec rntn dec-Line to accept 
in ta8h and continue to carry their bonds. 

Mr.liiOROCS'I'HAO. Tbat is perfectly lruo,Senat.or, but or cou---
1\itnator n •••••• (ioterposmg). l roaliu that in making your 

.. ~ ... ,you have to take intO account the pootibility or all or thtm 
euh•na U\~.m. 

~Jr,"MoROKI<TIU.O. The tOp fi2ure. 
Senator llAUL&T, But we all !<no•· that tloat will not bo tho figu"' 

that will actual!,. be n~. 
.)ir. MOROL'\TIUU. That is true. 
Sena~r UAnL&r. But for bookkoeping purpo.o;dl ••ou ha>·e w 

usuu\e n~ 1 
• 

~lr. MoROLSTIIAU. For good, so·und financing PUI"J)O$tl w& would 
nuJu~r ploy sale. 1 

The, CttAI~~uN. At a mat-ter of facL, if it bn.d not 1>00(' ror the 
Cloun. doo•••on •nd tloe pnosing or tlJO Adjuol<!<l Compensation 
O•rti6ratel~iolation, "'"would ooL have been c•llod upon toP""" • 
lru< bill nL tlu• ..,..,;on o! Cong,...... 

Mr. Mouo.,N'I'IIAU. 'J'hut is Lnte. 

uvu u:a u:rr, ttac 7 

SenatOr Ku<O llut you •ould •till han a de6ciU 
Mr "\loaot...:O..TIIAt,, Yf"t.,air; and tJtf J>rto.gdML pointtd out exactlY ... h.. ll~e deftn!AI are, ann) may .ay that his e.ti•na~ for ~oipiAI boil 

been running .. itbin 1 ptrocnt or "hat he .. timattd, and hil .,., .... d •• 
tures ba,•e cont~tan1.ly run und~r his t'til;im&t.ea. • • 

Sen• tor l!A&TtNGt. Mr. Sec:rtt.ary, i! whaL the cb!Urtltlll lllJa 10 
true, und you 8l,P'ff'e t~aat. it. i-~t lrueJ that there would have l)('{!~ .no 
nacessity lor uuy t•x boll o L nll cxce)\L for the Supreme Court'• doo,.Jon 
upou Lhe A A. A., why did you not. content. yourself wilh r1.1ising 
suff.cienL monuy to pay thnt dobt. nnd <luiL there? Tluo( obligotionT 
~jlr. M 'ouOtJN'rii AU, l do noli (ltu tG uudCNtnud, ~nnlor. 
Scmnor FiA&TlN(II. 1 undt'r&l&nd you to suy UuH tt would not IHt\'0 

been ne<eS<Iou-y 10 ha> o hod a tu ~ill except lor tl1e Supreme Cour~·· 
deoilliou dl'<'inring tloo A. A. ;\. voul. 

Senator BMtKI~EY. And th~ bonus. 
Tbe Cl.tAtMw.~ut. I added to it ua.nd tbe bonus." 
Senator I l.<oTti<OO. I undtnnood tho chairman lo IllY that i! iL had 

not. been Cor the Supreme Court's declsioo, lhere v.·ould b.•' e ~n no 
tax bill n«fMAJ11 and I undtrstood you to agree to 1t Now, 1 
understand that IS not oo. • 

The CuAtRlCAN. I otattd the Supreme Court's. ocoon, WCtth<r 
.. -ith tho passage or tho a<t lor adjtl&ttd-cu>i .. ~ ....... 

S.nator u ... TINOI. I did not .. trudenotand it. 
~Jr. ~loao&STI!AO. Th~ PffllidcnL i.o on rt<Ord to that ttToct; thll 

he would uk for no ne"' u.xea. 
Senator IIA8TiliGt. 1 did not understand it. , . 
:\lr. ~'IOROENTUAU. I would like to poinL nuL tbollb~ l>r.odont,. 

I. on record tltat he would ho~o 8Sktd for no ne-: tOJ<08 tlrn ytar unlCit 
' the OongreM p•aotd l~oiolatoon wbtcb was nOL Ulcludod. _,1. 

Senator HA8TINOS. Fie wat nl.BO on reoo~ las:t. year, u l r('('ru. u .. 
Mr. Mono~NTIIAO. II he. wftB , ho kopt bts word. 
Senotor 11AiiTINO&. li n dod Mk lor toxM last ,Y••~· 
~ir. Mono&N1'UAU. There is notbiog stated m Ius Budget noc.,.ogo 

of the year pn.wious, M (pr u I know. . t. ~l 
Scoalor HAITI.NO~t. Not. in his Budget. message, btJt m 111 • ~er.o 

to tltc Congreea in 1036 'fOU will find a statement to tho efleoL tbat 
1 
1e 

,.. .. not anticip•ting aofung tloe Congl't'&lto add ony new ta:<ca 10 t•• 
proaenlrate _,_. I uld lik 10 reCI'\'O!h lll.J Mr. ~lOROJtNTIIAU. If you do ool Ulllm, wo e 
memory on that. . 

Senator llAJrroNGh. I think you "ill find 1 am eolftet. otlll that 
~Ir. MollO&STttA\1. Because u far as. I k:oo~~ el'ery 'tat!:bu abeo-­

the Preei<lcnt baa made Oil hi• Budget lll fisc., mal!ero, 
lutely ktpl hil ..-ord. " -- 1 ·ou moM OilY 

Senator CouuNo. I aok you, :llr. """"'tal'l'• '"'d• ' ....-<J 
eetimat~ of what. 1be intreuoa ~':Mllt •·ould be ue lO m 
bu.sine88 if tJle la%8 -..·era to rtmem m SlAlUS quof f ML bcwond 
~·lr. h.foKOKNTUAU. Semuor Co~s·n:ili ~ann::, to::.h yrnr ib do 

lbe fi8Co1 Ylllll' or 1937. We have 'tin. 1 ,!",.?;:,~ but the lore..»! that .. and u 1 uy, "o ha,·c eomc Yi'l uu , ........... - , 
bo~ond 1037 would reAJ11~Y1100 wking ~~t~~:~~~~:o!:i,ler Lhe t'•'l~IHin 

::sc:uo.wr Cout~Nit. e ' t\SSUJUC · 1 •• d mveuUI\ v. httt. year l0:36, huve you nny e&cimates about t •e mcreltse ' 
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th.- .nt~-cl l"ff',.,...tJ, wouJd bt on tl~ p~nt Ia• du~ 10 an,.~ 
lll.l&lJM"U., 

Mr \lo•ct.,THA U. That is intluded Our ro~ .. , for hoth the 
~.~~trndar nor lll36 ond tb• fiscal l'tor 11136-,.o oro Ofl"rAilng on 
that. now,~ and our estimates sho•• t11at. our "''·QnUt to dau for botb 
tbo R•ral &ud lho t·aloodar yoor....., runoing .. bout I l><'roont on ••cess 
of our ftl<ltmai.N. 

St'ntHor (.~O.,l"&N&. What were they! Do 1,uu rf'lnl'mb<•r' 
Senntor UA Fot.LI!'M'£. In other words, tl L undtl'llnnd you 

M1 Rec•n.'CAry, when you made the estinutt(.l:8, you took jnt-o 1\Ccounl 
tuJ u fuNor, whntev(lr t.lte actuaries dC(Tldt~d to ft110\\ Cor impro"ed 
bu8iHMI' C't)ncihion~f 

Mr. MouOt:N'tiiAU. \Ye did, t\Od u I say, 1 8tn ratlttr proutl or the 
work Q( thl' ltrhnit>al men in that rt'Spect, befa\110 Lhf' f'!'linHll~ fttf) 
running jun abouL l percent in e.xr<'!ll!l when ••t htt ~t takt'n into 
account a healthy inr.reaae in busi.nesr& for thi.• !l'Ar 

The CIWR>IAS. Do yon reeall in ~nt hilltory "h•l'l' any &.,rotary 
or Ulf' Trta~~Ury hu comt so cloee LO tht eetimatt'l' and novt-nuH as 
wu don• t .. , y•or? 

Mr. Monnc•TRA•. ~o; and bo..,'" tl•e record if you ..-oulrllih it . 
~ CHAIIlMAS". Jc. is my opinion thai. no o~ bAa romf" 10 c-~. 

WiU you &l;ft'<' ..;lh my otakment on tba~f 
\lr Mono£,·nuu. Y""; I ..;n; I am glad~ al""" to it. 
As a matt<'r of fact, in 1931, tboy miMOO ~he Ntimo~ by I~ llet· 

<~nt. In 1032, they missed i~ by 7 perct!nt In 1033 thoy missed 
;, by 13 poroont. fn 1934, tbey rnillsed it by 6 fl"I"Ctnt 

The firat foi'0008t, for 1935, which l made, the ..,, •• ,\lie it 4.6 """"'"t lit\ 
ovrr who I. we etttUnat«i i twd this year-agein I am reaponKibl6-we 'Ill 
atro running 1\bouc. I percent in excess of our rev.-nucs. 
~nator KINO. 'rhe chairman wMt.e you to stat.fl thAt the Derno-­

~rn. l .- nn~ bt't.l<'r prol>heta thnn the Rcpublican~t. 
'1'hc CuA I UMAN. do not want to got. nny p•arti&anship into tills 

tU.scu .. ion. 
1Laugh1•r.l 
&nator IIAOTINOa. Mr. SeereiAry, will you go ov•r thooo again 

ond ..., whother they wore unden<~timated or overeotimtt<><lt 
Mr. ~IOROCNTRAU. I ,.;u be very glad 10, &nttor Fl88tiogo. 

'l'bi• ah<'<'l that I have here S&Jll, "Comparii!OD or actual &od eotimatoo 
income ta' ,..elpla, fiscal y- 1931 to 1930, inclttoin, daily'!',...._ 
urv atatcm~nt b&sis!' 

\n 1931, ··hoever wu Seueury or lho Tn>asuiy, .. limated-­
&na~r Duca . Who was tbat; do you ....,.111 
Mr. M oRGEM'rn.u. I""""' it mu:l ba.e beon Mr !ll.tlon 
ILaughtu.J 
'l'he tbtn &.,~tory or the Treasury eotiotaled ,_;pta or $2,1!10,· 

000,000, and tbe actual l'tiCeipt or Sl ,860,000,000, or 1&. 1 Jl"reont •­
than the ~timat<l. 

&oator HArtiNOI. Ia that tn•e all the way do,.'llf 
Mr. Mona CNTHAU. 1 will be glad to oootioue. 
&nat.or HASTINOI. Jua~ ans ..... -er my question. 
Mr. MoRO&NTHAtl. It runs from 16 percont 1<> 6 llOrO<Int off. 
S.ooiA:Ir liAI!'I'IN08. Aod they wore leu? 
Mr. Mooot.,..R•U. They always we.., I-. And io 1036, whioh is 

tho flrot yMr that r had a chance to ro,..aat, our revonueo exceeded 

J 
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4 6 ""''""' "" thio year"'" AI'$ ruooiog about I per<A!Dl I m .. n, ai~r L cam~ in in the fall of 1933, and I am reopoosible for 1G3S and 
1936 <al•ndor ~earo; u1 tbofo 2 :fNI'II, they.,...,. tbe_G,..tZ )t...,, pna; 
buk 10 1931 that tho ro\fnue ha•euoedtd tbt Olt.&mat<IO. 

5<-oator li....TI'O"- I am glad this administration ,. ... ,..,,,..,.,. in 
50me astimalt"tl.. • . , 

~1r. Mono•sTHA11. \\til, atr, they have bo<.n OD .... L on all or then· 

oetimota. ·' ., bal . lh 0 •~ ? Scnu.tor ilAtt'ri,G8. lnr .... uwng IWClng c u"'tid 
M.r. ~ltmOCNTII..t.U. Wo lulvo d.ono "''erylhing on " 60<n.l fiu"!'cinl 

biiSL• Lh~ t "• hnvo ... id. Aa I potnted out b<lloro1 S.wotor Lhlllllnl!", 
our revenuo c.•liftUtiA.wl ha.,~e oxceedod, and our ~tuJULtL'8 for cxr>andi~ 
turel'l en~.ry vear bav6 bf'(IA undc.r. 

&.lator K1s0. May lonv ~hot I hope lhat ru~ friend [rom Dclawaro 
will not blamotho Prcoidcnt lor the .. centriciu"" or Con~tr..,.. 

SeoaiA:Ir LLuTJsG•. 1 "on't blame him for anything. 
'l'he Cn.<m""' You may have forgotteo, 1\lr. S«rotarv, but •omo 

or"" recall ~hat "hon Mr. Millll wu Set"'tarr o! the Trcuury, f" 
revised 1u, ~tunat8 ,~~roo lime~~ in 6 months, and lheo he ,.,.. wroni 
in • ~ater amount than you .. 

U tba~it all, thank you very muclt, ~!t. &.,rotary. . 
Senator Counsa. I would liltt t.o ""k tbe ~W"y a few qu,..uont. 

It apPf'U" tbl.t the pft I&X ,_.. ... timat..t in 1936 u 560,000,000, and 
lhe a<tuol roU~tion up t.o da~.e ,..as $154,751,457. _I am ~·ond<nnj; 
w what .xton' if at all you ron template lha\ that wdl alroet tbe btaJI. 
aurtu brarkotto. • • 1 

~lr. 1\iOKOI-'TIIA<. Mr Md.eod will auswer that. I! you ~ •I , 
please! . · \\' 1 ~Jr. ~1cLt:.oo. \\'c ba\'0 oonsidered .W.at.m our ee1unau~. tr ,., t' 
mndo ocljustmcmte (or Haa\1 in our esum.llt.es by rea.son or lhe ,..rntt.IIN" 
number of individual• i..n lho high "urtft;X brnc.kcts, ;UJ cJot;(lly M "t.' 
oould meaning ll•ot thero hM boon a olnft downwaro to oon1a tiXWnL 
(ron\ lhc hi_gh aurtA%" brM.keLft to tho lower. . 

Senator CouuN8. But you do not recall tho amount 111 doll•"' 
and oont.s? 

J\lr. L&oo. No; I clo not have that. . 
The CIIA.IR,.,.N. Arr tl•tre any other quesuono? 
{Noroopeooe.) 
(Tho SOcretary retirM.) hu 
Tl•• CIIAIII"'-" Before " e proceed. The Se<-rotary hu ~ronr, 

be notT 
:\lr. flr.LnRJ~O. Yea, airi be bu. . . 1 
The CtJAIRIUS . I •a.nte<l t.o make this roqu .. L a! lhil umt bat 

,.. .. goilljt to roqui'Ot him, and oo I roquesL lhrougb ~ .. r ptru, 1 . 1 the S«rttan• do thit. It IH"R\S lO IIOJne or Wt--1 .-u ("100_ ~m'.'l=. "". 
Stnator lA ~oll•tte and 1 know lhat bt o.od 1 aro of thio opoj""n 
this Hou..- bill iJ ;.thor fflmplieAted. I thlnk they ba,·• ' onr * 
mftgnifi('{'Ut job but ln ordt'r tO ~t. ft.t the S8.JD('. result! rn tht ~mOUht. 
of tax.. "' ~ ;.;...,1 1 brough thio <!'llnj,~ in policy o aw:"''~ ~u ~ 
sl<>ekbolder instead of tl1e oorporouon, •f Y~U. eoUl~ 'ft 0,.~:g four 
&Ome plan that. "'·oulc.ltdmp1iry Llu~ muter, an an~tea o J.t doy,n to 
eoJumns '"' l.fl' inrluded i.u this bill, if you could not. g~t 1, • 
one column, eo thnt. the lll)'lllRn uUglu . .... ork out tbo propoi'IUOn. 
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I can appreciate that it bad 10 be writkn, probably tiWo wa 
'*&UM YOU ban your iM~CUOWI lrom the Waya and l\leona eo.!= 
nuuoo1 and I olfor no criticism; but if we cao work out a limplifiecl 
form, lt. •·oul!' be m.uc:h bettor; .aod I uoderatood that ovu there it 
wu theor dO&Ire to II'''" aome rolief10 tbe smaller corporations more 
than to tbe IUJter eoryoralions, aod tbat ito wby th.e bratk~L wu 
fur"'! under $10,000 adJusted net income and over $10,000 adjll$lod 
nt"tmcome. 

ll wiU be ....,aUed that in aome of the pnor biU. tbot wo have pl.88t'd 
in order to hc•lp tho smaller corporaUollJ! wo exrm1>lod Sl 000 ond 
$2,000 and $3,000. 1 lltink we got up tbot l&r. Now, it wo~ld llOOm 
10 somo or u• that i! you b•d one eolumn and ooul~ work it out by 
cx~mpting, aay, u r> to $25,000 adjUAIOO not inoomo, or $ 1 000 or 
maybo $2,000, that w<> would gel the some rotlt~to that Llw Tlouso ;.as 
try! nit lo K~t at and that. it would simplify the 11ehcmo. 

So thot whot (was gowg to ask tho Secrotarv, and l rnqucst it or 
you gontlrmon, is Ill work out your ~timat~ io ..,., wbotlw.r or not 
tbat ran oo done and submit it to tho committrc, &nd to gh·o us "" 
Mtimaw on the proposition of putting up to $20,000, and then up 10 
$25,000, adjuslod oel iocon>e, and to ll'"e olf $1,000, and to ';~l 
$2,000. Make it on those two bases, to aee whether or not w~ • t 
{tCIL the aamc r .. ullo in revenue ao are obtained bv the bill. 

II you un do that, you will greatly simplify tli.i. matter. 
S.nator I~ rOLLr:tTE . .\nd, ~Jr. Cbamnan, may I L•k lor one 

furthtr thing to be ronsidered? I am ent;...,ly rn am>pathy with 
what tl1e thairman bas· said ab<>u~ fiimptilyiog tl1• 'bill. \ooth•.r 
thin~ I would like to have worked ouliO be oubmitlt\1 for the eon­
•itl•ration or the oommitt.., is to work out a arb<'<lule putt.intt the laX 
on th• amount rolllined ino~ad ot bari.ng to ha.-o the arbedule 2A, 
with tho int•rpolatllr, wbieh 90 much !uo b&a bt-.,n pokod al. As I 
1mderatond iL, o<hodules can be worked out which .. ~n tClOUit in 
exactly or approximatcly the same runount or tax beinl! pnid; but if 
tltoy arc work~d out in porcentages on tho .rot(lntion of cllmiogs, wo 
cao got rid or this !nlerpolator and make tl1e tn..< I'Cadily undorsto.od­
nblo to nnybedy tl1at reads it. 1 would liko to ba-•o t11nt oubmi ttod 
also just. for the cons:idoro.tion of tho committ~o. 

Ti1o CnAIRMAN. In tbnt conncetiou, m.ny 1 Mk you, .Mr. Com­
miMioncr, if tho fact that the House, tho last day when they bad the 
bill up lor con'licleration, under the 5-minutc rule, amended tl1e law 
10 .. to mako the dividends payable in the taxable yrar, instead or .. 
originally drawn, did not eliminate one dii!Icully to enable you to do 
juat what Senator La Follette has requtSlod ,rou to do aod to work 
>l o~L on the retained surplus inolrad ol what ,. paid oui. 

Now, you may pl'OCMd, Mr. Bel<eriog. 

STA.TIIOliT OP GUY T. HILVERIJIO. CO]I(JU$$!01fU OP IIJTUNAL 
IEVEirol, TIEASUIY DBP AllTJlEIJT 

Mr. fitLvr.a~No. 1 ha.-e a ohort. statement. 
Tho So<~!AtY or the Treasury baa ju~L pr ... nted 10 you an analysis 

of tho •<'d:::onal ~.-eouo needs or the Fedorol Government u out.­
linNI in the heo.ident'o supplemont&ry Budget mM~ogo o! i ·tareh 3, 
and the •xtonL to which those needs aro meL by tho bill p.,.OO by the 
lloul<l o! lloprtl!Mintnt.ives. lJa,>ing nppeored bolon1 tho Ways nod 
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~~- ('ommiuee, I a~ ,lad to place myselt a~ the di.pcM&I. of thiJ 
couunill<'<' for any .__tan<e I may reod.er. '"' a prcliouoary I 
d~ to make a !tw (Ctneralstattments as to the P.....;dent'o prop..MI 
and the Rou'"' l•iU . 

The fin~ thin" to ,. hi<h I abould like to etll your euention it the 
taet that in tht lt1-t analyoia nooo ol the three..,.,...... of additional 
reveouea su~lod hy tho l',....;deol im'ol....,. new luatjon. One ol 
them-tho •·,.ind!all" tax, 10-<lalled-is deoigoed only to rt'<OUp, lor 
the TreMurY ond tl1o public, tUM tba~ were ac~ullllv paid by num•r­
OUA bu.;neooi firms •nd hy con•umero geo....Uy, but w)urh betnmc part 
or privaw, rothor thon of the public, teVNl\1... Anothor tho 
propoMed tax on corporate oamingo, eouplod with tho ropMI of tho 
existing cor\>Orft t.o .. int·omc, co.pltal-stock, and nxccu·profila Lt:ti<'" is 
designed on y w mnko efTootivo the t>rCS<~nt schcduleo or incomo·tnx 
rate.< npplicnblo lO individual iueomes, by reducing tho opporlunitioa 
tor lux avoidance •md t.a.x OVI\Sion. Tho lhird was for tho enactment 
ot proceo.ing tJUts on a bronder bue, but with lower rat.,., th"'' thoeo 
that "ere in ctrO<t under the Agricultural Adjustment Act. Tho oug­
pled proceaoing t•L""'• therefore, .-ould only replace tb& similar 
t.uea prnviouoly in Ioree and, moreover, are pro.-1 lor only a 
temporary periOd. 

Th• CoAl ...... ~. How much do you expee~ to (ttl under thfl p.-nl 
mndationt About $517,000,000 over a period of 3 ytars! 

)[r. IJu.vu.so. Tbo ac:hedulf5 ol the .Agri<ultllral Otparlme'!~ 
p....,.tecl to the Waya and M6011J! Comnuttte o<ould """" approJD· 
moldy $208,000,000 10 a year, 

Senator <'LARK. By proceasmg t.u! 
Mr. flt.LV&RINO. By prott'tSiog tax: Y"'· 
Tbe CRAIKMAN. \\11ich wu not aC06pted by tl•e coDlln:ttrtT 
Mr. ll~>LV•IUNO. l\o. I ougbtaay rn lhaL coJIJiechon, that tbO!IO 

were rnt.ftl mu~h low~r. Jo'or mst.anoo, the wheat. Ttlt.ft und~~ t.hf' old 
l!Clhcdulo wos 30 <•eollo. Under the new propos&~ by the Agr~cuitural 
Dcparllnenlt iL wna 6 oont.A. 

The CnA IIIMAN. So they wuro greatly reductd M to the ftlllQUlll or 
proc08Sing tn.•f 

Mr. lhLVIliiiNO. Abeut 20 percent average or tho old r•t"!'· 
The CnAIIt>IAN. And l11e bOile W&8 broadened by toktng Ill other 

) 

eonunodititSf . 
Senator KtNo. Upon wbic:h to impose the proc"""'ng ~~T 
The CHAIRMAN. Yee. You l)lay pro.-!, Mr. Comm~onc~ .. 
i\1t. lha.vuu<O. Tho Preoidenl's au~lio~ to obtam addiUonal 

pennaneo~ revtUlue wu for an improvemen\ m our ~fl~ or eo~· 
porale income taxation. Ln....,.,., as I have already iodi}:atod, th,. 
propoaal d- not 14!tk 10 impo66 any new LaXeO or any biabor ral8 
of taxeo On tlto eonlrary, 1111 elf<d would be to ~·or .taxeo lor a 
great many, perbapa tho majori~y of our corporabOno 10 number; 
and lo IO"'et tb•m alao !or 8 \'ety large proportiOn of t'OtpOr&llOD 

stockholders. • . • - atw or 
Senator KINO. I ohould Uko to make sn mqmry. "" • m • 

laeL OUL of tho throe-hundrod-ond«>m<>Odd· thousand corpotiiUO~ 
in tho UnittJ St•lft IClO& than half have over poud any t.axea •~ aU, 
iJI l11al DOL lruBf • • • 

Mr. ll e~veniNO. 'rhoro oro 110me 5011·000 corporation• rn Llle 
United Stntr•, And tho nun>oor I haL worem tl>o sm.U bracke~Mr. 
McL<>otl oiiJl tell you bettor. 
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Mr. Md.aoo In tht sonall bi"'<ktta, under lb~ WI '* propooed by 
th~ llouoe, about 2H,OOO ••~ undtr $10,1100; 43,000 bad ntt inrotnoo 
abo,·r SIO,OOO. 

Thr <'HAIRlU,.,, :lir. ~lrLeod •'ill llf' lhr n_.t ll'llnt ... lhlL 'IIi!! be 
t ... ro ....... and hr ran go into that pbaoe. 

~lr IIY.L\'EIUSO, A~~~ number of lboee~o~rationadid no~ pay. 
Senator K.-o. A ma1onty of lb~ COJ'(>Orationam lbe Uni~ Stat .. 

do no~ P•Y any ta.<rs at oil. 
Mr. II •cntoUNO. No; I do not think • rnojority,. !think • majority 

of t lwn do pay taxes, butqu•to a number ol tbom m Oto omall br•clcrt.s. 
Tho lundantont.J objective of this pro)IOII&I ia to inoreaae tb~ 

l,~~d('r&l rav~nuos h.y plugging up t\.Hlfljor sourw of lax avoidance and 
tax M'ftAion now e.xasliog, and Lbc.roby grr-Rlly to increal§fl tho r~~oirnefiS 
and bal~nco ol tho Fedornl income-tax olructuro •• a wholo. 

S.nnt'!r KINO Could you say Otat it is on avoidance or e'•OIIion if 
rorporftlton• bav• """""'ed what they •"'!•rd aa lcl!itimot• agaioot 
daya of odnnaity or to m .. ~ conlingwcu.• or lor the pu.,_ of 
t:c-panaaon" 

Mr llcLvratNO. I did not mean to uoe lbe.e trnna witb any cri..U­
nal inteOl on their part, bu~ it ;. jtBt a chance to do it, and do it 
ll'f(ally, undor th• prestnt law. 
. The Prooidoo~:• p~pooal, the prinCtpl.- of whirb aro iOOOJ'(>Oral<>d 
10 lh'! l!o...., btU, ,. no new de>·olopmcnt. It hM re.,eh·ed the 
atl<'nuon ami oupport of swdento of ta.•~tioo lrom the oarlieat days 
or mrom• taXation in lbe L'nited Statoo. Ita prinripl .. Wtl<l inoor-
1'>9"'~ in our fi_rsa. income-ta.-.; law, tSG2-7J, wbtu ConS{Tftli8 pf'Oo< 
vuled thatlhogllloo •!'d profits of "?J'(>OrotioOI ahould be included m 
Oo• onnunl toxo~lo, gams, profi.t,,or •noome of t>ny Pt'I'IIOD entitled to 
llt~m. whether dtnded or uodmdad. Shortly b<lforo and while tho 
Revenue Act of 1921 wruo under eonsid~nttion, a pro)>OMI identical 
in J>rinciplo "illt ~he Presidcnt:s ougg"'!tion roceivod 1be su,r.port or 
lll&lly rep ..... nlllllVOS of organu,od bu8ln0ll8, Mombci'IO or Conl,'l'llO& 
und tho 1're .. ury Do)>artmont. Tbo princit>lo WM nlOOOUMnded by 
S.'tlrol.!try of the TroMury Houotoo in his ••munl report for tbo year 
I 020. r n ll(liOOWhot modified lorm it was incorporated in A bill 
p•..OO by tho &natAl in 1924. ' 

Tbo f11•••>~•s. Do you quote lbat part ol Secrett>ry Ho11ston's 
r<!pc)rt. 111 your statement? 

Mr lh.L«Rr~o. Do you wish it inooJ'(>OrotedT 
. Tho CRAIIULL'<. rr you have not, I wiall you would inooJ'(>Orale 
tn your rtmarb lbat part of ~tary Houston'a retVmon•ndation 
'Kbtch deal. .. ;lb tlltt phase. 
Svt~tor .Ktso. And J!kew~ Ibn pro,-iJion of tho 1924 art ,.-bicb 

you tlnn~ \non_rp<>t:-too 114 pnnciple; •~ an;r rato, il not in all reap«to, 
lluo PI'O\'IoiOn .. Wllb ""'"""'to the taxation or Wldinribul<>d profill!. 

s.ftator LA FoLL,..,.E. I did DOL underetand tho ('omm;..ion~r to 
".."Y that ·~ beume inooJ'(>Orated in • lnw. llo o8id it passed tho 
S.note •n 1024. 

~~r. lhtt.vr;noNO. Yeo •. lt did not pMO the Con~. 
'l he c ....... AN. That .. a ROOd idea. l'ut it in thu it pllSIIed tho 

Sennl4!. We had • l!"Mt deaf or ret pee~ for tho Senate in 1024. 
~;tr. I I ..:LY~IUNo. \Vhe.n eorporahontt diAtribut.6 1heir eaminge to 

~heor atoekholdcro, the dividendo are subje<'L to tho aurlollx rntoo 
anoorpon-ted in our meomo-ta.x law. \Vho.n eorporn~ ~ominp aro 
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001 80 th•~nbuted, the indi,idual stockboldero, ..-bde 60jO,I mg lb• 
benefit o( thO"' unUnJII' tO t~· lOrn> Of lbo intn~W(! II'Orlb Of thetr 
...-untt..., are onabled tAl a,·otd all pAvnw>l of•urtaxeo lb•,....,u. 

SenatA>r IJA8TI'<08. Rtghl thertl :\lr. ColllDliooionrr, llo<o< ran be 
NJ·oy theM eamangl in lhe fonn o inaeued worth! 

~lr. Jl&LYKIUNO. If thoyean be put in lbe ~·• of 1ho rorpora­
t.ion•, in tho IUI"))(UA, they lbtnlfOI'O ID<l'OA!6 the value O( thO IW<'k 
oo~W~~~ . 

Senator liA&ni<OS. You say "wllile enjovuljl; the ()('ncfit or thoso 
cRntinWJ iu the rorrn of t.he in~rnased worO(of their socuriliet/' Tho 
iucrcnsecl worth o£ lhO. Recuritics iB Of no J)Srtir.ulllr ~OOcl lO t.hrm 
unlC'l• thov 8olll lwm ond rcalir.o on lbrun. 

Mr. ll>;LvERII'IO. No. 
Senator llAATINO•· Then he pays the tax, does h• not? 
Mr. u .... ~IIINO. Oh, Y""· 
Senator K1:<0. ll """m• to me, if T "':"Y bt: pardo~ed •. S.uuor, thai 

it. is au advantagt to have your lM!cunoc;s mcreutn~Z rn ~·lu,e from 
vt'tr to year, tltoUI!It you do not have th~ mCI'Hied valut tll'tnbuted. 
• StnaiA>r LA ~'OLLr.TTE. f'urthcrmore, tf be lt'llll, be ooly p&ya the 
eapitall!"in ond he dO<'!I no~ Jl"Y the ourtax. . 

Mr. HCLVERI"'O· I am refernng to the p&ym<ftt or the OUriU thlO 
year Th~ oorporau<>n or rouroe, oo lb ... ourpl.- ean mako loan• 
or ,.j,.RD..,. on tit• markot Outside of their l<gililrlate bu111n•, tb•y 
CllD do o oonOtdtroble bu<in""" that ""'Y· . . . 

The Cn"""'•"· Ia il not • lac~ lbat a diridend·~~n~ ·~k tt 
clft.!l8ified ... o htt.le ilf'UN than one lba~ does not pay dl\idtnda. 

:O.Ir. H•L' oot><O. I think it should blwe a higher oalea ,·olue; yea. 
Senator Ku<o. And intrinsically, too, perlapo. . 
Mr. ll >:LHIIINO. Tlte Federal Govemm~t is lb~~by dcpn\'t'd of 

aubstunt.i&l 1unount1 of revenue; and gz:ea" lnequalibet in t~H~ trent,.. 
rncnt of different. kindt1 o( iuoomo, and in the treatment. ~r m.cor{,>Or· 
atod '"' opposed to otookholdcl'll nnd so made to bear lhetr latr • \"re 
ol l&xollion under tho individual income ~urtu>C8, abouJd b<l tUbJOfJ 
to COfl)()mtion inoomc tn..xcs at rates which, ou ~he avon~~((!, wou 
oom~nMto tho 'f!'OOt"ral Goven1mcnt for the loss m aurta.x r~ve.nue. 

Their loM .. tho S..erelary bas indiCAted, is or very great dm·~·­
siotlll. The' Tr~uury eolimateo thr>~, il the preoen~ t:Jpor':t'0tl 
iocome upittLI otMk, and e.•.- profits t.ue11 ,..,.. ~pea • on ~ 
ooJ'(>Or~tion oaminp duri'!( the calendar year 1~36 ~ cbr ... n Y 
distributed lbe ineome o( 10dividuaJs would bo IDC y (dtO.: 
than 4); blmo ... or .. ·hieh approximately $4,000,000,000 .. ou 

tu~~:tor IIA8TINOt. Le~ me inquire ,..~ .. ;-au b~. ~: ~\ 
studv u to "hat "ould ba,·e been the ~ you bad< tAl 1m 
.. y '5 • ..,,.. 1936, 19JI.I, 193'.!, 1931, an~ lbe vearw · • 
would ihat thaw lba~ continued inc ruse '" ourplno! 

~1r. lh;t.VMUNO. In this amount, tou wean1 
Senator l!AATII<G,. Yes, or appro.~leiY P''~ "';J::,u~::.., for lb1)41(1 
Mr H>.LVERINO. Oh, no. Tbe u=ur.Y tas eo 1 • " 

ycara; whieh ,.m be plated in the h""rings .. to lloose amountl < """• 

th&n~::'Kawo. Mr. ComDliasiouu, for my o"n ,infonn:~~~~~ 
would like to know !to" you con reach MY oort of definol4l and 

fl41$2-pl. 1 :ss--:t 
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oon•lu<iona .. 10 O<hu ~ac~ ,.ouJd be obtained i! all or appro<imately 
alllh~ di•iden<l• bad been dil!tribulAid, unl-you L,no'O' the bn1eketa 
inlO whoeb would fall the tAX 10 be Jl"id by lhe diotribuu.ea, and by 
that rou .. ould bne to know lhe number or millioca or Ulxpayel'S 
and the brorkol.o inlO which lhoy ,.·ould fall, .,...._u.., oh• oou•ly many 
o( ti1Na tnpayNS 10 whom dh'idends would be W.tribuW, would 
fall in that cia• "here lhey pay no tu at aU. 

Mr. lhLYY.RINO. or course, Senotor, ... ole)>end ellUJ't'ly upon the 
rttima~ modo by the statist.icinns, II.Ud they hn>c ••tlmntro thll!l(l 
figurri "hirh I ftm now N"nding. 1 "m dC'p<'nding on thNta for thcw;e 
Mliumtl'a, 

'n1o C"UAII\MAN. lt. "ill sbow iu tho ehnrt. 
~lr. IIAAM. Mr. Mcl,ood t'OuJd very Jlrobnbly glvt~ the fundamental 

bn.U. UJIOII whirh thoy base tbo wloole l'!ltimutc or tlwir work. ln 
otht'r worciK1 tL airnilnr basis tbtl~ a life insuranre &etuary would uso to 
bo.!'C hia Ntimat..cs. \Vo ha,.,e something which we thUtk i!J jmJl as 
•ubotnntial AI lhat to start .. ~th. 

Senator KINO. As I understand then, Uoe tnbl"" "hich you will 
aubmit will•how the number of stocltbolde,. wbo would be tbe recipi­
tnlil or dt.·idrnds and tho bracktl4 in10 which eocb one would falt1 

Mr. Md.coo. We bave not indicated lhe uact number­
S..naiOr Gun (imo.rposing). Mr Cbainnan, v.o cannot hf.'&J' a 

wont or this. 
Mr. \frl .. r.ou. \Ve have not indicated in that table thfc ~XA<'l. own· 

bcr of mdi~idualo "'bo would recei,·e dhidruds by th• bnl('ktt.. We 
ha•·• ind1<ated the tOtal number of iudh-iduals and the tntol additional 
number. \l' e do know !rom Jl&St yeara •"••ro th• di.-itt.nd• fall by 
bl"ftC'k«'tA, 1\nd it. is somewhat similar to an actua._riol Ut.bh' by which 
au actuary drtcmtines the proboble ll'llgth or a man's Jj(e nnd his 

l>remiumt. He dooa oo~ trace &.Jlnrliculnr indh iduol1 bu~ ho knows 
rom •• ct'rttlin group of indh;dunls, on tho avernge, flO\\ UlAuy will 

dio in a CCI'tflin yonr. 
On l bnt. HILmc btlAia, wo know thn.t. when you ho.vo tbo total number 

o( 110~ inroonos Of the COrJlOrntious distributed- wo hiiVO the rMOrds 
ovtr n 1)4lriod of yaara-we know ou tho avenge how lh080 dividends 
flow through the inoome bracket&. Tluo~ U. really the b••is of the 
Ntima.te of the addltional revenues. 

Tho CJJAIIli<A"· All right, Mr. llelvering. You may proceed, 
pt ..... 

Mr. ffacvnrlfo. About SJ,448,000tOOO, i~ io eothnat•d .. ·ould go 10 
individuala wbooe elfeetive surtax liaoilily on Uoo addiuonal ineome 
would bo 1- than 16 percent. 

S<!nator LA Focu:rrc. You refer to 16 per«ntlbertlaa the averago 
o( what tho eorpo111tio"!' Jl"Y now undor W.tmg ln1 

Mr. HELVJ:Rt~o. Taking that as lhe bam 10 get lhia tAblo . 
. ~d oomo 52,567,000,000 of lhe additional inoome would go t.o in­

di•~duali "b- •lfeetive surtaxes on tbe additional inromo "-ould 
bo ~roa!"r tl1an 18 percent, as is illus11'8ted in a chart l obould like 
to puc. m the rcrord. 

Tho CIIAJRIIAN. We will hne anotl•er demonalrlltion niAido or that 
• hart brforn wo gnt through so that the public m•y bo lot in on it. 

Mr. IIEtYl;JIINO. lo consequenco tho yirld or tho individual in­
como tnx, assur!'ing no ~h!logo in rales other thun tho rcmovnl of ~o 
present ucmpt.IOn or dur1dcnds (rom tl1c normal tax, would be UJ­
trNL~I by mort'! lhnn Sl,700,0001000 if such distribution w~ro made. 
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lt 15 NliiiiAW tbaiJDOR' than 71 ptr<enl o( thr in<rt- in taxable 
incom< .. ·ouM bo R'«i• ed by individuals .. itb net inromM of mort 
lhan $2~,000 a )"Hr, and lhat about 45 perc:wt .. ·ould bo ~i•ed by 
indi\·iduAls vo1t1i ntt inrome. in exteSS of $100,000 a yN.r 

Tbi• incrMot' in rev•nu111lha1 ,..ould result from a lull and elfoctivo 
application of tll' .-i.tinjl indhoidual income tu O<'heduii'O ondira~ 
lhe ~xt~n~ 10 "hith tho emting law re3UI~ in a loss in revtnu~ to the 
Frdoml Oov~nuntnt. llu~ besidl'!l rielc!ing sub•tnntial Additional 
revenue to the FNlcrnJ Oovenuuen~. the proposed method of h~<Atio:; 
would .-JinLiJ1t'-l4' thr t\\O nulin sources or tn('(auft_lit.)' in our lin BYII~·IH. 

Under our llri'1M'nt law&, individuab and membol'S of portnol'llhiJ>ll 
must. p~t)t inromc aur1R.X<'ft em the entire amount or th(lif C'l"ninga, 
whelher•u~h onr!tingo ,are di~tributed !n lull, partly r~inH"'ll'd, .or 
re.inve~t«l an Uu.~•r enltrcty. C.orporntion eanuOWI wllarh uo t£••n­
\'ested eet"ftJ:ton in<'Otn~ surt.a.."<cs Cor the timo lx>ing antJ may (!':'lf'AJ>O 
them nlt.o(COiher or brcoono •ubjee~ to lhem later At muoh lu.,or rot<'ll. 

Senator O,;JU\Y llave your statistie&-you must bavt thrm, l p~ 
su~sbo"-ing how many topartn.e.rshipe thel'f are in lhC~ rnuntr:;-, 
and what the amount or their capital ;,., and what lhe amount or thm 
eJU'Jlinp ;._ 

~lr. ll&l.\.¥1tt~O. Y~, .. ir. 
::,enator GtRilY'. You art' putting those in the l'f'COrd, a~ ,rou, eo 

that .... un ...... them, and that ..-ill l!bow bow much or lhe bu.qntw ;. 
done in tbe oounl ry by eopartnel'ShiJ>ll? 

Jllr. n •••••uso l mi~tht say, .. ;lbou~ bomg hold. to .the r>Caet 
number, J think th<'rt> are 205.000 ropartoend.t.ips \\1Ch mc.~mf\ of 
SI,JSS,OOO,OOO. Tlt.,.;o int'Omes from those OO(Jartnontlupa run a.ll 
the way up !rom &mllll flj,>tl""' to o•·er $1,000,()00. 

Soon tor Qt;ltnv. Will you Jllcase put lhose 10 tbe _,,1? 
Sonotor llLACK, Tho nntucal tendency o( tlor taX M ot 1oM t>e.n 

hfi.!; ~en sud~ lhol by '\1irLUo of it u <'OJ>tartncf'@;hip Wft! roan~llrd to 
JlOy ~ax on oU profita while o corJlOrntion ,. ... no~ eo,mJll'lled '1> I'"Y " 
tux on all profitiJ nnd thntt hos bec.n &. v~y coc.reno lllll\Jl',UC6 111 CAUA-­
ingi>@OJ)IO t.o OI'JC'tlni1o rorsmration_., has 1t not., nml would 1t. not lll"CM· 
sarily reflultt in thnt? . 

Mr. [J •c•uJNO. ( might ... , to you, Soualor, that J!l the year 
IQ26lhc number or cop•rtnon~h•J>ll IU!d corporations were about equal. 
The roportnen~hil"' have gradually go.oe do" n each Yt•r an~l th• 
c.·orporntioM have StOne up until tn thLS year, tht past. ytar~ at hu 
...,.ult.c:d in 205 000 ro""~tnersbips as against ;oo,OOO and 101nr . . ··-corponllJOUS. d I · h I S.nator llLACK- In other words as J understan t K' poont I • 
you ho\'o tbrre, if a ropartne1'8bip made~ million doU.,. o( profito 
and there were two men in tbe partnei'Ship, lhey "•"' rompoDed to 
pay a tax under the pl'fS<'nt law on O\'ery dol'ar of profit tJ .. y mJO<l• 
"'bt"th('r tb""V l"'fiDVMt.td all of it or not, but if \be twnf'i • .. ·o mrdn 
Orgft.nizfd a "rorpor~tion out in Delaware or ~mt- othtr ~tal!, an 
they made tllot aame million doll.,.. o( profit, !be~· would bo hm,ted 
to t6 percent or Ill porN'nl. Tbot is ail the tax tuey woulrl hM·e to 
pav, 18 it. not.T So tht:H, nn.tumlly thara is a roll!tt\nt. fl!ld .•tron~ 
mducement to k••P from poying the 50 pert<'nt. of the prohto !f,tht) 
<0.0 get nul by poying tho Govcmmcu~ 15 pero•nt by org<~n11.mg • 

t"O~~~i~~~t~tuso. A little lnler oo, Senator, 1 give un absolute 
•·••ml'l~ o( thn~. rOillJlUted in dollars and cenl<l. 
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~oat~~r (h:tUl\ I that not ju~t '•'HD[C 1n hthtr ,.,,,hill. that l'"OUr 
c-upartnf\n,hip •• tre.u.l(la,n tuatiuo tb~ Mtnt u Ult- andivltluat• • 

:'llr llnno"a. y.,. 
~nator G~:aa\· ..\nd thuef,·rt the idu, •htn "'" had thr t•ld 

JooN Amtmhnrut .\<'l, wu 10 mak<' tlu~ ruq.Mlratu.on tun tl1t oonnal 
tax 10 u to t\·en iL out1 \Vas it not toOru~tlt.ing like- thit, w l rtc:aH 
Lbo old lawT 

~lr. lf~L\ ERINO, I know· tbOfl:f ('()O!-jderahN1t: ¥.\1tfi! tnktn up 
~nator O•>.~tR 'L .A.od then in addition to llu,t, 1hnv paicl f\11 fttlt.Ji ... 

tinnal tax br~id<'• thn.t, and that wns an J~t tl'IIIJH tn l'\'rn u up ht.'twe-en 
th~ tt)JUtrtneJ'lolhip ~~nd thl' torpontion 

~1r II•Lvuuno. y.,... 
&>uator lhACIC. As 1 und~ltwd it. tbru, Nl it t•umt• uut a. yct~.r or tit) 

Agn, lhero w!L., a J:entJem~n said to own "IMI.J n•jlliuu clf•llaN worih or 
t'Lnd ... in \·annua ('OfJXItahou:J and ~ho pa1d no anronw "" No._, if 
tUt~ rorporations in wWch he was inttn"-tt'tl hnld tlafllr inrrtased 
profata, the torporalioiUI would not ba,·e paid anything either? If 
Lho;v put it in ourplus, Lbe1 wo~ld have paod I~ or 10 t>tr<tnt 

Mr IICLVERINO. That L• a Oat rale. 
S.nator BucK If that had beon an indi•-idual, be wo>uld hne 

load LO JNI) a lal"j:l' amount of ta.<es to Lbe t'edtral Co• em. ment. 
~lr llnvuuso. I think there is no doubt about thal 
~lr. BLACK. "loat you are seeking: to bring out hen• ;., u r uoder­

ot&nd it jU1lt ono olber question. If LioN~ "tn' .. nail ototkbolders 
in t!1t': corporationJ distributed over and around thft country, who 
only ownod a vory IDDall block of slotk, who would not h••·• had w 
JMlJ 15 pti'C'fnt. on their norma) individual income, it ~·1:\1 to their 
uoWrtllt to have that money diJitribut«<, 1111d 110 tloey ,. • ..., injured 
if the torporotion beld it and did not J>ay it out. 'rhnt is lrue, ;. 
it not? 

Mr. ll&o.vo:noNO. On tbe small aloekboldcr, tho tax wtlDt up. 
S.nntor llLACK. Uut Lbe men who owned tho ln111o blocks or otook 

in tho corpora lion, by the millions, two or lhroo nullionA, have been 
gnmllv benefited to the disadvnntllgc or the small alockholdcrs in the 
way tloo lii.X hn& operated? 

Mr. 11tLVEKJNG. We think Lbat is tbe rcoult under tho present 
law yf<l. 

To eon~ider1 6rot, Lbec-or ctJJT<>nt tax liability ,l~t u• take Lbe case 
ol a J><Ortoora 1ip composed of fh-e equal ()OU"tntra and with totaJ 
earnings of 1600,000. Tbe l'odenl Oovemmi'Jlt under Lho P"""'nl 
law would roeei•·• $166,i70 of lh-~ in individual meome 
tuee, uauming that tlw pa.rt:Dfrs ~·en 6inglt Dlf'n and had no other 
t&xabl~ income. If lhese same men tondurted thtir bu.in- aa a 
roq'!""tion and paid themsel.-.s salari,. or SIS,OOO c&t"h, but no 
divulrnda, tha Fedtral GOVOffilllent ,.·ould rt"«he a total or only 
!GS,710 in incomo Lax.,...... diff<renre or $98,000. F;•en iC ibos 
oorporation diltributed in di•-idend" 50 (WJ"tent ol ita camin~ undrr 
tho p("llll('nt ]a,.· , Aller payment of S75,000 in aalarieo, the fodenol 
Go\_ronu,nf'ot. "~')u.ld stilJ receive $52,385 1., in •o.xN than it would 
r~n·e •f t.b~ buSiness were conducted AS u JHU'liH"rt.hip. 

S.nator 11A6TINOs. Mr. Helvcring, is it true if th""" five penlO»> 
wrrn in businC88 •• an cq_ual p1Ui.nel"81lip, thnc t11ey rould not take out. 
rut tut oxpen~ "ny saln.nes? 

Mr. ll ••••tUNa. Oh, no. 
Stnotor llA&1"0N08. They have lO pay on •ll or lhflt? 
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Mr. II~Lvcao.a Tbat «oM on JU.l t~ ....,. u Lhollj!b t~Moy ."'ra 
not on any bll3i:l- at .all 11 .they tako oul oalanoa, that go.- 10 aa 
weoml', and thr~r t>amangtt go t!l o.n .toP of ~at, and the tu a. rom-

utod j111l u thou~th thoy ,. • .,. mdmduol bll8IDI!05 onon 
p !\ooootor liAaTl SOli. 'rhot it, iC the five peroona .... ..., p-dtnt and 
,;.,. 1,,.....;,rcnt and monagrr1 and oo Cortb, wbalen>r lhey rail thom­
oe.l~..,, t!Jey woulcl not p~y ~tnl!l'lv.,. any '"'lory and Lak• Lhot out 
of the profilo o( Lhnt boo•ont..... , 

Mr. l 1 LcY~ntNO. You noenn wh~n they -:-ould make tbNr fl'lum? 
&on Lor IIA~TI NO~. When I hoy rnako .tbeor relum. 
Mr H ~; v"noNo. Nn· Lhoy would ho••c lo include lhoL onl~ry u 

puri or thtir return~ to-Uether with all the other intereell nm.l profit8 
AJld th•ir pro-r11l8 th81'!'. , • 

Stnator Kosu But th•y could take out tbe salanco paod Lo the 
~mploy.,...T '-- d · '\lr II<LYtftJNO. Ob, y'"; othtr Lhan tho owne"' ,\.., eprO'<"oo-
tio"o, d•pletioo, and"'" lhat ~rt or allowan(('S und•r tb~ p.-nt law. 

Tbroul(b .. itloholdm(t eanung:s, moreov;tr, ~nd paytng them out 
only u tb'*' on rontrol tlt<t, a eorporaboo ,. ob~ to ••·.•1'1.1!" ~: 
oaming:s and Lbe ,.,..... or ito otorkholde ... ovu an Of!d~finol• ~n 
of 1 .. ,... &J>d ot it .~ oble to ·~ulate on the ~b!lity Lloat the co.,.,_ on oonoe y ..... may he ondueed to ........ mdi ... dual oncome­
tu rat8o. lt. rnay rt"t.ain earnings at times "'hen tb~ Oo\·tnunt"D'­
need• addilfOilal "''•nuH, and pay tMm out wbtn ~ nol<'l oro 
ro .. ·ered. Tloe indtMdual d- ~ot b..-e tbeoo. ol!porluruhf'l ~~ 
bad • large onron\11 in t929, for oMlanee, be poud on 1930 a tax . 

lly 00 that t929 inrome in whate•·•r braeketa of LUollon It 
Ill ••. j l fall IC he aufTe...,O h•a~·y.....,. in 1930 ond ID~l. loe ,. .. root 
\ ~l;fc'to m~ko nny dodurtion or obW.in ••1 refund o~.Lib~ Lox"j !>•1~;~ already Jll<id and for which he had alre~<!Y. become o• ? on no 

1 incorne lf that Aft me individuol's oetlV1t le& had been moo~pora~c. • 
he occd have 

1
,aid indl\fidual income tnxes only on th~t. J>Orllon or .hu• 

carningoJ that 10 wilhdrow. in tho form or salarydobd do~~tl'r11~1.~~r.f 
the "OOd year to moot. tue curre.n&. needs, an \ vnt 1 10 t "' 

( 

' 

reroomdcr ho would hn ve ~· able to Tofl'bset. th~n~~h~: ~.~;::: 
tained io tho two tuoeeedmg yeanf. aL '~ 
and it. is a moat important.. one. · · ed b. o~nN11 

A fleoCOnd sou~e of inequ!Liity i$ lb ... opportunut~:~ t ta.kio« pan. 
of co~ra~ buoin..- to ....:lu~ tboor ••!<>me . B) 'thholdtlll 
of th•tr income io t~• Conn oC ..,_j]od ... Pj,':iJN:o::; •nh~~~~ co~hal 
o&rtlinp from d•nnbutoon, a ~rponob~f it. •t04'k .\It« a blo<lc of 
\·alues whJC ... A~ ~ftHtf'd an l e W"Ort - hi f r a oum~r Of VMnJ, 
LhaL•L<><lc ha•IM'I'n h<ld '"t~• aam!' 0~ 0';.1,!' .. ~11 "" taxod at.lo•..­
it un bo JIOid and th• rNultong gam•: . tan,.. iltbo •to<k haa 
rttt8 than ocher ~urtfl& of •n('C)Int!. an l.l'b 1 3o f'ftn&.of lbfl' 
locen h•ld for mo"' thon tO YOO;"' and oheo •>l'!.:ni la.J"'"" taxed 01 
,....uhiug gain from. iiAI ·~·· "!11, und~r ~!/ha•• lhu• i-n brought 
income, ond of th• ondiv>duaJ I li\J'l;' ·u pay a l&X equal lO onl.!' 16 
•• high .. • braeket of 50 peo-eent, • ~., Thio ;. .,.rerring to eapital 
~!"""'l of the whol~ omootthn~ of ~~go~;,.kholder faced only • 12);­
ga.m. A few y6&rt rn~ e. wea. Y 
pe.rofnt tax O~\ aapit.a ne-t gam&. ~ of iost.ances in wh.kb corporate 

Uut thero II • v~ry l[""t n~m upr •ear after yoar Cor a Car longer 
eamin~ have eonunuo to ~';! ddi'ng to Lbc valuo of the .. t.aiAII of 
period than 10 yoaro, eoru~lon~J 1 
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tht'.it andhid_uaJ u., ntN without to\·~.r b.a,-ana bN-f! !U~jed to anv ~urtAl tuauon, .but onfy to c.bt!: on:hnary torporat•on meotuo t&l08. 
at. r"t~ tllll"eiJ .hJ(!htr tJta~ 15 P;Crt'l'rtt. ,'\Vhat thi.t means iu llitnJ>Jt'! Ceruua 11 lho prn·•rt•gc of rt'~nvcstmg enrrut't.g8 without the payment n1 
su.rtaxl'!' UJ>On lheau, a pnvilcge of vt-ry ~at. monetary value to thOM 
wlu..., •ncome r .. rh aurtax bra<l<rto hitl'>er than I r. ~reeol. Thu 
mt"~n. &Jl.)one •·I!OM' 1urtu net wrorne B toon'l than $22,000 a )t'U };ow, tl1o _Pr.,.;<h·nt hu sugge.t<'Cl that the Conlf\">0 ooart a tax' 
mt.a..Urt' whic~ \\ill IJroduce approx•m~l.f'l~· tlu\ aann, re.~tnu~ trorn 
OOFI><>rAt< <IAI1llDf!81 whether thry AI'<\ d•stnbuted or !lOt dh!triboJtrd. Ho ... ,~ .. 1.00. aloo I lor rei>Oal or tho prooeoL COl'I)DI'AtiOO incomt• t•x tbQ c•potal ... t<><;k tax, .the O.<c:efl&-proflt:a ta.<, and the repeal or th~ 
prMfDl txemphOD Of d1ndeods [rorn the 4 pet'Ct'Dt noroo&lmr-or.ne l&_'( 
all thN6 ta.tes to be l'1'placed by a tal< on undio1tribut.OO. corpoRU: eanunp. 
!"~ Ways and Moans Co~tter _ol tile JJou"". hu appliNI the 

pnJ1c1plo ougg .. ted b.v tho Pre81.dent m • form !"hl!'h oxp""'"~ the 
ta.x not 11.8 ft.Tevy upon tbat. portton or c.orporaLo mcomo wbie.h ia no&. dh!tri~utNI in tb~ lonn or diy;denda !-" 8lockholdol'!l, hut .. A le,·y on 
tot(ll on~me. The !louse bill oont&ma scb<'Clu.lee whirb apply to tb• 
e:nhr:o adJusted Dft. lDO!>me of a corporatic:.o, at. rat.ts graduated ac ... 
cording .to the proportion or the ineome ... bicb ia l'1'Wned "' the OOrporauon aiLOr tho distribution ol dividendo and alw paymcnL ol 
t_,.. lt•pr•renlly, hM been though• by tloo lJou111 eommittro that 
tlua (Orin 0 .ruc:preseaon v( tho tao~ tnt08 will more dcl\rly re.prt'S<!.Ul lO 
the ~orpor•toon •t'\('kholder lb.• tax root or retaining any gh en rro­portoon or net urnmga lor capo tal ~urpc.ees. 
Proba~ly the ~tthing to be noll~fd about tlle ,.~for ~nuanooL 

CC\l'JlORilon tax~ on the House boll 10 that any corporation th&L di .. 
tnbut.,. all ~r 1to ~ul'l'1'nt earninf!B. will_pay no ! 'Nieral ~'1'\''!'toon la.xN whate,er. Such ta.x as A)JpU('f. w1.U be paul hy tl1e tnd1v1duat 
stockh_olders on the I'Ame basis A8 nil othor indh·idu1•l inC!ome lGxes aro paul. 

senator K '"0. Supposing you have • COrpoRtion that is do.elf held1 that hu th"'!' or lour or 61·•. or &x s tockholdtl'l, and any din­
d!'J'.<II thaL are _pa~,d • ·ould be pa~d 1<> them, tl1•• could declare a 
diVIdend and di~Lnbuto the profito during tht yo•r to themBCI,t'O, and tho oorporauon would pay no LAJ< at all? 

Mr. IIELVERINO. Aboolutely. 
• &n•too LA l<'oLU'M'o:. DuL they will pay on choir individu•l mcome tax? 

Sooator KINo. Yee ; but the <OFI>ORtion would pa7 no 1&.<. 
S.nator 1..- FoLLETT£. In peyinjt tho indil;duol lnoome Lax they 

•ould ~y rnoro than !h•Y a!" pay1og now? 
• Mr. I E~vt:81NO. H 11 poASable that. lhcre may be 110m~ corporaliout 
tn tLe, Untted Stat~11 that. would pny no <'Orporotion tax under lhis propoeal. 
. LJt.t u<~~ 8t't '!'·hat -:ill Offur in t.bt <"AIM' or corpomtlona ,. hitb do not. diaLnbut• Ultll' Hl'OI."II'l fully. T•o ~to or ra ... b .. ,. beoo p~niNI 

by the House «>mnutl<!t, one applyin1( 1<> t'OrpoRt;oruo with adj111Led 
n~t mro.m• of $t0,000 or less; rho aeoond applyin: to corpomtion• 
" 1t.h adtustf\d Uf't li1C"'me& o£ l110M thfln $10 000 '4ith A provision lor r~trl"ggng the. efT tee. o( these 8Chcclule11 on corPora liona wit b Rdjuijttl(l 
~l~!t1~,CC>mh· bct.\\etn $10,~ And $ 4&0t000. Thut. it lhe Mrne 1hin1 

10 c .aarman "ftlll rth~~nng to awhlle a((O in the •ucr•t.ed ta•autr that you "ant. to ha,· e~ put. tn tht' rfirC)trl. The am all income corpora· 
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uunA, "'hich ('CUttJ)nM' approxtmat.ely SO pe.ret!nl_ ol all nuruin&~lrial 
rorporotiomo, ,.;u 1,. able t.o "''"'" up to approxoma.l<!ly 40 ptrt<n~ 
ol a year's r~ornul\!' for onpll.lll llllr(- und otill (lAY 1..., ti\X tloun 
th-'Y p~v nO\\ ( MIX.miliu~\8 w1th l~e int-omtt wl~l be 11n"biW 1.0 
rt"lllin hboul 30 pt\n'fnt. \ulhuul puymg u anutb 10 uuea a. are 
pi&i•l under tht' pre..ent la1r 

Nonator LA t"OLLETT.t;. 1t i.., m)· understauclmg, \1r. ColD.IIlJallr,luotr, 
thaL 0 st•ldV ol Ul~ distribution Ol di1·idends 0\tl' a poriod ol approxi­
malely 10 j~ea.rw indicates t.bet on tlu~ av-eraga oorporations nom1aJJy 
rotoin obouL 30 pcrccnL. 

~lr. H>:LVKIU,O. YO'S; I think that is what Lhr l.llblosahow over lloe 
period £rom l!rll to 1031. 1. do not kno"' u th..., are the yeal'l, 
but. it is on•_r a l()...ytar pe_riod 

S.nator KJsO \\'here do JOU dra•· lh• lule O( diff--tiallon be­
t•CfD the I!Dlail rorporation tuld the large corpoRtion! 
~rr. H&LVLRt><o. lneomc of SIO.OOO or 1 .. 11 pro>;ded lor in tbe 

llouso bill, ndjuated net iucomr or St 0,000 or 1...., rer the •m•~l 
cor~ration. 

I bavc studied tloo applira® or these srbtdul.,. to nrioua trpeo 
or corpo~tion•, large and omall, and 1 bau round that in addouon 
to tbt opportun.ity ~··~ eorpoRtions to avood &!I Federal mrome taxation by Dlakong lull disLnbuuonaol culftDLNrrungo, the.llclledul.,. 
~rmit vrry libeml addition• to ourplUJ rrom cumnt Ml'Dlngo upon 
ptlymcnt of tllxcs lower thnn tbotO now in cJf~L. 

~Vberc then docs tltc inrrtll3od rovenuo como lromf H. cornet. 
primarily I rom ~tockhol~o'!' already enjoy;n(!.l•rge ;noom'!" who ~·ould 
.,.,. higber ta.~N on thtlr rnromr. u tb-. 1nromM ~ lt)ti'M.M!d by 
adllitio.W dil·idtnd distributionL lt 'II'Ould oome1m othor 'II'Ords1 primarily from tbOiie .,·bo arfl now able to av-oid t eir i.ust abare ot 
il1e burdl'll ol i~~<<~me taxation by h!'lding !noome-p"'!'uang P!"'l)('rt.y 
in tho corporflt.e loml, and by haVIng tbear c.orporauon& ~tam \COry 
large proportion• or th"'"' ·"'""i~lllb•ubjcct. ••!IY LO the ordon11ry ror­poratioo wcomt' lU. [t. I! tqtHlA Je. and a(. it a 10urct of grea(. 10M 
to the public ,..,onuos to perm1t the oorpor;ot• lo"!' to be uted by 
WNithy ~no to avoid OUL Jl'OdU&Led individual lll<X!"'• 8Urtax.._ 

AJ your ~mrnitt~ is •·ell ... ·are, the obJC!Cl.Orl to baliJ provadtng 
additional TO\'t-nuea arft alwn, many ADd tbe adv-oca~ &ttl. utuAl~ 
lew, bllCauO(' tbo beneDL is J!"Mral "'!"""'" ,lbc hurl~! opoo1fic. t ia nntuta.l, also, for somo lo Ad,·o~atO- mtroMUlSC .the. preecoc. corpoM­
tion income--tax ntte even u b.il(h tL& 25 pen::enL, an he.u of Llac preee.nt 
propoeal. 

I might SOY tO ~·ou g<>nllemtn that !lOIDC or d .. •ntn ..... a ppM"'!« 
before the llou.i Ways and Meano CommitLO<! ,.. .... .., 6110~Y on Ol>pooition to tl1i1 proposal tbattbey .,.en_admltLN they woul,< PAT 
'25 J>eroent. Stftt~ inoome taxe~ on corporation~ rflther tbao h•\!ft fiH8 
PrtiiiOOition. . • b r ll . Sf.nator Cos,At.LY. ).[r. ( 'ommis.;;aoner, tbe bnm~ t eory o H!l 
plan is that tbt. Oovfmme:nL "'111 t'Xatt. the tanat'~ ta~ tn the *P,':fi~e, 
-..bether the rt'\'tnue iA hcld in tbe-~~ or •he-&her tt f k lribuled to th• owkholdMI bfcau"" olot I! d11lnbut~ to the •to< -
hoiMrs thoy will thrn pay lneividulll iuoom• t••""• I"" u th•y do ,,.,:V thcir ineomc t~:x~s now, it thet. eorrect1 . 1 h ~·fr. IIELVEfiiNO. Tho ideA is t.o put 1'111 Lbf' moome throu~p I a 
t11x mill in t".itlwr on~ lorm or thr. other.. • , 

Se:nator Oos,ALLT. In th~ umt relativ-e rauo 
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~lr. llnvnt'<O. Yoo; and th• o&&tiaUCOAM ha•• ad•i...t mr that 
tho ral<!l tn tho relel!tioc, the......, tbat are rttaint,l. that an: pay. 
able b;r thr torporauoo, ert comparable to lhoeo poud b~ tbo ondi­
viduw. 

Senator {'o,J<.u.Lt Then it ~moolotgl'ly a mtttor or m .. ~ 
aod ralrulation aato 11bo~ tbe rate should boon the proportion or th• 
inoome diatributoo and that proportion that is rt'tainrrl in thr Trt..,._ 
ury, i• tht\t. crueT 

~1r. fiM~n~•nso. Oh, yes. But.auch ft. auhslilult' would vieiimlt>..t 
<'OfJ>Orationll g_.,ncntlly, u.s well as hea,•iJy ptmnJiv.ing sm"ll stoek­
holdero, in ordN to ennblo a relativoly emoll tl\nubor or weAlthy 
indlvidlutiR to eontiuua to UAO tUe corporate Corm liM R utcans of 
I\ voiding individuttl surl4$~. 

'l'l1e bill pawd by tbe BouBe ol Reprt'oeoU\th·r• wn• lho product 
of very Jhun.ttlnking and eoneeientiout rowUderntion b\' the Jlou.se 
Waya and \lean. Committee, wbicb w•o aooiotoo bv oiOrcr• or the 
Tre.uurv l><opartmont And the O.'qlerlO or the ,Joioi C'ommilt<Jf' 00 
lntem..f llr•rnue Ta.ution and or the Ofllro or the L.giolalive 
Counorl. In arcord~e witb ill! desire to takt full &C<'OUIIt or the 
P""liral N'qllirt'm~nta of difrerent h,.. of <Orporat• buaio ... toltr· 
~"'-• tho <Ommittee, whil• moin~ the prindplro or the f'reoi. 
dent'o pro1'0Ml, mado special provisioDJI for IJ>«oal • ._. 

St.nator \VALIDI, ~ir. Commjssiooer, ha,~e lht l&.rgfr <"'rporations 
boon p~l tO oet 118ide a latg;'lr P6«'DI.Oj(O O( thrjr ea.nriDgl' OS 
aurplueoa than tho small oorporationo, ..,....ul'il, or i• thtrtl any nolo 
that runa through th- <OrporalioDllf 

Mr. IIJOLA&Rtso. No. Senator. Some H":ry large oorporalhlns dis-. 
tribute aln101t fully. There;. no goneral rul• 

$-cnator WAUJU. There are apt. to be just u m~ny •mall corpora­
tion• t.hftCI retain more t11an 30 percent. or t.h<!ir tAroinp; in fliurplus ft8 
tho larger coq>arations? 

Mr. IIKt.VI!ttiNO. Yes. I do not. know wh(•thtr it. is in here, but 
the KHittll corporation could, uoder the 1rhodule 1\14 1H'4)\ri()(ld in tho 
llouoo bill retain about 40 percent. 

I havo ~readr, noted that the rattlll of t8X proJ!<lOIV.I for smoll-ineorno 
rorporAtione, w Uch comprise tht large mlljority in number of aU cor­
P;Or8Liontt, 1\J'e IIUbsta.ntifll.ly lower tha.n thO'le (or ltU1fct-in('Onlfl ~orpor ... 
1.10!'1· lu addilion, the bill malteo •·tty tiboral provi.&ion for the 
"'b~~•ent or corporate indrb!Aldness. H liko11;.., makea •pecial 
pro\won .for ban~ a.nd insurante tompaniee~ !or rorporatiooa in 
recotverohop, !o! diJferen~ ct ..... of foreign <Orporation•, for aOiliated 
mrporate eoul.l.,., and oo forth. 

:stooator H.t..8TINGS. Mr. Comm.i:!siGntr, wh,y &a t.htf'f' tpf'f"ial eon-. 
IUdoration for tho banbT 

M r HEL\1:111'<0. Well, that ..... a mau~r or policy ... loit:h the 
ComrnlllO<' on Waya and :\Jean.• thought it ad• i••blo 1.0 plll<!e in the 
lllll. 

.N<aator liAST"08. w.,. that recommended by tho l>re«odout ! 
Mr. II ~~vctuso. It. ~.-u not, as 1 uoderstanct h .. 
~~~tor H AHTIN08. Do you - any particular I'IIUOD wloy o spooial 

prov10oon oho1~d be made for the banko? 
Mr. 1h."t.VEluNo. WelJ, there were certain condjt.ioot Uuu. w~re. pre­

•ented to tho Waya and Moans Co~1mittee, and they de<lidod, or tl1ey 
tl\C?_Ugbt there abould be 110me ODDJ!odoratioo. 

51-uator HA&TtN08. 1 am .. king for your judgment now. 

:J 
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~ir. u~.o..•ul'n . 1\'•ll, tho 'lr-ury'o •~ewpoiut about it 11 thu 
tho btU ..bould be made almoot uru<enoal. 

Senator 11...,-"011 Tloon i~ iA your judgment that th.,.. 11 no par­
ticular rtaaon for makm~t a diat.inctiot>, solar u banb an: l'OIICOl'ltdT 

~it. HuAt:ltJNO J do not. aee any, Senator, "'hen you take iato 
tonsiderellon tiJf\ iJIWUD\. of dae exempt. ineol:l)e that. they bav('l 

The C'ltAIIUIAN. llut you did d•al th.e 51JDO ..-itll tho banko u you 
dealt. with the in•umnre oomJ>enios and aom_. other C"'JUI)IJliM! 

~lr lfr.J..vuu:-.:o. Y~ 
Thr C'IIAIIUIAN. Th~rc oro <erl.am Stolos lhat rompol bunks to 

carry t(lrtelin runounta or surp1w~, ure there not? 
l\(r. Jla t.V.IIINO. \' 01. 
S.onlor llL~~K. Whnt otl1er kind of companies? 'l'b~ <.'bairmun 

s&id 14banka, iuaurnnro tompAni~ And other ~ll!pauiM:" , 
Tbo COAIIt\fAN. 'l~ruAt comparues, oomfarues 10 reet'lVel"\\hll>f'. . 
.\Lr. II~L••utsn. Tho "hoi• idra,"" underoi<JO<I from thr d! .... 

cu:s;.ions in tht \\ aya ttnd Means Commi~tee, wu to pu\ inlo a ~~·l&l 
(lAM and ght 1 Rill rate to U:.oae companU'S, tbaL rould ool, ~y nrlU., 
o( lllftr oituaiiOn, hkt boin~t in recei\~p, and tlunJIII hkt that, 
comt und~r thit pro\i.UOn v.ilhoul.a hanlsl~p .• 

S..natur IJLACI<. \faa thertl &0 e<etnpiiOD gJ•·•n 10 all typH Of 
iMUran~ rompanif*~t . 

:llr IILLUJuso. :\o. Tb~ ochedules ba~• ~frrenre to fort-m•ur-
ancc oompf.Di• ... , Jif..,..in~t~ran~ companies, ~d anothtr ont. 

S..nai.Or lluu. Fort' and hf•, and Lba~ •• aU! 
Mr. Jl u.\'r.IH"\0. Mutual, a11 aorts of Ulsunmre ~UlJ)IDiM. 
5t'nator JlLACK 'J1wn thr ex•mption ineludeo oJI kind .. nd type'< Of 

insuro..nce rompani~T . 
~lr. lh~LVt:IUNO. \\'ell, thrrc Are som~ insuran« oomJ)llllrA of tbr 

mutuotl do.., that uro •xrmpl under tho present low, ond thofHI ""' 
loft exempt under thi•. . r 

&>nntor HLArK. What I w•• setting nt, do ... It .. ,~ .. p~ tdl \YP .. 0 
insul"dJ1t(' oomp1\nieaJ the liobilily·insuranc~ compam~s, hra~ hto, 1tnd 
80 forth or doC!• iL ~'(elude rrom t11e exempoon 800\e kmd of msumnc8 

l 
eompotmeoT . 1 

&>nntor O•onoE. 1 undol1!tood il ..,.,. apphcabl• only 10 mu1ua 
insuranct tompanil'ft, othflr than Jife. 

S..oal<lr co~-.LLl. lie it talking about tbr I~JM'f"Ml .. ~ 
Mr. HELvt.oNO Thr l~prreml rate gweraDy appheo to oto<k 

oompanieo, I will aoy that . r · 
~oat.Or ll•aTtN~a. ~Yloatl bavein mind1 ~•;!•;:plo.::j,r::;;, 

ance company, "''hlc.h 11 the utf'8De cue, h• t 
bavo a certain ..-rve .. L uido to make ita CC!"~t • good cootncl, 
but it ia e.,_ed m bwtin..a for pro6t, and if I~ m~kN a .larg$ ~ 
cl money why •hould no~ i~ bo <Ompelled to pay out tta m:;,drod .:3~ 
like _any other busin- corpo~tion, • ·beo ?:?'!,:"J":h'0po>ti~;' ft(IOdT 
earDlJlg8 Crom the ourpluo that .. o_,y ~ • 0 and M 

Mr.llxLvw.ruso. Well in the diseusoiooo.m tho _Way• ~ 
Committee they have l.aken into coollidera!Jon •ono\11 ffl\WI"mt 1 in th~ 51.818, •• mquired by law in thOle variou• StaiA!a, on t •• 
quoouoo or I'OI('n•ea. . nJ be tl lclnd or 

S.oator UA&TINO&. Well, that could ~wnly o l. '0 t.alki 
rlliiCfvo tha t it required to moke,lhe poltey J,oo(l. ~o~b!:;.,,.. 0':( 
about anotlocr reo~:rvc, I t.m talking about 10 rcot'r '\ be ._ or • 
o( tho pro6~ of lho oorporalion. [ do DOO..., why, to I 

0 
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beok, in th• '""" ol an imuranoo <ompenv, l do DOL- any parti<ular 
reuon lnr malring II·• distin<tion. I am JUil lrYIDit .., 6nd out 
Th•re may ~.orne good reuoo 

\lr. llr.L\ r.aosa W•ll, we did nol recommend a rhal\jto. 
Th• Cn•••"•"· Wel)1 Mr. Commiftoioner, u a matter ol faet file 

inauranoe oompanie~ fAll into two dassee. 
M ... liKLV&KINO. Yes, sir. 
Tho CnAIIIMAN'. Tha stock-insurance oornpanioesnd tho rnutuals. 
Mr. llr.•••noNO. Yes. 
Tha C nAlRMAN', The mutualsuro not. taxe<l ltnde_r tltia, thC'y are 

toxt.~1 und~r nnollu~r fli'Ovi.s.ion of LhG biJI, is the L- rigiH? 
Mr. ll ~o.vEnoNO. Ycs. l fool that the ll ou"" bill Jlr<>vidcs the 

bosi8 for nu ~"tcellent. and producth•c revenue me.ft.lurc. Jn the firs~! 

-
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plll<'t, it "'Ould remove great exislinj( iot'qualiti ... in tloe LAntion or 
rnro~rated and uniororporated busmess, u "·tU as in tbt. treatment 
or bu.,n,.,.. J>I'Ofi!4 generaUy. 
~nator C9sSALLT. ~{r. Comrni&OOner, that i~t a J)()int there d1at 

1 lhmk panotular Ott<>ntion ought 10 ])(' d]....,l<'d 10. lo it not true 
llo&t un~er I ho u:i•t.ing law lhe o.P.O'•tion ;. rtally (M oroblo to <or· 
J)Orace. mc<un~ u ag~inst indivtdual inoomt't, n~imu. indi\-iduuls 
who nu_~tht. I)(' ('lngagOO an the same busin088? 

~lr. n li:LVEHINO. No question nbout it, S ('UfilOI, nt. nil. 
~no tor CONNALI.Y, ln othur word~ tLc corporn tion pays A flat 

l6·pNv~c~nt tax, und i/ it holds tb() b.llru1ec or 11,. profltt in surplus 
nobody r>••Y• mor~ than 15 percent wb<"ren.tt tha individunl who ltnd 
" cOntJ)IIrnhlc incomo might. pay 2o ao 40 or (Wt'n f,() percent, is thft.t. lt\Jl'? • I I I 

J 
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)lr. IIEL' &RI~O. That is tnJe, and ~llio in that tonn~t•on, to th~ 
.,all otorkbold~r in that .. m~ eorporatJOn lhe 15 porernlll a ponahy 

Senator Coss.u.1.T. Thr. &mall man may not pay any inmme l&..'t 
indiridually •nd yot he wnolld pay 15 po.,....nt on the .orporate tax, 
;. that tno~T . , 

Mr l h:LVKIIINO y.,., In the..,..,nd pia~, It would ontrl'&l>e tloe 
Fe<ter'ru re.\' ('llUN by ('li.utinatlng important 80UfCe!J or tax avoidanc~ 
rather tban bv in<!N-rudng existing tax rates or imposing n~w t.axN. 

The CnAIIlMAN. Are thoro 1\DY questions or the C'onuniMionerT If 
not we will Jli'Oct'<'<l with Mr. ll611S. 

&-nntor llLActt. Mr. ll cl \'oring, was thoro somo qm'4Rtiou t1uu. C'llfUO 
up in 1 he llou~ with o·elt•ronce to the profl~ over 6 ll<lrccnt nuulo by 
tho f'odNnl RCMlrvc bank? Did the 'l'reasury Department rotom· 
mend thnt ~tiiJ>rofil.8 ov~r 6 Jl<lrccnt .be land? . 

Mr. ll r.LvJ;ouso. No, I do not think~· I lhiJ!k there""'! oome 
discu .. iou by 110mc nwonl><'rs ol tl1e oomnulla~ dunngthe h••nng on 
lhat queation. . 

Senator BLACk. WM there any pro,·ision "'*<lo lor lhaton the pond· 
ing bill! 
)lr. llo;LVLIIl<O No. You mean pro&'!'! 
Senator BLAC" · Profita over 6 percent u> lhe Fodenl R-rve, or 

placing it baek inw the Treasury. 
~lr. 1h<LV£111NO. No, lh"" iA n~thing !" lhe ~ill on tloat .• I ,.. 

moml><'r il wu mentioned. Mr. OliphanlJIISl advised me lhat ·~ the 
hearingB one M<ml><'r ol the House a.ppeo~rtd btlore tloe eomomllM 
and talked on that subjoot.. .• 

Senator BLACK. Did lhn Trea<;ury Department taka ony po&oUOn 
on it.1 

Mr. 11 EI.VEIIINO. No, we did not. , , 
Tho C'nA IIUIAN . C'ong1'088m&n Patman talked on that propo•oUon. 
~1'r. H&I.V&ICINCl. Y'esl r •hink it was J>Atman. 
Th~ CnAIII>IAN. All roght, ~lr. Haas. 

~TATEKti'IT OF GEORGE C. HAAS, DIEECTOR OF RISBAROJI Ali'D 
STATISTICS, TliEASUl!Y DEPAIITJOIIT 

The ('uAIRMAII. ~lr. Haas, wiU you designate youDir ,f'O'Jitioo~ R 
Mr. II .us. M)' name U. George C. Haas. 1 an\ re<tor o .,. 

searclo IUld Stolooti"" of the Treasury Departmeol. .,.._ 
1 appear brre at tb~ rt'qUta~ ol !be Secretary ol lhe • wuury to 

dill<u .. aome of the broader eeononue Mpeel4 of the pro~ <h~: 
in our ~yot•m or corporation. t~ea. I shoui!J b~e lo ana.T lhal 
co.Wderationa in,·ohtd aa obJtoetlnly as ~blo, bu~ .l tl"\' 1 b 
I ean be of m041l a<rvi"" to lhe eo~ttee if I do ,IM m:'~ 
d~ussing ea<l1 of a DUI'.'])('r of _ObJOCUOO.S tbal ~· e ~ rop;;;;i 
eilher m the llou!'" hea'!ngo or to tberp,..., agaot ,Dj1 :f::u Pinal in 
rhanj!t'. Tbel't' wtol poAA~bly ~ oome actors that. di'Oire· 
l..,;er dotoiltboooome of the members of tlus eomuul~ nlAYI dd'' 
but if thio Jli'O\'I't! 1o ~ the <Al!e, I shalll,>e glad to provodo our 1 • •· 
tional tint-& tmd diM""us..Uon. ~ tllf? combelllltw~ m•~o~po~/~n ft-nd ita 
~OUOC\ or tho lognl o .. t.nebon .... • ' I ' I . 

stockholtlcn only tlu~t port. or n corpo~tt~ion's i~~~~~~~~~,,~u~e~c11~ 
paid Olll in <livlc!cnds iK ••!hjl'C~dtod our~~·:~~~~~. IICI worth ol I he 
though tho rctnmNI ~nnun~ o OQ\l Y · ·r lullv diAU'lb­
stockJaoldrl'3. 1~lif8Q \\rlthhold ~rp<)d' ~dto i:r::rlw:~· inroriltt· indi-
llted, \\Ould go very lnrgely to on ••• ua '"' 

Regraded Unclassified 



U\"'UV& Acr, 1111 

,jduol• ••bJ""~ to tloo bigher-b....,ku row. 111 our iodh·iduolmcom ... 
tu ... hNiuiN. WbtD "'t&inNI by corporation•, on tb• other bond, 
lhf"'lot. ta.minp Uf mbjec&. to corporation inr<•w~ l&'tM of only 
12lt to I~ ~'~'""""'- ln ronsequence, th• t'Nit·nol Co,emment .. 
depri,NJ of Hry sub&UU~tial AJnounl& of re.enue whith · ~ would 
othu" iflll l"f'('{·h•e under tbt exi:stiog iudh•iduaJ incom~tu rata. 
It;. ,,.timotod by tho Trell8ury, for exl\lllple, thAt obout 4G pert .. n• 
of II\(' withhold rorpornte eanuogs or the eoloodor y••• 1030 would, 
if dittributcd, go to inclhriduals subject to inronw »urtllX~ mnging 
from .GS to 76 p~rc~nt or the amount of thi" ndelitiont11 inromo. 

Tha mnin objooLion." wlai(lh l t fl.\~ ~n •uh•nnct'cl oguinat tho pro· 
pcH'C'd cluu1ge in COI'()()r(ltion ttt.'<(Ml nro: 

(IJ H ia conwruled th•t •moll eorpornlion• "ill bo pro,ont•d from 
¥1'0" mg mto big ones nod Lbut, lhc•r"•fore, t•\.ii'ltiUI( blft rorJlOtations 
"'ith tlCtumulatOO &urpltt.Se'S ''ill not fn, 1 e~ull1t irnt c·umfJN it ion hnn~~. 
rootorio~t monopoly. 

(:!) It it ronlfnded that all tOrporatiotl" lntg(' u• "tH tlA amall, 
"ill ()fl pl&vtntfld from securing o;uthcieut. rapit&J for t'.\pan .. ion and 
othor l~timau- PUJ'IlllO<'!· 

13) h ia rontended tlto~ ropi~ •ill be drivrn onto tu..-xompt 
~uri tiM 

(4 J lt ia ronttndecl tha• tho ~ will pro,tot thr oreauon or 
rorporate •urplu.'!M n_,.,- to maintain dhidend•. W'fl""• om­
ploymtnt, and busill<l68 soh·en<J· t.hrougb p<'riods or dc,rt"'IK>n. 

fA:ot. Ul 4\\ami.ne t&eb O( these Objecti.oos ID t.unl. 
Firwt. Th""" who ro,.... diflicultJeo for the &mall oorporatioo in tloe 

propoo.NI l~lation cannot bavo nnaly.OO rlo«''y tho orhedult'S in· 
oorpornl<.'<l on tho Bouso bill. ~fuch lowu rollli aro provided for ~ 
C'Qt[JoOn~tiona "+hoso not inoomos a"' $101000 or IM8 than ero J>ro,·idod 
for lttl'g-4\r oorPQtations. For &XI)IDpJe, if a small <'OrportHion 

Sonltt.or OJ!Rit\'. Ono roinut.o there. 1s t hnt. nccurntft? .f...ea. ma 
Ht'G if l undcrswnd 1ltis IU'O\'ision. You say horo much lower ralcs aro 
vro,•idcd ror corporations whose net incomca nro $10,000 or lt'lllll than 
pro\'ldod for lorgor oo'1"'rntions. 

Mr. II AAI. Corporaboos with a larger inoomo. 
S..nator O&KIIY. With a larg<'r inrorueT 
~1r. liM~. That io right. 
S.notor Oraat. That;. .. ·hu I am driving ot. \\ hat vou do 

b~re. it dot'i' not make any difTertoce bow big th~ corporatiOn d, lt 
eould bo • billion c!ollar rorporotioo, but if it .. rns $10,000 it pays 1 
l~r ratfc! 

\lr II• ·'"· Thot is right. 
~nator GtttaY Tbat eorporatioo may ha\f\ jtL•t t.wo ttockboldHB 

and th~• .. ould ft"l th• bonefit! • 
~lr u •••. ,,.t is ri(!ht. 
~1\at.Or Ot.HHL For f!umple, if a small ('()rporation l"f't&anA 10 per­

<'tnt O( i18 adjutt«J ne~ income, ) think it paiutA tht "'rong J)kture, 
bf.t•uM~ h d()('IA not mcM • small rorportltioo n~·~11nl), it. mfnnt 1 
ooa·J)Ooe.ion A;ch a Bnl8l1 inoome. 

Mr. IIAA8. I ~ ohould have heeD mo,... pr('(i~ly otat,NJ if 10u Are 
aorl't'Ct, Senator 

&.ontltor C'h~KKY, \ft'll, this doos noll mean that. it. is " small C'orporl'l· 
tion. h .. it n oorJ>Oration with a srnnll ineomo. 

S£'nalor Cousr.Ns. It means it hM n fJ.rnoll incom~ in a lltnflll ~or­
J)OrAtion. 
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Stnalor (h;Aat . lt i. a torporatic:m with a unall u'tromf' 'l'h•t Ill 

•·ba~ I am clriviug ll Thia h .. nothing 1<1 do "th ropitol, thi• hu 
to do "ilh tnromt'l. 
~lr II AM Thu io njllll 
S.Cnetor O~r;HM\ J thank that. is a ver,.· masJeadtna atAthnc·nt. 
.\tr IIAAA. You ""' oorroet. It hM to do mlirtlv with incono• 

.Much low('r rawa tll"f. providf'd for corporations wh~ "nel inrornH tue. 
$t0,000 or 1.-, th•n ftr~ J>rovided for lt>rg<'r OOI'J)(II'IItiou• I , .. thot 
gencrn1 e(r~ion in ruv statrment. You Hre ri~tllt. It i~t not 
preci~~~ hu i1 rlf'nNl iL•t'lr up. 

Sonntot· (1cuuY. I kno"'.Jl'-"rfC>eLI~· WE'1l the T~rumry !tors not \\rlltt 
lO givu th~ "I"'ilit impr(WlSI!'In, but I abo kno\\ that aL lt.~lmt Mlrny 
tbe other d•y wloen l qou'8tionod one or the •~l>erto on it. I jun 
wantOO to rai8C tbaL point, of course. so it \\Ould l>fl (')en,r in tho 
record, becauao it givN the W'rOog imprft!Sioo. 

Mr. EI.ua. Mtorlo lower rate! are provided for rorr.:rations whooo 
net incomes are $10,000 or Ita than are pro\"ided or corporations 
whb larger incornee. !'~or e!umple, it a sn1&tl rorporat1on ttt.aina 
JO )l'!ttt'rlt of ito adiu•t.NI not inrome, il• tax ,.,llamount 1<1 I pett'm~ 
of ol.l adju<~Nl nt~ inrom•, 08 compared ,.;th a tu ol • """'""~ I•Yitd 
againat eorporotoono ,..,tb incomes in ex.- or SIO,OOO whieh rttft.ln 
tho ADlO pett'tiiiAigO of tboir odjustod ne~ ineom•. Stmilarl,r, oritlt 
retentions of 20 pti\'OIIl of the adjusted uet inc:omt tho tu io 3" 
and 9 pe«•n~ or th~ adjustod net inoome for small and larg<' oorp ..... 
lions, ""'pertively. If 30 ptreent is retained, the IIUIIID c:orporation 
pays 7li r.'"'eot, u rompjlrod with 15 pett'ent for the lal'lter oorpora­
tion. \\ . Ntimate tho~ 83 percent in nwober or aU oorpoMllorut 
reportjng nrc in('!ouuw for 1936, or 214,000 out. oi • lotal or 287{000, 
will ba,•o itwomco or $ t01000 or 1®~. Uoder tloo provioioot o th• 
llout~e bill, euch coriMUnbon.s can \\"it.hhold and directly rcinvt'lt in 
the buoineos nbout 40 pl)I'Cont of Melt ycar'o "'"'inS" 11ithout paying 
ns muc.b in oorponll-o lnxos as at present. This 11 n much K.J:8lcr 
proportion tloun can bn rcinvl>lted by tbe larger ccrporatiorut wothout 
tho paymen~ of A IUbe~tn tinlly higher rate Of tax. !loth ei~A of 
corporatiooo could aharply f'O([ueo tho p....,.t amount ol ,tb~ir tox.,. 
by diotributin(( a larg~r proportion or their current ..,.,lljll .. Bu~ 
r•gnrdl.,.. or tloeir poUci.,. in thi.o respect, lbe mto ochedul.,. il•o • 
decided advant.ago to tho omall corporotions. 

Bu~. u you aU know, the capital funds a,n!lable lor profiubl• 
torporations, -·bethtr large or small, a.re not bmlt.ed ~ lhe amou~ta 
tba~ they ........ di .... tly rrom tAmings. CorporatiOns that d ... ... 
odditioool rapital for ••paMion or other pu'l"'""" Nn obtaon ltlrh 
rapi~ by the tolo of additional •hareo to theor own •torkholdtl'l or 
lo iD\'Mtol'l b't'llt'r'allJ" . • . , 

ID tho .,,,,~ of •mall rorporol)(IIIS lOth •.lim!ted .oumiM'r or flOtk· 
boldel'll i~ iJ alm""t u ... , 1<1 pay out e&l'llJilgtltD do,..dond• ••tl hs<o 
all or ~ P•"- of thtm mu'-ribod by. tb• otorkhuldrro -.uth at 
Senator King lUI.'~ led lhtro-lor. addouooal ~h•re• or. tho c:orporo; 
cion's at.oc.k aa to n!'invei\. them direCLly. lt. IS mel't'IJ 1 mattf'r o 
oonvenich<'~ and tax ~rononty .. ·birh mPtllod sb~ll he rono~·od, Undu 
lhc present. system of ineomeln.~tion both cor~Jdr..rallons hev~ ti'ud<'d 
to favor tho J)tOC'Cll'S of direct. re,mvestmcmt., ttnd ue~« the.~:<nrnp.J)' 
takon rrom lha growth of corporation& ove.r tho pcnod dunng ~ tuf' 1 
Litis ayowon hM OO.n Ot><'rating have naturally showed • m•U rorJ)Ont• 
LiOIUI J!I"'Winp; into 1•1'1«' ..... by this method. The I)ICibOCI or ... 
aub&enbing dividcmd•. however, would be equally effectJVr. 
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I ha-. al""'d~ poin!M out that under II•• 1'"'-1 Ia..- •111aU 
t'(JrJ)Oraholll -.~uuld laa'f' a wbs&.a.nual ach•nt~tl ou·r Ia~ onN ua 
t.h(' dll"ff('l "'tnH•1Utneut or tamiu~ - Tb~y would l'llltl&htrlv ttnjo,. 
t .. o aduntaltt"' in U>e P"""""' ol g:ro .. ,ng throu11h .... ubo..nbi-d eani. 
LOp. In the firRt plat.'lt', Lhe ,.erv oompat'lnroe.." "'a •m•ll t•..Jrponuion 
pennita thil pi'O<'OSO to be carried on w1th • dir<'<'tn.,.. and inlonnality 
whjd~ ia impott~1ble for the !ft.ll,re.r corpornUoua. If under the p~nt 
law smttll rorpon:ltions ret.sin their ellTu..iugs through the oon~nt. 11ud 
••,...•mout oltheir otorkboldcrs, under U1r P"'l"""'d pluni norkholdc.,. 
WtHIId 00 CV('fy bit. 88 likely t.o USC LhO l)fOCCt\dll of I ll•ir divitfentl 
ohoc•ka from Hie corpora~ion to reinvest. in nddlliounl &.to<·k. 

Sentll.<>r GERRY, Jn tbtH ease, Mr. \Vitne88, ntcajn vou aro rMrrring 
lO thi8 8mnll corporation, a.U t.be wav ll1rough 1n y(;llr argument. fUi 
a &moll c:orporatloo. Now under this provision it. is not. necessarily 
a 1rnell eorl)()rlllioo, it. mav be a ''e.ry I4..1'W' on('. lt. owan~ ~t corpora. 
Lion with amaH earnings?· 

Mr. llua. You are exacUy right, bul1 Mr. ~nat.<~r, I think in 
thia 1latemeot which 1 am about. to make, that. u a ''t'neral rule 
arna.U corporations have small incomes. 1 t. is tht t.xreption "~~ 
vou ha.·e la'l:O rorporations ,.;th exceptionally amall inrom.., and 
it. is in an ti(tptiorW period. 

Senator 0£aaY. It does oot say usma11 incomt'." That il't the 
thing U1n I ., rnt utt'"' on before, that I "u ronlu>oN! on. Tho~ 
it why I -•nt tO clfl8r lt up. It may be a small rorporetion but it. 
bu a laJI(e jW'reontage ol earnings for that oorporation Ia tha~ trueT 

~1r. ll.ue. Wha~ I meant was that th•v a,.. klllAII oorporations 

) c 

with small tan\ingt. • 
Senator Or.nRYo J know what. vou metlll 110\'! 0 \VII Wftnt to Ullke Lhe a { 

thing rl~ar,10 thatiiwiU not beoonrusingforuswhcnw~try tostudv the ~ 
b•ll What you rMIIy mean is umnll corporntiou wil11 S~MII Mrnlngs. 

Mr. n •••. ThoL is right. TblUlk ,YOU lor tho correction. 
&>nator LA FOLLETT~. But the snnciplo is no dilr~ront, l• it , Mr. 

l lftna? Wo do uoL tnx an indivi uol tu..~puycr tO<h>y on his totnl 
wortb, or his gro88 income, we tax him on his no~? 

Mr. II•••· On the income it produces. 
!)c~ator 1.4 Fot.L~lT&. Y .... And it is .U~ply applying the same 

pn~lC:tpl~ Ill che basis or ta.xatlon to corporallomt tluu. "'"'now apply 
to •ndmdual•? 

Mr. IIAAB. That is right. 
S.oal!>r 0ERRY. II thn S.nator from 1\'iocon...in ..-ill jW'nnit mt, I 

lfP"N Wtth whac. be S&\"8 entirely, 1 ba,Te no complain~ ";lb it, buL 
wbat I bad oomplain..l of was that the inlortnrt •otnt out that the 
amall <Orf?ratioo ., ... n-rily getlillj! a btM6t undtr thio requi,... 
ment _ !"o-. it. may or it may oo1., buL tn a great tu.any CasH it. dot'$ 
That•• \\hy tb~ other da_y I asked for statistica, for f'xamf1t', on tbt 
numbe-r or oto<~lders that came under thit grou(l, ond think th• 
11-f,~,~.~ry .,. ... h'OIDg t() try and find them for rnr. amt brin(C thtm UIJ· 
Tbu 1..1 why T want.OO 1.0 know how nuuly t.hia afi'Miil, nntl-·htthtr 11 
rtally t.loct afrt<lt." gn'fll manv corporations. 
. ~W~tor CONNALLY. ~1r. Haas, wlJCJ"'Cver you "ny ll"m•ll corpora· 

t1on 10 thia stau~ment. you mean o corporot10n " itl1 u ,.nulll inromt'? 
~ lr. llu&. 1'hntis rigl1t. 
&ntUA)r LA. io"'OLI.-E'M'flo As I undersbuul it, 88 n.ttcnci•nl rule it. i~ ft roct 

tl11.1.t corporntions ." 'itlt a B!"all income nrcHkrl,y W bcMmnll corporation ... 
As l1111dt'~t~nd 1t, the figures sbow thut. 67 corportllion~ in 1033 luul 
nbout one-Uurd or the total corporut.c incomu ur tl10 rountryo 

J 

Senator ('o,.,.u.a., .\IU'r all, under this bill It ;, unmal<'n&l 
wbethor 1t io b'l' or httl<'1 It u the ~ lbat is material •hotb•r 
the inoomo u big or little,. a faetor. Wbon you aay a om ali rorpora· 
tioo you me.an • <"'rporatioo with a small inoome.? 

1-lr. llue. The b88il ror d...Ufication is inooiOo. 11 you ORt'e 
classify them largo or small on that criterion you un call thcm &mall 
or largo, onet~ you luH·e made yourself clear. 

S.notor Or.uu. l am justlrying to clarify this thing 
The CUAIICMANo AI a matter or (&.ct., flfj t.he rt'&ult or improvC'd 

economic conditione in t.hc country, there are not. uuu1y Jsrg\l '-'Om ... 
pani011 or corporations thai. aro not ml\king a pretty rair eoming, 
mn't tl1at true? 

Mr. H AAio 'rhe corporaW en.mingtt, ~lr. Chainnan, luwe reeove.l"l'd 
in a very l't'markable pnrctntagc. li'or inst.anceJ iJ1 tbe ta.lcndar yeu 
1935 ll18JW~('nt intrt'l&86 in corporate eaminp wu about. 42 percent. 
ln lhe ia.&t quart~r O( l935 the percentage increase OY«!r the MUle 
quarter ol tbo Y••r /""viou. waa obout 117 pere•nt. So U.tr6 have 
bee.n Yery remarkab e increases in corporate ea.rning~ ~nL11. 

Senator LA ~·oLLl'M'E. Ia it not a raet that a reliable indu indi­
..... that • group or 1.307 oorporations in ttl36 i.ne.-1 thtir .. ,. 
ings 32 perttnt above thooe ror t9:U! 

Mr. II•••· That;, co......,t, S.nator La FoUeu~ 
Senator "" ··oLu-n•- And Uta~ a group or t61 rcp.-nlathe 

oorr.orationa ohoud an intnue or 69 percent! 
~ir. ll.v.o. Tbat ;, ri[tbt. 
Senator 1.4 •·oLLt:-n£. Ia it not a !act that ll1- 161 oorporation• 

showod lJ1•t thO profita during the last quarter O( 1936 W01'6 117 
percent bi((ber tltan ll>e pro6ta for the laat 3~!kter or 19841 

Mr. U.uo. Tbnt ia eorreet, Senotor. 1 · thOt!<l are StAndard 
Su.tistica figurca. 

Senator Oramvo You luwi'n't got. any stali.stics yet, you fU'O trying 
to got lhem lor mn? 

Mr. ll•••· Yeo. 
Sen• tor Otmtn•. How mony corporation.& will tbil afToctT How 

mony otookhold~N will thi1 a'lrccU 1 think we have tho number ol 
~rporutions. 

Mr. If•••· y.,., . 
Senator Oo:•••· We hl\·•n't got thn number ol otorkt,older., •• 

that it? . 
Mr. lf.u.s. Wo art1 .. -orking on that. That il a vory difficult p~b­

l•m becaUJ~&one man may own IOshareoof this,IOoiwtotoloomethU>K .roe; and w-ould rount. tlien> 10 timM. 
S.nator t.... ••ot.LETT'L As I undl'ft'tand, Mr. H-. lllo number. ol 

st.odthold•ro eannot be rumiohod, ~:~>•.fact that )'0~. tannot rumia!> 
ll>oot 6gureo 11 not a baaio for qoNbon•~ llle ~b\l•ty ~r your OIU· 
matts &8 tO the distnbution of <Orpor&lAilDODWO i( II"' rid OUt Of tho 
rorporationa and into tho hondsol individu&l taxpoyon 

Mr. ll..uo. You areaboolutelycorreet,Senator. • • 
&-ntttor LA t'oL.I.£'M'~. Jn other words, you bavoauffir•tnt.a('t.uanal 

s•unplee eo t bat. .YOU fl.J"C wiJiing to sLake Lhe revf!nue of tbe Oove.nmu~nt. 
on tho PMl)()8itlon thnt thOAO Mmpl06 and eetunatce fl~ coffl!et, and 
u n gc.ncm.l rulo tho distribution w1ll work out M you C8Litnllto1 

~fr 0 H AA8o 'l'hn" is c.o~to . . o . t 
SenlllOr 0111UU'. or t'OUnlC the Senator from W ISC-Ofi81n 18 gtllll(C 0 

addref:l8 bimS(IU to one point, which is_tbe total-:evenuco Whnt. l Wll~ 
trying to get ot io tho bMis olthosporial exorupbon. 
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Mr JJ.ul. II ow mony people aro involved? 
Ston.alor OaK\ . YM; t.nd on what. it. wu based Just. a gt-neral 
~1 r ILua. 1 think ,. .• aw ~t you what you "'aM. 
s.-natorGEilllT I JUit .....,ta gentral>d ... 
Stna'-Or Due& Mr Uaaa. as I ff'ld your atatemtot hton 

monung. what you &A' aimply pointing out it the mechanics. 

ot.ockbold•r11 of tho amall COI'JlOr•lion woul<l h&vve~;/'i~"' .. tdb;~~~~~~ 
rcsu'-*"ribing. 'rhr m~t·b•mica would b""l' LO 00' 
8rrib<ro of lbe l•rco corporation . I do not, 1100 "horo 
all to the man of mta.ns. \Vb1u. vou lrP rtf('rrint: t.o hue 
an AP'\:"UIOf'Ul tO NJ)Iy lO another lf1P\JIUP01 that tl1t '"'IOall r<>onl<lnl 
tiou• ,.·ould bf injurtd b ... roa..oo u! tbo foilul't' to bo •bl• 
abouL a rt'6ubeeriplion. You art' point.iog out. that. a •mall COI'I>C>r .. 

tion, im.111>ectivo of ineoutc, which hu not1Un5t to do with h., 
not. Uu handieapfWd or harrllSSC(I in l\ny mllnncr booauec. the 
corr.oration eM mucb 010ro oasily bring about. a. rNtabl('ription 
ol<>ckf 

Mr Uuo. That io l'ij;b1. 
Tho CaAJIUIH. You ntay prot"Hd. 
Senator 0£<>R01t. Mr. Huo, bf!ore you p~. io enumerau"'t 

the objection hero l noto that you do uot refer to ono lhoL hu boon 
&uqcstOO. t think, i,n cen a.in <IUttrt..crsJ llt. le&sL it. orcun to me, the 
diflirulty lb .. onoy arioo out o! tho am•ll bolder o! &wck in lbe cor· 
poration being inlia~nt, his insis~nct that lher& be no re~tion~ 
wbelhtr the corporation be la.rgt~ or amall, no reat'rn., sot. up. lll'"ft 
you jt)vtn cvmidtralion to that objf't~iooT 1 ~ru parti(ularty to thf 
abaroholder who migln be d ... ribfd ao a opec:ulatiw shareholder. 
ThM d0011 no1 ti• into lhe oorporotion on the b..U. o! investment eo 
murh, 111 bo io aimply opooulating in stocks. 'l'ho looldcr of • "'I"" 
tivc1y amtlll amounL or etoek of counJ.t.' would con&land)' agitate, ton­
oLAnil.v in..Ust on • ooroplot,o distribuli.OD o! ll>e oarninfi- reg&rdl .. o! 
the condition of the oorporation. h i.o easily im"'tlnable, of oount, 
that. he would pay liulc, if any, tax, fYtD if his entt..te shan was dil.­
tribuled, wberuo if lbera were .nthheld in the oorpor01ion anr par­
ticular amount of monoy he would pay bi.o proportionate share througb 
th('. C'Orporllte tAx. 

Mr. llAAS. Yes. 
Senator GEOROK. In oilier words, t.be objection i.o oimply tb;,: 

There i.o t.be i.end•ncy in tW. bill to tron!fer management ond oonlml 
in the corporation from the maj'ority of the offi<en and ~t<>ro to 
a troubleoome minoriLy, p&rticu uly speculative pureh .... .,. of atod<. 
That oeems to me to bf IUl objec:tion that might ~·ell be oonsid~red, 

and I &Ill making tho auggtJStion to you now 10 you nu•y think h 
over, 10 t.b!H you may express aomo vie" on it. by wmorrow morning. 

Mr HAA&. I v.ill be vuv glad to do thftt. Sfuul I prococdf 
S..nator I,.A Fo~o.trro:. l ..-ould juat lil<e to intorjeet • !l"Derol 

obstn·ation tha&. the experience in me~nl. of rorporalion5 dON 
not ....,tn to indicaiO that minority olodcholdero ha.-e much 1<> MJ 
about the j)Oiicy o! lhe oorporation. 

SenRtor O~:;oao&, But. they would h~tve under thi.s J>rorp1lnt mufh 

to •IIY about ''· 
Thtc Ctt,uR.MA..~. 'J'hls matter is 10 imporlAD1 lbtt> I think you had 

betttr prococd in tloe morning. The oommit ... " ill toke a -
until 10 o'eiod< tomom>w IJIOI1ling. 

(\Vbereupon_, a&. 12 nooa, the commilt~ rec~ until toiDOJ'I'(t'A , 

Friday, May I, 1936, aiJO a. m .) 

X 
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St~tooont of Guy T. llelvoring, C~aaionor of Internal Revenue , 

'before the Senate Finance COCI:Iittee, April SO, 1936. 

Tho Seoroto.ry of tho Trollsury has just presented to you 11n 

~lysis of tho o.ddi tioiliU revenue noeda ot the Podornl Govenment, 

o.s outlined in the President' a Supplcz:wnto.ry Budj;ot Ucuo.go of 

llirch 3 and tho oxtont to rlhioh thoao noods 14ro net by tho bill 

p~osod by tho Uouso of Roprcsonto.ti vo.. . Illlving llppoo.rod befero tho 

17oys 14nd UoMs Cocmi ttoe , I am r;lM to plo.oo 1!\YIOlf o.t tho dilposo.I 

of this COI:Ditteo tor ony o.ssiatMOO I ~ render. As t. proliJ:oino.ry 

I dosiro to C&ko o. tow gonoro.l atotoucnta o.s to tho President • a pro-

poao.l end tho Houso bill. 

Tho firot thing to which I should liko to co.ll your attention 

is tho f&ot thot in tho l&at o.n~lyaia nono ar tho throe oourcea or 

additional revenues su;;goctod by tho Prollidont involves now t ut.tion. 

Ono of thom - - tho "windfo.Il" to.x, so- co.llod - - is dosi~~t~od only to 

recoup for tho Troosury and tho public , to.xos thnt wore actually 

pnid by numerous buainosa rima end by consu:10rs genorolly, but 

which bocoz:>o po.rt or privutc, rotho r thM of tho public rovonuoa . 

Another -- tho proposed t..x on oorporoto oo.rninr;s, coupled m th th> 

ropeo.l of tho existing cerporoto inoecc, copitol oteck, o.nd oxoos• 

profits toxos -- is dosi;nod only to cako offoetivo tho present 

ach~dulca of inccco to.x rate a Of'Pliot-.ble to indi viduo.I in cocoa, by 

reducing tho epportunitioo for t..x o.veido.neo end tax ovo.o.iono Tho 
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third vrus for tho onaotl:lont of proooecins twcoa on u brondor baro , but 

with looor ratoe , than tho~o tho.t •roro in offoot under tho A~;rloultural 

Adjustl:!ont Aot , Tho sll(;gostcd proco.,.ing taxoa , tho~oforo, would 

only roplnco tho aWlar tc.xos previously in force ) and, t10roovor, o.ro 

proposed for only a t=pornr; period, 

Tho Proal. dent' e a~gastion to obtnin additional permanent revenue 

•ras tor an improvement in our oothod of corporate income tnxlltion, In 

ouonco, ao I ho.vo lllroady indiontod, this propos~l docs not aook to 

il:lpoao any new taxoa or nn~· highor ratoa or to.xos, On tho contrary, 

ita ot'!'oct liOUld bo to lover te.xos t'or 1\ cront ceny, per haps tho 

&roat t:tajority, of our corporations) and to lcmor tho::> a.lGo for a. vory 

largo proportion ot corpo1·o.tion ntocl:holdorn , Tho t'undnmontlll ob­

jective of thio proposal io to inoronao tho Fodornl rovonuoa by plucging 

up a l!lejor oourco or tax a vi'Adenco and ta.t ovnsion now oxiatint;l and 

thereby &roo.tly to incroaso tho _f'airnoa:o nne! bnlnnco or tho Fedoral 

inc01:10 "ta.X structure as a ,-.bolo, 

Tho Prooidont' a proposo.l , tho prinoiploo of which ~>ro inoorpor~>tod 

in tho Ilouoo Dill , ia no ncw dovolopnont, It hOll rocoivod tho t.ttontion 

and support of atudonta of taxation fr01:1 tho oo.rliost cia¥• of inooco 

taxa.tio!l in tho United States, Ita prlnoiploo wore incorporated in 

our first i!loo;:>O to.x law, 1862.-1871, ldlcn Concroas provided tht.t tho 

r;t.ins and profits or corporations should bo 1naluded in tho t.nnut.l 

tt.xablo gaina , profit, or income or any person ontitlod to thoa, ldlothor 

divided or undivided, Shortly boforo and while Revenue Act of 
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1921 was under conoidor&tion, t. propose.l identical in principle with 

tho President's suggestion rocoivod tho support or many roprosonta­

tivoa of organized business , Uombors of Concrou, t.nd the Treasury 

Dopo.rtz>cnt, Tho principle was roco..-.:~ondod by Secretary of tho 

r rouury Houston in hla Annu&l Roport for tho year 1920, In ..-. 

what CIDdifiod form, it w&s incorpora.tod in o. bill po.ssod by tho Sona.to 

in 1924, 

flhon corp?rel:.iona d:l. otributo thoir oo.rnin;;a to their stock>­

holdora , tho dividendo o.ro aubjoct to tho surtax ra.tos incorporotod 

in ou r inc<X:IO tax la.w, l'lhon corporo.to oorninss o.ro not so distributed, 

tho indi vidua.l atocl:holdors, while onjoyin;; tho bonofi t of tho so 

oornincs in tho form of tho inoroo.sod \'IOrth or their socuritios , o.ro 

onablod to ovoid all pa.ymont of surtaxes thoroon, Tho Fodoro.l Govern­

mont is thereby deprived of substo.ntia.l cmounta of rovonuc; and gro&t 

inequalities in tho troo.t=ont of different kinds of income, a.nd in 

tho troo.tQont or inoorpor&tod ... opposed to uninoorpora.tod business , 

result , Tho csaoneo of tho Proaidcnt1 s auteootion is tha.t corpora­

tion incomes, if not <tistributod to stockholdoro end so mo.do to boar 

thoir fair sho.ro of ta.x&tion under tho individual iDOOr.IO surto.xoa , 

should bo subject to corporo.tion incooo taxoa &t ra.tos <:hich, on tho 

a'90ra.go , T:ould. oonponso.to tho !'odorol Govornt>Ont for tho lose in 

aurtu rownuo • 

Thia loaa, o.s tho Soorot&ry ho.s inJioo.tod, is of ?Cry sroo.t 

di1:10noiona , · Tho Treasury oatin&tos that , it tho prosont corporation 

inoot>o, oopito.l stcok, &nd oxooss profits to.xca t10ro ropoo.lcd, and 
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all oorporo.tion oarnin{;a during tho calondo.r yoo..r 1936 woro curront­

l ;r distributed, tho inc<llllo of indi vidut.l.a would bo incrotlaod by tlor<t 

th~ four and o. half billions of <lhich o.pproxilrultoly ~ billlo:u 

:ould bo taxable . ~bout ~1,448 mllion.a, it 1a cstiaatod would &o 

t o individUAls Tlboso offocti•to curta>: lio.bility en tho a.dditiono.l 

inoor.10 Ttould bo locs thtln 16 por coct; o.nr! 110""0 ~2 , 567 r.lilliono of 

tho o.ddi tiono.l ineOI:IO would ~;o to indi viduo.ls 1.1\osc of foeti vo sur­

tc.xoa on the Gddi tiono.l incct:lo <.o uld bo groo.tcr than 16 por cent, u 

i a illustro.tod in a. cho.rt I should li~o to put in tho record . In 

conscquoncc, tho yield or tho i:ulividuo.l iccCICO to.x, o.ssur.dng no 

ch e~r;o in ra.tos othc.r then tho ro:ncvo.l of tho present c::<oi:IJltion of 

dividends from tho nonnAl tnx , would b.;~ .incronacd by ooro t:l(lll 01, 700 

nillions it GUch distribution woro m.o.dc . 

It is cstiontod tint uoro tho.n 71 por cont of the 1noroo.:;o in 

taxable i:lcm:10 :.ould bo roeci 'IQd by indi vi.dualo m th not 1nc01:10a of 

oro than :~25 ,000 a :JOt>r , md thD.t about 45 por oont TrOJld bo ro­

ooivcd by individuo.la lfith not incoi:!Os in oxoou of ::100, 000 o. yoo.r . 

This incroa8 o in rovonuos tho.t 110ul.d result fro!:l a full Md 

ortoctivo a.pplico.tion or tho existing individual inco;10 t o.x oohodulca 

lndie&tos the o::tont to y.l\ie..'l t!lo existicg law rcsultft in o. loea in 

r<.vonuo to tho Fodor&l Gownl:IOnt . But besic!oa yiold!n:; subato.ntio.l 

o.dditiono.l revenue to tho Pcdorol Govorrr:>Ont , t!1o proposud ::10thod or 

t axation l70Uld olilllinato tho tuo ::>o.in courcoa of incquc.lity in o11r 

tax aystom. 

Regraded Unclassified 



- 5 -

Undor our proso~+, lawa, indlvidu&la and aoobors or partnerships 

L1\\&t PI>Y inaolllO surtaxes on tho ontiro omount or their earnings , 

rmothor auoh oarni~a aro distributed in ru11 , partly roinvostod, or 

roinvoatod in thoir ontiroty, Corporation oo.rnings, ho1'10Vor, nro 

not conaidorod as part or tho oo.rnir.ca ~r tho individuo.l stockholders 

until cl1atributod, Corporation oo.rnin&s 1"1hl.ch o.ro reinvested otco.po 

inoODO ourtaxos for tho tiao bcili.; o.nd aay osoo.po t~m e.ltosothor 

or booomo subject to tho:n lo.tor at r.>.uch lcYI'Or rntos, 

To conoidor first tho co.so of current tax liability, lot us 

tako tho 00.80 or n partnership o~posod or fivo oquel partners and 

1'11 th toto.l oo.rnins• of 0500 , 000 , Tho ~'odoro.l Oo·1ornmont under tho 

proaont lo.11 would rccoi vo ~166 1 770 of thoao oo.rnin(;& in indi viduo.l 

inco::>O taxos , assw:>ing thnt the. p..rtnorG 1roro DiiiGlo aon ond ho.d no 

other taxo.blo inccoo, If thoso sGCIO 11l0n oonductod thoir business o.a 

o. corporo.t1on nnd pnid thoosolvoa ao.le.rics of .151000 oo.ch, but no 

dividends , the Federal Oovornoent r10uld rvcoivo n total of only . . . 
Css, 710 in income taxos - o. ditroronoo of ~!18,0,0. Evon if this 

corporation distributed in dividends 60 por oont of its oarnincs, 

o.rtor po.ymont of ,)75, 000 in sale.rioa, tho Fodoro.l Oovcrm10nt 11o'!ld 

otill roooi"" t}62
1
385 loss in tllXOS thllln it r10uld roooi ..o if tho 

businou m>ro conducted Q.a e. pG.rtnorllhipo 
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Throurh withholdinG earninca, moroovor, and ~in& th~ out 

only ~· those in control eloct, a corporation is able to averace the 

e<>rniDGG and the losses o1' its stockholders over nn indertnite poriod 

of ye<>ra, and it 1a also nble to speculate on tho possibility that 

tho Congress in some years cay be induced to lower individunl income 

tex ro.tos. It uay retain enrninc• at tilllea when the Government need• 

additional revenues, and pey thlll:l cut when tax rates are lowered. 

Tho individual does not hnve those opportunities. If he ho.d a lar&o 

income in 1929, for instance, ho paid in 1930 a taT. besed exactly on 

tho.t 1929 income, in whatever bracket• of tnxat1on it might fo.ll. If 

he cuffered heavy losses in 1930 tlnd 1931, ho '·"" not able to mako any 

deduction or obtain any refund of the to.xea ho had already paid and 

for which he had already become liable on his 1929 incoae . If that 

a~ individual's activities had boon incorpor<>ted, he need have paid 

individual incoao taxes only on that portion or his earninta that he 

withdrew in the fon:i of salary and dividends during the ~;ood year to 

aeet hia current needs, and by mthholdiu;: the recainder be would have 

been able to offset the louoa that he sustained in the two suecoodln& 

years. That is one door of oscapo, and it is a moa portent ono. 

A second source of inoqua 11 ty is tho opportunity enjoyed by 

owners or corporate busin~ssea to roduco thftir income taxes by tlkin& 

part ot their lneo~ in the rom ot so-called capital gains. By witb­

holdint earnincn from distribution, a corporation builds up enhanced 
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capital value& 1.nieh are reflected in the worth o~ its ntoek . After 

" block of that stock hao been hold in the snmo ownership for a 

number of years, it cab bo sold and tho resulting cains in value ~11 

be taxed nt lO¥;er rates thnn ott.er sources or ineol:le . Aa nn insta,nce, 

if the Gtoek has been hold for moro thAn ten yenrs nnd thon sold, 

only SO per cent of tho r osultir,& cain l'rOI'I its Gnlo will, undo!" tho 

present lo.v:, be to.xod ns inco:t«; , and if tl:u inl!ividual'a surtax 

ro.tes have thus b6on bi"Oug~t as hi&h as a bracket of 50 por cent, ho 

will pay a tax eqUAl to only 15 per cent of th" wholo amount of hie 

c;dn. A few yoa1•a ll!;O , tho Honlthy otocl:holdor fncod only a 12! 

per cent tnx on eo.pitnl not cnins. 

But thoro is n vory {;roo.t n1w.bor of inatnneos in 1/hich eorpornto 

oarnill{;a hnve eonti:1ucd to pile up y~e>l" ...t·t~r year for a far loncer 

period than ten yco.rs , eonsto.nt1y addir~ to the value or tho estates 

or their individUD.l ov:nors, without o:.vcr h.ving been subject to any 

surtnx tnxntion, but only to t.'10 ordin.'ry corporation ineot>C tnxoa o.t 

rn to a ro.roly hiGher thAn lS per eont . ~.'ho.t this ""-lliiS in simple ten:~a 

is tho privilogo of reinvestinG earnincs without tho pnynont of aur­

taxoa upon them, a privilege or vory CI"OO.t monetary vo.luo to those 

whoso inoor.>os roo.eh surtax bl"nckoto hi[:htr tl-.c.u 16 per cent . Thio 

moo.na aeyono whoso surtax not inoOJW 1a r.>ar<> thnn ,22, 00(1 o. Y""~"· 

llow, tho Prosidc..nt !Ia a suo:oetud thnt tho Con;: ron cnnot o. tax 

-IUTO ..tlich •rlll pi"OhUCC. <lppi"OX1J:otuly t!to SQJ:lO T~VC!lUO f~-
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corpornto cnrnint• . whether t~v,y aro di~tributod or not diotributod. 

llo eu..;rcstod o.lso tho ropo~l o ' tho pro•~nt corporation incomu to.x , 

thu cnpitt.l stock to.x, tho cxcusa profits tax, nnd tho r epeal of tho 

prosont ox~ption of dividends from tho 4 p~r eont normnl ineaoo 

tax; o.ll thusc to.xos to bo replaced by n tsx on undistributed cor­

porato cnrnings . 

Tho •.:nya o.nd !.;ocns Co=it~c<. of ~o l'ouso has applied tho prin­

ciple 8UG(';CGto0.: by the ?r<.ddont in n fom which cxp1·csscs th<> tax not 

ae 11 levy upon thnt portion of corporate ineo::>o 1mioh is not di3tributod 

in thu rom oi' divid..,nds to otocl:holdors , but ns 11 levy on total in­

como. Tho i:ouso :Jill conto.inc schodulue whic.~ apply to thu ontiro 

11djuotod net in<>Ooc oi' a corporation, IC ro.tos t;r~duntcd nccordint to 

tho proportion of tho inco.':lo Yrhich is retained by the corporc.tion nftor 

tho distribution of dividends nnd after ~nt of to.x. It o.p~rontly 

h:u b~cn ';hou.:;ht toy tl.c Ue>u~o Co:::-dt';<.o th:lt this fon;, of oxpruaion 

of the> t.~x r: tos :1111 ooro clo:.rly r<.rr..cell. <.O t~c corpor tion stook­

holdc,r the U:>x root of roto.ini,\'1!; ony t;i,.,_n prO!JO"tion of not cnrninga 

for onpit<ll purposes . 

Pro bnbl y t'lo first "-hing to bu noti cod ~ bo.:t tho rn tos f'o1· p~r­

mnnont oorpor:1 tio~1 t--.xc.~ in th~ llouao bUl is Ut•.\. ~ corporc.tion 

th:1t distri\;.:t.:.s all of <ts eurrc·.t unrnint;s ·.tU! p s no ;>c.dornl eor­

poro.tion tnx<.s ,,hntov.,r. "uch tn>. 111 appli<s rlll oo pcid by the 

in<:ividunl otockhold<:.rs on the aru:~o lx\aia aa ell oth<.r indivic!\Ctl 

incOI:IU t<lxca :>r<· poid. 
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But let us sec vm t will oeeur in tho e<.ac of eorporctione r<hi oh 

lo not distribute tho~r onrninus fully . ~ro sots of r~t~s ~vo been 

prooontod by tho llouso Committot. , one 1\Pl'ly l.nj; to corporo.tions with 1\d­

justud nut inc~Ls of vlO, OOO or l<SS J tho second applying to oorpor­

adone lfith t..djustod net inuomos or !:101'0 thlln 010, 000 , with 0. proviaion 

for mcr&ing tho effect of thcau aohoduloo on corpor~tions with o.djustod 

not incomes between {.10,000 nrul ,-40, 000. Tho sr~ll ineo= oorpor'\tiona, 

nhieh comprise <.pproxil:latol:r &0 por oor.t of ell no::U'L"'tneiol eorporo.tiona, 

will bo o.blo to rctoin up to 11pproxi.ur.toly 40 por cent or" yoor•s earn­

inca for co. pi till purposes .tnd still pay l ou tox thnn they pay now. Cor­

porntiono with l:l.rgo incomes ''i U bo onnblod to rotoin nbout 30 per oont 

without po.yin& ns much in toxoa o.a o.ro pc.id under the prosont lo.w. 

I hnvo studiod tho np~licntion of tho•~ schedules to vo.rious typos 

of corporo.tiona , lor~;o nnd sr:>r.ll , nnd 1 h::.vo ~ound t~·.t in :>.ddition to 

tho opportuni~ Given corpor·tions to AVOid o.ll fodero.l incODo t~mtion 

by ml<inc full distributions of current or.rnings , tho schedules ponai t 

very liborr.l nddition.s to surpluc fro:o current oo.r:>inl;a upo:1 JXl)'IIIOnt of 

tAxon lorter thrul those no'.! in cf1'oot. 

r~orc , thon , dovs ~o inoro4acd r¢vonuo coco tron' It comes pr1-

mo.r1ly f ron stookhollt:rs e.lr c: ey enjoy in£ l o.rgo inoOII',<JS ''IDO \IOUld JlCIY 

hichor tAxes on thoir 1ne~6e ns those incomot nre incroosod by nddi~ 

tioMl dividend diskibutiona. I t llOUld come, 1n other 1110rds , primrily 

rrom tho10 liDO nrC nou abl6 to ~void their just Shnl'O or thO burden Of 
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inoomo t:!.xntion by boldine income produoi"G property in the corpornte 

fo r=, and by hdvinG their corporations retain very large proportions of 

those oarninj;s cubject only to the ordinary corporation incoJDO tax. It 

is ine~uitable nnd it ia a source or &r~t loaa to the public revenues 

to pentit the oorporato tom to be uced by weCllt.\Y porsoM to avoid our 

graduated individual income surtaxes. 

As your Comr.dtteo ia well a.-r.>.re, the objectors to bills providing 

additional revenues a re ale,ys ~ lllld tho advocates are usually tn:, 

becauao the benefit is c eneral ~ereas t he hurt is specific. It ia nat­

ura l , also, for some t o advocate increaai~ the present coryoration income 

tax rate even as high as 25 per cent, in lieu of the present proposal. 

But such a substitute would victimize corporations generally, as well as 

heavily ponnlizinG small stockholders , in order to enable a relatively 

s::~~~.ll mmber of ....,althy individuals to continuo to use the corporate fom 

aa a oe=s of avoid in& individual surtrutes. 

J'he Bill po.aaod by the House of .:epresontatives v:as tho product 

of very painstaldn& nnd conscientious consideration by tho House r.nys and 

Uoano Committee, which v:na nssisted by officers of the Treasury Depcrtrlont 

and the experts of tho Joint Co~ttee on Internnl P.evenuo Taxation and of 

the Office of the Legislative Counsel . ln accordance with its desire to 

tcke full account or the practical requira&e:•t• or different types or 

corporate bu, inen onterprisu , the Cotl:litteo, while .. intainin(; tho 

principles or tho Prosident•s propo&cl, made spacial provisions for 

special co.nca. 

Regraded Unclassified 



- ll -

I havo nlrcndy noted thAt tho rates or tax proposed for ar.all 

inoomo corporations, which comprise tho lar~o mnjority in numbor of 

nll corporations , are substantially lower than those for lnr&o i~como 

corporations . In addition, the Dill mlcoa very libeml prov131on for 

tho rotironent of corporate indobtodnoaa . It likewise ~kos apecial 

provision for banks nnd insurance oo~npanica , for corporations in rc­

coivorahip, for diffcr~t clns3ns of foreign corporutions, for affili­

ated oorpomte entities , etc. 

I reel thnt t ho Houso Bill provides tho basis for an oxoollont 

and productive rcovenuo moo.suro . In tho first placo, it Vtould romovo 

t;roat existinG inequalities in tho taxation of incorporated and unin­

corporated business, ns well as in tho trontmont of businoss profits 

generally. In the sceond place, it would incrcoso the Federal revenues 

by olU>imting important sources of ta.x avoidance ruther than by ~ 

creasing oxi~ti.I:& tax r11tes or imposing now taxes. 

--oOo--

.... 
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ADDITIONS TO TAXABLE INCOMES OF INDIVIDUALS 
Assuming All 1936 Estim.,ted Corpor.,te E"rnings WertZ DistributtZd 
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The follo~Jtng cnble was received v1a the customs 
Bureau from Buck, 1n ShanghAi, for transm1asio~ to Dr. 
Warren: 

"Shanghai , 
A;>r1l 28, 1936 

•comm1es1onor of Cuet~ms 
'llnshlngton DC 
From Buck to Gorgon f or tranom~se1on to 
G r Warren - ~n1ater Kung 1e interested 
ln your coming to Cbina to a1v1ce on con­
etary and a£r1cultural ~roblema and would 
like to know wllen and upon wh~tt terms yo•J 
could come . I would ~ue~oat you come for 
m1n!mum of siT. months end lo~~er if poe­
elble . I y;c,·tld welcome your coming by 
oummer so as to read ~ land ~t1lization 
report before publication. Would want 
your hel p 1nstn.1ction cradUAte &tudents 
1f possible also. Agricultural policies 
1n China are being eatnbl1ehed very r ap­
idlY a..,d not very wiacl.y eo your esr!y 
coming should be of great assistance to 
t he future agricultural developments o~ 
the country . (Signed) J acobson. • 

H!!, Jr. aojled ~.:r . Lochhead to e end t.lle following tele­
gr'l1" to Buck: 

1 Reter your cable A?rll 2q for trcnsc!ssion 
to Warren. Thie invitation seems to me 
untimely ae hla trip would undoubtedly be 
inte~~reted as hov!ng great monetary &1g­
n1fi cance rather thAn ngrlcultural . Un­
off1c1P.lly euggost tht<t invitation be 
postponed until Chcn'o miosion here has 
been concluded. L:eaaage t.o l'larren held 
up in meantime await1ng your further ad­
vices . (Signed) UOrgenthau.• 

207 
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Thursday 
April 30 , 1936 

Operator: Yes , sir Operator 

HYjr: O'Connor 

0 : Yes, sir 

HMjr: It•s very important , I wnnt to talk to him. 
Hello 

Operator : Ur. Davis is on t he wire, Mr. Secretary • 
• 

Hlljr : Who? 

Operator : Kr. Davis in Yr . O' Connor ' s office. 

!!lljr: All right, hello - hello 

Operator: Here you are. 

HMjr : Hello 

Mr. Davis : Hello -

!Dijr : Who is this please? 

D: This is Davis , Secretary to the Comptroller. 

HWjr: All right , this is Mr. Morgentbau. 

D: Oh yes , Kr . ¥orgentbau. 

~Jr: Is the Comptroller out of town? 

D: No , ' sir, he is here . They have just been giving Miss 
Stewart, the retiring Chief of t he Exami.nir>~ Division, 
a little party. 

IDIJr: I said I was very an.xious to t alk to him. 

208 

D: Yes, sir - well , if you will ait just a second now, 
Mr. Morgenthau, you can get Mr . O' Connor. 

HUjr: Thank you. 

Operator : Mr. O'Connor for you. 

~Ujr: Thank you. 

Operator: You ' re welcome. 
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li~Jr: 
J . ..... . T. 
~ • Connor : 

""Vjr: 

o•c: 
HMj r: 

o•c: 
lflljr: 

o•c: 

Hloljr : 

o•c: 
l!lijr : 

o•c: 
HJAjr: 

['l jr : 

o•c: 
~jr: 

o•c: 
Hl'Jr : 

o•c: 

Bello -

Good morning , Henry . 

How are you? 

Fine, thank you. 

-2-

Jefty , have you got a pencil? 

Yes , sir 

Some people just called me up - they •re very much ex­
cited about the case of William Speed . 

Henry 
Oh, yes , I 1 ve heard about it the last two days/and 
Taylor and I talked it over for about a half an hour . 

Who ' s Taylor? 

Your man, Deputy 

209 

Well, I didn' t know about it. (Laughter) Well, let me -
let me tell you 

Yes , come on 

- about it . The story , s s I get it, that the case 
the bank is pending before the Appellate Court . 

That's right. 

And these people up in New York who are indirectly con­
nected with the New York Times 

Yes 

- felt that the t hing of selling this man out on Monday 
could be postponed pending the decision of the Appellate 
Court . 

Yes 

That was their plea . 

Yes, yes - and 

I mean, it was a friend cr the New York Ti.mes that called 
me up from New York. 

Yea - Henry , I went over it very carefully with Taylor 
because some ~ri.ends ~alled ht. and I gave b1.m the whole 
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HIIJr : 

o•c: 

HWJr : 

-3-

Yes 

- attitude of the office and for two days we've been 
work1r.~ with these people 

Yes 

o•c: end tried to work out every conceivable thing with the:o 
for over three years and he is represented now by Ur . 
Newton D. Baker 

Blljr : 

o•c: 

:Jljr : 

o•c: 

IlUjr : 

Oh -

And we've made them several offers to - we don ' t want 
to do an injustice to anybody and this decision in the 
upper court will not be down for six months or a year 
and some of the stockholders out there have been se­
creting and conveying their property . 

I see. 

And we had to stop that. And we told this chap, Speed, 
we said, 1Now, we don 't want to at all. Now, 
here, if you will t ake and jus t give us a trust deed on 
your property pending the outcome of this case •.• • -

Yes 

o•c: • .. that'll end it' . He said he vould.n ' t do it . 

llltjr: 

o•c: 

llltjr : 

o•c: 

!Uljr : 

o•c: 

h:l jr: 

I see . 
And he i:lad an opportunity to put a bond up to protect 
our judgment for t he depositors and he declined to do 
that. 

I see . 
Well , now they've just taken a position that they don 't 
want t o do anything for us and here is what I told llr. 
Taylor, I said, •Now, Ur. Taylor , the matter will be 
before the court out there on Monday and then our re­
spon~ibility ends. Now, if they come in and make a 
proper showing and the court says , •All right, you 
do this or that • , we'll do it•. 

Yes 
•But our responsil!ty ends now, thank God for it 
but we have just presented it to the court -

1 

I see. 
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o •C: ' - and we're not going to, on our side, do anythin~ 
that is un!air or unjust to him 1 • 

211 

WIJr : Yes well , I didn ' t know Taylor had it up with you 

Hlljr: 

o•c: 

Rlijr: 

o•c: 

Rlljr : 

o•c: 
I{Vjr : 

and what you say - on very little knowledge on =7 
part - sounds reasonable. 

Yes , well I ' ve gone into it myself because it ' s a big 
matter and it was one or the things that we inherited 
here, you know -

And you think it 1 s - you think it 1 s being handled in 
a fair and just manner? 

Yes, I do , Henry . to the depositors and so 
there will be no criticism here of the Department. 

All right, Judge. 

And anything I can do further for him that will not 
i .nconvenience him t hat at the same time protects our 
people out there I 1m willing to do. 

All right 1 sir. 

All right , thank you. 

Thank you. 
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