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- A -

(' Book Pa&e 

Appoint.eata aad Reaigaation' 
lll&lr tell• lloiDtrre s.a aru ia a aiolc 118!1 and be cannot 

take ~ aa Aaaiatant General Counsell offers to take 
Truitt u A .. btant General Counsel 1111d Sll&l>eats that 
llUl be pat on Board of Tax Appeal II FOR later agrees-
S/14136•••••••••••••••••••••••••••• ••• •• ••• •• ••••••••• XXIV lSS 

- B-

Bitu.!Doue Coal ConaerY&tion Act, 19J5 
Decll.ared innlld by Supre•e Court 1 Helvering prep&rea 

telegraa to Oolleotora, advising euapenaion of 
collection of texas; OliphAnt holds up for dey or two-
'/19/)6 ••••••••••••••••••••••••••••••••••.•••••••••. •• 

Diecuaeed iD BMJr•e office - 5/20/)6 ••••••• •• ••• •••• •• •• 
Bonua 

fatel'alUI ' Ad• t ntatration and F'arle7 to broadoaat May 16; 
lll&lr deoidaa Treasury will not participate- 5/ll/J6 • • 

Buainal8 Adrlaocy CollllcU 
See P~ent Monetary Policy Report •• • •••••• • •••••••••• 

B,-rd, llarr7 1. (S8Mtor1 Virginia) 
See Rnenae Act, l9Jo 

- c -

Canada 
Harria011 aake IIIIJr statue of liquor oasea,at White House; 

lll&lr tella H&rriaOD thirty da7a expires 5/l2/J6 and 
neitbar Ora••• nor Yibitaker (Justice Depart:aent) feala 
we oan accept oftara; FDR sa7s Hull will ba heartbroke; 
doea not think Canada wUl cancel treat71 ..,.. Hull won't 
adait llaoleJUie lin& aot big contribution troa liquor 
people f or bia oaapai&n fund - 5/ll/J6 •••..•••• • ••••••• • • 

Liquor ooapaniea of fer of settleaent of $J .wion diacuseed 
with FOR b:r IIII.Jr and reported to Grant and Taylor - 5/l2/J6 

Copiea or correepondence ••••••••••••• ••••••• •••• ••• •• •• • •. 
Harrison and ling ara adrlaed that aetUament baa beeo lll&da 

ud Treatucy withdraws request for inclusion of section in 
paDdinc bill- 5/13/36 •••• ••••••.•••• ••••• ••••••••• •• ••• ••• • 

.~- .U....chiaaM dalaatioca CllllYaru.tiana. Book Willi, page 190 
~,-slef-cJijD1 Ti7~«n-, iDd -LOeMNd camer- 5/U/JO•• • • • ••• 

a) Dret't ot am-eraent cODcerning result. or confarancaa 
pN..ted <- pai .. 120-12.4) 

'II) ~ f or lll&lr atating atepa now contemplated ••• • •• • 
Tqlor •-rendaa oonoernini .. eting at IIIUr ' • boWMt, 8•30 P.ll. 

J1a7 14, 19J61 Su, Chen, loo and !Cuo, T•ylor, Lochhead, 
Oppel', aDd lb.1 te • •••• •• • •.• ••• • • • ••• • • • • • • • • • • • • • · • • • • • • · · • • 

Preu eocar- oODc•rn1n& agreement• See, Cben, et cetera, 
pr. ... -- '~)6 ••••••••••••••••••• • •••••••• • •••• • ••• •••• • • 

a) Bllr'• en JCo .... t •.•••••••••••• • ••••••••••••••••••••• 
1. fl.oiNir report• • pages 2l2. 217, 218 
2 ..... paper o-t - Dnited State• aDd &>gl•""• 

papa 219-2)6 
'II) 1Ua18'- ot l'iAa"•'• aDDOUDO-t tor publication 

ia ~-····································· · ········· 

2J8 
267 

4 

240-25J 

57 

127-128 
129-lJJ 

137 

114-119 

125 

157-161 

195-207 
210 
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- 0-
Book 

Ohilla (Colltiii'Md) 
Buck oabl .. , "1_, UD:iou to lift 701a dill\lDot reoopitiOD 

~ 7oar tatber• ••••••••••••••••••••••••••••••••• JJif 
Co111lterw.WDc Dlltiea 

lllllr &114 rDB ooot.r-1 1t Attorn117 O..ral M1• Treaft17 1a 

lecall7 r1.cjlt, tb• Bull•a arc-t ebout trade with 

Gena!Q' •doe• uot. hol4 •t.r• J Pllll acree• - s/l2/'J6 •• •• 
Ta7lor ~ c--ue torelp CCbi v procedure• 

ud bow appllcatioa of Gerwua deciaioa ai&bt atteot 
other aouatrie1- 5/18/)6 •••••••• •• ••••• • •• •••••••••••• 

Crowl117, Leo 'f. 
Jeaaa JODaa doea An aDt report writt.J lllloJr half acr"M••• 
0°CODDor telle llolntp-e be w1ll iDalll\ 011 writt. report •••• 

IIJI.Tr -te Carter Glaaa at lbita 8-J Glaee protaeta 
apinet •outrqeoua baba'f'ior of 0 •Connor• ud praiaaa 

Crowl-., •••• • ••• • •••••••••••••••••••••••••••••••• • ••••••••• 
IIC!Dt,n want. a reporl "b7 'fuaaclq 110rD1Dc8 J lllllr tell a 

loaee he aow tbinka it abould be writ~•••••••••••••••••• 
lllllr, J011ee, llolut,n, &114 llcJie7nolda -t. 1D CebiDat. Roool -

S/14136 ••••••••••••••••••••••••••••••••••••••••••••••••••• 
a) lext etap to be 0011plat1011 of brief 

o •coaoor letter cODCerD!Dc report of Chiaf lat10Dal. Buk 
!ypp!ner- '/18/36 •• ••••••••••••• •••••••••••••••••••••••• • 

lllllr, Jon ee, llolnt;yra, &114 lloft117Dolda apiD -t 1D OabiDat 

Rooa- S/19/36 •••• ••••••••••••••••••••••••• •• •••••••••••••• 
a) J011ea ud llolnt,n ..UtaiD aiDae aotiODa diaclo...S 

b7 Buk 'tnatnere' reporl oocurred prior to 1932, 

therefore oria!Dal !Ubll1t7 bae b- wiped out b7 
etat.ut.e ot l.ia1 tat1011a 

b) Hll1r tb.iDkll reftlatiODII eo Hriollll, Crowle7 abollld 

be giftD opportzit7 to diaouu 
c) J'Dft CODaultedJ w1ll lift decblOD lat.r 

0el'UlQ' 
S.. ColmtanaWDc DQt1aa 

Gold 

- G-

IDUr end Loobbaed d111C1118a po .. ibillt7 of parobaaiDC 1D 

211 

172-184 

52 
'52 

'52 

52 

13'5 

18'7-191 

239 

India and holdiD& for ultiata reaale iDataad of allowiDC 
•trJ uto United stataaJ Bolla.D4 parobaaaa alae diaouaaad-

S/20/36•••• • •••••••••••••••••••••··~ ·······•••••••••••••••• 261 

Great. Bri ta1D 
Bawla7 oootera with lllllr CID ambeup of 1Dt-t101l - 5/18/36. • 192-194 

- B-
Bill,llunlti 

S.. Appo1Dt.enta aDd BeaiiD&tioaa - '/14/)6... ................. 1$5 

-I-

Regraded Unclassified 
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Book Paae 

Permanent MonetarT Polic7 Report 

As p~l!JliU'ed by Buainess Addsory Counoil - aent to l'DR b;r 

Roper and &hen to IIILTr for r8'fiew - S/19/36 ••••• • • •• •••• n:IV 240-2.49 

(Roper ' s letter of transaittal to 1'DR oo paaea 250-251) 

a) IIILTr upset ; Eccles agrees with IIILTr; (Eccles ee8orandu. 

on paaas 252~253) 
b) IIILTr diacuaaes with General Wood, CbUrtaan of Co.aittM 

l. Wood says Co1111c1l bas .J!2i yet Olt'dJ that 1t h 

.. rely a Co-.ittee report 

-R-

Revenue Act, 1936 
Senator Byrd letter to lll&Jr conoernin& "11&111 financiallJ 

atron& corporations wblcb will pay little or no tax if 

pending bill is J"kSSad• - 5/8/36• •• • •• •• •••••••• •••• •••••• 

RYJr'e answer- 5/11/)6 . . ..... ... .... . . .. . . . . . ..... . .. . .... . 

Byrd'e further letter- ~/ll/36 •••••••• •••••••• ••••• •••••• •• 
Conference on letter 1D IIILTr's off ice- 5/ll/36 9•30 A.M ••• 

IIILTr worried about accuracy of estimates as to bow such 

revenue new bill will produce - 5/ll/36 •••• •• • •• ••• ••• • • • • 

a) Haaa tb1nlce only riak is the loopbolea; Viner calla 

tbis a "legal riak• 
b) IIILTr questi ons Oliphant 
c) Haas' plan, based on Harrison •e, producing 

$642 allllon (see pages 21-23), dlacuaaad 

d) HYJr talks to Harrison and tella about Byrd's letter 

Olipbant meJaOranduau •General StateMDt on the Objections 

to the Proposed Tax on V.itbbeld Corporate Ell.rn.i.Dia 

Presented 1n the Hearings before the Senate Plnance Cocaittee• 

Further conference 1n IIILTr'a office 5/ll/36 2r30 P. M •• ••• •••• 

a) Answer to Byrd read 
b) Harriaon letter confirll1ng BJl'd request 

c) Uphu report s persistent belief "bill is Oliphant's" 

and Senate Comaittea expecte Oliphant to defend it; 

Oliphant retuaaa 
d) ~ent reports •oot over four or fiYe Senators •ould 

vote for House bill on a teat vote• 
e) Kent saya Harrison would like •to retaln a oonaidarabla 

part of preaent corporate tax and auperiapose a 15% tax 

on undiatribl&tad corporation earn108a· 

IIIIJr aaks .Tones to aubmit teatiaon.Y t o Treaaury, as Wallace 

did, be£ore aubaittia& it OD 81ll ••••• • •• •••••• •••••• •• ••••• • 

IIILTr tells Oliphant to go to HUl 5/12/36 and Haaa to sta7 at 

Treasury to defend hie figure• ·· · ··•• •• •••• •••••• •• •• •••••• •• 

DouibtCD, at Illite House , tells Hll1r, •You can't let ua dCWD J 

we wanted to cbaJI&e bill and Olipiii<Dt and HelYariQi •oulciB •t. 

let ua; we are aick and tired of giYln& 1D to Senate• S/ll/36 

Ecclea ' -oraodu. diacuaaad (see pagea 79-9S) at 'Illite BCNH··· 

.Tones letter to Cbsirsan ot SeDate FinaDOe eo-it tee - SJUIJ6. • 
Senator Coonall;r (Texu) aaks tor certaiD eatiaataa - 5/ll[J6. • • 

8-10 
6-7 
s 

12 

13- 20 

25-41 
49-S2 

S2 

S3 

Regraded Unclassified 



- R - (Conti.llued) 

Book 

Revenue ACt, 1936 (Continued) 
Hua aDd Oliphant conti.llua arguaent aa to who will diseuse 

economic pbaae of bill before Senate Fi.llaooe Colllll1ttee1 
HMJr displeased- S/12/36 •• ••• • • • •• • •• . ~ ·· ···· · ·· · ··· ··· IllY 

Wallace testifiea ••• •••••• •••••••••••••• •••••••••• •••• •• • • 
Oliphant (and Haaa) testifies • •• ••• • •••• ••• • •••••• •• •••••• 

a) HMJr aod Upbaa talk about teetiaoQJ ••••• •• •• ••• •• •••• 
FUrther Rarriaoo correspondence aalcini for additional 

inforaatioa aupple•entlog Byrd request- 5/12/36 •••••••• 
CoofereDCel IIIU'r, T•Jlor , Bell, aDd Uphaa1 1.11 ltr. llcReynold'a 

otricea llcReynolda, Geaton, Russell (Bureau of Internal 
Revenue) , Opper , !Claua, and Burna and Evans of Arthar Anderson 
and CompanJ of Chicago - 5/12/36 • • •• • •• •••• • •• . •. •• • ••• • ••••.• 

a) Haas and Oliphant report "they got away with murder on 
the Rlll• 

b) IDIJr atatea it aalted, he will aay be does not belien 
1.11 the House bill -

c) Representatives of Anderson fl.rll agree rlth HII.Tr 
d) Diacrepe.ncy between lloody figurea used b7 Byrd and 

actua.l locoae tax returna diacua'ad 
llcReynolda reporta repreaentat!Yes of Arthur Anderson f i.ra 

are busy and HimiDelblau ls with Vloer- 5/13/36 .•••••••••••••• 
Haas memorandum on retention of all present corporation taxes 

with graduated tax on undistributed adjusted net iocome 
auper·imposed • •• ••• ••. • •• • • ••••• •• • • • • • ••••• • ••• • •• •. ••••• ••• .• 

Harrison requeata further deta as to tax reduction of loter-
locking cocpaniea - 5/14/;6 • •••• • •••••••••••••• •• ••• •• •• •••••• 

Connally' a tax propoaal d.iaeussed ..•. .. . . .. . ..•....... . .. . .. . ••• 
Preliainary eatiant.e of Senate FinaDce Co~t.tee 

Pro,poaa.l Boa. All. &Did. Al2 • ................... . . . .. . ........ . . ... 
IDIJr tells group he wants to tell !'DR at lunch differences 

between Harrison plan and House bill- 5/18/36 ••••••• •••• ••••• 
a) Tells thea Upb&ll took ECcles me11orandum to Bill 

without hie ltnovledge 
•status of Tax Bill,• sa reported to FOR - 5/18/36 ••••••••• •••• • 
Oliphant says •nothing more important. from legislative standpoint 

than to have Vinson on Conference Committee"! I!IIJ'r thinks it 
dangerous to make any suggestions- 5/19/)6 •••• •••••• •••••• •• • 

Conference in HMlr'a office 5/20/)6 ••• •• ••• •••••• ••• •••••••• • ••• 
a) Baas estaatae not coaplete; UplwD suggests conaultiDC 

Harrison about delaTJ HII.Tr a'a.lnat labelling thea 
•t.entatiYe eatiaatea• 

b) Harrison oonault.ed1 a-.ra, •G!Te ua the beat JOU b.aYe" l 
Seltzer to present. eetiaat.ea 

100-102 
104 
103-104 
104 A~ 

105-108 

109-ll2 

142-144 

1.46 
1.47-1.49 

262-266 

162 

237 
Z'T0-276 
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StabUir.atioo (llrra~ed obronologically) 
See also Gold 

Book 

Schacht wisit reported by Cochran- 5/ll/36 •••••••• • ••••• XXIV 
a) Schacht expecte to talk aoOD to Britiah about 

trade reatricUona againet Ge~ 
b) Schacht expects Fr&DCe and otber gold bloc countries 

to devalue aOODJ hopea France eW noid placing 
restrictions on excben&e 

c) Scbe.cbt will uao every aeana to poatpone def'inite 
German deYalUAtion until discussions have been held 
with other countries 

FDR sees French Ar.bossador, who is leaving for France; 
gives de Laboulaye definite hint French ehould embargo 
gold so thut British lllill have to turn to United Ststes -
5/11/36 . . . .. . ...... .. .. . .... . .. .•. .. .. . .. .. . . . . • ...• • .... 

FDR told by HMJr •tbiogs are much quieter•- 5/ll/36 •• • • • •• 
Cariguel (Bank of France) talks to Knoke 5/12/36 ••• • ••••••• 

a) Lower sterling; Cari&'Uel thinks due to Swiss operations 
Bewley ' s answer to HMJr•s question on April 29 (see Book XIII, 

peges 146-148) concerning sudden filling of order stsndio& 
soae tiae for Onited States to sell $750,000 "orth or gold-
5/18/36 ... ................. . .............. . . . . .. .. ... . . . . .. . 

a) Bewley reporta notbiog unusual about tranoaction 
b) ll!IJr say a last time he will try to make a gesture 

of cooperation 

TaXIltion - T -

See Revenue Act , 1936 
-W-

l.u lliner&J.s Relief Statutes 

Paa• 

1-1 I 

2 
3 

ll3 

185-185 8 

Uecorand\11:1 fl'OIII FDR discussed by group in HMJr's office -
5/20/36. ....... . .. . .. .. .. ..... .... . .. . .... .. . .. . . ......... 268,269 

1\einar, Paul 
Confers with HWJr concerning position ofterod by State 

Department with International Art Exhibit in Paris - 5/13/36 136 
a) HMJr recOOWionde taking it without pe.y 

Regraded Unclassified 
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PAlUPIIUII or nr ..... n UOKITD 

1110111 ~loaa Jabaaey, Parh, l'l'&Doe 

Dlft: - 11, 1N8, 1.0 a.a. 

JO.a aae noll oooBR.U. 

On &a~d&y, 1n _..e anwraoon, I werat to Badenwe1ler 

to Y1elt Bo~aoht. 

loU.~t tol4 • ihat ae for Me Oll1l poe1Uon, u 
•• Plac on Wiill. 1i ae before, ~1DC \hat I •houl4 tnow 

Ma auff1o1eaUy we11 by now io Wl4eniaD4 tbat lae WOQ).4 

~ o&I'J'1 Oil 1ll a poe1Uon 1f U were DOt 4ef1n1te tb&t 

u •e tu one in o~Dd. Tlae publ1oi ty wh1oll tiM 

appoiniaed of Goeriq ha4 been liYen •• rqrdtecl by 

Bobae~t. Tlae l&Uer hae no intention of •t1q a plllll1o 

etat•ent about it, but lae 414 tell •• ib&i 1i rrae for 

Ma io 1et e<ae of t~• people w1 th llpreei11e1 1ll .U 

O.r~ re11• •to lietera to reaeon•, an4 \hat 1t •• a 

real ~antap to h1a 1f ~e oou.l4 talt to Goula& 41reoily, 

&1141 11lfo:ra h1a of ~• ourrerat oi illation, e111o0e u * ,r 

reoeato t~e a11Ua:ry aa4 ~e party. SoMoll.t o&14, wlaea 

he ... uoao4 ~· apreeilp•, ihat 1i •• UN to II.~ 

.U ptnar of aterD&l. ••kMooeo whick aye a inlF 

ooonaalo boal'lacf tile ooaatry ooul4 not acllll t that the 

Cle~ Ckwe:n~MDt 414 not Dolr wbethc 1i aa al»lo ._ 

..,...t.. foo4 allll wort to 1 to people. lUll aa ..Uoaloa 

Wa.16 llll• WOIIkaOOo, W ii'MID4oU 41ff1oulUOO ld.pt 

r.-slt 

Regraded Unclassified 
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%nul' uauoflr•. 

T.U CJu8a QonrDIMa' laaa 11114•~• 'be r• -.a' 
preen-, c1•111c •• - ozoUH for 1t ~. MOoee:t" of 

11PIIol4111C ca.r- pre•t:tce. Tllroup th1e p:rOP'&II 1' 

h&e been able 'o g:lYe a-plo,aeat to 14le tD4Petr1ee &a4 

l&lNI:rere. L111:lb.Uon of S.llpo:rte 1D aep:tq with 'lle 

puolaaa1q pow• of tile ena\l'f ue enu.:tlM ltar4eh1pe 

1da1oh, laown•, !I&Yo NeD borne by tile people after l»e1q 

Wl4 til& t euoll l111Ue4 ~· we:re O .. ODU&l h tile 

defeDM of tile:tr naUODal ezieteoe. 

liT oontacn 1u1ete4 th&' no ftoto:re wh1oh lee4 

to war are -.J.d1ev1buUOD throv.piiU' ~e wo:rld of eoonoa:to 

p:r:lY:llogee aad :reeORI'ooe and ~. ox1e,.aoo of tl'&de bal'­

r1ere wh1oh p:rcwe 'o be U..V.ov.Dt&ble. Be cont81114e , .. , 

euoh COWlV1ee ae .Japan, Iialy, &M h:N&DJ wov.ld ..,, 

M u:tq fo:roe ae a aene of r:lpUJIC ROll e1tu&Uou :lf 

U oould l»e lloped 'b& t U oov.ld be doM :ta a p .. oof\11 

••••r. It 1e SoMoh' • e op:ta:ton ~' 'he afta:tr 1& tile 

Rl!tM1&114 :to oloee4. Be eaid th&' ou of 'ho lao' etope 

'OW&rd aoh:l..:tq •preouco• •• 'h:te rOUII!q of 'he 

JUa:tnel• ... 

luaolat :tae:t•••, 'hoap, that :t••••Uo•lll' thoro 

••t be c:r••• oooaMio Uberty l»ef•o 4hll s=y oaa ro­

ocw•• Be ••• MIlia p~H tllat M woald ct•• M 

lk 

Regraded Unclassified 
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ao-.to fr• aa off1o1al Oer-.a aoh wh1oll baa ~ut 

'bMa ac!Uoo ... to tile Swl• OO.er•at. •• ooa'-48 
\hat Uh Mte u_. peolUYelJ tllat tile •tU. ttl '11&1-

&MlJIC tra4o &M ,a,....,. ltU&tor&llJ ll&a aot .._ looltM 

ca wUil ta·nc ltJ tile hr-.. ~arDMat, .,.. nat tile 

latter to aow ••' autw.a to oztrlaato lholf fr• tile 

apt. wlllola •• foroe4 upca U. 

DIIJ'UC t;lae ow.rao Of t;lao OOBYoraaUoa I ...U •--

Uca ot tile taot; tlaat tllo 1Jn1 toM It& tea 11&4 oou tM 

a V&M aero-to w1 tola J'raaoo, I o~oaHCl tollo laopo 

t;bat; wa4ornaa41qa w1 t1a otllor -~or p01rera atpt BOIJ 

-· -roa&llt a--t. 

DD riUf uono•. 

8ftA1JI. 

Regraded Unclassified 



' • 

•• ~-- tol4 .. tu~ Jae -. ••7 uaon~ 101ac " 

talk to no klUell ropMtac Ulolr r .. tr1oUou • 

trUe wUil 41onu.7, - ... 'ut lllo bolac Ulo '• ..,, 

otnor -7 1a ••'-l»Untac a flaal ftlu for ~. rotolla­

arlt -• u araua••t that M4 woipt wt~ Silo Br1Uoll. 

Ro npeoh tbat l'l'uoo aJIIIl o'll.u 1014 l»loo ooa,rloe 

wb.ioll. ba•o aot 7•' lleYalWHl Will .... bau M ca.,ar' 

flr• 'h• pr .. u, par1Uee. 

Y1tll roprll • tho foroptq, S«+eollt le oepoo-

1ally anx1-• ~t l'l'anc e eheuld aYo14 plaoiJIC roevlo­

Uona on exoballce, and he ea14 'bat IIOYalu.U• le 

not pl'OYUhcl l»7 plao1q U •l»viO OD. 1014 ... l»7 

~ uao of oxoii&JI&o reev1oUcme, 'bat 1 t aoroly 

poetp•e4 40YaluaUon. 

Bobeoht M14 ae that wUh reep•t to 0.~7, Jae 

bact •lle uao of oury aeane tbat he mn alleN' to 

poe'Pone 4ef1D.lto O.raan deYaluatloa until Jae ooalll 

dliiOVAe tbo •"• w1 til otllor oOIUltrloe. Re )lee liCit 

-.nw w eetalllloll a n.~ Yalu fu ~ rotoll n 

ta Ylft of tho 'UIMI.natll oc.dlUone 111a1.aa JaaYo ~ 

prOY&lUq Witll ropr4 to null•, ~ plll -..1 .. , uA 
• 

eo on. Be ,..,,.. tho opla1oa t)let ~ 10111 •* 
or tela 
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01'1•18 h M tt.r ...,aaoecl ~t liJ .Tvl.J' t.t llh01ll4 lie poe­

.tble 110 bol4 euoh later•Uollal eGDYerauoa •• 

lly oGDtaot tol4 •e tlaat Oer-.a official• la 11M 

Va11iM ha._ W 1atont•4 b1a tbat the UDltM lta11N 

ba4 dreppecl ur 14ea of lllpo•bc ~tU"t'at.llq &Ue• 

oa goo4• oo.lD& :rr- O.r.a~~.7; be •xpr•••• hope that 

thb waa tne. He ea14 tllat the ~1 uouat of Clenu­

AM:ricu vede til&t •UU ui•h wovl.4 be 0011pletel7 

Wipecl ou11 by 8UOh a •-..ure. 

At 88 •el there are car rat •arlou •erelou of the 

Sol>lob~rlq altair. I lb&U e~~baU tboee ia a later 

hlecr-. U ae•• tbat the coueneua of opi!Uoa 18 

that Bolllaobt wlll o oaUnue in ottlce, &114 be Will U...a 

1iba tZ'ieD4ab1p &114 oonti4enca of BlUer, aa he ha4 here­

t ofore. U 1a &lao llelleYecl that OoerlD& wlll aotu&llJ 

Mne ... a llh1el4 tor 8o)l&obt aaatut the at.lltary &114 

putJ. Ooe'bllella, Bolllaoht'• .... ,., fruecl tA• o-iqu• 

whioh &llJUIIUICecl the appoint._, of GoulD&, but u 1a 

DOt feU 1illla1i auo. lllJurJ u lohaoht •J b&Ye rMeiYM 

thereliJ Will 1111Ja1r hl• uefUlu•• to Oei .,.. 111Uer 

aUll real.1Ma nat Bo)l&obt oaa 4o, aa 4oea .. e _.. of 

tile aer101P all4 ooaaerY&UYe pop11laoe. lclll'obt -. _.. 

u-4 

Regraded Unclassified 



-I-

ha4 of tAo 111A11VJ of looaa.loo 1a o:rde tllat lie o01ll4 

ufud t!ae 1ate:root of tile Ro1obll!Nat U4 tAo ou:r:r_,. 
Ia the -. _..,., taa11 JIII'Oioat tiY111ca, wbetlle:r u 

lleo01118 uft&l 011' 11 ••'•1 o&ly, of aa.aao:rt ' ' ae :re­

pzou t.pert1 U4 ozoballco •J be a a11D1 of 41av1'bllUq 

llu.:r4eaa U4 WN41DC off auaot1 10 a1 to -.to 1 t pool11tlo 

fOil' Sobaobt to aUa1a IU.OOIII 1a b11 offo:rt to Qo14 

Qn.luaUoa uUl tbo:ro 1a ola:r1f1o&Uoa of oe:rtaill f011'-

11p .uta:rr po11Uoll1. n.a eo•oaat w01ll4 be 1a a poo1-

t1oa to b&:r,a1a w1tb ~~ foro1111. coYiru.~Dtl. 

DD OF IIDIACII. 
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The President ea~ the French Ambeeacdor ~ho il leaving 
tomorro~ tor France. He talked etabili~ation with hlm and 
gave ~bouleye a detinlte hint th~t the French should embargo 
e-.- ld in order tbe.t the Britleh r.ould have to come to us and 
th~t i! they 11d so, we would drive a bargain with them which 
would take ~are o! the French intere1ts . 
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P.U,Jr. called tn~ ~rP.etdent at 9:20. He said, 1 Tno 
~n~ of Frnnce v~r-co1ored tho news that they gave us 
J.llot ntll'ht. Tll!ngs &ro much qul.etcr. They muc~. have 
aFatn given the sp~~ulatoro n squee~e. Tne pound dropped 
from 4. 99 to 4.96-11/16 and tno trano was up tor a wn1le 
to .0659i. I am oorry that Blum does not go 1n before 
J•.mo :>, t:iooause tlll\t 1s the day "e announce ow June 15 
t'1nano1ng. I thtnv 1t ~uld be 8 m1atake to make tho $n­
nounoem'!nt the dl':y tMt Blum goes 1n. I might, therefore, 
advancto 1t.• 

He a lso sPid to tre Precidcnt, 1 I want to talk to you 
t~bout ·.he tax bill. I have co11e to soMe decie!ons due to 
very o~ref•1l study over the week-end Md I must disoucs 1t 
•'th you. ! tn1nk !tis interesting to note that Byrd 
iAted h!s letter ~ay 8 , the envelope 1n Ph1ch the lett~r 
was n~1led 1s ccrked 5 p.c. , UPy 9 and we received 1t 1n 
the office at 9:14 thi9 morning.• The President said 
he thougnt ~.Jr. oUght to write Byrd a letter and call it 
to n1s attention. 

3 
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Q n··r"tl l'tneB' nse1et~nt called Sell cmd tol:i him that 
rarloy 1e trytng to get 15 minutes on the air to tell what 
be 1& dolng for the veterans and the VPterAne Adc1n1strPt1on 
~lro r"nted aorne time on tho air. The broadcasting conpeniee 
he.ve r ·ref"d to set aside .lllllt an hour on Saturdsy n1.,)\t , !!!ly 
16, to give all an opportunity to epoak. The call to Bell 
w~tP to nek how much time the TrE'ecury wanted on the program. 
~.!,Jr . di scussed 1t w1 th 01uton and decided that the Tret' eury 
~111 not go on the air at all. 
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C.OMNITT&& O H PINANC . 

·~ -­..-.... 
..cr- ............. .. 
,.....,.,..,ro,N. 

ra.'IQN ... ...,....,., --

Honorable Henry MorgenthaQ, J r. , 
Seoretary of the Treaeury, 
l aehtngt on, D. C. 

My dear llr. Secretary: 

lla,y l l, 19:56. 

In _, reoent letter to you I aeked tor the namee 
of all corpor ati on• which, tor the last year tor wh1oh you 
have the etatietioe, had a net i noome (before Federal taxee) 
ot more than tl,OOO,OOO lllld which would h&Ye reoe1Yed a tax 
reduction of 50 per oent1111 or aore had the pend.1llg JIUl been 
i n toroe. Perhape I did not llake it olear that I wfehed you 
to aeeuae that the ratio of d1Yidende to net tnco .. (bef ore 
Federal taxes) reaained unoh•nged, and tha1< all the divi­
dend• were 1taxable 1 • It is poesible, of course, that had 
t he pending Bill been 1n f oroe, many, if not all, the cor­
porati ons would have paid l arger t axable dividend• lllld thue 
would have further reduced their Federal income tax; but I 
shall not trouble you to deal with that problea. 

Although I aesuae that 1t 1e not neoeuary , I 111g)l.t 
point out to you that the etatietioe I used 1n ., letter, t or 
purpose• ot 11luetration, were bated upon the aeeu.ptions 
that the net inoo .. , after Federal taue , of each of the oor­
poratione oited, wae eubetantially equ1Yalent t o ite 1 a4Jueted 
net inooae• ae that t erm il dtf1ned 1n the pending Bill, and 
that all the dividendi were 1taxable1

• You appreciate t hat 
. etatietioe are not a-ra1lable to ae ehowing the exaot aaount 
ot Federal inooae tax11 aotuall1 paid or due tor the year, 
nor is the taxable etatus of tbe d1viden4a. I ll8ke thie olear 
to a-roid any poeeible 111eundlretand1ng t hat 111~t &rite troa 
the uee of the ratio of d1Yidende to net tnoOM atter tax to 
OOJDPute the ratte of tax I Ulltd, whereat rtal1etioall1, of 
oourse, at eusgeeted 1n ., letter to you, tbt ratio ebOQld be 
that of diVidendi t o net tnoou b!fort raderal tnoo .. tax. 

I ag•'n with to txprtu to you 1.n ad-ranot ., epprt­
o1ation of your aeeittanot and cooperation. 

Very truly youre, 

5 
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--~------._ •. -. .. ... _ .................. -. 
.-... __.. ... .. -. .. --.-.. --- COM MITT&& ON PUU~MC& 

Honorable Henry Morgenthau, Jr., 
Secretary of the Treasury, 
Washington , D. c. 

lly dear 'lr. secretary: 

May eighth, 
l 9 3 6. 

It !:'.as been stated that many of our financially 
strong corporati ons, especially those of substantial 
size, will pay little or no taxes to the Federal Treasury 
if the pending bill is passed . I am checking the 
accuracy of these statements, and I ~ likewise interested 
in the opportunities that may be afforded such corpor­
ations by the bill to avoid the payment or taxes. 

We must guard carefully against giving t hese 
larse corporations a greater advantage and perhaps a 
stranglehold over their pr esent ~aller competitors. 
Yrankly, I am concerned about the application of the 
proposed tax p.:>licies to those corporations which now 
have large surpluses and a stronc cash or credit Fosition. 

We must make certain that legislation does not 
prevent the heal tby gronh and expansion of our Sl:laller 
businesses by imposing a penalty upon them if their finan­
cial position end their business opportunities do not 
permit the payment in dividends of substantially all 
their profits. I want your assistance in appraising the 
situation. 

I have selected from Moody ' s Manual a fe\'f of the 
largest corporations, with a view to determln1118 the 
rate of tax which woulcl be imposed upon them if tbe pend­
ing bill should be enact ed. The only stati stics I have 
av-.1lable are for 1934. I should ap.,reciate i t very much 
if you would check thb list I give you and let ae han a 
siailar list for 1935, if statistics are available to you. 

8 
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A FF\'. OF 'l'Hf, CORPORATIONS WH!Cr WOULD 
PAY NO TAX. BASED oN 1934 RlTIJRNs. 

(tfo, Pey 15$'). 

C" •t>ny 
Net Income 
At'ter Tox 

Amerlcen Tel . & Tel . 
\American Tobacco Co. 
\Amor. Smelting & Ret'ining 

General Electric Co. 
Goodyear Tire & Rubber Co. 

~nternational Harvester 

(1121 ,'748, '729 
24, 084, 280 

'7. 583, 20 'a 
19 , '726 , 044 

4 , 28'7 ,684 
3 , 948, 637 
11, 59'7. 573 

6 . 551,930 
5,411,9?.4 

::.1 , 536,894 

'{1'1':1. Biscuit Co . 
1 Nt tl. Dairy Products Co. 
' Ohio 011 Co . 
' ~ .J.Reynolds Tobacco Co . 
J Texas Company 5, 545,205 

Dividends 
Pftid Out . 

tl67 . 960 , 4'75 
25 , 590 , 858 

7. 8'75, 000 
19 , 881 ,453 

4,508,90'7 
8 , 264,040 

19,939,342 
8 , 197. 5'73 
6 . 294, '728 

30 , 000 ,000 
9 , 348, 820 

Tbe above list ot' t'inancially strong companies that can 
co~pletely ovoid taxation can be greatly expanded. 

coRPOR.ATIONs v.mCB wo~ 
P.AY LFSS THAN 5 P6R C . 

• 

YAir Reduction 4, 145, 416 
JA111ed Obemicel & Dye Corp.l7,548,355 
VQorn Products Refining Co. 9,702,696 
vturtis Publishing Co. 5, 906 , 326 

,v<E. I. duPont 46,.701,465 
~irestone Tire & Rubber 4,154,656 
General Foods 11,143,8'76 
Greet Western SUgar 5, 761, '727 
I~perial Oil Co . 14,101,561 
Li ggett & Myers Tob.Co . 20,086,691 
Parke, Davis & Co. 8 , 719,368 
Pennsylvania Rai lroad Co. 13, 3'77 , 839 
U. S. Smelting & Refining 6 ,052, 968 

3, 73'7 ,142 
15, '703, 3'74 

9 . 294, '750 
5,400 ,000 

40 , 788,914 
3, 572,193 
9 ,452,614 
5, 3'70 ,000 

13, 415,169 
17 , 200,22'7 
8 , 232,480 
13,214, 946 

6,000, 129 

Tax under . 
New Bill • 

2.8~ 
3.00 
1.20 
2.46 
3 . ro 
4. 00 
4.40 
1.55 
1.40 
4.16 
1.50 

.30 

.25 

9 
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COIU'ORJ.TIONS 1'11liCH YIOtr:.D PAY 
LESS THAN 10 PER C ./T 

Co p~tn:r 

American Cen Co . 
~our end Co . (Del . ) 
E~<atrn811 Kodak Co . 
General Mo tors 
Greet A. & P. Tee Co . 
International Sboe Co. 
T. C. Penny Co~pany 
Phillips Petroleug Co . 
"roetor & Olllllble 
seeon -Vaeu~ Oi l Co . 
Stand .Oil Co. (Calif . ) 
Standard Oil Co . (Ind. } 
Standard 011 Co . ( tl. J . ) 
Texas Gulf Sulphur Co . 
United Fruit Co . 
F. W. Woolwor th Co . 

Net Inco 16 
After TAx. 

:!:19 , 522, 945 
8 , 235, 835 

14;003, :>47 
94, 769 , 131 
20 , 478, 190 
8, 967 . o~t 

16 , 147, 315 
5, 757, 309 

l·· · 370 ,0~7 
t4 ,1~1 . ?.97 
18, 347 . '107 
18,949 . "90 
67 ,882, '>71 

6 , 958,476 
lC,049 , 300 
32, 142, 363 

Dl'VHend" 
p,.[(! Out. 

tu;, 2~:~&, 321 
5, 039 .830 

10,49!1 ,005 
73,621, 710 
16 , 4:l0,796 
G,r.n, 742 

11, 307,10 
'. , 153,008 

10, !\ll!,86( 
18, 652.561 
13,0"9,479 
15, ~71 , 229 
54, ~0·1,193 

5 , 730,000 
8 ,717,985 
2~ . 288, 676 

Tt~x Percentage 
A"DpliMble 

6.63~ 
8.84 
8.54 
6.78 
5.72 
7.78 
9.37 
8.30 
8.30 
6.90 
8.9!! 
5.63 
6.08 
5.22 
8 .eo 
8. !1<1 

I also oak that you furnish me ~~th the names or all corpor­
ations which, for t he l est year for which the st~tistics are 
available , had a net income, before Federal taxes, or more than 
~1,000 , 000, end, based upon the actual distributions for the 
year, will receive a tax r eduction of fifty per cent or more under 
tt~ pending bill . 

You -.·111 appr eci ate that tho tundanontel purpose of ..;y 
inquiry involves not only co3pet1tive advantages to t~ strong 
corrorotti ons, but the r estraint s or heavy taxes upon s::~all and 
medi~ sized enterprises upon which we must depend so larg• ly tor 
re-e~¥loyment of labor, and for healt~ business growth. 

It i s unnecessary f or me to add th1 t t~ date nus t be avsil­
oble prompt ly i f it i s to serve a usefUl rurpos& . I shall ·Ireoiate 
very much your a ssistance and cooperati on. 

Cordially yours , 
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Honorable Henry Morgenthau, 
Secretary ot the Treasury , 
Washington , D. C. 

• 
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1 I would like you and Helvering to prepare an answer 
ror me to Byrd and ba \'e it on wq desk at 12: ro. You, 
Herbert, can write the opening paracraph call1ns .ayrd • a 
attention to the time we received the letter and Helvering 
can tell him what we can and what we cannot give him eo 
that he cannot begin to ·~ in the h&lla or the Senate that 
I am stalling. 1 

Oont1nu1ng, the ' Seoretary aa1d to the group, 1 I have 
done a lot or thinking and atudying over the week-end by 
myeelr and I have practicallY come to a decision, but you 
at1ll have a chance at me before I aee the Preaident at one 
o'clock today. 

"Ae Secretary of the Treasury, as the officer reapon­
sible to the Preaident ror all !iacal matters , I have come 
to the decision that I cannot take the riek or giv1Jl6 up 
something that I have in hand, namely: $1,132, 000,000 in 
revenue, tor a poeeib1lity ot getting roughly $1, 700,000,000. 
It seems to me that there are too many dangers surrounding 
the pos6ibilities. 

13 

•The reason we are in this present Jam is because the 
Supreme Court threw out the AAA decision. I do not believe 
there ia a living person who can guarantee that the Supreme 
Court will not tie up t he tax bill immediately arter it passes 
and we w111 be abort all or our revenue. I Just think the 
thing 1s too great a r1ak tor me to take. The Prea1dent 
has left the responsibility entirely on me, wh1oh makee it 
doubly hard. Oan you imagine our position U on the pa11age 
ot this bill we were immediately attacked with inJunction 
suits, etc.? 

•you can ask me wby I did not do all thls two montha 
ago. Wy answer is that I waa eick and aw~ from the office 
tor two montha. I anould ha\'e bad thie bright idea two 
months ago, but I did not. I have it now. I would rather 
be sorry now than be desperate a year from now. I Juat 
teel that the responsibility is too great to take the risk 
involved and that the onlJ reason we want a tax bill at all 
ie to get revenue to otteet t heae growing expendlturea and 
big deUcit, and the only W8J that we can licit iDrlatlon ia 
through a tax bill. But nothing would be worlt than it 
through the Courts our revenue should be tied up. 

•I want a rranJt and open dlaoueeion . Frail a ruoal 
etandpoint, one great right that we ban -.de here ie aea1net 
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the printing presses and we did not have to resort t o the 
Thomas amendment . How I will handle ~self, I cannot say 
at the moment. I will think that thrrugh atterwards . '-" 
I right that .. ! should not abandon $1,132,000, 000? It that. 
is correct , how do we want to get t.he additional 623 millions? 
Am I tright.ened unnecessarily? I do not know whether the 
estimates are correct.• 

Dr. Viner commented that "Even a magician cannot get 
you a sure answer as to that.• Haas' comment was, 1 ! think 
the estimates are conservative figures. The risk is in the 
loopholes.• Dr. Viner's reply was, 1 Then the risk i8 the 
legal risk. • 

HK,Jr. said, 1 As to whether the estimates are correct, 
Ur. Uay will be down here tomorrow. I called up lolr . Jls.y 
and told him that I knew his interest was 1n the suooeee ot 
the bill and asked him to come down to talk to me. Arthur 
Anderson's partner will be her e on Tuesday and Ur. Anderson 
himself will be down on Thursday. Perhaps Haas ' estimates 
are correct. I am not sure. But. I do know that 1n the 
minds ot the public , serious doubt has been cast on hie 
tigures. Kay's statement has oaueed grave doubt and that 
reflects on t he whole credit ot the Treasury . • 

Addressing Llr. Helver1ng, !Ol,Jr. asked, •Guy, what would 
you do7 1 Ur. Helvering answered, 1 There is a very praot.ioal 
angle to the whole proposition. It we knew this morning 
t hat t.he proposition you suggested is the t hing that. we are 
going to tollow, t.hen it is one procedure to get the Senate 
Finance bill reported out to get the revenue. Harrison 
said he wanted me on t.he Hill today at ten o'clock.• HU,Jr. 
said , •r talked to Harrison and told him t.hat Oliphant was 
over-tired and asked him to postpone this thing untll Tuee­
da,y and he agreed to do so. B11t that 1B not important. 
What I am asking you 18, it you were 1n 71lY chalr and t he 
entlre responsibility was yo~.~rs, what would yo11 do?" 

At this point, Dr. Viner remarked, 'That ls an untair 
q11estion. • Helvering, answering the Secretary's queetlon, 
sai d , •Wy tongue has come up very high in ~ throat when I 
t hink ot giving up $1,132,000,000. 1 

Returning to Viner's remark, HK,Jr. asked him, •lhy i8 
it an untalr question?• and Viner replied, "Because he doea 
not know what the legal riske are.• HK,Jr. disregarded thla 
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tor the time being and returned to questioning Helvering, 

asking, 'But, Guy, do you lllind 1t I pin you down? • 'lh.at 

would you do today?' Helvering answered, "I! I were Sec­

retary o! the Treasury, I would be pretty soared to give 

up revenue that I 8.1:1 sure ot tor the possibility ot replac­

ing it by the same amount and a llttle bit more under the 

new bill. " 

Again referring to Dr. Viner's remark, HU,Jr. eaid 

to him, "In answer to your statement that Guy does not 

know what the legal risks are, let Oli phant answer that.• 

And Oli phant'e comcent was, 1The reeponaibility ~a yours 

and ot course your decision will be final . Since you 

have thought it through, there is nothing I can add. I 

can only apeak tor myself. I had 13 men tor several days 

analyzing all ot the Senate testimony. (A copy ot the 

analysis is attached hereto.) I do not believe anybody 

has serious doubt aa to t he constitutionality, eo that t he 

only question that has been seriously raised ia the question 

ot loopholes.• Ur. Uorgenthau interrupted to say, iyou 

don ' t believe that as soon as t he bill is passed, they will 

try to bring suite against ua? 1 Oliphant answered, •uay I 

tinish what I was saying? I have gone over it again and 

again with QY men, in whom I have great confidence. The 

loophole thing is in shape with the exception ot two chansea 

as a result ot the last minut e amendment in the House. 

1 The Supreme Court -- men like Stone -- have been very 

much disturbed over the way in which the Federal Judges 

have gone behind i n a very peculiar way to interfere with 

recent legislation. I anould t hink the danger is about 

the same as the danger that confronted ua last year on the 

inheritance tax. The a&J:Ie thing is true ot the tax bill 

as to inJunctions, etc.• 

HU,Jr., interrupting, said, 'Interpreting that into 

action, what could John W. Davia do to retard our collecti on 

ot this revanue? • Oli phant replied, 1 Ae tar as the sign­

poets or the put are concerned, I do not t hink they can do 

very much, but, ot course, Judging by Supreme Court action 

in the past, there ie poaeibility ot an excepti on, • 

Mr. Korgenthau reiiiU'ked, 11 haYe not diloulled t.be 

'legal r iek ' with anybody.• Continuing, llr. Oliphant eaid, 
1 I do not mean to imply that th1a aet-up is like the AAA. 

It you aaked me is there any poaeibility o! tha Federal 
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courts running wild, I oannot say that there ie no poaai­

bil1ty.• HU,Jr. inquired, 1 Doea Parker reel the way you 

do on the chances or inJunction? Let me go a step further. 

I am thinking ot the Preeident and hia relation to the pub­

lic. I called up George Haas over the week-end and asked 

h im to work out tor me a plan, and have it ready tor me by 

Uonday, on the basis that we keep our present tax s tructure 

and do not give up anything and take the Pre8ident 1 s idea 

ot a graduated tax on withheld income. When I gave my 

ideas to George , he said that he had already started on 

t his very plan. I want to retain the principle or the 

President 1 a tax mea ease. I do not want to abandon that 

entirely. I want to move along in that direction.• 

Oliphant said, 1 The President starts out in hie tax 

meeaase by saying that he want.a to put a atop to the use 

ot personal holding companies and incorporated pocketbooks 

ae a means or tax avoidance. He suggested a plan by which 

that could be done . Helvering and I, at your instruction, 

went up and recommended the plan, and eo did you. 

HU,Jr. told the group, 1 It i e intereati~ to note that 

George ' s plan produces about $642,000,000. (CoPY ot the 

plan ie attached.) 

Dr. Viner offered the tollaring suggestion: 11Jhy could 

you not work out a 5-year plan and write a bill which at the 

end or fivs years will put into full effect substantially 

the present House plan; that is, instead of immediately 

eliminating the pr esent tax on corporate income and sub­

stituting tor it a tax on undistributed earnings, give up 

gradually the tax on corporate income and put in effect 

gradually the tax on und1atributed earninge? 1 

HU,Jr. said, "I want to ge t back to the fir st thing. 

Does &~~)body here want to urge me not to do what I woul.d 

like to do at one o'clock and tbat is, tell the President 

that I do not want to give up what revenue we have?' Dr. 

Viner asked, •can't you reduce the legal riske? 1 Ol.ipbant 'e 

repl.Y was , 1 I do not say that there are aerioue legal riekB. 1 

HU,Jr. remarked , 'I eL~p1y sanae that the riek is too great. 

Haae 8aid that I cannot afford to take an,y r 1ak. 1 Oliphant 1 8 

response was, •I think t he riak involved i8 1118 than 1n \he 

Gold Reserve 4ot and devaluation. 1 'But. the Gold Devalua­

tion Act is the only one that etood up,• HU,Jr. told Kr. 
Oliphant, 'and asain8t that t here were ~ or 10 not 1n the 

Treaaury that did not a t.and up and there were very able 
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attorneys working on these various thlnge, t oo.• 

Helveri.ng expressed the opinion that 'They are going 

to attack this bill. There is no question about that.• 

HU,Jr. then stated to the group, •ror the moment, I 

want t o stick to the fiscal responsibility.• 

Oliphant said, "Getting down underneath to the thing 

that will really affect the legislation -- it the rates 

are aa h igh aa they are in the House bill , then it will 

be as obJectionable ae present law, or more eo. The in­

equities of the present law will be exaggerated. If all 

ot those people in the lower income tax brackets who are 

now paying a rate ot 1~ (through the corporation income 
tax) on what the corporation earns tor them are r equired 

to continue to pay that (instead ot the lower rate t hey 

would pay if it were distributed to them) and then have an 

added tax to• pay (in the form of a supertax on the corpor­

ation) their opposition will be soon developed. Uoreover, 

such a proposal will alienate the support of all business 

corporations that have been distributing their earnings -­
because it continues t he burden on them. Let ' s take the 

A.T.&T. Under the House bill, they can continue to die­
tribute their earnings and pay no tax. Their stockholders 

will have to pay under their reepective bracket s. Under 
the proposed revision, it tne corporati on conti nues to die­

tribute all its earni.nga , it will have to pay the present 

tax of 15 per cent, and in addition its stockholders will 

have to pay a tax on the di stributed earnings in their r e­

spective tax brackets .• 

HU,Jr 1e reaction waa, 1 I think it is going to be very 

difficult to explain to the man on the str eet that A. T&T. 

paid $30 ,000,000 ot taxes and that under this bill they will 

not pay any." Oliphant commented, •on the other aide, lt 

will be said that you are putting a t ax on the legltlaate 

corporation in order to aet tree a few large corporations 

who will not pay the tax under thie bill. 1 

Referring &&ain to the plan worked on by Haas over the 

week-end, RK,Jr . said, 'Th1a tentative bill waioh Haae gave 

me will give me a fixed income and will toroe the corpora­
tiona to P87 out their withheld earning& and check evaeiona.• 

Oliphant stated, 'The tax bill aa recommended by the TreaaurT 

has two great obJectives: (1) elimination of tax avoidance, 
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and, (2) equality on all taxpayer s.• HU,Jr. promptl7 

remarked, "You rorgot to give the most important or all, 

and that is revenue .• Oliphant inter jected, •rhat goee 

without saying. • Continuing, HK,Jr. said, 1 I am eur­

rioientty worried that ir we went tArough next r a11 with 

this revenue out out, I would not want to be reeponeible 

as to what would happen to buaineee.• 

Dr. Vlner made t he rollowing statement to the Secre­

tary: 1 You do not have to overthrow the principle and 

you can aocompliah your reaulte by a l i ttle &hitting or 
rates. I must say that I have not followed your bill 

closely , but I am aeeuming that the merits still stand. 

r hen, I say, don ' t thrOw that over. I think the point 

that the Treasury must look sound t his year is very im­

portant. I rull7 agree with that. I 

HU,Jr. told the group , 1 I would like you all to look 

at Haas ' plan. • Turing to Gaston he said, 1Ther e are two 

ways this thing can be done. The President can send ror 
Pat Harrison and say , ' I am not going to hold out on thie 

t h ing ir you have some scheme. (Haas ' plan is baaed on 

Harrison ' s.) Let's understand each other. I will give 

you a chance to do this t hing, provided you give me your 

word or honor t hat you will go through with it and that I 

w1ll not be lett without a tax bill. 1 The other thing is 

tor me to say betore the Committee that atter two or tbree 

months I want to say that 1t is too great a risk to give 

up what we have, but what we wa.nt on top ot that il up to 

the Committee. • Gaston's repl7 was , 1 I would not do i t 

tbe latter way. I would prefer the tirst way. We still 

believe 1n the Justice or this original proposal. I don ' t 

think we have sold our plan over to the Collllllittee and 1t we 

did, tbe publi o would not be sold on tbe plan. I think 

the t1rst way is the beet way, it we t1nal1y decide t hat 

we want to make a compromise . I am impressed with Viner's 

plan. I 

18 

Hll,Jr. remarked, 1 I have not yet got ten an annar to 

~ apecitio question. • Gaston replied, •u,. answer to your 

queation ia tha t tbe President had bet ter talk t o Pat Harrieon.• 

And Viner added, ' He had better s peak to h1a with •aatsrial. ' 1 

Uphaa had a euggeetion, sayi.ng, 1 I euggeat that Doll6hton 
ought to be 1n on that oonrerenos. 1 And Viner had a rurtllsr 

suggsetion, viz: 'I suggest tnat you ought to ask Prorsssor 
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H1mmelblau ot Northwestern University t o come down ae 
an advisor. I think he is a very able person with a 
treeh viewpoint.• HU,Jr' s reaction was, •won't you 
telephone him and aek him to come down, at ~ requeett• 

Viner inquired, 1 Doee t he Harrison plan retain or 
el1m1nate the present capi~al stock tax and exceee profit 
tax7 1 Helver1ng answered, 1Pa~ Harrison ' s idea ie to 
leave ~be present law Just as it is, retaining theee two 
taxes.• 

HU,Jr. then told the group, 1 Think this whole th1ng 
over and let's have another meeting at 3 o'clock.• 

19 

At ~hie point, a messenger came in and handed ur. Oli­
phant a elip ot paper and Oli phant reported that 1 The Senate 
FinanceCommittee hae asked tor exper~s !rom the Treaeur,y and 
they want Turney and Haas. • The group decided tllat inAsmuch 
ae Oliphant and Haas would not go up on the Rill until Tues­
day morning that no one trom the Treaeury had better attend 
the Committee meeting. 

The following is a conversation between Pat Harrison 
and Secretary Uorgenthau making these arrangements: 

HI.!,Jr; 
Operator: 
HK,Jr.: 
H: 
I:!)(,Jr; 

H: 
HU,Jr: 

H: 

I:!)(,Jr: 
H: 

KU.,Jr: 
H: 

Hello. 
Senator Harrison. 
Hell - Pat 
Yea. 
Your man O'Brien called up here and I thought 
I be~ tar tallt ~o you ~Belt. I~ve got eYeey­
body here in my own ottice that has had anything 
to do with the tax bill and we 1Ye got your 
question - we've got Senator ConnallY's, we've 
got Harry Byrd's and King's and we're going over 
allot these requests and we ' re Just overwhelmed. 
Well 
And Byrd mails a letter Saturday at 5 o'clock - I 
get i~ at 9:14 thie morning and then I read it in 
the paper - the le~~er 
Well I thought everybody understood that we were 
to have thie Executive Seuion - ot courn the 
Treasury experte ought to be in -
Well 
becauee now we're Jus~ queetioning with reference 
to certain provisions ot the bill. 
Yea. 
You eee? 
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Rll, Jr: 

H: 

!DI,Jr: 
R: 
Rll, Jr: 
R: 

m.I, Jr. : 

-9-

Well I thought, maybe 1t ' a ~ tau~t and moet 
llkely is, that we ' d have a dft3 ot t to work 
amongst ourselves and then we'd be ready tomorrow. 
Well I'll tell tbe Committee and you Juet keep 
the fellows up there then. 
Tll4nlt ;you very much. 
What ti.me i s Oli phant coaing before the COmmittee? 
He'll be ready at 10 o'clock tomorrow morning. 
Well I'll tell the Committee then that you are all 
wat~ing on these requests. 
Thank you very muoh- that's most helpful. 

Upham t elephoned Wrs . Klotz from the Hill at ll o'clock 
and told her that in spite ot the tact that none ot the 
Treasury men were to appear 1n Executive Session today , lent 
and Luslt were there. Upon inquiry, Rli,Jr. learned that Wr. 
Oli phant had forgotten to tell Kent not to go. UPham also 
reported that the Committee asked Kent to get the namee ot 
the blg stockholders who are evading taxes. It was Senator 
Black who specifically asked this question. The idea is to 
publlah those names so as t o toroe the House bill through. 

After Mrs. Klotz gave HW,Jr. the message, he asked that 
Kent be present at the 2 :30 meeting thi s afternoon. 
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Thill ia a copy ot tbe -..orandua ltr-. Ollfbant. 

l ett. on ;your desk llondsy •ornin&. 

• 
I 

• 
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GIIBIW. S TA!I!Rft OJI !!II OIJ'ICfia.l !0 !!II 

PIOPOSID f.U OJI WI!II!m» COIPOII.ft IWIIUOII PIIISD!II) 

U flll IIIWlDIGS BVOR! !1!1 SDl'll Pllf.UCK CCIIll!Da OJI !!II 

llEYD1JI! AC'l' f6 1SIH 

I lhould lilt• tiret to t.U up brietq, - 117 -· a r­

ot -..t ••• to • to ha-.. ben the 110et illportaat of the objeot1,.. 

wb!oh .. r• ur,ed apinat the propoHd tu Cll1 withheld oorpOr&tl.CIIl 

e&niJI&• dur1zlc the oour .. ot the pubUo bHrl.JI&I on tM bu 

aa4 our r••ona tor beUnillc tJ>. 111-fo\IDded, lloet of t.Mee ob­

jeotl.CIDI ha-.. reourred ill the teet~ of at l•et a f• ot tM 

wit• .. •• before tM c-s.tt ... aa4 eOM ot ~ban reourrecl ill 

the teet~ of praot1oall;r flftry witzw11 wbo hal oppoeed thh por­

tion ot the p....U.Jl& Maeure. I lhould be Tery glad to 1alr:e up at 

the oonolueion ot thie etat-t, or at ~ tiM ae ~ pl- the 

C-ttt .. , euoh other objeot1C1111 ae ban be• weed 117 witae11ee 

appeariJI& a&ainat the bill, or ae a;r a ppear T&Ud to .-..r• ot 

the c-s. ttee. 

IA the tint plaoe, it bao bMa v,ed 11;r aq witaeo .. , 

that th11 bill doeo aot repre-' aa h-et att.-pt to balM" 

the bQdcet &ad that UI,T ellllh attlll(>t _,t "sU tlret Cll1 the _. 

,..UWN dde. '1'o aa- tbh objeotl.oo. I ueed oal7 lll'lefl7 re­

•p1tulate the hiotor;r of the bill. !1M Preeldat, 1a bl.e bla4ce' 

....... etated thlt he did uot o•tellpl&te requ•tl.JI& ot coacre .. 

a~V ad41t1~ tuao ot tbl.e •• .. 1• bft tat aiV ••1• 'ltww 
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ad41ti.,.1 to thoae prondd tor ill the bll4cet ""C)lt to be t'l.•r 14 

~ - ti&Dio Billoe that U.., the bll4cet &I Mt tortb 1a the 

Pr .. tllelrt'• •uace baa be• Ml"loueJ.T apeet 'b7 tlle 11nal14at1ca 

ot tU Acr1o'Gltural ~clju•tr t Aot &Dd the pu-ce ot tU Sol.tl.w' 1 

11-.a lectalattca. rue bill 11 t nnde4 OllJ.T to reatoore the 

bll4cet tG the podt10D 'llhioil it oooupie4 prior to tlaeee ll]lletlo 

Suoh nuone ae -1 exiet tor a thoroucJa rrd• ot our aq•-• •• 
that they -.y be aq~ated to our probable r-•• tadete4 laet 

Deouobor baton either ot tbe11 .-te -wrred &all 'haw uot bee 

obaaced &e ~ or anotbar by the oiro-~• 'llhioil baw led up 

to the oOillldaratioa ot thh bill. I aelc, tllereton, ill all 

11roer1 ty that the bill ehoulcS be ooneidered tr• the poillt ot 

n• only of the 1114tecS objeotift set forth ill tile Preeillelrt•a 

epeoial !N4et ••e&ce• 11214 that the •tter ot pDaral blldptary 

balanoa lhould be tr.ated a ita .,. ~t• 111 .. I dly ae it 

would haft bMD had thh hchlation not be .. _ • .....,. 

SeoODdly, I lhould l1b to e&y a tn word• about the or1~ 

o1- wbioil llaft been •4• ot the 'rnaeury Ntbatae. In the tiret 

plaN, quite a bit hal bee a4e ot the taet tllat Ollly about halt ot 

the ••tilolte4 r- tr• 1•-• ill the ealeoodar ~ liM will 

be INurN by the Oo- •t ~the t'I.M&l ~ lllf-t,,e,, tloa' 
the eetiate4 1aotw.ee of ••• •• tor tM oGIIIlJic t1..J. ~will 

be caJ.T tno,ooo,ooo wtaad ot tazo,ooo,ooo. !Ill• -ear111 

toll- 'baMue tao-• are oue"'-rlJ.T reported tor oaleoodar yeare, 

..._. the tbeal Je&r ot iiM 1111 tad It&'" .,_ tl"Ga .J.al.T 1 w 

,_ 10. !1111 - dltt'l.oulty Wftld be pre_. 1t w llaooald relM 
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\he rate <.! \he pr .. ont oorporaUon ~ M.x, 1Dor- \he rate 

of \1M ..-1 1a41Yictu.al lao- tax or \he ratea ot the IIU'V..I 

ln thol lOftr llraolalh or r .. ort to _, oi• fota of 1- \aa­

atlo-. 

:text, a \Ul epOIIkliiC ot tho rn- ol\latoa, I •OQlt 

111111 to eq apin, altbOQC!l U h d011'bUoaa clear w all of 7Ql, 

\bat the point raho4 'by llr, JlaT w1 tb ro~~p~ a\ to Ill all..-4 dh­

cropanq 'boW ... 8ocro\ary lfor&ellthaula u4 eo..!.UloMr al'l'lr1JICII 

a\a'-Ah, perta1M4 to thol 1U•l'U7 fora of b a\at-nh ooaly, 

aa4 tblt \lwl fora ill which tho atat-nh were oxpro•ao4, 1a ..._ 

•lttodl:r Ullfortuato, althoueh 1D no w:r tntnUoaal. 1 riah \o 

Olllpbael10, howenr, thai thl t1proa 'boh1114 tbo d1ffol'illg nr'bal 

fora• of o:o:pro .. s.on ot tbo Secretary md tho CoainloJ»r "ro the 

-· aa ou ••1l:r 'bo -ll by a rofon- to tlw '-lllo ..allalt\ecl 

't7 llr. llol.eod ,. ~· 31 u4 36 of t'ba r"laecl llcr.lao holar111Ca 

aa4 that tho 'l'al14U7 of our oatS...taa 1a 1D no w:r lanl'l'ecl ill tbla 

allapol d1-opuq. 

naall7, atlll ..S.U.aa1ac .,..u to tho .. ,t.atea, 1 han 

ao 4oullt 'but that 70ol han all 'booll s...pr .... a by llr. lll:r'• cr1\lc1• 

of Mr. MoJ.eo41a oait..ato of \lie proper\loa of M~t~~~ft\1,. 1-

ftiab woal4 'bo 41air1'toawt 1a 1936, ao...U, a -tW.U.oa of 

pro ... t ~. llr, .,, you will recall, ..,... •'tataatullT wlUL 

llr. llotoool'• oait.aha of tlwl t oial s.- 'tla\ abal~• Ma 

.. u.to ot thol _., Wbio'b will 'bo 4htr1llaio4o Mr • ., 'ba .. • 
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hie Clball-. prl!IIU'11T vpoo a ocma14eraUoa of the ...,...._. -•• 

of a\ata\orJ' •' b- 4htrtllate4 lit' oorporaUoaa onr a per1o4 

of J'NI'a. ..,. nwaMa tor \ba oppoii1Uoa 1111n e\aW \bat 

&1'111' .... are AMepUn, u4 I \lol181'a \bat ben w ~. a par"-" 

1l1W 1118\alloe of tllat, u Mr. llcLao4 1Dfo,_ • tllat hla eai'-a\aa 

,..., 'baN4 110t u:gea a oODe14or&Uou of anncee at em a ... .,,_ 

aUou of the parUoular pbaM of t:M 'bu.aiMU eTCh 1a *ioh we 

- fillll GIU'M1na. !be,...,. .... of oorporat101l .. , oal'ld. .. 

4hbwae4 •• 41n4o114e allaraotert.UoallT •art•• nth u.. Uttu•' 

p~~a ... of the lnla1Maa qcl~hia-4 Ahu-h .Ua\aiiUallT 

1..,.ac behbll ut he-, ao tllat iMT 1'all far belliDd 1t 4wt• 

periolla of r81'11'a1 aliA J'IUI ahN4 of it 4Ul"1J¥ perto4o of uoll•, 

\M ut ro.U\allt ot .-.. •aria\1- boil~« the &Yol'apa *1* 

n. *" 8114 other nwoMa ~· ~W. IJI ea\taatiac \he 41~ 

trtliu.Uoa for 1116, Jllr, llcLaoA llaa '*• paet ,.are, -.ch •• 1•, 

fllr Ulllllllh, tlllioh be ooulUI'a _, olOMlT _,..,,.. n ih UM 

.,_ 1936, .a4 U •-• to • that Ilia Mihollolocr ..,., to nw.lt 

1a •• ao-•• a fOftoaat •• ..,- \lo Milo of a •tier ill wllioll 

t:Mn an eo ..._, S..,oaAon.bl .. that tl» Mrll& of error b .., 

--·· loelarp. 
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I(IIUtlOU whiah .,. MM ra18e4 With l'ellpH. ~ \hoe etOiU .. , tOODGCO 

tffeot.a, 11114 ....,_DiahatiYa foutblUtr of \hoe propo..a ~ aer • .U.•o'l'll 

baa o'bJto'-1. tllat. \hoe tN&.-ry •• aot. pret•W taoh ..a n"'"a 

ehowlJI& \hoe ..ou:at. of IIDilht.rillnW eaniJICII *lob aatelr, 80'1Dll7, 

aad lepli.r cou14 bawe ..._ 4lat.rlllnt.e4 W \hoM ln coat.rol of tM 

oorporat1011a been eo UIJ)0•4o llr, AlYDr4, no h a Na1 \ax tllplrt, 

kJDWt t.~t. 1D a*i._ fer .wilt :l'ijO?lr .. he h a*inc tH u. U.O .. ille. 

fte !rea.u'7, of cwr•, - .,, ccapile at.at.bUca on t11a -.pi~ 

of \hit IICIUW of \ax nMlCil Mc.lM t.btre h no •a:t ~ l.et.enalaoa 

tloa wCIUld baYe t o be o,..u.a. You pnt.l-n all lalow o! t.bt 

d.ltfi011l t1u tl..oat lllpOUi'blllt.ie_.,f 4etei'II1111DI ln 8:.:( par\ioular 

e&M t.he ree.acmable DCNDt. of aurplua, ~Uon O't'tr aD4 elooYt 

( 

whlch comaUta.tu tu .,aalCD, It h tale" '"IT 41ft1oult1ea Whiah 

~ ... prnent.t4 •ot.lona loa all 361 of the pre..,.t. t.., at ~ fro. 

ra1e1nc ezq lagortaat. ...ount of ...,,_, TIN - t~~~Preol&t.e, t.bta , 

what. a labor of llqpllllt it wc.Ud be t.o ccaplh IICIP"Pk• of tNGh 

l1lt1'act.a'blo uait.a. 

!hit 1...., • t o a coul4.erat.loo of the ..-.r of '111\lleettt 

lilo bawe __.,w t.llat. o'bJtctlftt of t.hlt ldll llllllt be 'bett.w att.alMA 

\7 a ttltfealll£ ot .eou- 102 11114 am.. I lllpt tlrtt ... w 1a ,.... .. 

thAt. all tllatt ...,.,u011a howe betD ool&Gbel. b a p•NJ. knllAOl.OQ' u4 

t.hat. no apeoU'lc 11114 ooaoret.e propoeal tor tt.reJICt.htnlllf: *• Motiou 

hat bMD pre•at.e4 to ~ C~ttMe J'~, I doubt. the el-lt;T 

of the peep:La llbo a4Yooat.e tllia, al- 7el ..,. I 'bct.h ~ W cnat 
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an \U 41ttiCIQl.Uaa u4 ba. lfU'N ~~ 'Ilea ~ re.Uh of ,_n 

of eQer1•atat1on wUh ~ .. HOUoa .. 

••n aa....tac, llow ... r, t.ll&t ~ .. aeau- coal4 baY• ll.­

prorl4e4 w1 ill a real baoll:b- •• woul4 DO\ ban aUa1u4 the ob,1ecu ... , 

of thh -.ure Nl4 thoea who ao atah, I bali"'• c.-era"'-4 tho•• 
obJaotina. .t.a tJ:pioal of .u.ch ai!IUD4ere\u41ap, ld • \Ill!» Mr. *'' ' 
olaaaifioatioa of all oorporationa into thne IJ'OilP--17. (1) ~ 

larp crou» of .all oorporatlona which ha atahe 4o 110t in ~ .... , 

coaat1 wta a aOill'ca of tax "aeion, (a) the IJ'011p of corporatioM, 

~1 in -bar 'llut creat in ~rtama, which are pablialT 0 ... -

whoM 41rl4aa4 palici .. , aocor41ac to Mr. II!IT, are DOt at all &OftrM4 

'bJ tax cona14eraUona, aa4 f1.J.l7 (3) the .all croup of larp clo•ll­

hal4 corporatioaa ICillinat which be atataa the bill h 41reota4. 

llr. - .,....na ~ bill with llarof.la •·•- in llhich U..re wu a 

FMt •laucbtar of 1--h in aa at'-:pt, iufteoWal in ~t oaM, 

to reach a •lacl• in41Y1Aal, I.ilatwi.M, in thla oaM, *'• *T contan4a 

\Mre will ba a rt4a.,rea4 alen~Mer of ~-t-u.. .all corporation. 

8114 their atoallhol4an aa4 publl .. lltl4 oorporaUaaa _. -.1r atoelk 

lloa.r-ln order ta ftaoh a ~ ott-.ra. Ill'. -·· aaalocr h 

poorlT pat, for I aann 7COl that ~rt .Ul lie • al• ... ttr of 

"-anh if thla bill 11 a4opta4. Qoati'UJ'• U.. aappotUloa of 

llr. 11117 IIIlA af to 8MT of U.. n-.eaee ldMI llaYt 1ppe&N4 in oppoaUioa 

to H, ~ bill 1a Mt cllreoW eoltlT ••••t -..1- \az waat-. 

Ia are not later .. w in \M •U••• 11111all - aorporati- to 

~ate 5JJ~lua11 ntall ln taot an MYer cbJHtaf. ta iall1Yi411al 
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ia- '-U-. !tie• .o\lno .., h&Yo ••iDe \o 4o wUh \ax onoloa. 

J 

r 
eat lllloOll - bo t.M oue - 1A olo•lr·-14 oo~~poraUou h .... 

"oT tho 41.u..l poUq of '1M Jlar4 IIDtor 0 a ,.. prior \o t.M 114opUoa 

of \lao 1- tu. .. ..-. llOi 1AtereoW ill U. eMu of tea ...,uioll 

'IIIli 1A t.ho fact of loot """- to t.M JMaftol l•n~\ 11hiah o~ 

CIU'O 1lbon oorporaUoll -.1-• ..-. utu.r 4hb1llll\ed. \o o\~ 

holc1ne aD4 oo R'IIJootet \o U. 1JIIlh1!ual 1A00110 tax. aor •l1Jeo\o4 

to a c~•io17 i&J: ill Ule llu4e of \lao corpora\loa. J1rer7 001'­

poraUoll which ..U 'be ov.\,Soct to tbe Pl'Opoee4 '-. a.. .UU. 

ta llr, *71 o ftrot •4 •00114 crovpo otaall7 wUh Uloeo falll. 

ill hio Wr4, -u,4 llo ocpi\abl7 .UJoot to it Clll thie priaciplo, 

aJIIl t he ooatraJT illpl' .. otoll oo wlllol7 pron.111JIC -c ilia wta.. .. oo 

wbo haw .ppoaro4 boforo thio o-UMo h llaoo4 upoa a Clfll9lo.., 

lliOOoJ'PI'ohoaoiCIIl of JW'liO•• of the --· 

:au\, I llo u... the t a .tooul4 taD vp u. aneca t.1.. urp4 

..., pno\1.-117 OftJ'7 wl ... o no hu oppauM ill appo.1Uoa \o U, 

\bet thio i&J: wlll114 nut Ule arowih of .all aJIIl otrua!lU. oollpol'­

aUou 11114 d.horllllMto .. bot U.. -' 11l faYOr of larco 11114 woll 

ot\alll1Me4 oorperaU- I Jllt:bt ftrU oall 700Z a*MilUaa to .. 

fact that wllilo TOll ~ -.... a peat 4oU f- people wbo ben beu4 

U.t 1aqo .a ~rtlll .-poraUou 4oetro t.lait tax ill oNeJ' to o....., 

out Uleir ..U OCIIIIIOU ton, or ..., ~ beaN of people *" ben bear4 

of t.hio, \bet ill ao - hao a NpN-taUft of a Wt'p -.-a\lCIIl 

'PJIOarM llofore FOU. to -'orooata ihh t&z. Oil U. other heal\, ropro-\ao­

tlne of tarp -.4 pooertlll oorporatiaao h&Yo appearo4 llofore 7fN. \o op­

pooo thlt tax ..,., of ool1cU>l4o for their .aller llrotbertl. 
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Let u look at the tach. Ia ba,.. w&l'l that col"l>Or&ti,.,, 

both are a aa4 IMll, can eac:ure traeh cqltal u thv ue4 tor \he 

conduct ol their operation• ~ the aale of etoak, eithe r to etockb414ere 

or othere, or b7 dietribution of opt~ etock d1•14aa4a ae proT14e4 

in aection 116 nt the bill. The atook to be eold to etookholdere oould, 

of eour11, be tu.n 'Gp out ot the caah dh14en41 41abwae4 t o euah 

atookholders in .z amount equal to the earu1D4:e whlcb would ban beaD 

direotlT reinnete4 in the abeence of the tax. 11r. JaUantine urpa 

t hat thla propoeed u thodolog 11 l.mpractioal aince up to 7~ nt the 

41nu.4a ao 41atr1bute4 will be klcaA ~the Go ... e..-t 111 lao-
tu" and 10 will Dot be available tor reaubacrlpUoJI. !hie 11, in 

1 tact, t he cue t o the extent that auoh 41Y141D41 tall 111 1Jic081 braokeh 

ot in41Yidllal dietrlbuteee in exce11 of $5,000,000 , but relaU,..lT r .. 

IMll aa4 etruccliJIC corporeUou ha .... principal etooldlcl41ra who" 

I 

which rill be aYeUeble for reaubeorlption would be aubetaDtiallT hrpr 

\Uider tAe propoeed pl&JI thaA \Uider t he preeent law. Aa a Mtter nf 

tact, the propoae4 pl&JI would in thie reapeot ctve -11 corporation• 

a breelt 11b1oh thG' ban 11ner had before. Let M rea4 :rou 111 tbia 

tba MUer Ye'q t horo'lllbl:r I 

1 It 1a a coo4 paeral rule that the principal atoabo 

hol41ra in IMll, etruccliJIC, aa4 ""17 11tabl1ahed 

oorporaUaa are - nt ~ -ll•r total lao-• 
\haD the pr1Jic1pal 1\oclmolderl 111 arp, proaparou, 

aa4 welreatebllahed oorporaUou. It, tbaretore, 

luah pr1Do1pal etooll2lol4ere aubaorlbe baDk to the 

oorporaUon tor aMlUoul ahara• all or put ot tbair 

41Y1'-4 reo.iph, 1"' the boa•• tax tbau4,., tba 
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proportion of the cro•• 4ivt~ receipt• eubecrt-.a 
baolt ~ til• wUl be sob creahr 1n ~· caaa of lobe 
a'ferap -11 corporation than 1n the cue of lobe aver­
ace lara- one. !he creat lloportuoe of the 41ffer-• 
which utah beoau .. of ~ 41ftertac 1nd.h14ual s.... 
o-ta:a: rat .. llpOn 41ffarent 1no- ole .. ae - 'beet 
be e- wha 1t 1a noted. that 'lbile d.bid.eDd.e which 
fall 1n the bracket bet"• .10,000 .n4 ,1.2,000 of 
etoolcbold.era' 1nd.b14ual incoMe will be redwled. ~ oa)J" 
11 peroat, or le .. than \he pre••' corporatioa ~·· 
b7 reaaon of the 1nd.iv14ual iDeo• tax, tile d.irld.en48 
which fall b the be- briiCltet betwMn .100,000 .. 4 
$150,000 will be red.uced. by a 62 peroent ind.tvtd.ual 
income tax. In other worcle, a ere• er proporUoa of 
the earniace of a-.11 corporation• wtll be available 
for reinveet.ent, when paid. out ~o ~air etockbold.era, 
than of lerp oorporaUon. I aullet that tbh 41f­
ferentW will ch• e-.llar corporattoaa • obanca to 
oatob ap llpOn their lerpr rivele which tbliY floeyer have 
bad. und.er an;y prerloue tax lecteleUon.• 

So .uch for the proportion of earnin&• of ..all corporation• 

wbioh would. be ava1lable for reaubeoript1on for new atoclt .. COIIp&l"ed. 

with the proportion of earnin8a of larp corporation• wbioh would. be 

eo available. How abo~ ~e •Cbanioal fiiCtlit;y for pUin& the .,nq 

backl .U lone ae a corporation 1e real)¥ oloeelJ'-beld., •• 80at ... u 

and. atl"'g&lin& corporaUou are, t bia facillt7 ta .. u-tp perfect • 

.t. 7ear1 • aernlnc• -.;y be d.aclered. 1D 4h14and.e and. reaubacrlbed. for 

etook ud the whole operation 0011pleted. between laob aDd d.tnD.r. 

OollllpU'e tbta tle:dbtlUy, peculiar to the -11 corporation, wi\h ~ 

•r• ca.bareo• proce .. 111r llbiOh a lerp corporati011 -:r eeoure \he 

re.UacrlpUon tato 1h naineee of .- 41allwaed. u d.iv14mld.a, aM I 

bell .... ~t 7011 will acrM wUh • that lhe fiiC1l1V wit.A aiob ..all 

oorporaUona -:r :reoapture \heir earntac• u a441Uonal 1Jweeta£ oapUal 

und.ar \he propoeed. plan ta ta no 1llliJ' h.. thaD that wi tb reaped to l.arp 
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corpor~>U.,... u4 tbat, 1D4ee4, the bill illlotar •• 1\ altere tbe 

aituaUon at all , ukea ltcht.er \he hu4ioap ot the ••ll 001'110~ 

Uon ill tb.e race tor aup~q. 

Hen I ahoul4 Uu t o t ouch, ill »U•iJlC, 'IIJ)Oil \he oorollarT 

obJection that \he bill would cin an a4YUtap t o oorporaUou -•• 

at ockboldara are able to reaubaoribe their 41Y14enda for a441\1oaal 

at.oc:k, u c~nd w1th oorporaUone 'lhoae atoollholdara an not able 

to 4o thla. lioh tbat the aliernaUn u preaeuted b7 the pnaat 

law 1a that euch .-.- be 41not~ illnated liT the cel'liOraUon, and 

ao 110t d1aburae4 u 41Y14ellda a\ all. ...t, WJ:1 I aak, an the 

c1ro-tucea of atoc.kholdera WDO are perfect~ able t o foreco diyt,. 

daJlda but 1t ill receipt ot th• are unable to reaubacribe thee. 1 

aullal.t that t hia 11lab11itT -•t lie Mre~ uoiher tara tor llllWlllJ..D.c­

neaa: and I aubad.t alao t bat if thq are unwillille t o reauaoribo nab 

41Yidanda t hen their J~nt ought to be and .at be fillal and u.a• 

1t 1a not ill 0111' prodnoe to queaUon u. 

Ian, ill our preaanta Uon before 70ur c-1u .. aD4 before 

the ~aT• and Keena Oo..tttee of the Bonae ot lepreaantati•••• .. haYe 

\!reed t :nat the propou4 Act would r .. ult in a creater -•ur• ot 

eq-111;7 of opportuD1t7 batwean the t hr" t ora ot buelaaaa orpaiu.­

tloa , i.a., l..lwliY14-1 propr l etorllllpa , partaerellipa, u4 oorporaUoae, 

\MD ulab 1lll4er \he pre-t "-• 'lll4ar \he pree•t ta. YVT aall 

001'110rat10De are d1ecr1a1aaW .,., .. ~ dace \!lair ut boa• h iaze4 

at ua a?Wap rate ot -.,pro:dlate~ lli to 16 perc•'• plu *• 
11141Y14aal 11lo- nrtaz 011 \he -•'• ot 11lo- 41atr ibute4 
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(pro• 14M tile reoipluta tiler~ tall wl t.hin tha avtu 'brulrah) , 

an4 t hla rate ot tuaUoa -:r be cr•il7 in ucaaa ot the rate \o 

which tha reolpleah wol014 ban b .. n aub,jeot 11.4 thq baa operat­

lq aa 1D41•14u.l proprlatore or ~an ot part~rlblpa. 0.. the 

othar beAd, the pnaat lew dlacrla1Jiataa 'faiT creat]7 lJl taYOr 

ot larp corporatlona alnce U pano1h tha UD41atr1'buh4 portloa 

ot tlleir inco .. to aaoape with a tlat tu ot about l st peroet , 

while t he whole ot their iaco•, were it obtalne4 trom bua iDaaaaa 

coa4uctM a a ln4lrl4ual proprletor.hipa or part.Aarlbipa, would 'ba 

aubJactM to ratea ot t.uaUOil ..u:h h14:har. 

It baa 'ban urcecl tbat thia h -cmrealhUc alnca lA tact 

tha tne• ot bus1Aa81 characteriatically collduct.ecl b;r 1D41Ylclu-.l 

propriatorahipa, partnarahipa, &Del corporation• are quite 41ttarut 

IUI4 iba three croupa ara auantiall7 aozroompaUU••· It hal ~~­

tvthar urcacl tbat lnaotar a1 thq ara co.UUye, tu ob'f loua 

rema4J 11 tor 1A41Y14u.l proprllt.oral>ipa aDd part.aenhipa who 4o 

aot lllta the 4lacr1a1Dat.lon to incorporate. 

I 4o aot 'bali&'fa that thaaa obJectioaa will et.aa4 cloea 

ICrlltlAJ. ~ tirat •- to aulD& tbat " aia to aohiaye tu 

equalit7 •rel7 lle\wMD COII!laiUC COAC&rD&o I quailoa it C1V 

perepeotba 1a eo DarrOW• .. taU ..rch&Dta in ... Tori< aa4 lA 

Calitoraia, barbara aa4 altere ot ll181ea' clreaiu 1111' barcUT lla 

aa14 t o c~te 'but I b&'f& 7et t.o baar U vcacl \bat tba7 aboulcl, 

t.barator e , ba aubJaot t.o 41ttareaiial rehe ot tuaUoa \lpOJl \J>air 
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net tncol!llll • fila tact il that o= q'lleet tor eca•lltT 1A net l.AoOM 

tazation ie qui~• independent nt competition, eDd your eo..ltt .. 

would no~ tor a _, 111\en to a propo1al that nat l.Aco•• darind 

rro:a '"'"" occvpaUone 10ould ba t.Jted at bi~ar rat .. t1lal> ~·• 4.­

rbed troa otbar1. Weluer 4o I belleTe that tO. cenU- 1lbo haTe 

urceA t .uil point to 7our eo-thee would tavor IIWlll a d1fferent1aUon, 

1f the que1t1on were put to thea~ DOTO • But eUOh 1o the inolln.­

\lon nt all of ua t o J-a.atlt7 ineqult1a1 WDich we t1D4 alrea47 exllt­

lnc. that there , ... to U.. to be no l.JlconlhtenCT 1A wcceeUmc 

a lack or COIIJietltlon u a Justification tor tuln& tba ean~ of 

etockbrokere, and i t I aa7, laWJera, at a bieber rate thaD tboee nt 

III&Jiutacturore or children. 1 a rompore . 

Let M turn n.Xt to the pol.At that eDT one a:t a1oape t.b.ie 

dilcrial.Aation ~ l.Jlcorporatl.Jl&. !be aoet obTiO"a.l rapl7 to tble ie 

~bat it a1Jopl7 iln1 t ao. It 11 a r..ac!T .oich 1a not op•, tor u­

a~~ple, to the lacal prot .. aion, and I balian that tbl laW7U -.lle.re 

ot t.b.la ColaaiH .. rill -cr .. •ttb .. that U nll be a dark 4q *­

" oo~• tlla incorporaHon of our la• !11'1111 1A order to fl\ t.t>.• 

into the fr-ork of the preeent tax 171taa. liUt.b.ar 11 the daTioe 

ot a corpora ion opea, tor aaiii!Pla, to ..Uere or t.b.a Wn York Stock 

lb:obanc•· 

AI'CQiJtc •n tn=•e-"\allT• boMYer, u4 tnA-rndn' of 

e110b epeo1al cua1, are " JuUtied in uki"C that people a4apt the 

fora ot orP~DiaaUon l&lldar •hiob tbtr 4o b-a.al.Aa11 to toe liJICle 

110Un of ainlaiaiJI& tasaa! !be oOIIGIOt ot a prhata or m••'-' 
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bellltill& butu .. by a parturahlp eou.aUtut .. , ror axoapla, a 

c:re.a4 cutvre or &oo4 rattb. u- tbet aaab partur 111 tba 

enterprtaa la prepared to atua bla •bola perMoD&l rort1111a upoD the 

..rat:-" ot tba tlut4a antruate4 to it &114 tba IJitacrity or lta repre· 

aaDtaUou &114 w&rra~~tlaa. It &lao ..ua tbet be wUl be wbjeot to 

1DOOGIA ta.ua ra~~&llll up to 79 parcaat oa tbe lllc- wblob ba 4ari~ .. 

troa tba buatnau u comparod with eorporaUoa taxu ~tine oaly 

about l&f peroent OD tba 1neome ot Ilia c011pet1tora abo ara tulte Mtia· 

tlad vith tba 11a1ted liab111ty offered by a oorporetlou. Hare the 

4lacr1aluat1oa IJI fa~r or the eorporetlon ud ap1Dat tba partaer· 

ablp cou.atltutaa notbiJic laaa than a aurta.x upon bouor, and yat there 

are atUl partuarablpa or creat aua opentla& in tbaaa t1el4a. 

I 4o not bellan that the anewara wb1ob han baan •4a by 

the attneaeee or tba oppoe1t1on to our oonatruotlve oaae oo tbla 

point are entitled to carey conrtction. lAt ua look, tbaretora , 

to their own cou.atrucUn oua - to the raaaou.a abioh they ad•ooe 

ally corporation earalJI&a abould be taxed a t lower rate• than it they 

accrued to 1D41rtduala. Tbue reaeooa lu all or the all}' to,_ 

in ablch they ha~e recurred throughout the tutlJIDny which you haft 

bur4 4ur1D& t he paat ,_ .. aka ean be •-4 up into the caaaral 

propoa1t1ou tbet ll041atr1bnte4 corporeHoa .. rnill&a rapreMat a fora 

or aart.p, &114 that Mrtllp oucht to be treated wl'h a partlalllar 

te .. •n•u by \he tax aolleotor aiaDe tbey toa tllll n..tr ~ 

ablell our -•1'7 baa baeD built ., u4 are tba onlJ'-- liJ wlllall 

their procr .. a •J oont1Dua. Thera are eoo~ata abo ballno tbet 

_..r praaaat o1~\aD .. o •• are wttariJic tr• oftr-M~ fttber 

tbaa 'llllder-•~· but lat ,.. alw tllotlr ~ aa4 co to \M 

37 

Regraded Unclassified 



- u-

oppoalta an:re.a or IP"'UltiA& tor tbo -~~t tho pout •«M br theM 

wit-.. , i .a., that oorporeUoa aanaca llllolll4 lla accar4a4 epeoial 

trea-t. Do aot the .. caan- pro" too _h, '!'lle upeot or 

thia income which ie alleged to juatity auch apeoial trea~nt ia aot 

that it accruea to corporeUou but that it 1a 4uicAatad tor •..US· 
U then, we are to acoor4 a pretareatlel trea~t to t11114a aaftd 

by corporaticu, " ousht equally to accord oucb t raa-nt to .... 

aa•ad bt 1A41'f14ual.a, Protaaaor lrt'in& Jiabar, who 1a oppoaad to 

tho paadiAg plall, ia perfectly cona1atent 1n thie regard, aad he 

uraee tbllt all aa•illga llllether by corpora tiona or 11141 rtduala abollld 

be na=pte4 ~ taxation. Are you geatlemea wUliAC to eo able tar, 

realill:ill& that to 4o eo would COIIIpletely rttiata the prodllotiftlle .. 

ot the bigher breoltata ot tha 1A41Yidual 1no ... tax, aa4 toroa ua to 

raiaa the cr-t bulk ot the re..e11ue tor the aupport of the ~ 

Oo.ara-nt by exolaea on cone..,ptioa? '1'he queaUon ...... ra Uaelf. 

Recurr1ng t hea to the •in po1nt, 1f the aa'f1aca ot 1D41d4uala U'8 

DOt to be acoor«M4 apec1al ux tr.~aQoallt, neither ahoul4 tbo" ot 

corporat1one , aa4 I ballen you rlll t1a4 upon retlaoUoll tba t .,.t 

of tha t .. t"-7 which baa baSil pre .. nto4 to you with reapeot to 

the .. ea .. ur of aooor41ac epeolal treat.aat to tboaa portiou ot 

oorporatioa lnoa.. u.a4 tor ozpaaaioa of plaat oapaoitr, 1Doreaae 

1D laftlltory, NJID1MDt of 4obt , ato., •r be aub-4 llllder th1a 

c-aaral pr1Dolpl e. 
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.U ~c upon which oppoanh ot lha propoae4 tax poltor, 

llr. Noel sars-t tor e:r11~1e, hen aid oone14erabla atr. .. 11 tbat 

1C would taltd to 1ntautty both ...,_ u4 dapre .. tone. '!'hie Wld&­

atreble ooJ~Mqueaoe 11 euppo .. 4 to reeult tr .. tbe attach ot 1JioraaH4 

4tY14eG4 dlabura-nh 1D cood tt.u and reduced dlabur-nh 1D 

bed tt.oa ljpOn the coiU'" or atock pricu. .La a •tter ot tact both 

co_,n aenH and ceurally accepted eoonom1c theory •Y be rel1ad 

upon to eatabl1ah juat the cont~ry conclua1on. Tbe probeo111t7 1• 

.ucb creater that booaa and depreaa1one would be reduced rather th&A 

tncra&Hd 1n ..... rttr aa a result or the propo .. d - tax. 

Durtna tha •20•a the practice or reUft&ttna a J.uoce pro­

portion ot corporate aarntnaa led to tt~r.e ootable 4evelOJD~Dt&. 

Hrat, there occurred an exceaa1ft e:xpauton ot plant an4 equis--at 

1D carta.tn induatriea, notabl7 u ae~~~a brancnea or the bu1ldi.Da 1a4ua­

tn. Sacolld, there took place an accuauatlon ot 14le aurplua tWI4e 

39 

u tl>e b&Jl4a or corpora uou, which reduced the purohaa 1Dc po•r 

nacaaaan to •1Dta1D a -.oth tlow or 1n4uatr1al producta. J lnal.lY, 

there fta a sraat lnoraaa• in corporau loana to the atock .rkat, th&H 

loa.na aerTI.n& to aupen t apaoula t ton. u a concrete 1lluatra HoD or 

tb.a aoolaUlatioD of 141& corporate tWIOiwa •1 oi te the tnoreaaa ot 

fll.l l>llllou be'- U1!6 aJI4 1929 u the oul> bol41JIC& or oorpore­

Uone reporttna MlaJI&• al>aata to the :aur.au of !Jat&~ Be-•· 
Wl\b rupaet to 'ila tt ... o 1Jic ot atoolt M.l'lrat apaoulatioe, brek&ra' 

"loaa& tor 'ila .. _, ot o'ilara• , Np!'eMDtlDC "" ln:S•l.J' tbe 1&114-

iDC ot uaaaa4ed corporate raaer.-aa, inaraaHd tr.- teoo a1ll101l !.a 
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1926 to t3,600 m1ll1om 1m 1929 • 

.l wider cUa~ribuUom or corporUiom nrn1J1Sa 4uri.D8 th1a 

period, U place or eo leJole & 901- Of r&1DYe.-.nt of MrlliJICa, 

would ba•e aerY&« ~ reclllce the toree ot ee.ob ot tbaae three oe.uaea 

ot onr-erp&llaion IUI4 apeculatlon. tloreonr, to the anent to wbiob 

&d41 tl;)114l 41 rtdemda Were a pent tor CODII\IIUN' pda, who1eac.. 

1D4uatr1&l e.ct11'1ty would hue b .. n 180re •ply auate.1ned. ou other 

factor deaarYea •ntion 1D tb.La connection. W1tb tb.e propoaed tax 

1m force, tne t1D&nclnc ot ce.plhl expe.naion would 1D-.oln 1 .. 1 de­

pendance on re1D,..ataaant ot ee..m1Js8a and inoreue4 dap-dence npon 

1asues or etoclc. C1eu-ly such &441 tlone.l atock 18-• woulcl tend 

to reduce the re.te or increase ot atoclc pdoea and thereby the 

Yl.ulenca ot epeculat1on. 

SOme or ~r rltneaaea laJ conai4are.ble atore by the •hare• 
that the propoae4 tax Ia a step u the clireottom or eo-....-mt rep­

l&Uon and :rec._te.tiom or business eorpore.Uou. Kr. Noel S&r&ent 

1m particular alcea t ble uaert1on, on the Cl'OIIIld that the tax •aeta 

llP a b&l1o atande.rcl &lDOWlt which should be reta1De4 u reaer-.ea and 

puta a tax ~ty npon reaerna beyon4 auob. arbitrary tind ate.nkrcll.• 

'l'llla ~t will aiU'eely bMr n•IMt1on. '!'he low c>Orpo'f'&h aur­

tax ~ .. on tiM tint 30 to 40 per oeat or re1u .. te4 ~ pualt a 

.a.nte u4 reaao•llle ,... ot thia •tiiAcl or n1a1Ds oaplt&l. It 

IIDft ia needed than an_, o~r _ .. ot nialac 1t, to-ot 
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wlltoh I ban Mrlier rororrecl 111 •- 4e\e u. 111 ,.1 .. or thoee •rl-

~ ol.lrple •tllo4a or 111oreu1Dg the ooplt&l. or o oorporoUOD, it 1e \o 

•1 tho leoat aa oacaeraUo11 to clata tbat the propoeo4 tu lllwlne 

prooe .. or cUroot reillne~11t, but to 1~• r1&14 oo11trole owr the 

1Dftotolellt arat. tt the bill baa tho otrect or br1~~g111g about a 

srMtOr clbtTlbUtiOII or 41rlclall4a 1t Will ban the Nault, 110t--aa 

ot --a-11t u to tho &JIIDUIIt or oor~~illgo which oboulcl be reto11104 

1a the bllaillooe,• but or oubotitutillg tho 41ocret1oll or tba aotuol 

onere or corpoJ:ttlou, their etockholclero, tor thot or their Urootora. 

So tar •• thio al&ht be ocOOilplhbecl the errect or tho bill woulcl 

be M8ooret1c rather thaD autocrotlo, 111 the clirectlcll or • •ro 

liberal rather then or o ro«1•JLte4 ooo11..,Y. 
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In alaboratioo of the auggestiaa which I aade at the aeetinc held in 

7our office on 1'ridq, lla7 a, 1936, I aa llatin& below certain liOdil.fica­

tiooa which lligbt be aade in the proposed tax bill: 

1. DU'ferentiate between "bua:b:le liS inca.• am inc.-a fraa 

•weet.Mnta. • 

2 . Place "business• whether conducted b7 in<Ulr1due.l, p!lrtnerftl ip 

or corporation on same tax base. 

3. Retain principle or graduated rates tor bue1.Dess inccoaa, baaed 

on abillt,. to pq. Gi .. favorable treatment to or axapt "busiMia 

incc:.e• in low bre.cksta. 

4. Place •weat.ent inc<lM• whether received b7 1nd1Yidual, 

partnerahip or corporation on 114111& tax base, it retained. 

5. Tax investment income pdd to f<r etan individuals at flat 

rate, tax to be withheld at source. Tax invest1111nt ~c.- paid to 

foreign corporatiaas at higher flat rate, tax to be rltbheld at source. 

6. Place banks, inaur&nce c~ea, boo& tide i.Drest.ent trusts 

and other financial institutions which ob<rioa~ IIU8t depend on incc.e 

from investments in special category when considering income troa 

imeataents. 

7. Exeapt inveatllent inccae trOll who~ arned 11Uba1.diarl. ea 

oparatin& 1n the - "buaineaa• cle.aeiticatioo trOll "iaTeatMnt 

incc.e• graduated tax but include in "buainese• earn!nga of puet 

cc.pezv. 

a. Poaaib~ place public utillt)' e.nd railroad i.aoreatllent i.aoCM 

trca ccctrolled but not whol.l¥ OIID8d aubaidiariaa or atf111atee 1.a • 

special catecor7. 
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As JOU lcno., -:r oalJ' purpose in sucgeatin& these aoditicationa 

is 1n order to prov:l.d.e &01118 secondar;y plan it tl:8 extant proposals 

encount-er inslll'llollllteble ditticulties. You will. not~e that aost ot 

the basic principles are retailled but their applicati on 18 altered. 

ll(y lapression ia tba t the g81lble on the aaOUDt of rwenua is 

reduced aDd tlat 'lfe 'lfOuld be deaHng nth !ewer unlcnO'IID ta.ctcra. 

I particularlY direct JOur attention to tbe ta.nt that protits 

trom business it reta.ined tor reserves aust either be illrested in 

tax-eJCNpt securities, or the incoae trcn taxable securities aust be 

distributed to stockholders, it high surtax rates are to be uoided. 

The ettect ot this provision on perscnal holding coapo.nies and on the 

illrest.Mnt b7 business corporations in speoul.atire securit11B unrelated 

t o their oom business is obvious, and aea.ne legiti.alate res8J"fee rtll be 

iurested in short-term Garernment's or d.her tu-exeapt securitiae. 

43 

This 1e certainl.T eo and practice, e.s in the pest tar too IIIUIT corporations 

have dissipated ea.rnings as a result ot Ul-amrieed inYeataents in 

speculatiTe aarl<et 11ecuritiee ritb a cona811uent lou to the stockholders 

as nil as lose ct re-,enue to the Garernaent. 

The suggested treatment tor toreign individual end corporate 

holders aight r ell be considered ritbout reference to the other suggestion• 

as it •eta in part the problea or personal holdin& caape.nia 1 incorporated 

in Canada o.nd elsewhere. 

I belie-,e that the ditterentiatiooe bet'lfeen business incoae and 

iuuataent incoae will. stiaulate private produntiTe eDterpriae, azd thet 

a slig;ht d1scr11Aination in tavor ot unincorporated individual eDterpri•• 

il not oalJ' juatitled but a step to be eDcouraged. 

wVtf 
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OU!LID Ol GQKIUI. 8tiDIIII'l' o• <mnc'!IOft !0 !IIJI Pllll'OSID !J.X 
Oil Wl!!IR'J![D COI!POUD IAUIIDI 

1 . Don DOt reprneDt &D hoDeat atteapt to beJ.aDCa ~t. (pace 1) 
(J.D.ner-:Slll DOt 1Dteade4 t o rutore beJ.&DCa, but olll.y to 
reatore ba41et to poa1t1oD 1t occupied prior to 1DYal14at1oa 
of !.!.!. &D4 paaeace of boan. leciel&t1oD.) 

2. !'~lrU.l')' eett-tu are DOt accurate &Dd, neD 1f thq were, the 

eatt.&ted Jiald of j3lo,ooo.ooo 1• ··~ ..-11. (pace 2) 
(hner--Tha $310,000, 000 h low 'Meaue iDCo•• are reported 
for calelldar yeare, whereaa the !heal year ........ troa My 1 
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to June 30. Allepd diecrepancy 1D ficurn quoted u to -.te 
ot corporate aarDiDga which will be withheld i D DO wq attach 
Yalidity of eatt..tea. BEpl&D&tioD ot aatimatea of ~tura dia­
tributioDa.) 

3. The !'realrU.l')' hea DOt pro4uce4 f!«UH• whiCh ehow the -..t of 
UD41atrlbuted earDiaca which cOilld ban 'MaD dhtributed 1a paet 
year•, ( pece 5) 

(J.D.ne:r-Silch f!«UHe are UD&acert&1Dable, but we d.o bow tbat 
IICtiODa 102 &Jid 3~ baYI DOt , &I oruch, bMD Hftllll8 proo!:Qc111C 
M&IIUI'el.) 

4. llq Dot etrencth&D aecUoDa 102 &D4 3~ t (pace 5) 
(!Dawer--Thle quetloD i~m~hee the mhooDCeptioD •• to o'b­
jectlna. UDder the an bill we are DOt 1Dtareate4 iD 110Una 
ot tax e.-doD 'bo.t iD the fact of loat rn•=-•· ) 

5. !'he crowth ot ..all corporaUo~~a will be etute4 &Dd IIODOpOly will 
be foetered.. (pace ?) 

(h ... :r-B .. 'IlllaeripUoD 4n1cea &Dalysed. Machallical facility 
1D the eaaa of .-11 oorporaU oDI po1Dtad. out.) 

6. Co:rporatloDa whoaa eh&rehold.era are Dot iD a poa1UoD to ru'llllacri'M 
will be prejucl.lced. (pace 10) 

(hewer--If they O&D foraco d1•141Dd.e they C&D alae rea'llllacribe 
thea 1f tha;r are will1DC to. !'he bill doe a DOt atiupt to iD­

fluaDCa their willlacD•••· ) 

? • !'here 11 110 real \ada for the atteapt to treat 1D4iw14uala, COI:JIOI'-
aUou, aa4 part111rehlpa equll;r. (pace 11) 

(hawe:r-Co.peUUn 41ftaMDCaa eheald aot 'M ..sa a bade for 
tax 41ecrl.aiaatioa, !he nc&eltlOD that &IIJOM ~ &YOid. iD­
aquli\y by iDCOI:JIOr&UDC aot tru.) 

8, !'he DIW bill will M a peMlty 011 earlJICtl . (pace 13) 
(hewer--It will treat all aarlDCI alike, ••ther the 1Do- h 

reoa1Ye4 by 111d1Yi4Dal• or oorporatlou.) 

9. IOMI &Dd 4epreaeiou will 'M aocatate4. (pace 16) 
(.U...Z.-!he coanrM h .. re like~ to 'M tru JllolciDC liT the 

.,...u *lob 114 vp to 198.) 
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10. !hie 1e a flt.nller .,., \owri ncs-nauoa of -.s.... •. (PIP 1a) 
(Aaner- !be tube of n\oo \o pomU a naoo•'blo ue of l~ 
-for nlllftO'-\, a\ M bt.pr ratoo tllaa at proo.U, \o­
pUlor witll Ulo amla'blllt)o of nnlloorlpUou, ou .. , lie 
callo4 rocaeataUoa. OD tho other llall4, 1\ .,..,., loa4 \o a 
Mn ~aUc corponto coatrol . ) 
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IBA T CAll BE SAID A::.UNST 
.&DrUG TAXES 0'1 IINDL"TRRStr.'ED !AR!IIliGS 

OJI TOP OP COR!'ORIT.K INCOII! TAX 

The following in a brier IIUl!lm&ry of tht! argw:~onts which aq be urged 

qsio~t the adoption of' eri¥ proposal to retain the present corporat e t.nx 

and couple with it the t..x on tmdiatributed Mrninga as s BUrt&x. 

1 . One of the priaary purposes of tho eUain.~tion of the present e.•r­

porate ineoae tax and the aubatitutiou tbereror or the undistributed sur-

plus tax was the re.ovt.l or the present in_,.uity of ta.x.ation of business 

profits as bctltOO!l ineorpora'Wd businesses anr tht!se which are unincorpor­

ated. This plan would pupetuate and accentWI.ta tl.e inequity or the treat­

aent or the Sllall eba.robolder as aasiost the large shareholder. Clearly 

the ret...,tion of the present eorpor .. te tax peraits this inequity to inhere 

in our tax systea. 

It aq be ASS\I.lled tb$t dividends 'WOuld not be subject to uoraal tax. 

!Won so, thllre would bo serious injuatiee to the tmnll stockholder of mod­
'-er •te means woo would not be in the peroonal ourtu el&ss. His share of 

the corporate earni.n&s would be subject to the flat corporate tax oven 

tbougb all of tbe corporate earn.ings nre dbtributed. 

2 . Thus, a llixture such as proposed would not be justi.ti4ble upon 

tho theory of equality or simplicity. It would be a hotcb-potcb, coapli­

cating our present system and justifiable on4' if it were the only way of 

settin& new revenue. Tba llorwegian Gov~t attccpted this eyste..> and 

it hea not worked out . Tbe1r ".r.mds tax• waa 81.1periaposed on corporate 

inco11e taxes nmning OYer tw.1ty per cent. Thil patcmork 8)"Stea ett.pta 

t •body inconsistent theories, L....J.u the theory or p87ing wbltbor or not 

:you bne and enjo:y the ineo• , and the theory ot pqing ool;y if you bawo 

and ti!Joy the inCOM. 
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), bot.ber aport&at purpoM ot U.. Bouse ll1ll ia to eH.t•te a Mri­

olUI 1ourea or tu uoicSanca raaultJ.q troa t.be •-ulatJ.oa ot mldiatr1bata4 

1urpl1110a. Si.Dce retent.1011 or tbe corporate tax would aka poaaibla, aDd 

will prot.~ raault i.D, tbe adopt.ioe ot loorer aurtu ratea apon mldiatribatad 

aarpl-a, to t.bet exteat t.bera will atJ.ll r ta a wide area witbi.D which 

it will be possible to awid i.Ddhidual aurtaxaa b7 t.be accla11l.at.1oe ot 

aurpluaea i.D corporat.1011a. 

It tbe proposed aurtu ia not bigh anoiJ&h to pranat --aq 001'­

porate aoouauleti01111 t or t.be pu:rpoee of cutti.Dc don tbe aurtuaa of l.up 

etoclcholdera, t.ba Praaident1a principle 1e abudODed. It tbe aurtu ca top 

ot tbe nat corporate tu 1a Mde h1ah e~~oggb to prannt l.up atMkholdere 

cont.I.DlZi.llc to han arbi tl'ar7 power to CODtrol corporate diatributic:.a to amd 

their on tuae, tbeD tbe hill would be ~ objectionable u tbe Bolllle 8Ul to 

thoae wboa the latter atteota and it would loee the aupport or those i.D Col'-

po:n~.tJ.ou DOt I.Wi.Dc oorporatiou to a't'Oid aurtaxea, 

4. It would aka t.poaaible tbe applloatioa ot the priDciple of ab111t;r 

it;r or t.be illdJ;oidual. aDd real owner of auch i.D-. 

s. It i.Dcreuea t.be net tu l oad of corporat.101111, (aa opposed to U..t 

on stockholders uoicl.i.Dg their aurtuea) tberebJ' obeoldng recon!'7 ill two 

1111;)'81 

(a) ... nat tu 0811. aDd will ha pueacl Oil i.D IJ1cbar 
prices aDd t1m1 will red- -.~uca. 

(b) To t.be extent it ia DOt puMd oa, it will be 
a direct ebaolr; OD prodactioo. 

6. It banatite ~ t.ba 1ar1o aharabolder aDd t.ba oorporatioa otft~ 

throuah a1d111C t.be tonoer to noid t.ba auch bi&ber aurtuaa aDd the latter to 

-t.rolftat ODpital t\m4a tor para~ agrudi-t aDd ,_er. 0aq 'r 
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twdnll buaineas prot'1te &t the eq,ui..al.e11t or wb&t they wou1d be taxed 

111 tbe ballde or tbe illdhidUIIJ. owners ebal.l we be ebla to exerciaa a111 

dtact.1n control on:r credit and the uae or auch credit tor apacu1atin 

&aU ...rtpulatiTe purposes. 

7. Let there be no lliateke in r espect to what 1a at stake. Iaeua 

ie joinod on the question or who is to control tha w.at capital and pro­

ductive r esources or the nation -- it is more than a question or who 

.,at banr the additional tax lond. 

libUa I ball'"'l tb&t the preceding point ill tha .ora illportant, 

relet'<! to it is ths tact that those who seek to contiiiUB their cont.rol 

will &lao pay the greater part ot the additional tex UDder the BOWie 

BUl. 

8. Politicall:r 1U13 yielding would be a contesaiOD t hat we hava 

loat tha fi&ht on poillt 7. I believe that the tax ill a popular one 

with the great & as or cit.1una, and 1IOI.Il.d be .ora pupular it preee11ted, 

aa I believe it can be, ill aillpla teru. 

If we lose out, •• aball illrlte trouble tor the country, because too 

~ ot our illduatrial leaders oove shown that the:r have learned nothi.ng 

b:r tb& eYeDte or the last t1r&Dt:r yaara . The - old eto:ry will be :r.­

peated ill great17 •&eraYited rora. 

5/U/156 
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lolay 11, 1938 

2:30 p.m. 

The same group met to discu.aa the tax bill with the 
addition of Kent. 

HU,Jr. read the letter wllich was prepared 1n answer 
to Senator Byrd's letter. 

Honorable Harry Flood Byrd, 
United States Senate. 

Uy dear Senator: 

•uay 11, 1936 

49 

This will acknowledge receipt of your letter, dated Yay 8th, 
wllich was postmarked as of 5:00 p.m. on uay 9th and received 1n 

my office at 9:14 a.m. today. 
In your letter you furnish a list of corporations with tlle 

amount of their net income and tlle a1110unt of their dividends 
paid out in 1934, as reported in Uoody's U&nual, and you ask 
that I check this list and let you have a similar list for 1935 
if suoll statistics are available. You request also the namee 
ot all corporations which , for the last year for wllioll statis­
tics are available, have a net income bator• Federal taxes of 
more than a million dollars and, baaed upon the actual distri­
bution tor the year, will receive a tax reduction or fifty per 
oent or more under the pending bill. 

It the information you desire is that to be derived from 
income tax returns , I must respectfully call your attention to 
the provision& ot the revenue law limiting the conditions under 
wnioh the Treasury Department may furnish euoh information. 
Section 257-b of the Revenue Aot of 1926, reads ae follows: 

'The Secretary and any officer or employee of 
the Treasury Department, upon request from the 
Committee on Ways and Usans of the House of Rep­
resentatives , the Coma~ttee on Finance of the 
Senate, or a select committee of tlle Senate or 
House epeoially authorized to investigate returne 
by a resolution of the Senate or House , or a Joint 
committee eo authorized by concurrent resolution, 
shall furnish such committee sitting 1n executive 
session with any data of any character contained 
1n or shown by any return. 1 

I ellall be quite willing, on request or the Finance Co._ 
mittee and under the authorization of this section, t o furnish 
any and all information that the Committee ~ desire , which 
i s available. Anticipating such a request , I nave directed 
that data bearing on your 1nqu1riee be aeeeabled without dala7. 

S1ncere]J yours, 
{Sgned) Henry Korgenthau, Jr. 

Secretary of the Treaeury.• 
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Ken~ then told the Secretary about t he intorma~ion that 
Senator Black bad requested, that ie, the names of the large 
stockholders who are evading taxes. HU,Jr. remarked, •While 
Senator Black was conducting t he hearings on the war profi~e 
be always asked for what ever information he wanted f rom the ' 
Treasury 1n writing. The request was always signed by the 
Chairman of the Committee . I suggest that you speak to 
Sena~or Black and ask that he confirm the request 1n writing.• 

The following letter was received from Senator 
confirming Senator Bl~ck's request: 

'-!·•~ 

Honorable Henry Uorgenthau, 
Secretary of the Treasury, 
Wash ington, D. C. 

Dear Jll:•. Secretary: 

•uay 11, 1936 
Jr.' 

Harrison 

At the txecutive session meeting of the Finance Committee 
held today, requests tor certain information to be obtained 
from income tax returns were made by members of the Committee. 
These r equests met with the approval of the Committee, and, 
therefoDe , in behalf of the Committee I would ask tor the 
following information: 

First, I would request the information as set forth in 
a letter addressed to you by Senator Harry F. Byrd under date 
of Uay a, 1936, a copy of which is attached hereto. 

I would also ask ~hat you furnish the Commi ttee a list 
of our larger individual taxpayers by name who own stock 1n 
corporati ons , showing as tar ae possible the amount of divi­
dends actuallY received and the amount of dividends in addi­
tion which they would have received if the principal corpor­
ations in which they owned stock had distributed all of their 
net income in dividends. In respect to these individuals , 
i t 1e r equested t hat the names of these principal corporations 
be shown and t ho amount of the net income and dividend payments 
made by such corporations. For the purpose of tax computation, 
t he total income of these larger individual stockholders ahould 
also be shown. It ie suggested that in connection with these 
large income taxpayers, you show in one column the amount of 
tax actually paid by the corporation on the profits which con­
stituted their part of the corporate earnings ae compared with 
t he amount of tax that these individual• would have been re­
quired to pay on the same profits , if they had been received 
by them indirectly as dividends distributed. 

Ur. Kent, Acting Chief Counsel of the Bureau or Internal 
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•Revenue was present during ~he discussion this morning, and 
can undoubtedly give you a more detailed analysis of the in­
f ormation requested. It appears t hat under Section 257 (b) 
ot the Revenue Act ot 1926, this information may properly be 
submitted to the Commit tee in executive session . 

Sincerely youre , 
(Signed) Pat Harrison.• 

Kr. Upham told the Secretary, "The Committee expects 
Ur. Oli phant to go up and defend t he bill. 1 Oliphant's 
reeponee was, 1 I am not going up on the Hill ae an economist 
but I am going up to anewer such questions as relate to the 
legal side ot the bill. I know what you are t h1nk,ng, ur. 
Upham, that the Committee will say that •you did talk before 
the House; we want the same, 1 Well, Just eay that I did 
not understand what I was getting i nto. Upham ' e answer was, 
There is a pereistent belief on the Hill that it is ur. Oli­
phant ' s bill and they expect him to go up and answer questions. 
They do not want the answers ot an economist, but common sense 
anewere that r elate to policy.• HU,Jr. oa1d, "I cannot pro­
duce somebody out ot the th1n a1r to answer these questions. • 
Haas t hen remarked , 'I am not afraid to go , but I d1d not 
understand whether I should or should not go.• 

HU,Jr. told the group the following, 1 The President has 
asked Harrison and Doughten and myself to be at the White 
House at f1ve o'clock. Has anybody got any ideas on Viner's 
5-year plan? Let's call it a 4i or a 5i-year plan; let's 
not call 1t a 5- year plan! Have you made any progrees? 1 

Viner 1 a answer was, "li.Y 4-f-year plan should be in the sp1ri t 
ot the present bill after a f ew years.• 

Speaking to Gaston, the Secretary asked, 1 At the prees 
conference this afternoon, Herbert, do you t hink that I ought 
to say anything about Byrd's letter7 1 Gaston replied, 1 Yee , 
I do. • 

Turning to Llr. Kent, the Secretary asked him, 1What 
feeling did you get this morning at the Executive Committee 
meet,ing7 • Kent answer ed, 1 I would have pi cked not more than 
tour or five ot the Senatore who are certain to vote tor the 
House bill on a teet vote. King tri ed to get a teet vote 
and the other Senatore obJected and sai d the pr ocedure would 
be improper. No such decisi on ehould be made until the 
proper repreeentat1vee of the Treasury appear on the Hill 
and they all agreed. • Aslted by Kr. Morgenthau, 1What kind 
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ot a bill do you think Harrison would like to have?•, ur. 
Kent replied, 1 He would like to r etain a oonsiderable part 
ot the present corporate tax and euper1JIIpoee a ~ tax on 
undistributed corporat.n.on earnings. • 

At this point , the Secretary gave the toll01rlng lntor­
mation to the group: 1When Jesse Jones was here, he asked 
that we do not make a written report on the Crowley-O'Connor 
fight. I hall way agreed. The next day I talked to 
UcReynolds and we agreed that it must be a written report. 
When I went to t he White House today, Llointyre told me that 
O' Connor called him this morning and said that Jesse Jones 
does not want a written report, but that he, O' Connor, is 
going to demand ot the President that the report be written. 
Then I walked into the President 1s room -- he se.nt for me 
before lunch -- to meet Carter Glass and Carter Glass was 
there protesting against the outrageous behavior of O'Connor 
and what a fine fellow Crowley is and that t his thing has to 
stop. 

1Yesterda;v, on t .he boat , Bert Wheeler said to the Presi­
dent, 'When are you going to get rid of that crook, Crowley?' 
and the President said, ' Better go slow, Bert, in calling 
people names. ' Llcintyre wants this report finished by 
Tuesday morning, In order to keep myself clear, I called 
up Jesse Jones at 1:15 today from the White House and told 
him that after further consideration we had decided that the 
report must be written. 

"I also suggested to him that it might be a courteous 
t h ing tor him to submit hie testimony on t he tax bill to the 
Treasury before he went up on the Hill, Just the way Secre­
tary Wallace did, to which he answered that he had a call 
in to d i scuss his t estimony with me.• 

Oliphant pointed out that if HU,Jr. did make a written 
report, he ought to be careful to see that it does not fall 
into the hands of anybody but the dir ect channel to the Pres­
ident, because Hll,Jr. might be held personally liable 1f aie­
~atemente of fact got into the banda of outside partlee. 
HK,Jr . told LlcReynolda that tAla waa a Yary good point raleed 
by Oli phant and that he ought to make aure that the advloe il 
followed. Oilphant alao said that HW,Jr. was protected if 
Crowley i.e given a chance to say anything that he want a to 1113. 
LloReynolds said that every precaution would be taken. 

Resuming the tax d1aouaa1on, HW,Jr. aa1d to Oliphant, 
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"You will go up on the Hill tomorrow morning and Kaae will 
stay here to defend the reputation ot hie tiguree. It the 
Com~:~ittee wants Kaae, he oan go up 1n t.be afternoon. • Oli­
phant said th1e in reply, 1 I do not want to go up on the 
H111 w1tnout Haal, beoauee I w111 only anewer the legal 
questions that are asked.• HM,Jr. then -ade the following 
etatement, 1 It Ol1phant th1nks it 1e unreasonable tor h~ to 
go UP without Haas, then I do not want h1m to go. I w111 
aek Ur. Kay down Thursday instead ot Tueeds,y, because you 
man will have to be up on the Hill. Let me go over to the 
five o'clock meeting at the White House and then I will oome 
back and see when we oan talk further about it after we know 
what will transpire between the President and Pat Harrison.• 

. ' 

• 
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REnECTJNCi IRRITATION AT SENATOR BYRD FOR HAVINCi 11ADE PUBLIC 

A LETTER FROfl BYRD TO Ki ll HFORE KE HAD RECEIVED IT, SECRETARY 

MORGEHTHAU TODAY VOICED HIS READINESS TO FURNISH THE SENATE FINANCE 

COiftHTTtt VITH ANY INFORI1ATION THAT KAY BE REQUIRED. 

MORCiENTHAU EXPRESSED HIS READINESS TO TESTIFY BEFORE THE SENATE 

FINANCE C01111 ITTEE ON WEDNESDAY BUT SAID KE DOUBTED WHETHER HE COULD 

OBTAIN BY THAT DATE ALL THE INFORMATION FROM THE BUREAU OF INTERNAL 

RrVENut THAT THE C011111TTEE MICiHT REQUIRE. 

KORGENTHAU SAID HE HAD DISPATCHED TO BYRD AN ANSWER TO THE LETTER 

WHICH BYRD SENT THE TREASURY REQUESTINCi A LIST OF CORPORATIONS VHICH 

BYRD DECLARED KlCiHT ESCAPE ALL TAXES UNDER THE TAX BILL AS IT PASSED 

THE HOUSE. 
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After the Secretary returned trom hie 5 o ' clock appoint­
ment with the President , at whlch Pat Harrison and Doughton 
were present, he called 1n Taylor, Haas , Upham, Gaston and 
McReynolds and gave them the toll ow1ng resume ot the meeting. 
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He ea1d, 'Pat Harr ison wants me, without tail, t o oome 
to the H1ll Wednesday morning with a written statement i n 
answer to Harry Byrd's letter, eo he oan give out mw statement 
to the Press. Who is going to work on i t and on the mat erial 
tor Senator Blaok? 1 Haas answered, 1 Helvering is getting it 
!rom t he Statistical Section ot the Bureau ot Internal Revenue 
wh1ch ie supposed to be under me.• HU,Jr. then asked Haas , 
' Wi l l you take the reapons1b111ty? I don ' t want to walt until 
m1dn1ght tomorrow n1ght, 1 to which Haas replied, 1It 1s in~ 
shop. I suppose I w1ll have to take the respons1b111ty. • 
Gaston said, 'I was over to see Helvertng at noon and he had 
started Charley Russell, the Deputy 1n charge or income taxes, 
to work on 1t.• HU,Jr. stated, 1 I just want to pln it on 
somebody , • and McReynolds suggested, 1 Why don't you Pin it 
on Charley Russel l and relieve Haas just that much? ' HU,Jr. 
agreed, saying, 1 That 1 a what I thought. Do you want to follow 
it through, Mac, and see that by noon tomorrow we have some­
thing? " To George Haas t he Secretary said, ' I am doing t his 
to relieve you, George ,• and Haas answered, 'Fine ! I appre­
ciate it.• The Secretary, speaking to UcReynolds said, 1 Will 
you, before you go home, check on that1 and ~cReynolde r eplied, 
'Everybody has gone home.• The Secretary's instructions then 
were, 1 Let them come back tonight, and tell them that t his has 
got to be in hand by lunch time toaorrow. 1 

HM,Jr. then related the following to t he group present: 
1AS to what happened over at the White House, I had a swell 
glass or orange Juice! As to what happened, I don ' t know. 
With one exception, the President spent most or hi e time die­
cussing a memorandum handed to him today by Eccles. I think 
it is one ot the most outrageous things. I can' t make head 
or tall out ot it and all the President would t alk about was 
Ecclea 1 memorandum on the tax bill. When he got through, I 
awear I don 't know what it was all about. Doughton kept 
saying, 'You oan ' t let ue down. We have gone through thia 
t h i ng and we wanted to change it and Oli phant and Helverlng 
wouldn ' t let us. We are s1olt and tired or giving 1n to the 
Senate. ' The President said, 'We are not trying to let you 
down. I want a bill whi ch will torce distributi on ot eur­
plus earnings and get me the revenue. 1 Pat was eort ot 
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vaaue and they talked a l ot about debt- ridden compe.niee and 
debt- ridden rai lroads, ' eo when he went out I eaid, 'What 
are you going to do this thing? ' and Pat answered, 'Evidently 
t~e President is not ironclad on what he wants , but we do 
know that he wants a bill which will carry out hi e pri nciples 
ot t orcing distribution and also getting the r evenue and we 
are getting t hat, but he has told ue hi e principles but has 
not detinitely told us Just how to do so.• I don ' t think 
that is eo bad. 

I kept saying to Pat, 'What are Oliphant and Haas 
going to have to do when they go up? 1 He said, •we want t o 
have them answer all these various questions , eo you will be 
up there Wedn.esday. I want you to have a written statement. 
I want to give it out to the press.• I said, 'All right, I 
will be there.• I said, 1 Do I under stand you are going to 
ask me two questions (l) to answer Senator B~d and (2) t o 
answer Senator Black?' He said, 1That'e all. But have 
t hat 1ntorcation. 1 He said-- I think he is influenced by 
Senator Couzens -- t hat our estimates are not correct and 
that we are giving up an assured thing tor a possibility. 

I think it was the most contusing meeting. The Pres­
ident had seen Eccles Just betors lunch and he had that t rash 
in mind and kept pounding away on what Eccles wants, and I 
said, •Attar all , it' s very nioe that Eccles wants ~or 
6~ or whatever he wants, but we need $6~,000,000 and you 
have t o make your plan tit that. Did Eccles submit any 
eeti.mates? 1 The President eaid , 'Oh, no. • So that's that ! 

They aa1d, Let Oliphant and Haas come up and answer all 
the questions and put up the beat tight they can t or the bill. 

1 I think that leaves you tellowe clear,• HU,Jr. sai d t o Raae, 
to whi oh Haas r eplied, "I think it leaves us right out on a 
11mb because afterwards they change the bill, and then where 
are you? ' Hll,Jr'e ane..r wae, 1 They changed it laet year, 
didn 't they? • and Haae said , 1 Yee ; they changed i t . 

Returning to diecueeion ot the meeting at the White Houae, 
KU, Jr. said, 1 I practically did not open mf mouth.' Gaston 
commented that , 'What t he Preeident said does g ive Harrieon 
opportunity t o draw a bill which will retain practically the 
f lat tax and superimpose the und1etributed. 1 HK,Jr'e reeponee 
wee, ' I d id not get that, but I did not want to be t he pereon 
to eay that. • Uphaa remarked, 1 That'e the Eccles plan. It. 
il molded on the same lineae the Harrieon plan.• HK,Jr. 
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at t his point st a ted , 'But I di d not got that Pat Harrieon 
&aid he was going to keep what we bad and s uperimpose tho 
new tax. I did not got it out ot the mooting.• Gaeton 
gave h1e impression as tollowa: •rrom what he said, I woul d 
take it that way. • Upham remarked, 'The cbiet ditticulty 
t here i s Doughton.• HU,Jr. said, 1 Doughton stayed beb1nd 
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t o tish tor some political appoi ntment. Where we have tbree 
vacancies on the Board ot Tax Appeals, the tax bill i a eate!' 

Haas asked t he Secretary, "Do you eupposo Harrison would tate 
Oli phant and me on the next day?' to which HU,Jr. replied, 
1 No, I don't . I had to call him twi ce to get it postponed. 
He hopes to wind up on Wednesday.' 

The secretary then related to the group hie conversation 
with Pat Harrison about the Canadian liquor cases. He sai d, 
1Pat asked me about the Canadian liquor situation and I called 
up Harold Graves and Harold said t hey had gotten nowhere; that 
TechnicallY the 30 days expires tomorrow night and any time 
beginning with t h i s Wednesday was all right to have t he bill 
introduced. Neither Harold nor Whit aker ot the Justice De­
part ment tel t that we could accept their otters , so I came 
back, told him t his in tront ot the President and the Presi­
dent sai d , •cordell Hull will be heart-broken, but, he said, 
' Don 't worry that they are going to cancel t he Canadian treaty; 
t hey never will'." Furthermore , Cordell Hull won 't admit that 
UcKenzie-King got a great big contri bution trom t~e liquor 
people tor his campa1gn tund. 1 

Regraded Unclassified 



-----~---_._ .... ........... ---~ 
_,_,.~ ... --.--. ..... ..... &..--.- --.v.-..-...-.-. 
.,._ ........... llff. _ .... _, . ... " _ .............. ~ ....-.. .. ---.-.. 
,_ap-. ...... ..._.,.,... ..... ...,...,...,...._.._.. 
._... ............ .. ....... ...._..-.­_ ........... w.... --­.................... .....-.. .-. .... &. _...r . ...., ...... 

,., ................. 
Boaonobla Belll'Y llorpatbau, 1r ., 
Saor&tUT or t he TreaiiU,.,., 
luhl.llst0110 D. C. 

o.ar Mr. s.o,..tary: 

COW WITTtUl O N I'I NANC • 

.lt the exeout1Ye Hea1oa •eUns ot the FiiiAlloe 
Colaiu .. held t~y. requ .. te tor oertaill illto~uoa to be obt&iaed 
troa laooae tax returaa .. ,.. •de by -lo•e or tbe C-ttee. fteH 
requeete •t with the approftl ot t he Colaittee, &1114 thereto,.., ill be­
belt or t he Co..tttM I would aa ror the tollowiJls illtobl&tioa: 

.rint, I w:>uld requeat the illtamatlon ae Mt 
tortb u a l etter addre .. ed to you by Seaator Barry r. Byr4 ua4er date 
ot U.y 8, 1113&, a copy ot 11hlch l e attached hereto. 

I would alae uk that you t uraiah the Cc.aiUee 
a liet ot cur l arpr lnd1 '1'1411&1 taxpeyera by ..- wbo "'"' atook ia 
oorporatioaa, abowiDs ae tar ae poellibl a the •owat ot 41'1'14eah ac­
tually reoeind a1114 the aowat or diYideade ia ad41Uoa eiola thay 
would hne rece1Ye4 1t tile prillcipal oorporatioae ill 11hlo.h they -4 
atook bed cUetrillutad all ot their ut illo- La 41'1'14eada. Ia reapaot 
to theM iDC11'1'1d...,la, it 1a requuted t hat tile -e or tbeee prlnoipa.l 
oorporauo ... be eho• aad the ..,uat ot the Mt illc- aa4 41-ridead 
peyaata •d.e 'by ... oh corparatioaa. for the purpoee or tax ccaput&Uoa, 
tba total lac- or theM larpr ill41rtdl&l etockholdera could abo 
ba elaoft. It ie IIUSPeted that ill co-otioa with theea larp ill­
~ra, JOU ehow ill cae col- the ..,uat or tax actually paid 'by 
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t he co rponoUoa oa tbe protih *l* ~au .. thel.io part ot tile cor­
porate earuiase aa ca.parad with the -at ot tax that tloaea illdlY14....te 
~4 han be• requlriod to pay oa the - protite, it they had be .. n­
oel-red by thea iDC11rectly u d1rtde1114e dietrlhted. 

Mr. lreat, Aotias Oilier Couaaal ot the .llur•u ot Ia­
ter ual ReYeau. ne preHat durl.lls the 41eouaaioa tbie .,mills, &DC1 oaa 
Ulldcullhdlf si•e you a ..:n-. detailed aa&lJela ot tha lllto ... uoa re­
quena4. It appaara tll&t UDder Sao \loa 2117 (ll) or tbe S.Y u. Act ot 
1111&, tbla laromauoa -:r properly 'loa .. llaitted to t he c ttee ia 
exeovt1-. Haaloa. 
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BEOONSTRt'GI'ION FJN.~~GE CORPORATION 
WASIIINGTON 

~~q n, 19)6. 

&lcloaed 1& COPT of & letter 

I u sending to tbe CbairMD ot tbe P1D&Dce 

ec..!.ttee. 

S1ncereq, 

Honorable Bear,r Morgeotbau, Jr., 
Secretary ot tbe !r8UU1'71 

fra8ur"7 Dep&rt-Dt 1 

•ab1net<lll1 D. C. 

.. 
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A~tcched 1~ ~opy or a short ce~or~dum regarding ~he 
tr~• bill r.h1ch Eccles discussed and lett with the Pretident 
today and G copy ot a longer one, oovoring a more detailed 
diso•toe1on of tho question, ·::hioh Eoolca rlco lett with the 
President. 
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Taxation of uodistributod earnings o! corporations, which is the 

underl~ng principle or the pend.ing tax bUl, 1a in a:r judpent hithlJ' 

desirable from the tiscal, econo&ic, social, and aonotary points of 
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view. Existing groat accumulations of cash in tho hands of large cor­

porations are, in fact, one of the important obetaclos to recovery, since 

they interrupt tho flow to consumers of money created by Goverllllf1nt spend­

in&· A tax that would e!'fectively f orce large corporations to pay out 

t.Mir current earninss would greatly contribute to the progress of re­

covery. It is because I am confident that the tax in the form in which 

it passed the House would not accomplish this purpose that I wish strongly 

to urge upon you certain modl!ica tiona in the pending bill. 

In its present form the tax bill will not echieve the objective ape­

cl!led in your ussage to Congress or securln& •equality o! tax burden on 

all corporate inc~, whether distributed or withheld froa the beneficial 

owners•. The tax has also become so compl icnted that instead of effect­

ing "great simplification in tax ~~~:oceC:uro, in corporate accounting, and 

in the understanding or the whole subject by tho citiscns of the nation", 

it will be understood by fe'lf and will engulf MnY small corporation& in 

unnecesH17 and difficult tax procedure. Grave questions have also been 

rdsod as to the revenue it will ~eld. 

It seeu to 1118 that by the adoption of a few changes the objactiY .. 

oril!inally laid down for the tax •ill become nuch ClOre certain of achiovc­

llll:nt. 
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1. lly first proposal is that tho proeent corporate lnco~~e tax be 

rotainod. The argument for repealing thle tax reate on the belief that 

1t taxes the rich and tho poor stockholders on the aaJlO basis rcglll'd­

loss or ability to pey. Thla arguoent diareglll'ds the fact that the in­

veaUDcnt made by stockholders represents a price tor the stock whlch 

talws into account tho corporate income tax. Only such present holders 

as bought their stocks before the present tax was illlposod have been un­

favorab}¥ affected by the tn. Prl.ces paid for stocks reflect net earn­

ings to stockholders and are beaod on current and expected future earn­

ings after deduction of taxes. To rOJ:IOve thie tax n01: would increase por 

shore earnings for all atockholdors anywhere from 15 percent, in the caao 

of operating companies with no preferred stock, to a hundred percent or 

more in the case of certain holding companies. Unless other taxes offsot 

this adV&ntage the elillllnation of the tax now would result in an unearned 

increase in th& value or the stocks. With corporate profit:; increuiJ1i 

110re rapid}¥ than wages there 1e no reason for thla UD6xpected addition 

to tho wealth of stockholdero. The purpose of the law should be to 

cause earnings to be paid out wherever possible and then bo subject to 

individual income taxes which arc graduated in accordance ~ith ability 

to pey. 

The retention or tho corpor &te inco=e tax 'ould aaaure the continu­

ance or r evenue of ovor a billion dollars fro• a tox which baa ~n in 

operation for a long time and 1a thorol.lllhl;r accopted, eatabliahed, and 

understood. !Wvonue floom a naw tax on ID'IJhtributod earninga and f'roa 

income taxes on increased dividend diaburae:oenta would be o-.er and above 
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the existing tax and would bo a not gain to tho Treasury. Further110r~;~, 

the retention of tho corporu to incomo tax roulcl •ko 1 t possible to 

oxoapt aaall corpor .. t1ons and to apJll1 t~.o ll!ldistrl.buted oarnings tax 

oxclusivoly to tho saall I!J'OUP of lllrgo corporations whose holdin&a of 

undistributed oo.rn1nga is the difficulty that tho law is designod to 

correct. 

2. Adlustod .!12! inco~~~t~ ~ to ylS.QQQ !!!'lould .!!!! exumpt frora .l:ll2 

tax .2J! ll!ldistributod oynings. In levying a t.ox on undistributed earn­

ings it is eaMntial to d.htinguisb between lArgo and saall corporations. 

ScwUlor corporations b.nvo no rondy o.ccess to tho capltel llllll'ket, and lllso 

hove difficulty in obtaining cnpitlll. loons frOl!l btlnJcs. It is to raoet 

their needs that tho Oovornmont has providod apocinl facilities throuch 

tho Reconstruction Finance Corporo~ion and th" Fodoral Reserve banks for 

loans for workillg CZ~pit&l purposes to SIIID.llor OO.ineases. It would not 

bo eonsiswnt now to iapoett bonY)' taxos on such funds as these corpora­

tions !lillY o.equira in tho course of their t.u.inoae. S~ll corpore tiona, 

in gonural, dopJnd on oo.rnings for tho dev~lopmunt of their OO.ineaa. 

It would bo lnequitablo end oconomicnlly undoairnblo to apply an undio­

tributod elU'DingS tax to those corpornUona in thu 88JIKi =•r ua to 

lo.rge corporationo. On tho ot!Mr bond , it !'ould not be equitable to 

exeapt aaall corporntiona entiroly froa to.xat1on on their inca.~, since 

"tbie would pc;ra1 t their otmora to oscspc t.ox .free.. Rokntion of the 

oxintint corporc.te to.x ulcce it possible to 11xompt &11<111 eorporationa 

wi tbout in justice or loea of revenues. 
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Tho Houso bill rccogntz~s tha~ s~nll corporations have fnr more 

no!ld of tho privilege or rutainin;: -.-~~ th:.n largo corporntion.. 

'll"'t's why it provides lour rrto sclu.d'llce for tCJ:~ll corporo.tioos. 

'!hie, bcw&ver, t'CY.!ulrce IIIIey Odlllll corpor;.t.looa to adjust thc'!laelvea 

unnocossarily to 1'l8t. :~nd difficult true procoduro, !llllkos tho trut 1:10ro 

ulfficult to ~<dministor, and ondllli[O!'S til .. good dll ; nd support of 

hundreds of thousnnda of 1tmall corporc.tioM. If tho corporution incomo 

tax is retained, th6 aorioua dli'ficulties which have urisen in adopting 

thot W>distributNcl oc.rnil18& tnx to tho f~·.nc111l j)roblc""' of Sllt".ll corpo­

r o.tlona could bo &;~t by Ol<O'llpting onrol.ngo up to ~15,000 from t.bo """ tax, 

c.nd thus altogethor oxumpting frM tho tux tho eroc.t ou.Dorical usa of 

corporations. Tho oxiet1ng tax is odequnto for tboso corporutiooa, sinc6 

it ruao~.r~ts to 1110ro tho1n would the total porson/\l iocc:co tax that would 

bo paid by oost or t.hc atockhoLlors U oil tho o:u-niq::& were diatribut.d. 

llo rove>nw would be lost &nd tho adl:dnistr.ltion of tl;.,; tax could be con­

centrated on th~ few thousand big corporntiona ArOund which center tho 

"bueos of withhold cmrninga. Over 90 porcen~ of nll nut ioc01110 is enrnod 

~f leas tbc.n 10 porccnt of thv corporhtlon&. Concentration of effort on 

thoao 10 percent would be a cron~ help to thl' adlliniatration of the t.aX 

plan. 

S, lluc!l h.lghor ~ rnte! phould ~ 12 l!!ld.letributed prn1w. 

f'or tho lnrgu corpora tiooa toward t~blch the. tn.x 1o direct.)(! tho tax 

ra.tu should be high enough to for ce di£tributloo 01' Gurnillf.S· The 

Propoaod ratos •auld not acco:>~plleh this. l'r011 19~3 to 1929 noo­

flllllllcial corporntiona report~ l:lco:ae peo.id dhid11nda 'UIOUDtiog to 

• 
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57 percent of their income and ret<.lned :;2s,ooo,ooo,ooo. Under the 

House echodulee for t.lrge corporn·~~~ lnco1110a corporati ons could continue 

to dieburae no larc;er percentage o! th.cir uarni~s as before in dlvidenae 

nnd yet pny a tu of ooly 14i percunt of adjusted net lnc0111e. It. would 

still be prot'itable for wcal.th,y stockholders to !Yive the corporation~~ 

retain a large pert of th&ir ear~a. fihere thic Wll8 done the purpoao 

of th<.o bill orould be defeated. 

The tax on IXIdiatributcd o3ar.;~ IIG"• n1'ter oquitable deductions, should 

be hi$h onough to force the distribution of ourninge and to make it neces­

sary for corporations to dep"nd for expansion on bor ·.·oring or on the io­

euanco of stock in the capital mnrlcot. ?'or big cor;>or:ttiont this proaenta 

no diff iculty. This proposal woulC bD tho 1110st effoctivo wo.y of chockin& 

uneconomic bignti.SB <.od of pr.:v .. ntl.lli i.oportant oV!laion of surtaxes. 

In easenco, 110' suggoetione 'll'O tbct a heavy ~e toJ< be imposed 

on a for tho\ISaDd big corporutiona if they did not distriblto their earn­

ings in dividends. This toJ< wauld bo 110ro effective thc.n the tax 1n the 

!!o\ISe bill in closing up a loophole in the proacnt lD:F; .it t!ould gJ"eo.tly 

ai...,plify t ho form nnd adllln1atrot i " o ot the proposed tax; and could be 

onsily oxpla ln\ld and defandod. It t:ould lll~o IM.ko the tox more popular 

and the number of lts opponente muo.h leae numerous, ~causo the largo 

number of aaall cot:~pe.r•ies would be r ulievud ot tb:> ~.x. 

A detailed discussion of theee and othe.r cb:l,.c.s 1a cont.3inod in tlw 

t.C::cOI:Ipa.eying :ocmcrandua. 
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S!JCQESTED AI!EN!liiENTS TO T!!! PROPOfWI TAX ON !JNI)lSTRJ!l!1.!'ED CORPO!!ATI 16R!fiMGS 

In t.be President's Msaaae to the Coocreas containing the suaesUon 

ot a tax on undistributed ea.rninca three of the objacUfts laid down wre 

the raising of 1620,000,000 additional HY11Dlle1 attaining equalltJ of tax 

burden on all corporate incoM, whether diatributod or withheld troa tho 

beneficial owners, and ottecting 81111J)l1ficat1on in tax procedure. In the 

form in which the propoaals wore passed by tho House thore is serious ques­

tion whether an;v of those a1aa will be achieved, Tho following chances are 

auggoatod for the purpose of attaining those objocti't'esa 
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h Tl!e retention of tho corporation inCQ!!! tax. In order to be certain 

thatroveoue will be raised, o.ttor meklng nocoaaary oxeaptions, and that the 

fore and administration ot tho proposed tax will be kopt simplo, it appoare 

essential to retain the prosont corporation inccao tax. 

The crguJ~ent for ita raaoval rests on two grounds, beth of which ~ be 

queetionod. In the firat place, it is so.id that the present corporate ~ 

co110 tax 1a inconsiatont with the principle that taxation should be in o.c­

cordo.nce with o.blli t.y to ~ because it taxes rich and poor etocldloldars 

aliko. Thia statomont diarogcrda the feet that the groat ll&jority of etock­

boldora, all those who havo aoqui.red tho stock eince the e=ctaent of the 

corporo.ta income tax, haft purchased the stock at o. prico based on the 

proepecta of di 'fidende at'ter the tax has boon paid. Tho iJrrariable practice 

is to look upon the corporation incOM tax as an oxponeo of production and to 

calculate ea.rn1ncs per abaro ~ taxee , It tho corporo.tion inco• tax wre 

ro.ieed 100 parcont thie would be l....,!•tely diecOIUlted in the price ot atooka, 
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w1 th a consequent loa a for present holder s. In the future, however, pur­

cblaora would buy stocks on the basis of expected Hl"llincs per share atter 

the addi tional tax and would INEfer no lose. Siallarl.y, a re110val of the 

tax, in the abaence of other equivalent taxes !.posed at the - tiM, would 

constitute en unexpected pin for present holdora of atoclta . In caaea whore 

tho company would distribute ita oarnillgs and not pay tho now tax on re­

tained income, per share onrninga would be increased aeywbore from 16 percent 

in tho caso of operating companies with no preferred stock outstanding to 100 

percent or 110re in the caao of hold.in8 companies that could benefit fro• the 

levoroge factor. 

In the second place, it 1a said that the corporation income tax i.llpoaoa 

a burden on corporations aa contrasted with partnerships and individuals. 
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This can bo true only of aalllll corporations becouae lo.rgo ones certainly pay less 

tax than would 1nd1 vidual recipients of similar income l and owners ot stock 

in ...:U corporations, undor existing law, benefit by the fact tbot a portion 

o.t thll oo.rn.ings is ret41nod in tho business and , tboroforo , escapes the 

porsonc.l income tax which it would have to pay 1C it woro rocei vod by the in­

dividuals, Moreover, the corporate form of enterprise baa certnin concrete 

adventclgtla over partnorsbipa and individuals, 

It would appear, tborotore , that tho retention of tho cor~ntion in­

COM tax involves no injuatico to present ownors of corporntiona. Thoro h 

no ronaon 1lbJ" adoption of tho principle of te.x1.ne undhtr ibutad 841"111nca abonld 

result in olill1nation of tho present corporate inc0110 tax. There 1a no necoa­

aary coMoction between tho two Mttor a . In fact it is eaaier to ocbio.,. the 

doairud objectives by rotantion of the corporate incOM tax. This tax could 

Regraded Unclassified 



reain applle&ble to all corporations, 1nc.lud1Jlc the IIMll corporati01111 which 

constitute the great majority and tor which an lllldistribut.d earnin&s tax 18 

70 

I . 
unnecuaary, while the lllld1stributed earnings tax could be levied on \be ...U 

nuaber of large corporations whose practice of accuallatl.ng earnings gi.,.a 

r iae to 110at of the probleu the new legialation 1a designed to -t. 

Ono advantqe of rot&.ln1ng the corporation inc011e tax 1a that such a 

cOIU'SO would eliminate tho dale of loal.ng revenue. It the norul tax 1a 

r e to.ined , thon any additional 4.1110unt produced by the tax on lllldiatributod 

earni ngs would be a net gain tor the Treasury. This would be truo, wbotbor 

tbo oe.rninga wero distributed and bec:ue subject to personal incoJDO taxes 

or rotainod and subj ect to tho now tex. Another adYILDtage would be that it 

would pol'llit tho necessary and desirable ex0111ptions diacusaod below. Still 

Mother advantage would be that it would pemit tho tex on lllld1atr1buted 

oorninga to be greatly simplified. 

The propoasl to removo tbe oxoaption of d1 videDda from tho norlllll 1nc011e 

t.llx should be reteined. Corporation earnings baYe beon incroasing rapi~ 

and tbe bulk of the dividands 10 to well-to-do people. .t pe.rt1al coaponea­

tioo tor roaoving this exemption 'llill bo attordod by tbe removal ot tbe excesa 

pr ofits and capital stock taxoa. 

b. tho exeaption ot oarninn ot $l5.()()() fro! tbc lllld1atribut.ed !&l'!l' PO 

l!!... In 1933 only 141 816 corporate returns out ot ..e,M2 returns tor acti.,. 

cor porations reported net earninge ot Uf;,OOO and ovor, and tbia ...U crouP 

of r oturna acCOWlted tor o-..r 90 percont of the net inc-. tor that ;year, the 

loteat tor wbicb figiU'ea are available. 

Evon 111 1929 wbon corporotiona r eported t or 1ncoeo tax purpoaea the 

largoat net incOODOs ot tho poel;-ar peri od, 0!117 about 60, 000 ot tho ue,ooo 
report.ina ccrporatioae would bavo bee requ1rod to t Ua returns tor tho pro­

poaocl tax c:~ undiatribut.d Ml'D1np 1t thoro woro u a.pti011 ot •u ,ooo. 
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This small group of corporations, furthermore, would have accounted tor 94 

percent of the corporate net inCOM reported for that year, With the pro­

po&ed exon~ption, therefore , the tax on undistributed oarninca would not a!'Pl7 

to tba great bulle of corporations which account for a IIMll percentage of 

total corporate earnings. 

I t is generally agreed that SDall cor porations must depend for their 

growth Minly on plongblnc back earnings. Tboy d.o not have the - acceaa 

to the capital market as have corporations, and they have difficulty in ob­

t.a1n1ng loans for capital purposes troa banks. It is for these raaaona that 

the Government provided special facilities for capital loans for smoll con­

cerns, through the R. F. C. and tho Fodcral Reaorvo banks. In tho Houso bill 

the noeda of aaall corporations aro recogniaed by tbo provisions that lower 

rates should apply to tbo undistributed onrnincs of corporations with earnings 

of l oss than $101000. 'l'he House ws unable to oxol!pt thoa altogether since, 

with tho proposed repeal of the corporate income tax, this would hAve 1118ant 

that tho owners of slll8.ll. corporations could oacape all incoae taxation by 

leaving earnings undistributod. Retention of tho corporate incoM tax 

mnkes it possible without revonue loao to oxoapt amall buainossos altogether 

from tbe now tax. EYen it all earntncs were rotiLinod by theao corporcti"" 

thoy would still pay n tax of troa 12t to lS percent, which in moat casee 

would bo 110re tbnn would bo paid by tbe stocldloldnrs 1t the aarn1np were 
distributed, 

This exeaption would bavo a groat public appeal . It would rOIIOVe tba 

oppodtion of o.ino-tentbe of the corporat101l111 and would Mite it DeeeiiMI'7 

for tho tow tboua&Dd large corporations to abow boa tadnc tbo1r undistributed 
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earn.Lngs would be undesirable, rather tban to plead the cause of the 8Ml.l 

corporations , as they have ebrelldly done. 

The exe!lptiOb of IIMll corporations troa the undistributed earn.1ti&S tax, 

wblle leaving thea subject to a wol.l-tmderatood corporate 1ne011e tax, would 

boa •Jor contribution towerd tho tdaplification of tbo Tax Bill. It would 

perlllit ai.alp111'ication of the und.istributed oarninga tax b,y substituting one 

rat o schodule for two complicated scbodules, oaah shown in the proposed law 

in two ditt'erent ways, and a co!lplicatod ID8thod of uaing both aete of 

scboduloa in some instances. It would also porait the Treasury to con­

contrnte its ad•1n1stratiYo atatf on a relativol7 aaell nuaber or r eturns, 

instead of trying to exaaino aoveral bundrod thousand. It is truo that tbie 

small gx-oup or large corporations includes the moat complicated corpornte 

orgnnizations of the country but this lllllkos it tho more importnnt f or the 

Treasury to bavo the WIO of ita <mtiro aYUUD.blo stntf for the otfect!Ye ed­

ainistration of the new tax on those co!lplOJt cOllj)anioa. 

It bas been suggested that o.n exeaption of sce.ll corporations would 

peral.t. woaltb:y indirlduals to continuo to evndo surtaxes b,y substituting 

o. largo numbor of siiiAll personal holding compo.nios for existing largo ones. 

Tbia objection could bo 110t by prorlsiono denying this exeaption to auch 

personal holding collpGilios, that 1e, to corporo.tione 50 percent or 110re of 

whoae atoclc 1a held by closol1 related indirlduals and 80 percent or 110re 

ot whoso erose incc.e 1s derived troa property, that is, divide...U, interest, 

roots and royalties, end profits troa tbo sslo of assete . 

!a.. HiJher tax rate• th4n tboae adopted bY the HouH. 11beu 1t cOMa 
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low scale of rates. Onder the tenas of the bill 11&1\Y corporationa, perticu­

larly the large ones, could retain aa large a proportion of their earnings 

aa they have in the peat and still pay no larger tax, Fro• 19215 to 1929 non­

financial corporations reportiDg net inco1111 retained f24 , 6S7 ,OCX>,OCX> ot 

earnings. Their dividends aggregated 57 percont of thoir earniDga availeble 

tor stockholders after taxoa. Under the House schodules tho tax on a corpora­

tion which pays out 57 percent of ita adjusted not incoM in dividends will 

uount only to Uf percent of its adjusted not inco1111 , If corporations under 

the now tax will find it adva.nt418eoua to retair. aa liU'go a proportion of tboir 

earnings as they have in tho peat, the 11111jor objectives of the bill will be 

jeopardized, In the first place, wealtey individuals will st.1ll be onabled 

to avoid high lll1r'tax rates by leaving 1nco1110a undistributed with corporations, 

Secondly, tho revenue yioldod by tho proposed obangoa will be leaaanod. Third­

ly, the growth of uneconoaic bignoaa will not be diacourapd end conaequentJ;r 

the trend toward lessened coapotition will not be illpeded. Fourthl;r , the 

tax will fail to discourage tho acCWIIlll.ation of cosh on tho part of large 

corporat ions, a practice which leaaena tho offectivaneaa of .anetory control, 

In order to attain the objectives of the tax it 1a t.perativo that 

higher r ntoa be applied to UDdi.stributed oorninga in exceaa of the apocitic 

oxomption ot $15,0CX> and tho earniDga uaod to 1110ot contractual obllptiona 

or to ropay debt. It 1a 8UQ88ted that the ecole ot p-oduation be alone tbe 

f ollowing linoas 
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Percent ot tpamihga ngU at,ributed 

Not 110re t.ban 50 percent 

llore tban 50 percent 

-7- 14 

Rate ot tax on UDdiatrilNt!d eamincl 

tO percent 

60 percont 

Two ot.ber suuestJ.ona are Mde in connection with applying t.boae rateaa 

(1) It is suggested t.bat, tollowi.J!« Britieb practice in lnyinc eetate 

te.xea, t.ho highest rate applicable &ball apply to !ll tho UDdist.rilNtod 

osrn1nge. For eXIlJDple, it 56 percent or earnings are Ulldistributed, tho 60 

porcont tax would apply to All Ulldist.ributod earnings rat.hor t.ban a rate or 

40 porcont on tho first 50 percent. Ulldiatributod and a rat.e of 60 percont onlT 

on the bcllance. 

(2) It b also recommended that, in deterllining t.he percentage or un­

dilltributed earnings, preferred stoek dividend requireiiODts be excluded fl-o• 

dividend disbursements, that 18, that dividend reqllire...:mts tor proterrod atock 

which h in effect a junior lion rat.bor than an equity be included aa a de­

duction in col!pUt.ing ad,juated net income and bo excluded fl-o• t.be di rldODd 

credit, 

With few axceptions, preferred st.oekholdors do not share in incroaaod 

oorninge ond, theroforo, do not havo income on which thoy cnn evndo taxation 

b,y leaving it with corporations. Under the Houeo bill , common etockholdera 

lillY point to n 60 percent distribution or t.boir corporation earnings 1IMD 

actuol.l,y n a1eh ualler percent ot their ec.rn1.nga (i,o. , net aftilable tor 

co.an) is distributed. Tbia ia pert.icularl:r t.portant at tho presont tiM 

when MDY corporations ban CUallatod pretorred atoek di'rldooda to PII.J botore 

paymonta can bo llllldo on ca.cn atoek. 
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Tbe proposed law abould be directed tow.rds the prnention of tax .... sioa 

by comon stockholders, aJld participatina preferred stockholders. By de­

t.eraln1ng the tax on the beals or earninaa available tor equity holders aJld 

undistributed to them, equalit1 ot treatment would be assured stockboldora 

or corporations bavi.na preJ'erred stock outatanding aJld those not barln& pre­

ferred stock outstandina. 

This provision should apply only to non-participating preJ'arred stock. 

Sinco it is proper to r ogard C11111lat1vo preferred stock ao a junior debenture 
it would follow tbat arraara ot dividends on preferred stock could be con­

sidored as a debt ot tho corporation, aJld be aubjoct to the same treat.ent as 

other debts or the corporation. Tbat is 1 earnings devoted to tbo payment ot 
proforrod stock dividend orroars llbould be subject to tbe 8 to 10 percent tax. 

!... A low rate should applY to earnings witl!ltold for debt rotiruent • 

.Utbougb tbe Bouao rocopdzod tho noceuity of occordin& epocinl treatllont to 
earnings dovoted to debt retirement or withheld because or cbartor or statutocy 

provisions, tho Olduion ot tbo corpornto incoe~~ tax neceasitatod the adoption 
of n 22t percent tax rnto on earn.inge dovotod to sucb purposes, SUcb a rate 
would in IIBliY cnaes be prohibitive, It the corporate incolll8 tax is ret61ned 
it would be equitable to lower tbie rate to 8 percent. A r nta or 8 percent 

would impose little burden oo tboae corporations which for -.arioua reaaona are 
forced to witbbold earnings tor the abo•o purpoMa. It would bo hish onoucb, 
however 1 to oncouraco the liquidation of debt through new stock ilwoa in caaoa 
where tbie 1a practicnblo. Tbore ill a creat difference between n tlat 22t 

percent rote on earnings uaed tor debt ~t, aJld a corporate incoM tax 

rate or 15 parcont plua nn additiooal ra.to of 8 percent Oil aal'llinC• uaed tor 

Regraded Unclassified 



-9-

t.bla purpose. In tbe f0tw1r case a corporation which 1s lepll)o prohibited 

!roll p&)'1ng out eernings or baa to dnote t.bu to debt reUre..nt baa to 

pa.)" 22. percent more than other corparat.iona that are in e poei tion to pq 

out all eerninga. In the letter caao e company which is obliged to repq 

debt would only hAve to p~cy 8 percent more then one that is not . Tho dif­

ference appeoara in a comparison with ot.h4r corporat.iona rather t.h4n in a 

comparison for a single corporet.ion of pa,.ont.a before alld after tho ~ 

poaod cbengoa, 
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PUrtbartiOro, tho Houae bil.l ponlita exception with a flat rate onl7 tor 

certein typea of debt, and liaits it to th4 oxceas of such debt over accua~­

lat.od earnings. Since, in t.h4 case or all dobta outstanding on llarch &, 1956, 

thoro wore expectations at the time thoy wero incurrod that they could be 

r etired out of earnings without ponalty, it would eppear equiteblo to -.lea 

this provision apply to all debta outstanding on t.bet dete. There would ap­

poGr to bo no econoaic justification for Ua1 ting this provision to the ax­

cess ot dobta over acCWII.Ilatod earnings, It would be au alJioat t.poaaibla 

t.oalt to dateraino ocCWII.Ilated earnings, and in any caso it ia a booltkooping 

itea and h4a no roforenca to current or futuro ability to ropc13 debt, Ac­

CWII\1lated oo.rnings do not ropreaent caab fund a J tbo7 as)" be represented b)' 

plant which ia now wortbloaa, 

~ Sugoptod chongne ot a leat imoortgnt naturo. 

(1) It ia reco_..,.ed that the Rouao prorlaion be allalooted whiob 

peralta a special low tax of 15 percaot on the r etention of curront oominp 

which only lleM'o to wipe out au acen••l•tod deficit. 'l'bia prorlaioa _. ap­

peNntl.y beaod oa tho tbeo17 that a cor poret.ioa with au accn•,t•ted ct.tloit. 1a 
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in a straitened condition and should be accorded special treat.ent. ~t a 

bookkeeping figure of ac~ated earnings or deficit baa little relation to 

tbo fiMncial condition of a corporation, nor to its current or future earning 

capacity. The retention or tbo pronaion 11'111 pol'llit •idespread naaion be­

cause of tbe extreae difficulty or deterain1ng tbe f i gure or ac~ct.d 

earnings, 

( 2) It is recommonded tbet the provision in the House bill relating 

to dividends paid to holding companies be eHmlnatod, As bas been pointed 

out in tbe Press, this provision ~ result in a .W.tiplicatioo or holding 

cooopani ca rather than a reduction, ebao tho d1 vidend rece1 vera take steps to 

inauro that less tbao SO porcont of the dividends be paid to a single coapany. 

In coaos whore this cannot be done grave injustices will be sutforod ~ ox­

isting holders of intor•odiato holding company stocks, which include not only 

hol ding companies wt llinori ty holders. Tho stocks o.cquirod at prices be sed 

on existing tax lan should not be suddenly ll&do to suffer severe deprecia­

tion by a cbaoge in the baaia of taxation, pa.rticulcrly since the inclusion or 

exclusi on of a company tro• tho effects of tho tax must depend on arbitrarily 

eeloctod porcontages. 

It 1e said that the purpose of this provision io to prevent evasion whsretr 

a chain or holding companies eould pay n.<>ither taxes to tho GoverMOnt nor 

dividends to individuals. &.lch an eVIlaion aigtlt have resulted trOll a defini­

tion of tbe dividend year (incorporated 1o an ec.rl)' draft of the bill) which 

wou.ld penal.t the lonr holding COII(J6ey to pay ita dividend in tbo period JUUU7 

1 - llarch 15 to tbo next holdioc co~, wbich 1o turn lie:/ pay its dividend 

in the corresponding period of the next ;rear to tho aext holding collp&JI)', and 
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eo on. But in the bill aa paaeed by the Houao thla definition of tM divi­

dend year was uended to coincide w1 th the taxable year for ea.rn1nc•. Tb1a 

perUcular explaDation of tM holding coe~ proviaiOD 111, therefore, DO 

longer relevant . 

It is also suggested that for the purpose of tha undistributed earnin&l 

tax, dividends received by a corporaUon shall bo includod in incoiDO, u 

proposed in the Houso bill, but that they be exompt trom the corporate in­

COIDO tlu< to the extent prodded by exiating law. 

Copelua1on, It thoao auggeated chnngeu 11M adopted, the objocUOftl 

to tho new tax propcwa w1ll bo greatly loasoned and their purpca .. w1ll be 

110ro eurely achievod, Additional revenue will be ro.1aod; there will be mora 

nseuranco than Wlder tho proeont propcsal.a that tho wec.l tey will pc.y their 

ahnro of inco1110 wee; tho purpoeo ot !orcin& lunda out of corporations 1 

oithor in tho form of dobt re~nt, or in d1Yidonda, or in taxoa, w1ll 

bo botter served; and, finally, these suggeatod chnngea would ake for o tlu< 

tnr loea coaplex than that peeeod by tho Rouao; o tlu< that could bo aore 

eo.aily oxplainod and dofendod , 
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BOARO OF GOVERNORS 

FEOERAL RESERVE SYSTEM 

KEIIORAJIOOII: 

TO The Secretary of the Treasury 

FROII Chai.rman Eccles 

In accordance with your request, I u en­
olosing two copies each of a abort ...oraodua regarding 
the tax h1ll which I diacussed and le!'t with the Praei­
dent yesterda¥ afternoon and a longer JUIIIOt'aodua caTer­
ing a aore detailed diacusaion of the question, which I 
also left with the President. 

If you desire additional copies , ldndly let 
.. know and I will be glad to !'urnish tbM. 

encloaurea 
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Taxation of undistributed aarnings of corporation&, which is the 

underlying principle or the pending t.ax bill, is in DIY judgment highly 

desirable from the fiscal, economic, eocisl , and monetary points of 

view. Eld.st.ing great accw:ulatio:ns of cash in the hands of large cor­

porations are, ln fact, one of the l..aportant. obstacles to recovery, alnce 

they lnterrupt the floor to consllllers o.t 8000y created by Goverllll&nt spend­

ing. A tax that would effectively f orce large corporationa to pey out 

their current earnings would greatly contribute to the progress of re­

covery. It is because I am confident that the tax 1n the form in which 

it passed the House would not accomplish this purpose that I wish strongly 

to urge upon you certaln modifications in the pending bill. 

In ita present form the tax blll will not achieve the objective spe­

cified in your message to Congress of aecurlng •equality of tax burden on 

all corporate income, whether distributed or withheld troa the beneficial 

owners•. The true baa also become so COIIplleated that i.ostead or effect­

ing "great simplification iD tax ~ceduro, iD corporate accountlng, and 

in tho understanding of the whole subject by the citizens of the nation•, 

it. will bo understood by few and will 'Jngult many slllllll corporation• in 

unnoceaeary and difficult tax procedure. Gr~~ovo questions have alao bean 

raised as to tho revenue it will yield. 

It aaeu to .., that by the adoption of a fn chances tha ob jecth•• 

origin&~ laid doom for the tax wlll bocoae INCh aore certain of achievc­

l!OODt. 

ao 
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1. lilY tir5t proposal is that tho present corporete incoooe tax be 

roteinod. Tho argument for repealing thie tax rests on the belief that 

it taxes tho rich and tho poor stockholdora on tho same baeia rogord­

losa of ability to pay. This argument disregards tho foot that the in­

voatmont made by stockholders represents a price for the stock which 

telws into account the corporate inc01110 tax. Only such present holders 

as bought their stocka befor<l the prosont tax was iaposGd have been un­

favorably affected by the tax. Prices paid for stocks reflect net earn­

ings to stockholders and are baaed on current and oxpectcd futuro earn­

ings ortor doduction of taxes. To reJIIOve this tax now would increase per 

sharo earnings for all stockholders anywhoro from 15 percent, 1n the case 

of opot·ating companies with no proferrod stock, to a hundred percent or 

mora in the case of certain holding companies. Unless other taxes offset 

thia advantage tho elimination of the tax now would result in an unearned 

increase in tho voluo of the stocks. ll'i th corporate profits increaainlo 

eore rapidly than wqos there is no reason for this unexpected add! tion 

to the wealth of stockholders. The purpose of the law should be to 

ceuae earnings to be paid out wherever possible abci then bo subject to 

individual inco11111 taxeo whlch are graduatod in eccordance with ability 

to pay. 

Tho retention of the corporate income tax r ould asauro the continu­

ance of revenue of over a billion do~s fro• a tax which baa been in 

operation for a iong tise and is thorougbl;( accepted , eatabllabecl , 8Jld 

lmderatood. Rovonue from a new tax on unJiatr11>11tod earnings and rr ... 

inc01:1e taxoe on increased divldond d.hburec-.~t• would be OYer and above 
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the existing ux end wouJd bo a net gain to thu Treasury. Furthor110re, 

tbe retention of tho corporuto 1nc011W tax rould Mke 1t poseiblo to 

ox011pt ew.ll corpor"tioos ond to oppl,y tho undistribute<l earni.nsa tax 

oxcluaivoly to the 8111411 group of largo corpora tiona whose holdii'ICS of 

undistributed comings 1a tbc difficulty that tho law is designod to 

correct. 

2. Ad lusted m inCO!D! ~ to §15,000 should .!12 exempt from~ 

.!.!! £!! undistributed ouninge. In loV)'i.Dg a tax on undistributed earn­

ii'ICa it is essential to distinguish botwoon wee IIDd amU corpont1ona. 

S~~nllor corporatioas luwo no randy access to tbo capital 1114J'ket , ond cleo 

hnve difficulty 1n obtaining capital l oMs fro:n bl.nks. It is to 110et 

thoir nocds that tho Oovorna~<mt has providod sp.Jciul facili tie a throueh 

tho Reconstruction Finnnce Corporation &nd tho Fodorlil. iteservo banks for 

lonna for working ~pit.l purposes to e~r bueincases. It would not 

bo consistent now to ilapoeu bonvy taxes tnt such funds as these corpora­

tions !lilly ncquiro ln th::J course of tllair buslnoss . Slll:lll corporo.tiona, 

in gen~ral , dopond on earnings f or tho dev~lopmont of their business. 

It would be lnequit.ablo o.nd oconomico.lly undesirnblo to apply u.n undis­

tributed o.u'nlngs tax to tbGse corporations 1n th• 8&110 =er aa to 

large corporatiooo. On tho other ho.Dd , i t "ould not be vquitable to 

exupt Slltlll corporntiona entirely fro• taxation on their 1Dc0110, since 

this • ould pond t thuir 0110ora to oscapo tc.x-fr oc. . Retention of the 

oxiotl.ng corporate tnx ~~nlcca it poealble to c;xe111pt o~a~ll corporationa 

without injustice or loaa of rovcnuea. 
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Tho Houso bill rccognh<-o that Sl!ID.ll corpor atioM havo ftr 110re 

no<.d of tho privilege of rut.ainiJ11I e'U'~II thl..n largeo corporutiona . 

':h.' t' a why it. provides 10lltt rr to aehl..<iulee for 3~ corpora t.i one. 

'rbia , however, re<;uir;;a llllll.Y o111<1ll corpor .. tion~ to adjust tbc:oao1vea 

unnocooso.rily to ncr< · cmd difficult t3x procedure , makes tho true .. oro 

dlrficult to administer, and ondMt:ers tb~ good will :>.nd support of 

hu.'ldreols of thous11nda of t<mall corporo.tioru:. It tho corporution incomo 

t4x 1B rot.ained, tlu. aoriows difficulties which have o.rlsen in ado.pting 

th~ undistributod o::rninga tax to tho n"' nclo.1 probl<""' of S~r.ll corpo­

ro.tions could be sot by oxo~pting ournin3~ up to ~15,000 from the nor. tax, 

t.nd thus ultogothor oxomptlo.g frO!Q the tax thll ero11t numorica1 mass of 

corporctions. Tho oxiating tox is odequate for those corporctiona, since 

it OJIIOunts to more t.Mn ••ould tho totn.l poraon:!.l incoco tax thllt would 

bo pald by I!IO&t of tho atockboldars if oll tho Mr~s r:ere diatribut.d. 

tlo revGnw would b<. lost 11.0.1 tho adcdnistr.;.tion of U.... tax could be con­

centrated on ~ fer. tbouscnd big Lorporo.tinna around ~hicb center tho 

••bll!'oa of withheld Clnrnings. Ov<'r 90 percent of nll nut in como ia aorMd 

by leu. thnn 10 porcc:nt or thu corpor .. tions. Concootretlon or effort on 

tboao 10 percent :rould bo a ~;roat l:o1p to tlul :..dain1otr:..t.iao of the tax 

plan. 

S. i.luch hi; her ~ rAtes ehould ~ .!2 undl.§tributed e;u:n1Ma • 

For t hCJ lo.rge corporA tiooa toward tth icb the. t.nx 1G directJd tbo tax 

rat4!la should bG bigll onough to forco dittributlon of Gcrninga. The 

Propos~ r~toa • ould not acco~pliah thls. Froo 19~! to 1929 non­

rtn:mcial corpor:..tiona reportin£ L-.c~ ,..id dividends '\DOW~tlo.g to 
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57 percent of their incoM and rllU..I.ned 025,000,000,000. Under the 

House schedules tor larto corporate incomes corporot1o~ could conttaue 

t.o disburse no lart;er percentage o! their uarni .. a as before in dividends 

and yet pay a. tax of only l4t pt~rcont of a.djuated not income. It would 

still be profitabl e ! or woulthy stockholders to lv\ve the corpora Uona 

retain a large part of' thsb· oarniQgs. Y.ho)re th1c was done tho purpose 

of t1w bill wuld be clefou t.od. 

The tax on tmdl.stributcd U4T:l~.ngs, niter oqu1t4ble <::eductions, ohould 

bo hiah enough to torco tho distr ibution of oarnin&s and w ma.Jcto 1 t neces­

sary for corporations to dop~nd for e~~sion on bor~orlng or on tho io­

suance of stock in tho capitol market. For big cor?oration< this presents 

no diff icul ty . This proposal would bo tho moat efl"octivo way of cbocklng 

unoconOIIIic bigness t.nd or prvv.,nt irJ6 important ovoaion of surtaxoe. 

In oasenco, my sua1ostione ::ro that a heavy oorn~~ tax be i111poscd 

on u fw tboustllld big corporutlona if they did not dis tribute their earn­

ings ln dividonds. Thie 1Ax would be more effective thnn the tnx in the 

HoUDe bill 1n closing up o loopholo 1n the proeont ltu•; it I!Ould groa. tly 

abpllt'y the for111 a.nd sdalniatrnti·~n of the propoo&d t.ax; nnd could be 

or.a11y upla tned and defondud. It vould altiO .,.Ito tba tax 1110re popular 

and the nuaber ot 1 ta opponon tc 111Ucc leu nu.eerow, oouuao the 1ar1o 

nusbor of ssall coopani es would be r eliev..-<1 of thJ t:tx. 

A dotniled d1&CIIft&1on of these and other ch:uv C/s ia containod 1n tlw 

n~co~punying memorandum. 
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SU!jGESTED AIWII*P!IS to 1P PRQPQS!P TAl ON UNpiSTRIII!lR? CORPORATI! fW!NIIIQS 

In the P'reaident• a •asap to the Congeas eontainln& the suuestion 

ot a tax on undistributed earniDCI three of tho objectiYes laid down were 

the raising of 1620,000, 000 additional revenue, attaining oquel1ty of tax 

burden on ell corporate lnco•, tdlethor diltributod or withheld troa tho 

beneficial owners, end effecting simplification 1n tax procedure. In tho 

form 1n wbich the propollals were p411sed by tho House there 1e serious ques­

tion tdletber aey of these a1.u will be achinod. 1'ho following chances are 

suggested tor the purpose of attainln& these objective•• 

h Tho retention of the corporation incOIDB tax, In order to be certain 

tbetrevenue will be railed, attor uldng neco .. ary exeapt.ions, end that the 

form and administration of the propoaod tax will be kept simple, it appoara 

essenUnl to ret.aln the preaent corporation lncoae tax. 

The &r&U~Dent for 1 t.a roiiOYal rests on two grounds, both of which -.;r be 

questioned. In tho first place, it 1e so.id that the proaent co.rporate ln-

coae tax 1e lnconaiatont wit.h the principle that taxation should be 1n ac­

cordance with abillt,y to pey because it taxes rich end poor stoclcholders 

o.liko, Thie etatomont dierega.rda the f act that the groat Mjorlty ot etock­

holdera , all tbosa who havo acquired tho at.oclc alnce tho ena.ctMnt of the 

corporate income tax, have purchllsed the stock at a price holed on the 

prospects ot dividends after tho tax has boon paid. Tho lnvariabb pract ice 

1e to look upon the corporation incae tax a1 an exponao of production end to 

calculate earnings per ahara .!!ll£ t.axe1 . It the corporation inco .. tax were 

raised 100 percent thie would be t Iliateq discounted in the prioa ot stoclc•, 
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with a consequent lose for preeent holders. In the future, however, pur­

cbasare would ~ stocks on tbe boeia of expected earnin&a per share after 

tba additional tax and would sutter no loaa. S1ailar~, a re110-.al of tbe 

tax, in tbe absence of other equivalent taxes illpoeed at the - tiM, would 

constitute an unexpected gain tor present holders ot stocks. In caeca whore 

tho company would distribute ita oarnings and not pq tbo now tax on re­

teiDed in como 1 per share earnings would be incroased aeywhore tro11 16 percent 

in the caso of operatina coiiJ)8Dioa with no preferred stock outstanding to 100 

percent or 110ro in the case of belding co11panies that could bone!'it troa tbe 

levorogo foetor. 

In tbe second place, it is aaid that the corporation incoao tax illposes 

a burden on corporo.tiona as contro.atod witb portnerabips and individuals. 

86 

Tbia co.n be true o~ of sJDOll corporo.tione boco.use lo.rgo ones certainly pq le~s 

tu thsn would individual recipients of s1.allar inca.eJ and owners of stock 

in sll&ll corporo.tione 1 under existing low, boneti t by the fo.ct that a portion 

or tho oo.rnings is retained in tho business o.nd, tboroforo , escapes tbe 

porsoool inco~~e tax wbicb it would bave to pe.y if it •oro roceivod by the in­

dividuo.ls. Moreover , the corporate tor. of enterprise hao certain concrete 

edvantogea OYer partnorsbips and individuals. 

It would appeo.r, tboroforc, tbet the retention of tbo corpcrntion in­

como tax involves no inJuatico to prosont OW'nera of corporations. Tbero ia 

no reason wily adoption of the principle of toxin& undistributed enrninga 8hould 

result in oliaiDo.tion of tho presont corporate inca.e tax. There 11 no necoa­

aury connection botweon tho two •ttore. In tact 1 t 1e oaaior to acbioYe tbe 

doairod obJoctiws by rotontioo of tbe corporate incc.e tax. Tbie tax -ad 
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re&in applicable to all corporation&, 1ncill.un, the llilall corpor at101111 which 

constitute the ereat Mjority and tor wbich 1m UDdietributed earninCs tu 1a 

unnecessary, while the lmdirtributed earnings tu cO\Ild be larled 011 the ..U 

n1111ber or large corporat101111 wboae practice or acc:ua&latiJI& earniJ)ca gh .. 

risa to 110st of the probl- the new legislation 1a designed to -t. 

One advantace of rotatning the corporation 1nco110 tu 1a thet such a 

course would elilDinata tho rialt of losing revenuo. It the norM! tax 1a 

retsined, then aey addJ.tional uount produced by the tax 011 lmdietributed 

earnings would be a net pin tor the TreaiiW')'. Thie would be truo, wbethor 

tho oarnings woro distributed and beC4IDO subject to personal 1ncomo taxee 

or roteinod IIDd subject to tho new tax. Another ad't'lllltap would be that it 

would poral.t tho necosaary and deeirable exaaptiona diseusaod below. Still 

o.nother adventaeo wO\Ild be that it would penal. t the tax on lmdiatrl buted 

earnings to be greatly siaplilied. 

The proposal to r emove the oxoaption of dirldeods troa tho noral incOM 

tax should be roteined. Corporation eam1ngs bue beon 1ncreaeing rspidq 

aDd tbe bulk ot tho dividaods co to well-to-do people. A partial coapenea­

tion tor roiiOVing tbis exoaption will be atfordod by tho ro110val or the axce .. 

profits aDd capital etock taxoe, 

L. Tho !X!IIJ?tion or oarn.1np of 4lS.OOQ tJ:o! tbc gn"!atributed !!!1l'RR 

tax, In 19SS only 14,816 corporate returns out or t46,8U rotume for actift 

corporations r11portod net earnJ..nge of 1161000 aDd OYer, and tbis ...U group 

of r ot.urne accounted for OYer 90 percent of the net incOM tor that year, the 

latest tor which tiaures are aft1labla , 

!Yen in U 29 wbon corporatiOIUI reported for incOM tax purpc>Ne the 

larpst nat incOMe of tba poet.-.r period, oa1J about 60,000 or the ue,ooo 

reportinc corpor4lti01111 would baYO beaa requirod to tile raturu tor tba pro­

posed tax OD undirtributed earninCe U thoro 11&1'0 aD a.pLiCIII ~ IU,OOO, 
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Tbh .-11 crouP of corporations, turtberiiON, -ud have eeeOWited tor 94 

percent ot tbo corporate net !nco• report.ed tor that :rear. With tba pro­

posed exupt1on, therefore, the tax on undistributed •amine• would not appl)o 

to the SX'Oat bulJc ot corporations which aocOWit tor a small perceotago ot 

total corporate earnings. 

It is generally agreed that small corporQtions must depend tor their 

growth -.inly on ploughing back oornings. Thoy do not have the - access 

to tba capital arltet aa have corporationa, and tboy ha't'B ditfieult:r in ob­

ta1ning loans tor capital purposes trooo bo.nlte. It 1e tor these reasons that 

the CovortiiiOilt provided special tecW ties tor capi tel loana for 8llall. cOD­

coma, through tho R. F. c . and tho Federal Roaorvo bo.nlta. In tbo Bouso hill 

tho noods ot small corporations oro recogni~od by tho provisions that lower 

rotes should Qpply to the undistributed comings of corporotions with eorninas 

or l oss thon tl.O,OOO. The House wna unablo to oxo11pt tho• oltogotbor since, 

with tho proposed repoa.l or tho corporate 1ncoee tax, this would have IOO&IIt 

that tho owners or small corporations could oacape all incoiiB taxation by 

leaving eorninga undistributed. Retention ot tho corporate inca.e tax 

anltea it poaaiblo without revenue loaD to oxollpt IIIIBll businesses altogother 

troa tho new tax. !'von it all carn.1nga wero rotninod by these corporc.tiona 

thoy would atill PB3' o tax or troa l2l to lll porcont, which in 1110at c.oaes 

would bo aero tbon would bo paid by tho stocltholdors it the 94rnings wore 

distributed, 

This exeaption would haYo o groat public appoal . It would r080Ya tba 

opposition of nino-teotha or tba corporationa, and would Mite it neceueJ7 

tor the tow thousand large corporations to llbow how taxinl thoir UDdiRribut.ecl 
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earnlnis -ad be UDdesirable, rather than to plead the cauae ot the ..U 

dorparatiooa, as they bave abrewdl.y done . 

The exeaption ot S..U corporations t'rotl the UDdistributod earn1np tax, 

wblle loa'finc thea subject to a woll-understood corporate inco• tax, would 

bo a major contribution toward tho simplification ot tho Tax Bill. It would 

permit simplification or the UDd1stribut.ed oarnings tax by substitutinc one 

rate scbodule tor two coaplicatod scboduJ.es, oach ahown in the proposed law 

in two different nys, and a coapl1catod 1118thod of using both seta ot 

acbedules in soDa instances. It 110Uld also porait the Treaaury to eoo­

contr3te ita admlnlatrativo start on a relatively aaall nuaber of returns, 

inatoad or trying to exaadno soveral hundrod thousand. It 1a true that thb 

Gllall group or large corporations inoludos the 110st compllcatod corporate 

organizations of the country but this IIIOkoa it the more important for the 

Treasury to bavo the uae of ita ontiro avlliloblo staff tor the affective ad­

llinietretion or tho new tax on tboao coaplox companies. 

It bas boan suggested that o.n oxeaption of aaall corporations would 

poradt woolthy indirlduals to continuo to evade surtaxes by substituting 

a largo nuabor of saall personal holding coorponiea tor existing largo onee, 

This objection could bo 110t by proviaions denying this exemption to such 

personal balding coapc.niae, tbat ia, to corporations 50 poreant or aore ot 

wboao stock 1e held by cloaol.y related 1nd1 'liduala and 80 parcont or aore 

of whoso groea inc011111 1a derived froa propert;r, tbat ia, di'lidenda , intereat, 

roots Nld royalties, and profits t'roe the aalo of assets. 

L. Bir'wr tax rate• t.ba" tboH t4optt4 lrr the HouM, 11heD it cOM• 

to the tax on undiatributed earnings the Bouse blll propose• a relatiftl,y 

89 

Regraded Unclassified 



low scale or rates . 1/Dder tbe teras or the bUl .aey corporations , particu­

larly the larp onea, could retain aa larp a proportion ot tbeir Mnlillca 
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aa tbay have 1D tbe pest aDd stUl pay no largt~r tax, Froa 1925 to 1929 non­

CiDaDcial corporations r eporti.nc net 1Dco1111 retained I U , 657 , 000,000 ot 

earnings. Their dividends aggregated 57 percent ot their O<U'rlioga aY&ilable 

ror etockboldera after te.xos . Under the Houao echedulea tbo tax oo a corpor a­

tion which peya out 57 percent ot ita adjueted not incoae 1D diYidonda wUl 

amount only to Ui percent of its adjuated net 1DcoiiiG, It corporations under 

tbo now tax will find it advantaceoua t o retair. as 14rge a proportion or tboir 

earnings as thoy bove 1D tho peat, the •Jor objectiYea ot tbo bUl wUl be 

jeoperdized. In tbo tirat place, wellltby 1Dd1'11duala wUl stUl be enabled 

to avoid higll aurtax rates by leaving 1Dco11ea llndiatributod wi tb corporations, 

Secondly, tho revenue yielded by tbc proposed chanpa will be lessened. Third­

ly, the growth ot uneconolll.c hignoea wUl not be d111Courapd and conaequently 

tho trend toward leaaened competition wUl not be bpeded. Fourtbl;r, tbe 

tax wUl fail to diecouroge tbo acC\liiiUlation or coeh on tho pert of larp 

corporations, a practice which leaaens tho ottoctivonoss ot monetary cont rol . 

In ordor to at tain the objectives ot the tax it is iapar ative that 

highor rates be applied to undistributed oo.rninga in exceaa of the specific 

excaption or 115, 000 and tbo oarni.nc• ll8od to aoot coutractua.l obllgntiona 

or to repay debt. I t 1a 1111880atod thAt the ewo or araduation be aloJl8 tbe 

tollow1Jl8 lineas 
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Percent. Of' eal"llinn Ulld11tr1but.td, 

:tot. .ore tban 50 percent. 

llore tban 50 percent. 

-7-

Rate or tax on undiat.ributed e&rpinct 

.a percent. 

60 percent 

91 

Two other suggestions are ll&do in connection with applying those rates1 

(1) It. is suggested t.bat., following Britiab practice 1n lnyi.nc estate 

taxes, tho highest. rate applicable sball apply to !:U. tho Ulldiat.ribut.ed 

earnings. For exaaple , 1f' 55 percent. of onrnings are undistributed, the 60 

percent. tax would aPJ14t to all Ulldiat.ributod oarninga ratbor tban a rate of 

40 percent. on tho first 50 percent Ulldiat.ributed and a rate of 60 percent only 

on tlw bolance. 

(2) It. is also recommended tbat, in doteraining the percantqe of un­

distributed earnings, preferred stock dividend require1110nta be excluded troa 

dividend diaburaementa, t.het ia, that dividend require-ta for preferred atoclc 

which is 1n effect. a Junior lion rat.bor than an equity be included as a de­

duction in computing adjusted net income and be excluded fro• the di rldond 

credit.. 

With few exceptions, preferred stockholders do not abere 1n incroaaed 

oorninga ond, thoroforo, do not have inco•o on which they cnn ovcdo taxation 

by l04vin& it with corporations. Onder tbe House bill, co.-on atoclcboldarl 

1D1J3 point to " 60 percent distributioa of thoir corporation earnine• 1lbaD 

ectlllllly o 11111ch aaaller percent of their oc.rninga (i.e. , net available for 

c-) 1a distributed. !his 1e po.rt.iculorly illportant at. tbo praaont. tiM 

when IW\Y corporetiooa haYO ~tod protorrod atock dirl.donda to PDT before 

)layllent.a can be IDOda oo c~n jltock. 
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Tbe proposed law ebould be directed towards tbe prevention of tax evaeion 

by $1S>IIIIll0n stockholders, and participating preferred stockholders. By de­

teralning the tax on the baeie of earnings available tor equity holders and 

undistributed to the•, equality or treatment would be aaaurod atockholdors 

of corporation& barlng protorrod stock outat.ondJ.ni and those not bavinc pre­

ferred stock outstanding. 

This provision should apply only to non-participo.ting preten :;d stock, 

Since it 1a proper to regard CIIIIIUlativo preferred stock as a junior debenture 

it would follow thet arrears of dividends on protorrod stock could be con­

sidered as a debt or tbe corporation, and be aubjoot to the - treataent aa 

other debts or tho corporation. Thllt ia, earnings devotod to the ~nt ot 

prororrod stock dividend o.rroare should be subject to the 8 to 10 percent tax. 

iL A low rate should fPPlY to oarnings witbhold for dobt rotiroeent • 

.U though the House recognized tho nocessl ty or according special treatloont to 

onrnings dovotod to debt retire..ont or withheld bocauee of charter or atatuto%'7 

provisions, the omission or tbo corporate inc011e tax neceaaitatod the adoption 

of o 22t percent tax rete on oarnings devotod to auch purposes. SUch a rete 

would in many cnsos be prohibitive. It' the corporetn income tax is rotoined 

it would be equitable to lower this rata to 8 porcont , A rate ot' 8 percent 

would impose little burden on tbose corporations which for various reeaona AN 

t orcod to. withhold earnings tor the above purpoaea. It would bo higb onoucb, 

however, to oncourage the liquidation or debt through new atock iaauoa 111 caeca 

whure this ill practicable. Tbore 1a o great dittorenco between a tlat 22t 

percent rnto on earnings usod tor dobt r etiroll8nt, and a corporate incoM tax 

rate ot' 15 percent plua on additional rata ot 8 percoat on ee.rn111cs uHd tor 
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this purpose. In the tor•r caae a corporation •hich 1a '.eplly prohibited 

from paying out earnings or baa to dnote thea to debt ret.h._t baa to 

pay 22i percent 110re tban other eorporatiODs that are in a posi tiOD to p..,­

out all earnings. In tha latter ease a eo.paey ~eb i s oblipd to rep..,­

debt .auld only b&Ye to pe.y 8 percent .-ore t.b4n one that ia 110t. Tbo dif­

ference appu.rs in a COIIIPU'iBOO rltb otbor eorporo.tiona rotber tbaD in a 

c.,.perlaoo tor a a1n&le corporation ot payiDOnta betoro and attar tbo pro­

posed cbongoa. 
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Furtber110re, tbo House bill pol'llita exemption rltb a tlat rate onl7 tor 

certain typos ot dobt, and liaits it to tbe oxcoaa ot such debt o.er accu.u­

lated earnings. Sinco, in tbo case ot ell dobta out.atanding on llarch s, 1956, 

thoro ore expectations nt tbo t1.-o tboy nro incurrod that tboy could be 

retired out ot earn1np rltbout ponalty, it would appear equitcblo to ..U 

this prortaion apply to ell debts outat.a.nd.ing on tbot do.to. Tbero .auld aP­

ponr to be no econollic Juat1ticat1on tor lllliting thia proviaion to the ax­

cess or dcbta over acC\IIIUlatod earnings. It would bo an almost impossible 

tnalc to detarmino occUIIllotod IHU'Dings, and in nny en so it 1a 11 bookkeeping 

item and blls no roforence to current or tuture ability to repay debt. Ae­

CWIII.llllted oornings do not roproaont caah tlmda1 they .:t be repreeeoted b)' 

plant ~eb 1a DO"W .artbloaa • 

.§..... §wrpated qMnpa of a lttf 1.!port:a.pt •tun· 

(1) It 1a ree• • ~ed that tba Houae proviaioa be eUwiMted ~ab 

peNita a special la. tax ot l& percent on tba reteDtion or curront oorninp 

~ch 0111.7 aeno to •ipe out an aOCU81lated deficit. Tbia proviaion •• BP­

perontly baaed Oil tbo theory that a corporation rltb on aOCU81lated deticU 1a 

Regraded Unclassified 



94 
-10-

in a atrait.ned condition and should be accorded special treat.Mnt. &It a 

booltlteeping figure of acc:wallated earninss or deficit baa little relation to 

the timlncial condition of a corporation, nor to its ~t or tuture earning 

capacity. The retention of tho proYieion will porait widespread eYaeion be­

cause of the extreiD8 difficulty of deterllining the fisure of acCUIIUlated 

IUU'tlinsa. 

(2) It is recolliiDOnded that the provision in the Houso bill reiotins 

tc dividends paid to bolding coapaniee be elUdnated. As bae been pointed 

out in the Preas, this provision lillY rosult in a lll.lltipl1cetion of boldine 

coapanies rather tban a reduction, wben tbo dividend receivers tske steps to 

inauro that lass than 60 percent of tho dividends bo pnid to a single collp8Jiy. 

In cesos where tbis cannot be done gravo injustices will be sutforod by ox­

istins holders of intermediate holdins company etocks, which include not only 

holdins coapanies but llinorit;y boldera. The stocka aequi.rod at prices beaed 

on existing tax laws should not be suddenly made to suffer severe deprecia­

tion by a chanso in tho bash of taxation, particularl.7 since tho inclusion or 

exclusion of a company from tho orr.,cte of the tax IIUst depend on arbitrarU;r 

seloctod percontasos. 

It is said thot tho purpose of this provision is to prevent evasion where~ 

a cbain of boldina coepanioe would pay n1.1ither taxes to tbo GovorDIIOllt nor 

di vidonda to ind1 vidual e. SUch an ewaion llipt bavs rosul ted fro• 11 defini­

tion of the diYidend yav (incorporAted 1n an early drGft of the bill) which 

would porait the lowor holding coepany to pe.y its diYidand 1n tho period JemMZT 

1 - llarcb lS to tho 1I4Xt boldins COIIJ)8JIY, which in turn 11111Y pe.y its diYidead 

1n tho corraepondinS period of the nut JMr to the aaxt. DUldinc ca.pa~, &Dd 
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so on, But in the bill as peaeed b,y the House this detiDition ot the dirl­

dend year waa &MIIded to coincide with the t.exable year tor eem..inp. Tb.1a 

particular expl.ant.tion ot the holding company prorlsion ia1 therefore, no 

longo.r releVIlDt. 

It ie also suggest ed that tor the purpose ot the undistributed earnings 

t.u, dividcmds received by e corporation 8ball bo included in 1nooeo, ea 

proposed in the Houso bill, but that they be exoept fi-o11 the corporate in­

coeo to.x to tho ext.ont prorlded b,y exiat.J.ng law. 

Conclusion, It those euggoatod chonges 11re adopted, the objocti ona 

to tho new to.x proposols will bo greatly lossoned end their purpoaea will be 

aooro surely ochifl'ed, .AddJ.t.ione.l revenuo will be raiaod; thoro will be 110re 

oaaurMco than UDder tho proeont propo5Gls that tho weol~ will Pll1' their 

ahe.ro of incoiD8 to.xea; tho purpoao ot forcing funds out of corporntiona, 

oither in tho for• of dobt repe)'llont, or 1n dirldonda , or 1n t.uos, will 

bo better served J and 1 ti.nally 1 these IIU&&Oatod cllo.nces would uke tor o tax 

tar loss coeplex than that peaaod b,y tho Houso; o t.u that could be 110re 

ellail;y expl41ned and dotended, 
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I ~~ 1n receipt or your letter or Uay 11. 

'T'h, Treaeury w111 be glad to comply with :.·our requeat 

nnd • ill rurr i sh you with thio tnrormat i on , via Chairman 

i'.orr1Bon, Just as soon as lt i B huoanly ;~oecib'le ~or our 

e tstr t o tio &o . 

Sincerely yours , 

Hon. Tom ConnallY, 

United Stotes Senat e. 
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--~ .. --- ----------_. ... -.- !Ia¥ 11, 1936 

Bon. Heau'l' lloranu.-, 
S.creuey ot the 'l'rwawli)' , 

'ralh! .Q&\on, D.c. 

liT cl•r llr. S.Ore\&Jy 1 

Ill COAI>ec\lon wi\.b \ he oooaiclera\lon by \he Seoa\e 

rliiMACe Committee ot tbe peAcll • ~ ~bill I cl•aire to reQuea\ 

tha\ t he 1'NUUQ De,ar~\ •"PPl¥ .. rith .. uaaua a\ tbe 

earli .. \ poaalble -"' ot a ,Yial4 ot ....., • ..,.. bue4 0 11 \be 

tolloriac pnowhlones 

(1) lapoaa \he 4:' DO~ ~ Oil 4lY1cl...U 1'0tC411YM 

by 1D41w1dual income ~ ~era. 

(2) ~M a l~ tla\ ~ 011 the De\ &cl,IQe\e4 1IIOOIM 

ot &ll corporaUoo e 

(3) I~•• a craclua\e4 aupenu oil \ha\ porUcD ot 

\ be ZM\ ed.,Jude4 1- of corporaUo11a .Oich h 110\ 

dia\rlbu\ecl \o \ hair a\cckbolcle r e aa tollo••• 

( a ) oa \he tlra\ ~ ot tlllcb lid ...,..d .. ··­

(&t\er the ~&11\ 011 \be \o\&1 ne \ &cl,luhcl liiCOIM 

ot \be ~ tlas oorporaUo 11 \u), 110 ~nu. 

(b) ()a \he ••coD4 ~ ot .uGh ,.., ..:1,1Qa\e4 

111COIM r e \a1M4, lal' • 

. (c) OD \be \hinl 20J ot aucb .,., &cl,!Qn a<l 1D­

n\alna4, 1 •• 

( 4 ) oa \be t ounll 3:lf, o t .-ll ••' e4.)ua\e4 •­

ra\&loa<l, 181'· 

(3) oa \be tltUa all' ot .will ,.., ad.Ju8'a4 •­

re\&lued, aDJ'. 
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Ia "" of Uaa _,U.S of Uaa n- ao-tu .. oa tuaaclaT. 

I ab&ll be pl ..... \o baya ee\s-&ee &a \ha\ u ... 
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,.........u,.J.-..­_ .. -. .... L.l.-------.......... -· .. __..-. .. , 
COMM,_ON 

.......,e; P'" II AICt e'IQIIPIID. 

llaJr ll, 1936 

Ron. Heur,y ll.or c enthau, 
Secreta%')' of the orre...w:v , 
'faah! agton , 11.0. 

1o1,y dear J,fr. Secreta;ey: 

In connection with the conaidarat1on bf the senate 
:Piuanee Oomdtt ee of the pendin& tax bill I deaire to requAOat 
that the 'l'reuur)' l)epart.ldut aupplf 1M wHh estimates at the 
earliest po .. i ble -ent of a .Yield of rnenue baaed on the 
follo'llillg proYieiona: 

(1) Impoae the 41/. uo:rmal. tax on dhidenla receiYed 
b7 indi rtdual income tax pa¥era. 

(2) Impoee a 1~ flat tax on the net adjusted income 
of all corporations 

( 3) IIIIPO .. a graduated wpertax on t hat portion of 
the net adjuated i ncome of eorporat1oua which 1a 110t 
diatributed to their atocld>oldera aa follows: 

( a) On the first :»f. of auch nat adjusted iuCOM 
(after the pa.yment on the total net adJwited iiiCOIII8 
of t he ~ flat corporation tax), 110 wpertax. 

(b) on t he eecond :»f. of auch net adjusted 
income r etained, 1~. 

(c) On the third roJ of auch net adjusted income 
r etained, la,C. 

(d) On the fourth 211/o of INICh net edjuated ~ 
retained, 1111'. 

( 3) On the fifth 3>:' of IIWib net adjusted u.­
ret ained, 201'· 
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ID Yi ... of the -u.JIC of the 1'1-• eo-utee on be4AJ, 
I eball be pl ... ed to han eau .. ua at that tl.JM. 

!buld n c 1\lU for 70TJZ 
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Ue.y 12, 1936 

The tax group met with the Secretary tod.a,y at 9:30. 
Yr. Helvering and Yr. Kent were not present. 

KY,Jr. called Secretary Wallace and aaid to him over 
the 'phone, 1 I nave had a ohanoe to talk to our people and 
t hey think you are going on tiret to testify this morning 
and 1mcediatel1 following you w1ll come Oliphant. lie w1ll 
ask Harrison to ask him the question, 1Doee the Treasury 
concur in the position taken by the Secretary ot Agriculture 
ae to the method ot handling Section 21-D ' and Oliphant will 
s a,y, No. This is the wa,y we teel about it. • Wall&oe agreed. 

HU,Jr. then told the group that 1 Arthur Anderson ' s 
partner, ur. Burns, and an assistant, have come down and 
s ince Haas is going up on the Hill, I would like Bell to 
be host to t hese men until Haas gets back.• 

Speaking to Oliphant, HU,Jr. said, 1 I would like you 
to aseign a lawyer who can work with UoReynolds on the 
material which they are getting together tor Senator Byrd.• 
Oliphant said he would assign Clarence Opper. 

At this point , Haas and Oliphant again began the argu­
ment aa to who would discuss the economic phase ot the tax 
bill before the Senate Finance Committee this morning. HU,Jr. 
said , "I really think both ot you had better drop this thing. 
I have been awtully temperate. It we continue very much 
l onger, I am going to blow up. The perto1'118llce last night 
with Haas wae awtul. I have not said anyt.oi ng about it. 
I think I have reached~ limit . • Haas, interrupting, said, 
1To date I t hink I have held up~ end ot this thing.• Re­
suming his r emarke , HU,Jr. eaid, 1 This argument which Ha&a 
is bringing up again -- he and I had this thing up last 
night . Let' a have thU thing out once and tor all. Georse 
flatly refused to go up on the Hill.• Haaa denied this, 
aa,ying, 1 I did not tlatly retuee. 1 HU,Jr. said, 'Yea, you 
did! You threatened to rulgn and I htwe Just reached ~ 
l11111t. • Haae eaid, "I said I was pbJ'eicall1 1noapaoitated." 
And HU,Jr. remarked, "I can't ho up on the Hill and teatity 
for you.• Oli phant eaid, •Do you want me to take the whole 
t hing, Henry?' HY,Jr. replied, 1 No. I will not aek &n7-
body to do d1tterentl1 than what hae been done. You ea1d 
you would go up and handle the legal end. You aaid it 11 
not t alr to you to go up without Georse and I aa1d, O. K.; 
George will go. 1 

• 
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Haas said , 1 I will take the eccncmic side. That ie 
different trom asking me to give the etatement which Oliphant 

hae prepared. (Thia is the statement which wae prepared by 
13 or Oliphant ' s man.) RU,Jr. wanted t o know, 'Who wae 
this statement prepared tor?• and Oli phant replied, ·~ men 
were aeauming that I was going to give it . • Haas stated, 
1 I will not give it.• HU,Jr. told the men, 'It ie muoh 
better to blow up in this o!!ioe than have the blow- up in 
the Committee on the Hill." 

At this point, Oliphant remarked, 1 I th1nlt George and 
I are ol1cki ng on this thing. 1 But Hloi,Jr. dieagreed, uying, 
"No, I don 't think you are. What will happen when they be­
gin to ask questions? Who will answer them? I e this bill 
a stepchild euddenly7 1 Oli phant eaid, 1 I don ' t think the 
Committee will want a prepared stateme~t. I t hink they will 
simply ask questions. • HU,Jr. made this comment to Oliphant, 
"When you were before t he House Committee , you aeeumed the 
responsibility or anewering all the questions,• to which 
Oli phant r eplier, 1 I did not know what I wae going up there 
ror, but when I got t here perhaps I rooliehly anewered a lot 
or questions.• At this point, UcReynolde remarked to Oli­
phant , •uo, I don 't think you did answer them rool1sh1y at 
all. I tbinlt you did very well. I think the Committee 
will look t o Oliphant and tben he can t urn to the other men 
to answer questions. I am not worried about this at &11. 1 

Gaston then made the following observation: 1 The trouble 
i s t hat we have had no Under- secretary to carry this thing 
through. We have plaoed Guy Helvering in that position 
and, !rankly, he is not up to that Job. It seems to me 
that Oli phant ie the only man who ie pr epared to do it.• 

1 The tact i s ae you stated,• HU,Jr. told the group, 
1 and Oliphant knows that up to now he has carried the ball 
on this thing and h&e been captain or this tax bill. Herman, 
you devoted youreel! almost exclusively to this t or two or 
three 11onthe. The raot that we have no Under-secretary hae 
not changed this thing one i ota. It coolidge were here, it 
would not have been one bit d ifferent. You would have 
carried the thing Juet the eame. I t hink it 1B up to you 
to go through with it. • To wh i ch Oliphant replied' "I will 
have t he aid and collli'ort ot my triend , George Haal. ADd 
HU,Jr. said, "I know you will. I have looked at the state­
ment that wa1 prepared by your 13 men. I think it il •well. 
I think it i s good we had thil ta1lt. 1 Oliphant replied, "I 
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agree . We are ge~t1lla acquainted. 1 Continuing, Hll,Jr. 
1a1d, 1 Laet n1gllt, Haas retueed to go on the Hill. He 
tl.At.l,y retueed. He sald he would ree1gn. I gave rq word 
to Oliphant that he would go and I t.old George that he had 
to go, whether he liked it or not. He then aaid that he 
coul d n!Jt prepare the report tor Anderaon beoauee he had to 
devote the eve.ning to prepar1Jia h11 teatlmony . I then told 
him to put Anderson's report aside.• 

A.t t his point, Haae allloat broke down. He said he 
would not double- oroaa ur. KorgenthaU or ur. Oliphant or 
anybody, but he dld not eee w~ he wee aelted to go up and 
carry the ball when all he wae prepared to do wae to defend 
the figures that he prepared tor the tax bill. 
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GfNFRAL STA'IT'.&ENT CIN 'iliF OBJEC':'lOUf> ':0 c:l!E 

rROPOSrD TAX ON ,fl:EIELD CORPOiiATt. £,.1\lllNGS l';m;EliTED 

IH ntr Hf'AlUNGS BEFORE 1liE SENATE r lHIINCE oo;41111 TTEE ON 'l'liE 

REVENUE ACT OF 1936 

I should like first to take up briot'ly, on£ by one:, a fefl 

of the secaingly 11ost illportsnt objections l'lhich wore. urj!ed agllinst 

tho proposed tax on withheld corporation carnin&s durin;; the course 

of the public hearings on the Revenue Act, und th<. reasons for be­

lieving thea Ul-founded. Lost of t.bLso obj ections heve rc<.urrcd 

in tho tcstiJDony of at loest a fcm of tht .• itncsst.s bc.forc the Com­

mittto , o.nd oomr> of th(.JII have rccurrod in tho tutil:!ony of practi­

cally <.very llitncsa r:ho has opposod thio portion of tho pending 

mcnsurv. I should be very 6).ad to t.ultc. up at the conclusion of 

this atatcmcnt, or at such tillln as may pll aoc t.ho Co"""i ttcc , any 

othc.r objections that ha\-e been urccd by 'ldtn-.saos appearing a('llnst 

tho bill, or that have occurred to •_,.bt.rs of the Committee. 

I 

'lb., Bill Do<.s Not Attt.-pt to lbl4ncc t.ht. &ldgct 

ln th<. first place:, it has b<.ton UTI!C.'d b-J J:ltUI7 r.i tn<.SSOS 

thQt this bill docs not rcpro::scnt o.n honcot att011pt to bslancc t.ht 

budget llnd that My such attclllpt mus t begin first on the. oxp.;ndituro 

side . To anaw~r this obj<.oUon I neue! only briefly rccnpitulato tho 

history of the bill. 'lbo. President , in his bud&c.t I'I<.Ssagc, sta~<l 

that he. did not cont<.llplatc rcqucstin" of Con~c:us nny additional 

tax .. a at this sc.asion bu. that any ..xpcndiWI'<Ia additional to thoso 
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providc.d for in thu budg~o~t, ouo~ht to b.; fin. nco.Jd by new t xos. Sinc.:l th~t 

timo, the. budg.:t •:s out forth in tho Pr ... sl C:.mi' r. "'-"S'or;c !u.s boun soriouo­

ly ups.:.t by the inv~lidut.ic.n vf the t.gricultur· 1 ~tdjuotmcnt Act r.nd tho 

pt·&t' b" of th.: ~oldiur' 11 Sonus 1ugi.sl· tiun. Thl~ bill is i ntund"-d only to 

1'\;St.,J"<; thu buclgvt. to t.lw pooit.l .. n · hlch it. o>CC'l;>iud prior to thus<. upsllts. 

Such r~svn• ::s m..y oxiut for n thorvll6b rovi.,;w of uur c.:xpcnsua 50 tht~t tboy 

IN>f becqu.:.tod to our prubtlblo ruv::nu.::c t.xic',c,d lnot Ducombcr bofoN oithor 

of thuao c.:vcnto uccurrud and hLvc not huon chr~~ud uno WAy or nnQth~r by tho 

circllllsttlncos ~hich lw.vu 1<-d up to thu C<•n!tldor tion uf this bill. l oak, 

therefore, that in :lll t :.J.rn·;sa tho> b111 0... consid .. wod fro:a tho point of 

vit.-w only of th.., lllllitud ohj.:lcti,·e :~et for~n in tho Prvsidcnt' s spoci l. 

budget messngu , and t.hnt. tho m"tter of g.mor·•l budg<.l.ary h'llnnco slwuld bo 

tNntt.d on ito 0\70 morits usaontinl.ly r.s it woulcl htlVIl b<:cn btu! this logis­

lution not boon nc;cos~~tJ"f. 

II. 

Aro tho Tn.· sur;' E."ti=t.'os !Jgpcnd· b1eo? 

S..cuncll,y, ~ ... ord ··b<tUt th.: cri~ioi:ll13 wnich b.·~u h...~n ..-.do of tho 

Tro·.eury as tim: tos. In tht. firot p1no<. , .,uitu ·• blt b's hoo>n Wld.l .,f th..a 

f r.ct tnat only ·,b..,u~ h:.Uf uf th..a ~.mt.i;n·'t"od rov~nuo from incomes in tho c'!l.­

..and·.r yo:u- 1936 uill bv soeur...-d bj' tho> Covurn:non1. during th" fisc".l. yor.r 

1937--i.c., thnt th .• until'lt.tud incru· ""' .Jf r ... v..nuc& for tho coai.ng tincnl 

y..,:ll' will h.. unl¥ 010,000,000 instu:.d vf t6:2),000,000. 'ibero 15 nuthin& 

nc.v.:l nbout tbnt . This noco.:s:l'.rlly follo>ws ·m orr cua.:nt vf err./ inCGikJ tr" 

boco.uso inc.JJI(JO r..rc cuotoacril;r r ... purt<-d for CJ\lond-.r yo·..rs , whorana tbu 

fisctt.l y<JI\I' .Jf tho Uni tud Stu to a runs fro•• Jul,y 1 to J~ JO. Thu 

- difficul tg would bo prv3eot if ~" should roiao. 
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the roto of the preeon~ corr><>rotion income tNt, or increase tho 

J'!l.tc of the non>nl individUDl tneomo tax or raise the rates of tho 

surtaxes in t.he lowor brsckots or :resort to C.f13 oth<>r now for~~ of 

incOillC toxation. 

Fincl.ly, etill &ddressin£ l:lj'Solf to tho est.illl3tcs, I have 

no doubt but th.•t ;you ha•c ill been impressed by ..!r. !lay's crit.icie• 

of tho Trea3ur;y1s osti~~to of tho px~~ortiun of corporation income 

whicb would bo diatrlbutad in 19)6, Qsoumlne 1 continuation of 

present low. ..r. !lay, ;~ou .ll.l roeill , neroes aubstsntinl.ly wlth 

the Treasur-,r'a ostl.JI:•tca Clf the totAl inc0110, but cb:ll.len&cs the 

Treasury's est1utc of the nmo:mt which will bo dbtributed. lolr. 

May boses his challon~o ~riroarily upon o considorotion of tho everoee 

nmount of atntutory not income distributed by cor,>or&tions ovor u 

period of .-®rs. !Cony w1 tncsscs for tho O!);>Olli ti->n have stated th4t 

nvemees t.ro doco;>t.ivo, nnd I bnliov<. t!lt. t h4ro '"' have ll !'Al'tic-

ulr..r instllnce of thot. TroP.sur; cstill<lt< s •oro ~se<! not ~~ereq 

~n o c~nsidorntion of over&ces but on e considc~tion of tho 

p.?.rticuler ;>hllso of tho business cycle in r~'lich wo now tind ourselves. 

The proportion of cor;-orutinn not comincs disbursed as dividends 

choracteristioo.lJ.!· vo.rioe with the: dil'ft. ront. phose" of the buaineoa 

Cycle--d! vidcnd d\abo.ll'OOIIC:Its substontiolly heeing behind net 

inc011e, so that tho;y fr.ll behind H durin£ periods of revival ood 

nm ahead of 1t durin:; ;:K>riods or decline , too net resultant ot 

thoso voriotionu boine the uvornecs which Yr. Yay and other wit­

nesses bnvo quoted. In ostillati~><: the. diatl'ibution Cor 19)6, t he 
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Treasury has not lllerely coneidorod past yenre &onernlly but hae 

atudied &elected yeare in the business eyolea which are eeneiderod 

moat closely analo&oua with the year 1936. lhen all ia said and done, 

our beat assurance aa to the dependability of theae estimates ia tho 

Treasury' a past performance and the record ot that 1a befc e the Com­

mittee. 

III 

Sections 102 and 351 Aa Remedies 

In the next place, a number of witnoaaoa who bnve •U&Seeted 

that obJectives ~t thia bill might be better at tained by a stiffeninc 

of aeetions 102 end 351. I might first note in pnaein& that all theae 

&U&geations have been couched in general terms and that no specifio 

end concrete proposal for •trengthening these oections haa been pre­

aented to the Committee. Frankly, I doubt the Judpent of the people 

'IIIlo advocate thia na a real solution, eince thia Colllllittee kno"l how 

groat are the difficultloa and ho .. sparse have been the results or 

yeara of experiment ation with these aectiona. 

Even nsouming, however , that these aeotiona could have been 

'rovided with a real backbone, we would not hnvo attained the obJective• 

of this measure end those "ho so ate.te, 1 believe, misunderstand thoao 

obJectives. As typical of euch misunderstancUnga, let me toke l!r. 110¥' • 

cl~a~ification of all corporations into three groupa -- nomely, (l) tho 

lar&e group of omall corporntiona which he otnt ea do not in any event 
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conatitute a oource ot ~ ovaaion, (2) the croup of corporotiono, 

amll in number but croat in importance, which are publicly owned and 

whoae dividend pol1c1oe, ACcording to Wr. WQy, are not at All sovorned 

by tax cotl!lidem~ious, and finally (3) the .-11 Sl"''UJ> of lar&e cloaelyo­

hold corporotiona neainot which be utates t he bill ia dir ected. Ur. way 

compar eo the bill with Berod1 o maosacro in •hich there uno a great olaugb­

tor of innocento in an nttempt, ineffectual in that cnoo, to reach a 

oingle indivicb.u\1. LUce•he, in this cnae, !.!r. ll!o,y contends thero will 

be a widespread alaugbtor of innocents--the amll corporations and tho1r 

otockboldera end publicly-held corporntiono and their atockholdere--1n 

ordor to reach a ton offendoru. Hr. Mny'o analogy in poorly put, for I 

a3ouro you that thoro will be no slaughter of innocenta if thio bill io 

adopted, and there nre anny using corpomtionn to avoid sur~eo. Con­

trary to the suvpoaition of !.!r. way and of ao many of the ~itnooooe who 

have appeared in oppoaition to it, the bill io not directed uolely ~inat 

conocioua tax evaoion. 'le are not interooted in t he cotive of tax o.._. 

oion but in .tho fact of l oiJt revenue to tho J'~doral Government which oc­

curo when corporation earningo are neither diotributed to atockholdero 

and eo subjected to tho individual incomo ttu, nor oubjectod to a COII>­

pOnll4tory tax in thu ht-.nd3 of the C01'!'0mt1on. :Bvei7 C<>rporation which 

would be subjoct to the proposed tax, thoee fallilllt in Jlr. JIB¥'• firat 

and aecond groupe equally with those falHn& in bh third, and tho i~ 

corporated pocketbooko bnck of any and all of t hem would be oquitabl)' 

oubject to it on thio principle , and the contrnry 1mpreosion oo widely 

preva1l1n& amon& tho witnoaaeu who have appeared before thlo Coaa1tteo 

1e baeed upon a complet e mia:~J~PrehaDSion of purpoaeo of tho -euro. 
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IV 

Does tho b11l favor the strong ngPin~t the weak? 

Next, 1 believe that we should take up the allegution 

urged by practically r:very Yitness who has appeared in oppoaitia. 

to i t, that this tax would stunt tho grolrth ot aae.ll and strugling 

corporat ions and discriminate against the2 Wid in favor of lt.rge 

and #ell establiah'd corpor~tions . 1 might tlrst call your atten­

tion to the tact that , ~<bile you have heard a great do.ol from 

pooplc who have heard thnt largo nnd por.ori\Ll corporations desire 

t his t= in c.rdtr to atD.Illp out their SliiUl competitors, or who 

have heard of people ~no have he~ or this, no rcprcsan~tive or 

o. large corpor .. tion app~e.rcd tx-!'oN: you to udvoc-.te this tnx . On 

tho other hand, ropro~~nt.l.tives o!' l.:.rgo and poTtorful corpor.ttiona 

have oppoarod bc!'nro you to oppost: this W.X out of solicitude tor 

thoir SOIIlllcr brother s . 1 o.m surpri::ed thty did not eaploy the 

over-worked w:l.dows and orph..ns. 

Lot us look ot the facts. r.a ho.ve w·gc.>d tlrlt corpora-

tiona, both l.l.rgo and ~r~, crun secure such c~pital ns th~ need 

for the conduct of thvir opc.r.1tions by tho sale of stock, either to 

stockholders or others , distribute notes t o stockholders or by dis­

tribution of optinnol stock dividends 'a provided in section 115 of 

t he bill. The stock to bo sold to stockholders could, of course, 

be tnken up out of the cash dividends dieburscd to such stockholders 

1n an aaount equal to tho eamin;;s nhich 110uld hava been din.ctly 

r ainvcatbd 1n the absence of the tnx. lir, Billnntino urges tho.t 

this proposed methodology is impructlcol ainco up to 7'£1f, of tho 

dividends so diotributcd will bL to.ltcn by tho Goven~J~ent in inco1110 

ta.xos and 80 will not be evaili'blc tor r usubacr1pt1on. ·r111a 1•, in 
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r~et, tho e: se to lhu oxwnt t.hnt •ucb dividouda r ll in inc.- brr.ckota 

·Jf individunl diotributvoo in uxecoD of {5,000,000, t ut rol· .tlvol,y rrw 

o;no.U 'lJ>d st.rug&lint. cut·porntiJM b.'lvu prinCi,ll l at...ckhol1ur3 "h wu in-

unch.r lbc pr.>;>eu...d pl .n thM undvr the pn.~c.nt. lnw. As " ... .,ttor ,,f f •·ct, 

tho prv!"'SGd plrul w.mld in thia ru~poct givo.. smnll corp ... rationo 'n '\dvrm­

t.,tlo 11hich thvy b:~.vo n(lvor hod bofuro. L<.ot. IAv ro11d you in thio corul!lcti.m 

llll excerpt from Yr. H!.os ' stctomont, Ylbich I boliuvu cvvcrs th-. lllf"tt<Jr vory 

thoroughly : 

•rt is :1 go..d guncrcl. rul.: t.h:l~ lb ... prinCl!"~ stuck!loldurs 
in s!ll!tll, strusgling, nnd """'l.Y .;al.l·bllshA c,rp..rt.ti.ns 
::.rc D~oJn •f liNCh sa. •ll .. r tot:.l inc ""'" till n tb,., principal 
stockb,ldors in l:u-go , pruspor ...ua, IU'Id .,.,,11-<:st· bllshc.<d 
COTJ>>rati .nn. If, thor•vforu , such prinoip ~ stockholdoro 
subscrilhl b•.ck t-J tho C>rJMrati,n for odtl1t1 ruu sharoo r.!l 
J r port vf th ... ir divldon<i r.Jc.:>ipta, luos thu pt.rs,n.• l inc:~•ou 
tax lhur.;urnn , tho pr J~vrti ,n ..,r ~h ... gtoas dividend rocdptc 
subscrib<'d b:·ck by thu:D r:ill 0..: wuch gru:. t..r ill th... c~>so ... r 
th,., <..vor:>go 011'\ll CJrj>'>r,.ti.m th· n in tb.. cnav .r lh · vorr.gc 
lnrg~o "'" · ,b.., gr.mt. iap-:>rt:utc<. . f th. diffcm.ncc ubich 
exists b.JC.'lWk. ... r lhu oifferind 1ndivld1~ l .i.ne..ou-t.-.x r:.tos 
up...n diff ... r...n~ inC,D~oJ cl· ss.::; e·..n 'x:1t '>u •k.<CO tmt:D it is 
nJkd lhnt. trhit<. divid<!nds .,hich f: ll in tho i>rr.ck ... t b<>tr.oun 
t'lO,OOO ·..nd. ,12,000 >f stJckllJldcr:1' Sndlvidur..l inc .:uus \.ill 
bo rc<luc<.<d by mly ' pcra.-nal inc....,..: t.r·x of 11 porcc.nt, •,r luoa 
tb.m th~o pr.,oon~ c Jrp •l'tlti • .>n t Jw9, t.hc J.ivid.:r.ds \':hieb r~u 
in thu inc,""' br: ckol:; bctr:uon F;lOO,OOO .111d f-150, 000 111t1 bo 
r cducod Itt n 62 pu1 c"nt 1nd1 vidu:u lnc.Jr.Jo tl!x . In u tho>r words, 
r. grout~r pr.Jpvt·ti.,n uf th~ cT..rnincs >f nm U.l corpvr•.ti >D3 r.ill 
be t.vdbblo f .JJ' r.;,inv~str.lont, l•iwll l"•i d JUt t;.-, their st...ck­
huldcr n, t.h.-.n uf brga e~r;>·Jr:IUJnr. I :;ubmit that this dU'­
fcrcnti~~ vill ci "" ~a.,Ucr c~rp Jr• tl ns ·• .!!lance to c..,tch up 
UP'JD their hrgo>r ritr...ls "hich Uw, n.JV.;T b.tlvo h">d und"r lllf¥ 
prc.vi ... us ~ lugislr.t.ion.• 
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:i<l auch for t.'l<. :>ro;><~rt.ion of f.,mtn:;s o f s!lli.ll CO!"!'Orc­

t.it~na wtU.ch would be o.v<.il•.bl~; C;,r 1-ainvcot.&ont !IS com!"'rec! with 

tho !'I"O;>Ort.ion of enrninas of ln.rce O.)r.>ornt!hna which would be 

so ovrill'bl£• . HoYI obo)u +. tho mootwni<:t-1 focility fo r !!"ttlne the 

money b'lck? As l~ne ns a. COf'!l'.rt ti l n is rcolly closely-held, aa 

cGst smAll nnd struzeline cor~reti~ns uro, this facility is woll­

nleh perfect. A year's cnrni"lfS lillY bo decl ared in dividends r.nd 

rosub<lcribed for stock end th•. wholu O!>' l".ltion coepletOO in short. 

order . CoD!'Ore this fl<~xibilit.y, pocw.ior t:> tbrJ s~ cor;>:>mti~:t, 

with tho U>orc c=berso= :-roc.-ss by ~hto.:h o lt:r:IO Cor:><Jr!lti'>n riJD.Y 

socuro r~invcst~cnt in its bu31n,ss of suns disbursed ns dividends, 

11nd I believe t~t . ·ou will '~:.roo tl\r.t tho facility with 11hich 

s~ll cor;>:>r.\tions o•~ rcnch thclr nur'lin;s for 'ldditt onol invested 

CC!)i tal undor tho pro;x>.:cd pbn iu in no •.vr;; l~as th.:n t bc<t with 

respect to 4 rze corpon.tiuns, ··rid thrt, inder.d , tho bill 1nsof~1 

os .it Ill ters the sit.u.t. tion < t ell, <~~·ko:s H _bt.. r tlw b::ndicap of 

tho soall cor;>-Jr.tion in tho '":ICCJ for au;>rer.:>c;· . 

v. 

Conrclrur Stoskhuldqro 

Hero J should like t~ ~~uch, in :>essia;, u,on tho coro1Lnt7 

objocti:m tht.t the bi ll would civo on udvonta:;o to cocyorntiona whuae 

stockholders oro ~blo t o rosubscribo th~lr dividonds f or additi onal 

atoek, os COC1;lf!red with c ... r,orotione~ .,h.,ao strockheoldcrs ore nc:.t nblo 
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to do this . Note that under the present l~w the alternatiTe presented 11 

that such sums be directly invoated by the corporation, and eo not dis­

bursed ao dividends at all . 'llhat , a.y I ask, &ore tho oiroumstanoea of atook­

holdera who are porfootly able to forego dividends under the present law but, 

if in receipt of th.,.. would be unable to roaubaoribe thea. I submit that 

this inability must be merely another term for unwillinpless; and I aulmit 

olso that if they are unwilling to resubaoribe such dividends then their 

judgment ought to be ~d must be final and thnt it ie not tho province of 

tho Federal Government to question it. It ia safer to lot tho real owners 

say whether their funds shall bo reinvested in a particular buainoae. 

VII 

t:".!!._ P!inCiflO Of ~1.!!1 

Next, in our presentation beforo your Comr.dttoo and boforo tho :laye and 

Moans Committee or tho House of Ropresontativoa, wo have urged thnt tho pr o­

posed Aot would result in a r,refttor moosuro of equality of opportunity bo­

twoon tho throe forma of bueinooa orgoniootion, i.o., individual propriotor­

ahipe, partnerships, and oorporntions, than oxista undor tho proacnt law. 

11ndor tho present law very smll corporations &ro diacriminntod &gninat aine>o 

thoir not income is tnxod at nn nvorago rnto of npproximntoly 15 to 16 par­

cant, pluo tho individual income surtax on tho nmounta of income distributed 

(provided tho recipients thoruof fnll within tho aurtnY. brnckota), nnd this 

rnto of tnXlltion my bo greatly in oxcoso of tho rnto to which tho rooipi­

onte ,.,uld h:lvo boon aubjoot hnd they boon oporntin& u indirldu:.l proprio­

tora or J:IOmbors of pnrtnorahipa . On the other hand, tho prcaant law dilcri­

minntos vary grontly in favor of largo corporntiono ainoo it purmita the un­

distributed portion of their inoomo to osonpo, with n £'lnt tnx of nbout l&f 

poroont, While tho whole of tholr inCOIIIO, ,._ro it ~btninod from buoinOIIOI 
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con.Jucted es incHvic.urol pro,,riat.oretuo. or 1>< rtrlCt".:ti.pe, would be 

subjected to much tu;;h t·r rows of t.o.x· ti"" · 

It b4s beon uqud t.ha\. this 1 s unrN•lictic l!ioPe 1o fc.ct 

the types oi' bu51tteea ch•.r&cterbtic~lly conduc\.ed by indiv-.iduz.l. 

proprietorships, portnorahips, and corpor~ tlona U'O quit.. tlifferent, 

0-nd t he three groupa aro ues~ntidly non-com[)Otitive. It hns heom 

further urged that , iooofhr as th~y aro co;n'>otitivc, the obvious 

r<.>J:~edy is for inl'ividunl proprietorships CJI'l p rt:u,r3hi P" "ho do 

not like tho c:iscrtldn~tion to lncor vrcte . 

Tb3re.!.! coaj)Otit.ion. For e:cc•ple, tbo ~bain stores are 

destroying our indlviduo.l mcrchLnt cl~os . But gr•nt t!;.)re 1a none, 

still I do not bE;li.ovo t.htlt tho~o objvction:J will >:tnnd close scru­

tley. The first. seem3 to t<ssw;~e tht. t thill Bill ll!ms to ochiovu t.4X 

oquality acrely bot.,een c001peting concerns. I challenge thbt. Re­

tail merch<:.n~ in Nth. \ork 8lod in Califol'ni o, btrbcrs •nd lllllkora of 

misses ' drcs~t's IIIBY hardl,y !la said to compote , lout. I hsvc yot to 

hoar 1 t urged thc.t they should, thorP tor'>, oo t·ubjiJCt to dil forcn­

tlnl rotes of taxation upon t heir 1wt l.ncomos. Til~ foct is thllt 

our quo:;t for oqu.ali ty in tw<ation of buaiM"s incomo is quite in­

dependent of eoaP"t.i tion, c.nd your Co~ t to-, ?'Ould oot for a 

IIOIICDt listen w a pr<)posal. tb· t net 1ncoau d••rived froll soae 

occupations should bo taxod at higher •·otod 1.bnn those derived fro• 

other s . Ncithor do I boliovc that tho g••ntlfolii~D ftho bavo urgod 

this point to your Collllitioo r'ould fiiVOt' any such proposltion. 
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if the qu•etion "orc:- put up t.o Ul<JD acuorcl;t. llut such lG th'lin­

clination of e.ll of un t.o jusUfy in"luHlro whi.eh li·! find 11lr~ody 

oxi3ting, tlut thu~ app;trcn;;.l:f seems to b<. no inconsis\.oncy b<. tw, <.n 

su;:~C'Sting " lock of COII~tition an a jur.tJ.l'icatinn for taxinr, th~ 

u•rnings o! st.ockbrokue, o.nd 1!' 1 cr.a:. , lo -:.·<ru, at. a o\!)l•.r rol•. 

than tboSL o:: IIIAilU rae WJ'Ol'S or chlldr<.n t 0 rotlpc.rs • 

L<. t 1111. tum nuct to th<. poln t that o.n: on< ma:J <.~C'lJ>' 

thls discrimination by incorporatin.;. Tho moot obvious r op.ly to 

this is that it is not the businoss o1' "ovurnmwt to co:npW. My 

such thing, grontill'' it r:ould b<. socioll:t dc::.irablc . lior<.ovu , in 

lalllly cos<.s 1 t sillpl;r ian • t pcssibl<. . .1 t ic a r~<.'<l;· :±ich is n< t 

open , for u:wpto , to til<. l <.!r-'1 profcanic.n, ond I boli<.vu Uw.t tht. 

lawyCir mtmbr.ro of this Comr.llttoo .:ill t.tll"C~ .71 th m~,. that it vrUl 

be a dsrk day 'l>'h<.n lc.;inlaticm l~a.Js t,.., :.l.u. incorPQrati<·n of our 

low firllls in ord<.t' to fit them .1llto tile frru.1uoork t•f our true s. &­

tc.m. lkithc.r io Uu. dr.vic<. of incorpor:.tion op..n , for cxwopl<., 

t.o llc;.llbcrs of th<. N<."t: York Stock Exchone;c . 

Art$111ng 10orr. fundrul~.<ntall.. , h( .. :(<v<.r, t:.nd indcpt.ndcntly 

of such sptcial casco, v.rc •·:c justil'icd in nokin;; th:.tt p<.c-pl< u.d&pt 

tJ1o form of ot·g4llizu tinn under .•hich th<.; <lo business to th~ oingl.~ 

1>0tivc of minimizing truces? 'lbu conduct of n private ,,r invt.swcnt 

b=Jcing businr.ss b;, o po.rtncrship Ct;nstitutc.s , for c.xcaplc, o rtc.l 

g, sturc of ~ood Cnith. It ••ans thllt CXIch partn,r in tho ,nt<r­

priso is pr<.purcd to stalco b1s wbtJl<. pr:t·St•Rill f• rtw1c upon th, 

sn.foty of th<. funds ~tru:>t.c:d to H and t.> the. lntq;rit) of ita r ... pru-
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aentations t.nd -rrl\nties. It &lao means tht.t he will be subject to 

income taxoa ransiJI& up to 79 percent on tho income llhioh he derhoo 

from the bwsineaa aa oompt.rod with corporation tues aggre15t.t11115 only 

about 1st per!'ent on the income or hie c<ll:lpetitora who &re quite a&tia­

fied with tho limited liability offered by a corporat ion. Hore the 

discrimination in r .... or of the corporation t.nd again$t tho partner­

ship constitutes nothing loss than a surtax upon honor, and yet thoro 

aro still pertnorahipa of groat size oporati1115 in those fiolda , 

VII 

This Bill and Sa'finso 

I do not believe that the an'""'ra '111\ioh have boon .,.de by 

tho witnesses of tho opposition to tho oonatruotivo oaso on this 

point aro entitled to oarry conviction. Lot us look, therefore, 

to their awn oonstruoti ve ease -- to tho reasons which they advance 

why corporation o&rn11l15• should be tuod at lower rates tht.n it they 

had accrued to i .ndi 'fiduals . '!'he so reasons, in all of tho m.ny to,... 

in W.ioh they haw roourrcd throughout tho tostil:tony which you ho-ro 

hoard dur ing tho po.at tlro weeks, oa.n bo summed up into tho general 

proposition that undistributed corporation earnings r eproaont & form 

ot anTiJI&s, and that eaTings ought to bo troated with a po.rtioult.r 

tenderness by tho to.x collector einoo they tom tbo rtutf f r 0111 

which our country hae b"on built and aro tho only coana by which 

ita progress may continuo. Thor o -.ro ooenomirts llho believe that 

under present oirowneto.nees wo aro suffering fi'OID o'V'Dr-&aving rather 

than undor- aavine;, but lot u.s -1 vo thoir arguments and go to tho 
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opo><>sit~ e:.tr~..,c of gn.nting for t!lo 1110a..nt tb.i point a. dt: by th~ac 

witneaaea, !· .!!·, tlrt corpon. tion sc.v1J18t'" uhould be • cc<'rdf"d opec Lc. 1 

tree. tm~nt. Do not theec guntl-.~!ll~n prnvu tou much? The t s~ct of 

this income ~·hich 13 .. ll&<:ed to juntif'y ouch cpuc1W. tr .._ tm~nt is not 

tlx:t it tCC1"11~8 to cor por.:.tions but tlll"t lt iB design: ted for lll.ving . 

rr thon, we are to ::ccord L pNfcruntiLl t..Y. trOLtmont to tun41f S< vcd 

by corpor~otions, "e ought Gquully to • cc~rd such tre:.~ut to sums 

Sl. ved by indi vidut ls. &ra y.:u gt.ntlea. n l'llline to gn tlx. t f<r , 

r e<.lizing tb;. t to do so w.>uld Clupl"t~ly vit.:.L t<. tl-.e prxluctiv~aca 

of the higher br~ockots of the individUL~ lnc;ltl.:l tu, ur.d force us t:> 

r c.iso tho grCA~t bulk of the r c.vunul! f or tilL. ~uppt,rt o.f t'1c !'<.,:lcr;.l 

CovorMont by excises on Cf,nsumptior•? The quosti~n c.ns.,urs itsr.1 f. 

Recurring then t.., t.ht> r.v.in point, tl' tho s: vings of inc::lvidwls 

nre not t., be t.cc~rded spoci' 1 t.l.x trc: t.mc.nt, n~1 tht:r shoulrl tll.>sa .:.f 

corpon:. tions , t.nd I holi.ove y ~u 1:111 find u1>.m rt•t'lt•ctL·n the t I!< st 

of the testil:bny which bloa b.en prascnt..~ tJ y u rlth r.sp-.oct to 

tho necessity of : cccrding a~cl.t 1 tr"' tll<nt to th ' s" P"rtl 'OS vf 

corport.tlon J.nc·>me nsed f:n axpc~l&t.>n ..,r ,ilcnt, 1ncrc: se in inV"nt , ry, 

r o1J< ymont v f dobt, "tc., r. r" c.vcrod by thic gent'r: l principle. 
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I X. 

BOOJ~ AND D~PRlSSlON~ . 

J.n ".l"gwJC~nt Uf>.)n 1 hich ••ppon .. nt~ ~r tbo pr..;>,s~'CI tru: pulley, llr. 

N..cl :, .r&'-nt f->r ~ x: mplc.: , h.,vo l· id C.JllSidur··bl<. strvss is thnt U; • ··uld . 
tend w int<:nsii'; l>n.n b., ws •JIIi d.oprv.acLns. TMs undnsir; blu Cjlll)<.qucnc~ 

in nupp,sO<! t ... r '-cult rr Jll ~he .. rr .. cta : iucr'-·.s.)d dividend disburs<:~:~vnto 

in I;J ,d t fm(;a ·. ntl rc.c!uccd dlsburromont:- ln b' d t i•m•s up,>n tho c.>urso "r 

'-ct· bli:;h ~u:;t. thll c mtr•r; c ·n.:l.u;:;i .n . lb-> gr .. r·wr pr.>lxl>Uity ic tb:1t 

b..,...,a • .nd dt.pr'-ssi .ns t • ...uld tx.; roJ"Jue<.d r thur U\•Ul incroos<ld in aovorit.y 

During til ·~o· r. th ... pr;• ;;tico .1' r .. irtv~;;ting . l •orgv proJIOrti ·n 

currcd nn ut.!cssbt.. uxpt.tlri~n Jr pl: nt : r.u •:c.u.tj.olll .. nt in cortt>in tndustrios , 

:W>c" "J\ ·.ccu~:•u.bti.,n .,r idlv ::;urplus funda in too Mods .r c~rp.>rt.~l no , 

industri 1 pr:.ducts . 1'1n·1 1,;r, Oh.:ru 1.::1n :· i!l'v~. t i ncrc..,s.: in c ,r p •r:l~ 

tbot• w ri•..d, \ov 0:.'1 cit.. tho incru .eu f f 5,(, u~.;us b<:t\IOOD 1926 r.nd 1929 

... r I nt..rn.· 1 R..:vunuu. 1.1 th rc.cp..ct t ., thu tin· nc1ng of s t;,ck '"' rkut apucu-

1'1 t.b,. landing ,r unn..,udod cor,>er .to r .. s .. rv'-~ , incrv.ot..d trou l;600 adlli ~n in 
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19:!6 to 1),600 IJiUion in 19:!9. 

A widor dhtributtr,n of c.:.r.·~rr tLn ""rnin<:s durin& this 

poriod, in .ililcn of 11o lzu'tc o volwa., of rcinvcetucnt >f ·'~t-nl.nea, 

r~uld bnv" s.:rv"d to 1-cducc tbc. forcu of each of t.hc,., tlan:o cou,c.s 

of ovor-Gxpana~ ·r. ond speculz. tion. 'lloru..,,.,,., ta tbt extent t<. wilich 

addlti,nr.l dividCMB :Tura 8;>Cnt f ... r C lnOUClOrS 1 (l:>od3
0 

:rbolOOJI!IO 

1ndustr1nl 110ti vi tJI would h.lv9 botJn :AOMI M;>lY sust.ainod . 

X. 

Reg1m6..,t&t.isn 

Soo.c or • ~UJ· Vit!lv~St>S ir y Cvn~ideroblc st<>re IT; the chctr:;e 

thnt the ,:>ropc.oed w;.c is '· stop in t'>r. diroctbn vf C-ovom:~<nt ro:;u­

ltltion !Uid roc1oontllt1Jn of business cor •. orat iuns . llr. Hool Sfttecnt 

in particulnr Cl' koo thia ~s&urtion , JD tho :;;round t!>:. t tha wx •avtn 

up a boslc st.Qndr.rd nn-.unt 11!licb a~uld l>o l\, t.!.inud cs roa.rv~a Md 

!'Uta "' tQx p<JD!llt_ u;>on res rvos beyond such ~rHtruy fixed at.IJ.n­

d.nrds. • This nr_"'-"lnL r.111 se·· rcol,!· bo .. r ..,. . .Ji~tbr. . Tbo ll>W 

c~r,orote aurt->< ntea :)l'l th, flrst JO t.:> 40 ~r C<'nt or rvinvoated 

inco::1e porul.t t. noder:.t<t o.nd rens">n:>!ll~ uso 'c.t t'tic l!l<·thvd of rniaine 

cn;lihl . If tl?t'O io needed thurc 1 rv GIOI\;/ othur r>oans uf misine 

it, to s .:>ae of \Th.lch r ll/l.V.l &~rlict· l'<.fl!rr ~ in 8~0(, dotAU. In 

Vi£TO Of t hOSO Vl'ri U1 :nd si:a,:llo ..lOt'Y'..cfU of lnCTCl'.$in_ thO C:!)ital 

uf a. eor,x>,.,tion, 1 t ~s to arq t'K: le' at -.n o~oroUon t,.., cl:Ua 

th.~t the ;>ro;>:>aod t.o.x inv«lv<.s .,... ..J•J<.atr.tivn• onil ";:>l'Ulllinf" • 
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lf tho bill tii.S tiw 'lffect. of 'ilr1n..;1n.; :Jbo.>t & &r<::>t<>r cio<..ribut1on of 

dividends, it w11l b&vo t.ilo 1 .... sult, nf.lt .,.. ltr. ::...r,pnt sc.;;s-of "u..!b­

Gtl.tutl.ne Govornmoot diocrotion for t1111t of a~~U~C.,:v..,eni ... :- to tno :.mount 

of oa.rnl.neo •thich ahou.ld b<. rc ttutl·;d iu th<> busin.,oa," rut of uubo tl.tu­

tl.nr thu disct-otion of tno o..ctual Olm:.t·~; of cor.,.or:.:tiona, tocir 3tock­

holdors , for toot of their dl.I'>ctor•. :.0 f(l.l' "s tuis m.l&ht oc "-C­

coDpllahod, too cffr.ct of t.ae bl.ll .oul.6 t.. Dc"'Cr~.tl.c n.thcr tb:m 

autocratic, ill thu dlri!ction or v. oor·• Ub<;r<ol, rut.u.:r ~ of o.. 

rcel..l:lvntod .;conomy. 
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UVENU.E ACT, 1936 

"'OUDAT, KAT U, l$8e 

UNtTED 5TATQ SENATE, 

ao.unTr•e oN FlNANCEb 
ll'o8Ai~on, . 0. 

Tbe commit~ met., pu..rMa&nt to ~joumment, at. tO a. m., i.o the 
oomritt.ee JOC!DI, Sonat.e Office Building, Senator Pa~ Harrioon 

P~!:i.: Stnatora Jl&rriooo (~bainnan), King, Goorp, Walah, 
Bukley, CoiiJI&ilfl Bailey, Clark, 8,..-d, Loaqan, Bla<k, Geny, 
Gdey, Cousono. AoyN, lA FoU•tt.e-4 Melc&lf, Hutinp, and Capper. 

A1oo ...-nt' llennan O~t., v......J Cou..- filr U... 'rfMiury 
Deparlm!Oti.,Guy T. Hel .. nng, Commisaioner ollniBDal ReYenuo; 
GoofS'! C. uau, Diffi:tor ol Rftlt'&l'Cb and St&liatieo, 'rfMiury 
DepvUI1onl; C. E . Turney, Atoiotanl 0 ....... Coa..- lor lho TJW. 
vri o-nmont; L. B Parltw, ChiC of Stall, Joint Committeo on 
Ini.ernal Ronnue Tuat.ioo, and membono of b.io starr; PreY s .. oy, 
special attorney, D9artmeo1 ol AgriculturO. 

The CunuuN. Tho committee Will bo in order. 
Senator Bnoo. Mr. Chairman, I offer t.ble reaolution' 
T'b4 ~ ol t.b• Trea.ur)'_ _ta ~bJ l"eqUOit.ed to furnllb ...... or Ill eofoo 

por..Uona ttW t.b6 tu year of lNG t.bat. bad a net inoom~, befora Fedtral Wet! 
01 more tha.n a mllllon dollart1 and, b.-:1 upon lhe act~ d1ttr1bullon• ()I tha ­
year • •oWd f'C!OOiv• • \&X reductJou uoder th~ paodio& biD: 

(Gi Tho emount. or tucb reduc'Lioa. or nc:b. corpara\lont. 
Cbl Tbo r1.t.. or t.uatJoa ll t.D)' t.b.d would be p&id b)' au:U corpOradoM In the 

eveot tho I)Oftd.lnc bW wu t.bon tn e«ect. 
Thia i.e praetie&lly the same requ .. t that I mode ;, a letter to the 

Secretary. 
Tho Cu.uJUW<. 0.. t.b&L include in ;, the requoet ol Senator 

Bl&okf 
Sonetor LA Fou ........ ThoL oue110 bo in there. 
Sone&or Bn.o. Sene &or BlAck will ba•e to gel up hie OW'11. 
The CKJ.Jt>Ul<. Hero i.e a leiter that I ..,..to ID tho SooroW, ol 
tho~ yoot&rday. 1 bad OYerlookod U..lu_.. UIO t.ba pronoioo 
o1 U... law hmitias tho diodoeure ol aucb iofonnatioo except u incli· 
ealod in the atatuto. 

Tho letter ;, u (oUowa' 
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.... _ -... ---""·*C') ....... 
.~=:~ ...... ..... 
li.D.tG 
4 trr.m ...... ........ ........ 

aaftst!a •cr. ttll 

o-,.. ...... .....-- ,.., 

-· ,_ 

f'~· • ·o,. ~·.;. :::.:;:; :::;::~~~-
()on.,..,.S111ltk~ • _,..., '" ••• ·- .. 

o.u. .. ~ . ·--- . --· 
K. I. 4• l'oM · · • · · ------··••• ' ................ -·~,.,,..JWbbtr 
~ .. 001... _ _. ....... - ............. 
0~ W_..a .. ..., , ............ , •• _.,. •......... 
h ,..,.W (kl c. ....•..........••. _ ............. 
~· • :!."".,.,_I'. . .... . ..---·- • 
.... .. l.Ml' It Ot -·~·· .. ...... • 
~.-ut.llalaroa4Co · ___ ... _.-- ··• 
VII lu.a.Jimehl ... R,ttn.llllf ~· ...... -.. ·••· ~·--

-
==-~~')- .. --:::-.:::::------
---~c..-....----· ... a-u ......... ~ ... ~· ------~ a..•.-.• ,.._,...('. -·-·-··--r---·-· :-r.::=_.,.______ -·-
=-:=~ ~-~=~:::.:::~:::::::~== :::=ro .. OII'*- .... _ ···-· 4 

....... ---· 

f.::'.::"-::: ... . ::::::: :::::::::::::::".:::=:::::::-
N.- lr::J; .... . ''i$0,.""' ... .,...---·----· 

~~ 0\.e:.:~~e:,-.... ::::: :::-·· .... ·:::::::: ::::::: ::::::: 
P. Yt', Wtlell-.llil t •. ••, . - ·· - ... !•-··· 

-"" .......... _ ... 
M,ltl,t.l• 

n.•* ...... ....... 
~»t.w 
fo.lM.-

·t~~m .......... -.-.eru 
.. 7, ... 

II, ln ... 

·~-

()j, • ..., ..... 
-.m,tu 
~:t~ ..... .... ,... .. , 
l.tn. ,. .......... 
Uli.WD 

ll,tl.l,lll8 

·::::: 
U.,11t. ... ...... 

..... ·-­..... -......... ...... ,.. 
..... ,.4 

u ...... ....... ..... ~.. 
lt.MI.Ml 

~~~ .... 1. ........ ,,..,, .. 
-.am 

--:-00-:; 
•• •• ,., . .. 
~= ,., , .. , .. .,. . .. .. •• 

•• ... ... . .. ... 
~= •• • • •• 
•• •• •• ... ... . .. 

J aJ10 uk Lha~ you 1\lmS..b me with the nAmet ol aJJ oorporatlon• whlth, l or 
tbe aut y.,_,. for 'wtdeb Ulet ~u.u.uo. af'fl avallab1c, had a OCI' tnoomt1 1lflfON 
f'edenl tuC!t, ol ntore tt~.&n $1,000,000, aod bNid upon tho actual di1inbut.tont 
tor- the 1ea,., will ~\·e a tas reduction ol 56 pc!nltOt or more under lbe pendlt'l& 

bil~ou .W apprte~lal4 ' h•'- the luodanl4ftlal pu.:rpoN ol my inqull"y lnoh· .. ooL 
oa\r oompetithe ldYMLA,pl to lbe 1\.rorl.l CIOrpora:Uo-. bu'- ibe *tt&IDC. ol 
bea\'7 tuM upon .ruaJI· Ud llM'dlum~ eo~ UJ!'OD whktl we mu.t 
doooDd oo ~ for ....,.ol<>,....t of labor, Ollld lor b<al:J:.,:OS•• 1rowtb 

)\. t. "II 1 ~Ill "7.IW aM! io add t.ba:l tbe da .. ta.uat be A Pf'OiMptl1 ~ 
ill to ~e a Ullful P'W'PC*· I abaU appndale TWI'1 atGCh your~ ---Cordlall, YOUNt Hu:aY P. BTaO 

Senator Bno. TtU. m.U. oome tJiebt change i.o the "'!Jueot ~at 
1 made. 1 want the amount of reduction of each corpo111tion, wluch 
my_ letter did notopeclfically oak lor. . • 

Senator LA Fou.uu. h would ..em to me, Mr. Cha&rman, 'f 
view Of your )oiW, which _,. to me to COV'!' Senator Bla<k a 
ro!IUNl that we could p- Senator Byrd's reeolutio!' whicb ub lor 
a httle 'additiooal iulormation than that req_ueoted 10 your letl.or to 

the Soaretary. 1 . -"" L - --' ·-• 

The .CHAJIUIA><. Without objecUon1.thit ""!" ution ."''!' """"..?!.""'• 
and tbe cluk will tranami~ it immeaiaU.Iy JU.Ot u It ,. ·~•••.- to 
the Soc"'tary or lbo Tr.tury, requeotiog biJn to comply With ot. 
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llmAI<>r o .. n.. b ......... ,. qufOti.>ulbat U...lrttB t.....V. .nu. 
ittbo olfocu ol tL. ,...luu .... T Wboc .... or ""do OUfht 1<> bo"' lh• 
ooo .-luo<>n, and oot potU ol piowne&l .....,lutoono. 

TboC11•••••• · Yootordoy th...., ... unorooolution ~ 1 !<>ole 
it u tbo otlion ol th• Cl0mmitl<6. Tbe low ooyo it con bo lnnuahod 
"ben tiM~ rommlttH requettillt. 

Senator llAH&L~r. \Vu ~t. not. your intention that. your J~tttr "hould 
ClOVfr both th- mlonn•IJons sought by S.nator Byrd Md S.nator 
Black! 

Tho Cn•"'" •"· Yt~~. This I•Uor went y"'lterday to tho SN-rcto 
ol tho Trcaoury. This is soon• odditiooal inlormuUon thal S.natZ 
Byrd d..-irre, 10 we will 8end another letter. 

l:!onator B••nn. I do not object to it, but I think il wo..,... going 
to llLIII 0 [onual l'f!'Oiution .. kin& lor information, it OUdJI to .. k (or 
all of Lhe 1nfonnatton that we want. 

S.notor 1 .. ~oLu,.,.•. ~Vould it notoatWy tbo oitnotion to pro))OOie 
tba~ che comm1lt~ authonze and endoi'Sf the letter •h.iC"b the Senator 
~ .... iuod to tho S«~tozy, .. exproooing tho &<tion or the <om­
mll&Mt 

S..Oo1<>r Ono. A .. ponoto motionf 
Tto. CoAJouuN. Yoo, 
Stnator LA l'"oLLnTE. [ mo,·e tb~n thal. the ~mmiu .. ~,.._itt 

•rprorol of lhtlet&B whicl• the t.bairmon boo writt.M I<> the Soeretory 
o tloo .Trouury u nubodying and exproooing tho odioo tokm by tho 
ooonmmoo on y06Uzday. 

8Ma1<>r C'uu. I oooond the motion. 
11oe CIIAIIMAN. Witbou~ objection, the motion .. ill bo adopted 
Senator Brao, Then ll~e motion that I made is odoj•ted I<>Of • 

• The Cu•''"'''!· That•.• adoptod, and a letter wil be ecnt imm.&­
dio~y lor that onlonnabon. 

Tlte S..retary of Agriculture is here, and I requ .. tyou, Mr. s.....,_ 
t.,..ry, to come- forw~~t(r and make such st.ate.ment..ll8 you de:&:lro. 

8TATIIIUT OP BOll'. BllnY A. WALLAOB, 8£011TAilt Or AGII-
CUI.TUU 

. Mr. W.tt.ucs. AI you are aware, I h•ve aent. yoa a memorandum· 
tn_ )he lom1 ol a lett•r wbicb I think you ba .. before you and I 
... u.!o oil olthe m<mben or tho oommiu .. bovetni.mqnp~ieo 
ol lhilllott<r. I -llhat lbe m.,.l orded,y method ol p .,. 
......tel bo lor mo to rMd this Iotter: 

" Hon. PAT fiAa:&IaO!r "?.faT 7, 1936. 
Ut 'witl'fi Slclf4 &:.Gt.t .. 

"MT l>r.. S I . • • • L~•TOo: ~to tbankyou and tbememMroollour 
:r::;,~~~~hil o~porturuty to expreoo my view. ADd tho ,...,... 
lllo d' "'!' 0 ~~ulture ,.;th roopeet to aucb portio111 of 
UO~I'dt'rorU:i!~~·to U::J~• and IUCb furll10r mttod Dla!l<ro 

" I m<r 6 • I lh •. ~vlllimenL. ,1 · 1 • . ,....., o e llro''"ISio.ns for a tax of 90 perctnt. on i.r'Komo 
" uc: l OOnJtllut.M An tlnJUBt enrichm ' t r I . I tl1e nonpa.ymt~nL or rooe.s· en . o. proeeeeon~ rt»u t1.nf' rom 
tho Supreme Oourt .P lh llwg lax~ gro•·•ng. out ~[ tb• """UllOM or 

m • ""'"• MotU. and R.u Muurt cotfl; ~nd. 

0 
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I<> •*'- ,. W<h 1 ohall •lOCI"• into-mod to ......,., Ito. ,..."""'""' 
-ol S:: ~:13.m.9~t 67, ,...u .... IA'd oo 1>~ and rolaW ..... u~~<l•r 
the Aan"ulturol .~dl"''"""' Att moil ·~ •-he,.. lht lo"J''I!Trr dod 
not be£f tht' burdffi of the ••~: and, tJ~, to the )P~IJll ~ •xMifl 
cuM ol noodrroto .,.,,.. on th• p....-ng of <trtam ...,rulturol 

.oommodi ti ,,., · 1 · f th bill I . • '') wiJ.b tO (l:lldON lttOugJ,y the InC lWOll 0 C • U proVIAIODI 
looking to these encllr Th~ Rr.t, on .tl•fl. ground tbl\. ""th t&J'tl ucrp .. 
Lion$ !:he pl"t.H'(\IIIIC)rt did not •~rb tht~ p.roeessing t.tt.~es, but pa...Nl 
lhen1 on w aon.~tunwra or bt~ck to produf'e.rs, and thA~ henre thft AJI· 

r.
ro:rimatrls 320 rnillion tlollaro of imt>Ouoded ond othrn~i .. uneol­
~ed tA..'\:ct

1 
101ft. by the Govtrnm.~nt as ~ reftult ,,( the ~uprt"t~H~ 

Court's d~LSioml, res)~n&i an unJust. e.nntbmtnt. or outright. gaft. 
wbid• abould bo recov•rt'<l by the 'l'reosuzr; th• SOtoood, on tbo 
ground that, wbue the tupayrr did not aust0:1n the fCOnomio burdtn 
ot tht t.a:c:, he ahould not rtoCOvtr the taxes r.~•d, for the Hmf. ft'NODI 
whieb ju.otily o tu on the Mt inoome ""'" UIIJ; from nonpoymont ol 
such tu· and tbe third, on tlo<> ground tbot ogneultun! bu o profound 
in~t. in the mainteoll\et or lite Federal OOvernment.'l re,.t!'Uetand 
in the production of • pll't of •u~h revenues from SO\Il't'N hanna 10m& 
relationship to apicuh.ure." 

I dioc- now the loJ< on unj\,.tenrifhnwlt; • 
"The de<'Uion ol the Gnitod StotM Supreme Conn in tho Rtd 

Atilluo' .,,. returniAg impounded p........U.p: WCOI !O proc:_.ro ~ 
sultod in o 1- to tl•e.Fodoral Oo"""""m~ ol appronma~y 320 nul­
ion dollon in impounded or oth....n.. uncollected W<ftl. 

' 1Prooell01"1' margin, durinJ the ~riod the P!'OteMi:ng tue1 were i.o 
cl!ect, were widonod in proeoeally aU • ...., to onclude the t.u. Th11 
meant that tho taN,. ... 1~ on to tbo consumcn or hork 1<> the 
produeero and w .. ~fte<'tod in market poi""" up to January 6. The 
proceoooro Lherolorc arc abeolutely not ontitlod to keep lor tl•em..tvoo 
tu revouueo which have already boon paid to them by oontumero ond 

-prodUOOJ'I!. To t~low the p,..,.,.....,.. to retain this revenue "'ould ~in 
ue nal.,. ol a ~beer !PI~ which, lor o.umple, !or tho cott<?n, whMt, 
'*"d bog p,.._jng indUitriOI would omount to OleVerol IJmeo their 
oonual net proflU ol pTOOipority yea.n. . 

"1 am'"""' thatlholarge mMI poekezs ba..., recontl1boon "«111'­
ing opillat lho 'windfall' tax provioiona !'" tho P.Ound thai tbel!" 
prorioiona for o t.u of 80 P"""'"' "" DDJUSt mri<bmool !rom lhil 
.ec>~~J<e would bo unloir to oomall!*'lo.l!nl. • • 

"1 wioh to poiot out thu the loon's ahare of lho toJ< sift ...,n go, not 
1o lhe oomall P"'k<ro, but to the big pKbts. if they ibould ou«Aed 
.in del .. linJ tbo 'windfoll' ~. provioooal. Ton !uP P"'k<l'l olooo 
,...,.. emi<'bod by about 80 mcllion d~ of unp11.d I&X<II, .or boll lh• 
lotol unpaid hoi w.. Thil oum 11 prot.bly lour IJml'" th~ 
paeltero' 1934 eoMinp from hoc os-otiou. Th<> pro<....,... D10f'IIO 
oo bop woo oridMod 1<> inrlude the t.ox by large ond tmaU p.-ro 
.olike. Tbia io onUt.b difl'e"""~ chon ooying tbiot thoro .,......, no .,,.u 
poclcon who loot "'"""Y. Som<> ol &hem did. Small P"'lten "~ 
bound to bavo difficult;r following lhe ahorp reduct.ion in hog oupph .. 
causod hJ dzoUII;bl. Thoy """ &IWA)'I hard p...-.1 by I~ <om· 
~titol'l on perioda ol lallln& bog tuppli .. ~d .riling hog P."~· The 
!act of lir-e however would not ~ ttl )U.tif1 tlie appUutioo of • 
<liltoron~ prlnciplo in' tbo mottor ol unjuat onnchmODt. 
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"That lho roalmt.-t of th< few bijr puk.,. in ll••ir OI'JIOOIU..., LO 
tllfl 1'tfind(&ll' tax it noL the ~~omall pat'ku but Cbfl tnurmou .... UDM.med 
flltrirlill\1'111 to lhom .. h·...., is further "'v...Jf'd by tb~ •·ohJme of b 
a!AughW'rtd by lh•m and by lhe omall pad•tn. Uuru•~: the fi= 
y- 1035, there ,....., 16,627 bog P""""""ta- l'our large p .. kers 
iolaughl<lrtd 40 per<•n• of all bogs, 10 addJtiooal packen alauchterod 
2-1 IJ('rtMt of the wtal, and 32 additional parkera olaughteroo 17 
IIC'rt•nt of tho wtal. Th..., 46 P.AC'kera Alaugbteroo 81 l>erc•nt of all 
tho 111uble hogo alaughtert'd Ul 1 034- 35." 

5<-nntor C•••~. flo•• mnny p•ekers arc ll•er• in th• Unitoo States 
Mr. St<-reto1ry! ' 

Mr. WAi,LAOX. Th~ro nre 10,627 bog l>r<>C(WJ()ro. 01 rou,...,, there 
ore other p~~tbro that deal in catLlo. 

S!>nAtOr C'I.ARE. And 46 paekors olaughterOO 81 l><ttent o( all of 
the hoa-T 

M.r.1V . .u .. u.n. Y ee. 
Stnator Co"N•u.•. Mr. Secnt&ry, d0«1 thatinrludeamall bnl<hera 

or is that real packi'\f!kl6, the 16,000? 
Mr. WALL&Co. 1 this includM all bOll p~ra, however 

amall That is all that would be ,.,..bed by tlie Bureau ol lntemal 
Re,ofnUt. 

Seootor B.ulltLCY. How many ol .. -t,at,rou call podtera are in the 
P!"'kinc bufiinM in the whole coun1.ryT Do you J..no,., ond can you IP•• the figure? 

Mr. W •LLAC~. That is a matw ol definition, and it would be 
impo.ible for DUI to gi'·e you a defi.nit.e anavtcr. 

Sel101.0r BultLn. Forty..U woul~ be a .!'fflall proportion ol lhe 
I.OIAil number engaaed w the boli:-padciDJC bu01o ... would it not? 

Mr. WALLACI. Yea.i.•lthougli tbe46 aid 81 perCent of the bu.in­
&>n•tor BAnXI.eY. Tlat would be a omall porw>tagof 
Mr. w •• , ..... Yea: that would be a email potCt'ntago. 
~oator qouZ&N8, Mr. Socretary, r would liko to aak how you 

lll'noe at Uno concluSion: "Sm.U pMkora wora bound to have diffi­
culty lollowi~ the obarp reduction in ll•e hog ouppU'-" cauaed by the 
drou~ht." Do I undorot.aod that you me11n the oommiU.ee to undor­
ltA~d that . ... tho o~ly cause lor the hog tupplioo 1.o he ohortf 

Mr. W u~co. lt a always a matter of pul. hiotory ae you atudy 
P&Cidnc ••mml!"> that whtne•·u hog pricea go up and bog 1uppliea 
go down, tbe big pac_ken, ~pe becauae ol the in•entory carried 
ovu tr;om .tho p~ng period. ol low b_og pri-, the amall poclws 
~~ be!OJ '" • poa&W>D ol ~ such large in .. nLOriee, 6.Dd lhem­
.,.., .. 1n a d!Oieult competitive pooitioo. 

&nato< CoiiZo..a. I underatand tbt.t, but you eoy impliedJy that 
tho only.....,,... the drought. Wae there not at~othu caUM? 

Mr .. '"••uco. You an referring LO the A&ricult.unl Adjustment 
o~uons? 

h 
~.""•!Or CoonNa. ~o. You say "Small pa<~kcra were bound LO 

I e d•llioulty lollo~ the sharP reduction in bog 1uppliM <&U.IO­
by tho dn>uJhl." Waa there Mother cauae lor tho omall auppi7T 

Mr. W ••~:Ac•. I ay, you are refuriog 1.0 the A&rieultural AdJutt­
m~nt. opera lions, are l.OU not? 
~na{f,r CouuNa. That is what you artl talking about. is it oott 

r. ALI.Ac£. 11•o dominating laetor in the great ocaralty ol hoga 
Will the extraordinory drought 11 there had be6D no Apioultwil 

Ad·1101.,..,, openUOM .. hate\fr, ~hut would bno beeli, I ollllpett, 
lh~ ..-oy tlunp tum«!, almuot .. grtal a red1k'll<>n ao thtl'l! ..... 

Tbtrf .,.,,. thi'M rao.- lor tJ,e v~ proootlll<'«1 <'OndJt.ono ~ 
,. .. tho elrtiii-OnlinatJ ahorL rom aop ol 1g34; ""'?nd, tho ull'IOnh­
naril low hOS priM~ ol1933 and early 1034 to whicl! th._.., 11 al••Y• 
oom!tJoog ol a ,....uon, and, 1hird, the tact tl>at we bad dl'fln>tely 
ondeo•o~ under tl•• Alt'•tullural AdJu•ltnent program, LO brinJ 
about 4 ouffitient r<'<lu<tion in hogs 10 lb&t there would no lon((ft be 
a largo oupply to place on the onarkel.. 

S.nnwr Quu .. ~o. What 1>ercentago ol tho obort.l(!e w .. attribu-
table to that Jut olaaaiflcotion? . . • 

Mr II' ALLACE. I am unoble to state definitely ot tiUt umo, altl•ou~h 
we h~ve modo a dtfiniW' eatillloto ollbat and can gjve y_ou ll•• figul'l!. 

Senator C<>UIENI II tb- small P""kora P<OC!""'"II 10me 19 
percent ol U•• wbolt, loot rnone.y, how ~ lhey gomg t~ l'l!turn ~· 
pay to the Oo•trumtnt tltil unJ>al ennchmeut money tl they d•d 
not~t it? . 
~·lr. WAL~.ACL Tbt.r got the money, all~~-
Seoator CouuJ<o. II tb~ loot money ond bovt no mo~ey to p&y 

this unjuat eorichment ..-luth you alleg<', bow are they ~'"I to p&y 
this UDJW!l tnrichment monoy• .In _other wonla, there_,. pltntJ ol 
eviden.,. befot6 tho eo•nmiltee LO md•cal<> that among lhil 10 puoenl 
ol the hog P""""*''" who made no money, they !>a'·e no D;IODtJ to 
pa this UDJUJl Ml'icbment I&JI. Bow'"' they gomg to do 1tf 

S.:tor K1xo. Oo into bonkruptey, if they.,.. not almuly tb.,..? 
Senator Couuuu. Thia it a SE'nous situa.tioo. 
Mr. W ALUc&. Tltot kind ola 11~uation haa happened in tho Bureau 

of lnt<omal R•••nuo apin and ag01n. 
Stuator Cou&e:<a. \\'bat do yon mean! That tl1ey pay • tax on 

money tbnt th~y did not oarn? 
~lr. W HLAO•. I mran lo ll"Y that there ~~''" ~>teo many small 

conrems that bavo found tbomoelves in a pos111on unable to pay the 
taxes wbicb were owintt . to Lhe Ooverruneot. 

&oo.tor Oouu:<e. What I&Jiesf 
Mr. W .u.LAc&. lneome taxes. • 
Seoai.Or CousXNo. They do not have ~ pay any tl they. do not 

make any, 10 tbe1 cannot ha•e any upenenoe along that line. 
Mr. W ALLACI. Ohcyea, they can. 
Senator CoeuNo. tlowf . 
Mr. \\' ALI.AC&. Tboy ran find lhe experience in th• oucxoed::lf 

,...,. oo diftic:uiL lbot thoy are unable to p&Y, although they upee 
to be oblo to p&y ae the rNuh ollhe p.....eding yeer'o OJ"'ratiot~~ nd 

&nator BARnar. II alter coDoctmg W... ~~~~ taua a 
not turning them into the or....ury, they an m a biit fix, bo• much 
worae li• .. -ould they be in if they bad not coDeded_ tho I&Jieo! • 

Mr. WALW.cc. Tbe point J would make, .....-enng y~ur queouon 
oom .... hat ir.dittetly is lbot th- men ..-ould havo heM, ift~ere ":\ 
been no p~g tu whatever, if theM bad been no Agneultu 
Adjuatment program wbatever, that th ... men ~uld ho!e,, 10 lar u 
theu opera tiona are <On~med, would ht.•·e ~>ten 1n a J)OOIUOn oll­
juat tho aamo. • ... · t 

Senator CounNo. You a;r no, just tho same. Tbot,. """ poln 
1 I am t~g to mako. 11 it 11 ju•t tho ume, th.., wh,l' tho l'l!tnm o 

the ennobment money that they did not collect or did not pi, be-
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.,._ thtir oo.;._ ahowod a lc.! You •Y it wauld loo i"'t tb 

..,,. or •• hlkl tht ,\dJU.tmeDt .\<t or oot. • 
.\lr \1 ALL4C'E TWo is tlot point I " 'OUid mako !imator; tloat th 

auo.U ,...-J..tr ...... u .. thel"'ll• pad< .... widtaod we "'"""" bttw .. 
tho poyuoc pn(Of< to the farm.,.. and tho oellina pn•eo to tho ~· 
IUtntJ"'. •vO• 

Stnalor KINO. That is, they paid more (or rliNr Jlrodurta • meant • )OU 

Mr. WALI.A<'C •• No. Small pAekers lo eomt~ ~xttnt, w.·e "'·ill 68 
I>Ald lau lor tlom hOfl'l and cha.rged tloo oonoum~r moro lor t~' 
woduct. 10 

~·nator 1\tNO. Tho oridanee ooloro us ohO"''•. by thctl' •mAll 
pa<kera, that ll>~Y. were comJl<:lled to pay od••ncu111 prie"' larg•ly 
betlu_.te Of the lu~Ul~ product1~0 beciUIO Of your polaey o( litlin 
the pop and roatnct.ing produeuoo, and they wen comJl"llod to p g 
higher priooa than thoy otb.,.,.;.. would, and tbe evidonce before~ 
hbo".' on tnonnoua ad vane» in prices wbicb they bod to p.,- lor the 

~r. ~I'ALLACL Senator, !he poin_t I was making was d..Wn& with 
tlot mcid~ON or tho p~ IU ''""II· with 1M lll"'llio. I am not 
dtab~~& wub ~· oboolute pnco ol bop, but the matpll bftwetn what :J:" pochn pood to \be. I armor and w~attboy ooll the product lor 10 

o ooneumtr. Tho pomt I "'~ malrin& was tbo I oct that tbo amall 
Pl<k•ral~o tltolargo pock..-. W1d011od t!iat 111"'1lin in port by pavin• 
a lowu pi'Kie than these f&nner"9'-" ' :.:r --e 

_S.noiOr n ..... ~ (in~rpooiog). As the pri<e ..... t up due 10 what· 
e\f~ rause b~ht at. about, whether it. wu from drouaht. lhe 
Agnrulturlll AdJUStment, or lor any other rueoo AI U\e 
• •tnt. UJ>, l~O IU~n Of difference between the priee. pajd 
•nd the pnae thuged Ute oolliumer maintairu:~d j~ 
no,t va.ry_ hec.auae tl1c prjce went. up: eo tbet. thttt wu 
tamed, Lhe tughcr the pnce went, would it. not.? 

Mr. w •.•. LAC£ • • l n gonorlll tbat is corrnet, llltJoough !hero is a 
~~~·~ey, Jlllt\ goo~g bock O\' er tho yean! before lloo ,\(Crieulturlll 

JUI mont, 1ere ll, I tendency, 1 beliave, io timae o£ ris:l "cos 
=~!"~!tth.:.;r.::rt~~m~~~;~ cili~n ol tho la.rao ~:. ~~ 
:,':\.';:••,!~:at ·~••ntoryd to anableth~opto0:~!"~~ ~~~ ~~~= 
pri<w. • •re ,. a kn eney to roduco tho matKin in c.imoe or rising 

al=~':ri!•:d"J;.~ b~~or atocb lor which tMy had poaid 
~lr. W.u-a:..cll. Y• eo.a • to ~uc.e the m&r&in alit"• bit! 

t~ots:"~ ~';:,Lu. As . 1 und01$tood you a little • ·hilo , il 
.-ould hove boo" hf..~J. tax oo, tho doQiand lor pork p~eu 
probabl.f 11 oth•"' ..,.-or~ ~ produe<r !han they -..·ould b .. e boen 
UpoOJI o( tho tax b:' a WI ~ tax 00; ID Otbor word1, the addod 
Wb.., that t&x ,.,

01 
ad£3.~e1Teetoo tbe priooto t!ooprodu ... ra. 

- tlou on and therob • t.b:'J'~'" "' hero,·or t!oey oould, did 
Mr. WAllACe Yet· i'. crea , • tpread tba~ you IJl"'k or? 

I hat h& oouid pa$s iL 0~. !n~~ •t. on_. Thcro were only two waye 
tbo otbt•r WAI 

1
,. .. io• less' . 

111
• H

1
bargoog more to tho oonaumor, and 

., tO a anner. 
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Senator Co"''-'ALL'r_ Antl the f.ct thit it,...,. on, •ould ""'~ h.JO\ 
ao a.d""a.o~ an pay•nr • htdt~l- to the farmer, hftau.. all pnr~ 
ba'f"e a t'f'f1.&in l'fiiC'U~.n to df'mADd, and the natural dftnand for ho(C'I 
adjuotod b• tho P""" wttb tho t.ax oo, might bave-ju.tdiod, bko t.b•~ 
Mlne prite .. ir thM'fl h•d bHtn no tAX on to the produ~r, rompe:tition 
with othtr m .. IA anti othulood 11rodtM'Ia. 

Tbe CuAuu••~· All rirht, Mr. Se<reu.ry, will you p-11 
Mr. 1\'•Luca. "Tho lotal t&J< liobiUty on bog> •l•ugbtfred in 

thnt yMr w .. $174,000,000. 01 thio amount, tho 4 lorgtlllt parkeN 
owed the Trt'uAury 460,000,000; tho nex~ tO l•r(!l"'~ P•<ktN, 
$36,000,000; """ tho •••t 32 l•rg..,t pockora, $30,000,000. Th""' 
46Jarg<~ finno inrur ... d A IRX liobllit'! of $136,000,000 Out O( A tOtal of 
$174,000,000, or an avoraJC" ol $3,000,000 pl'r t.axpoyer. The halaneo 
ort ... t.bao $-10,000,000 <OYfnl tholllaugbter opl'ratiOIUI or o••• t G,MlO 
hO& pt0<8001'1, or an aveNgO of $2,400 J>l'• taxpayer. Tht lour l"'llfft 
po<k<N eoU..-tod in p.....-inJt tuM in tho 1936 lill<tll ., .. , atiout 
four times tbe annual net pro6ta of the entire mMt-patking lnduatry 
in ~roopl'rity ,...... 

•Rep.......,.utivea ol tbe m .. t poekort are publicl'! on I'I'COrd, in· 
eluding aut•menu made in tMtilying before rommiu ... or Co~, 
to tho •lfoct that th•T p- tbo ~ng tax .. baclt to thelanntra, 
Such s totomeota on to be found, among other pia.,..., in tbe b .. ri"F" 
rolating to t.bo Agrirullural Adjusonent program btloro tho Coonmtl>­
'"" on Agrieultt~ro ol tho llou!MI ol RoJl.......,lativts, Sa•'tnlv.....,nd 
Coogmoo, i!t'I'Ond _..ion, PIIJIN 232 and 268, boorin,~; on H. '1! . 6~, 

O
btloro thet oonunitt~. dunng tho S.l\'<nt:y·lourtb Conrrooa firat 
....;oo

1 
poJC" 253, and in tho he,.ringo on S. 1807, btlore lloo S.nato 

ComJrutt.eo on Aj,'lieulttore and Fo .... try, Sevonty-lourUo ConJ!rou, 
firot 5eWon, pngtl!l 183-188. Their present Mseruona that lhoy now 
ha.vo a just claim to tlait monf.y flrc indeed ineonsi!lltent. with thcir J)rior 
stlllementA &nd "lth the truolactA. 

'"l'bo Hooooe Mill• nnd Rice MilleN' docisiono dcotroyod the aell· 
liquidatin11 nature ol the Agrieulturol programs. 

"Tbo I.,... or revenue whieh tb""" decisions eou.OO tho Oov•m· 
ment, totaling, u I have Mid, in e.:<eess of $320,000,000 in u»p•id 
taxoo, huo made new tu IOjlislation .....,.tial. 

'TannM"a -.·ho u produttnt end corutumtn tont:ributed a ahare or 
oil p........U.J! t.a..ol oro, I btlieve, overwbolmingly in favor ol ona<t· 
llli'Dl ol tho windlall' tax prori.io... I I col .00 that the principlt or 
the Revenue .A<t ol 1919, following the World War, that tlto FOdtral 
Government might propl'ri'! tAX ot high rates {polduatod up 10 86 
pl'~t) tbe 111ual in<Omo d•ri•od !rom ......,. coo tracts <t<ith 1M Gov· 
emm .. t, ou•tAinod in 1/oc ct ~- v. ~-iarWn<r (30 Fed . (2d) 6301, 
is equal!'! applicable to lloo facta p.......,tod by tbe ~·pe ol 'windlal ' 
income whicb it th• aubj~L ol the 'windfall' tax and obouJd be ou .. 
t.ained in court. now." 

The nut oubj~t lor dioruosion is the limitation on ... rundt ol 
processing w: .. eolll'<'t<'CI, whieh baa 10 do with tho propoo<d modifi· 
cation or ~lion 21 (d~. 

Senator Couaxso. 1011 m•M III'Ction 21 (d) ol the A. A. A.T 
Mr. w ••.•. ACE. or tloo am•ndrn•nta to the agrioulturlll p"'lfrom • 
Tbo throo dcpnrtm~ntfl, AK!ic-ulture, Justice, and Tre•umr1, hAve 

been in confertnoe on thit. They are not in quite eompl(l!te accord 
as to eortain m•thodo ol procoduro, although ell are ag.eod tbal tho 
provision should be rewritten. 
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Tbt c .... , • .....,., Do you ,_nuotnd • 1>rorioion bo1111 pl..-.d iu 
htn modtly"'' lho.~ low or ehonorin2 lho~ low? 

Mr. WAI.J.ACO. Yta; !hot ..... t!ie modJfJ<otion or that -Lion 
Tho~ wu the view ol Agrieulture. I IK-Iiove Ju.bco hu oomewha~ 
tlto OAlllt view. I btUevo Mr. Oliphan~ io hece IIJld wiU P.....,.t 
a tome-.ha~ different. •iew with regard LO it.. 

'l'ho C""'""•·"'· But you all AC6 not in accord on tho~ propooitiont 
Mr. W ••·LAc•. I tllink thd Justice And Agriculturo oro in aub­

otantial, '"'"!'"1. 1 think that tho Troaaury has A dilreront /ro­
eeduro m nund. I havo talkod wtlh 1ho SoorriAry •bout it nn we 
h&vo og...OO that we would. ' 
• Senator BAULn. Ia tlu>re " difference in policy or l>rinoiple or 
tn tlto p~urot 

Mr. W ALLACI. lt is a dilrerMce in procedure, I would aay 
S.nator Ku<o. Are you relating to tho put, or to the lutu;..t 
Mr. WALI.At l. Relating to tholutUI'O. 
Senator KINO. Jo'or • oootinuatioo of th.it~ J)~ tax? 
Mr, Wnuca. No. This is ~...ung wi~ another mat&.er. 1 am 

bnnatQC up enotlw mall« ha~ to do • ••th a modi.6catlon ol -­
lion 21(d ) ..........Ung whidt modifiution in prin~lo, aU throe d.,. 
panme~~ are in OC!'Ord. This providoo that -Lion 21 (d) must be 
rewnttto to make •t more apec:ilic, but aa to tbo oxaet method ol 
pi'Offllure, thtre ia oomol.hln,r.ola dilr.,..,.,ee aa to tho boot way to co 
about it. A very amieablo Clilrerenco. 

Sonator c ... u. Ia thai oeotion 21(d) ol tho A. A. A. amendment.! 
Mr. WALLAOL Yeo, sir. Now, I wiU discuaa that part.ioular point. 
'.' In odd!tion to tbe quoation of ~he 'windlaU' luoa to r,revont the 

unJust onnolunont or tho PI'OOOSIIOra, referred to an even argcr prob­
ler~ is lito qu,.tiou or eol.abliabing ¥equote procedure lor hAndUug 
•!tums lor the relund of t~o p.....,S8tng II\X88 actttally paid into tho 
~cd•r•l fr .. sury. Proe061!lng to.,.,. alone paid duri.nc tho Lilne tho 
lax w~ '" •froet, tot.aloJ $8,!)2,382,985. \''.rbtlll tbo oilier invalidated 
taxeo '"'t>Ol!cd und~~r .tb~ Agricultural AdjUBtmenl Act are oddcd tho 
tol.al lllm tnvoh·cd 11 mcroosed to $963,220,981.67. Obviou41', il 
t.b .. lliHUI, Or ID)• large proportion Of Ulem W8r6 rafunded ~OrO 
would he • vtry I!"'"'Y addil.ional burden on the PubUo -rr.;..ury. 
!htJli'Obl~ 0! !"'Ul~bJo procedure with refertnot to clalmo(or ro(und 
m ~nn~tton with ~ tuM is ~ere!ore a.n MCCM~Ciin&'l.r eerioua one. 

In tho aru~dntto~ to tho Agrieulttual Adjuotmon~ Act approved 
lutb\all Cl'ubf!c 320, ."'!"· 21 (d)), an ,attemp• waa made to cover thio 
pro tnt. This pro•"ISIOo adopted pnor to tho Boooao Mills docioion 
: bthucd to be o~equata to deal with t1oe probltnt. To tho p.-ni 
.ate O<tr 8,600 claimS lor refund have hoeD mod with tho Colllmio­

IIOMr ol lnlOmtJ Re<enue, and over 200 aui~ hove been lilod in 
OOUN to .._ • .,. ~~dt t&xoa l~m the ooUoctora. One diatriet eollrt 
~ hold l~o P.ro•uuona of aeeuoo 21 (d) to be in..Ud. 
b..' Allenuon II, called to the !act tha~ tho proviaiono of 2t (d) are 

!?g attackcd "! the oourl6 on the lollowing groundi: 
. I. Although 1\ 11•1.01 the conditions under which tho Cornmis­
~on.r oflnt•rnal Revenue may dony the rolund ol tho taxta paid it 
< ~ not ttta~liah pooil.i•·o conditions oontplianoo with whldt 1hall 
e~~llle th~ oi•nn•nl to the r•lund o! the t.axeo h it orguod !rom 
1• 11 •w.r~too the~ tlte provisions are 10 vague a'od gon•ral u noL to 
Ill•• an I equate retncdy. The diatritt oourt in the •- montioncd 

0 

oc 
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ad pted thio Yiew. It may he added that this wu ooo ol •h• maon 
...;,.onta advao<«< in th• Rioo Mi~ra """"· 

"2. The exisUnJ l~l!'ll"«" prondeo no a.J>OCifie ~ ol. limo within 
whidt the Comm,..onu mlllt Mt on tlouns file<! with htm. There­
lore the daimiJ)~ aiii'(IO that tho Comm~on.,. could deler oct.ioo 
unW a.lt.er tho otatul.e ol limltatioDI ba. run and .they would then 
have no recour11o to the cotll'ta. In aomo- the umolor the brina­
ing ol suit willaoon Mpiru. They contend that this deniO& th~m due 
p,.,.... ol law. Undoubtedly, this loot wo"ld be ouffieieot lor tho 
oourta to toke juriadicl.ion, and tho requ.imnenU. or -tion 21 (d) 
would booome mNlllinll.leto. • 

"3. Undlll' 1ho oxU.lmJ l&ngu,ogo, ~he proc~uro •• not carolully 
worked outu w thel>~llle way rn which the dalms oro to ,I>'\ handled. 
For oxAIDple, il a lower eourt &loould find !hot the Oomnu•~ntr,... 
in erTOr it doeo Mt tbow ct .. rly •-bat the aub!KlCJueDt tt.ept"'uld bt, 
tba• ;. 'wholller tlte cue would he returned lor lurth•r findinao or 
wheth~ tho ooun would ....,der a final decision. 

''It is IUjil!e&ttd that it ia rather cwnbenomo to require btaringt 
on N<h dl11111, ovtn in - "b...., tbo Co~ner docidoa lho~ tho 
clAimant is 111lillod to the refund. Such boanngs aro 110w roqtutod. 

"TbtOO diffieuh.i~ with tho •xist.ing_ provisionr1 il.tbe courta ~dop~ 
lbe ,.;ew ol lhe daimante, an~ eo IM"'"''us u to tndJC&te that, 1f &he 
laofuAfl";. not reviaod, tho Oovemment may be loocod to rolund tlte 
ma)OI' pan. ol the taxoa oolloctod under the Auieullural Adjuo~ont 
Aet (u already indiCAted, noarly I billion dol!aro in total) rtrrdleol 
ol tho equitie. involved. Accordingly, we bolio•o it ....,.toal tho~ 
tho existing language ol 21 (d) bo ao revised aa to meet tho difficulti .. 
enumerated, porl.ioulorly in tho mattor ol giving to pi'O<IMilOrs • clear 
and pooiti•o indication ol what they need to ehow in order to be 
onlltled to a relund oltho tnx..,, 

"The auggestcd AIDN>dment ia haaod oo the lundomentol prlnoit>le 
that tho p,.......ro ahould bo entitled to • refund ol tho taxoo illetrllly 
oolloctod only in tlooao eaw~ and to tho extent that they lhellllclvoa 
actually bore the burden of the tal. Where tho burden or tho tax 
wu actually paaood on to ultintato oonsumen or b""k to produoera, 
there is no molhod by which the tal could be rolunded to, tho, peroon 
wbo u!Limawy bore tho burden or tbe tax, and to pro>1do m ouch 
-lor rolunded w tho p4>1'11000 ... bo paid tho tal in tho fint inatance 
.. -ould oimpl)' ...Wt in unjuat enrichment on a scale even l~tr than 
that involved w date in the return or tho impounded lunda.' 

Sonator Col<l<ALLT. Mr. Secretary, may I inttrrupL you ~"'!' lor 
a moment? Whue t.he tu. ia p.u8ed on to the eoMWDer, U. 11 IJ! 
...;.,. problem than ,.h.,.. iL io puoed back to tho producer. Uow 
""'you going to dettnnino •bother it waa paaood baek to the producer 
or nott Ia that not l~ly a maller olapee_ulationf , 

Secretary W Al.J.AU, 01 C<IUI'8<', the method whidJ ..-e are propoetng 
here would not. invol•e dialributing money either to the eon1mner or 
to tho produetr. . 

Senator CoN., ALLY. l undoratand that, but you aay htro JUII a 
moment ago whore the burden of the tax wu actually paaood on to 
tbe ultimate consumer or bMk to produeera. 

Mr. WALLAOC. Ye.. d ' 
Senator CoKKALLY. lam lor your principle that y_o~ oro ttAn mg 

lor, but it is a difficult tlting to provide a method ol arnv1111 at whether 
they !)M8od it hack to tho producer. 
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So<relary IIALu t&. &n that do.. not •nt., 1n~ d ·•--' 
•·• ut adHinUDJ. The prc.eedure- w.- IU1\ adv~uuc1~ pr~l,--""~ur• 
Tl-NIII'} be prot .. ~ from rttumiug any of lh• "' I at lbeo 
amo•tnUrl(t ntrarty to • billioa doUal'i to procfllrll0r!*1(

1 ~or muot,y, 
n.>t l'fturntd 10 the proc:...or., tboo it <I~ a 0 ~ b · 

1
"

0 money • 
prutical concern .. to ,.!Jetber lhe moo~ befon «~ll~ • mattq or 
on the ~·• hand or to lbe COIWUnters on tllo otl••rfJI Tl bt• p.odu<tl'l 
for prectM IH(Ia&urean('nt. · 14~1 • '- no need 

S<n•tor 0••••· I• iL your conuntion Mr Sec 
you n.ra ad,•oeutiug hero .13 that if a ptoe'~r ;oulci~lu~ry, ~l•nt. ~hat 
1101 JliiiOed on lbO lax, thnll,'6 should nol be 1Jnbl6 r.·:~~ I tl ~·had 

Mr. w o\LLACt:. We are &till standing lor t\ ri . I l,fl tUt. 
ceduro tlJal if •u<b a o!Jowing can be made tho! tt""''' 0 •n lh18 pro­
~over. ' ~~ Jli'Oefseor m.ghl. 

S...lAt.or Cot•uu<a. Then. is one point roisffi b & 
,that l ~ not tllink you ha\'t r.na"·ectd oow 1 Y 1 netor ~nnally 
!n ammliC at • ... rund, you,.., detennino th~t"::/'.'naTbat II howl 
II wrnt bid< to lhe producer1 I do DOt - ho n &mO!'Jll o that w you t'&D un,·e as. 

llr. WA~CI. W.U, i~isti:~ btingsta~ h•,. i.o - · lf 
"•n&. me to cl.iie'UIBlhat-1 · · · If b . Ill· you 
but if you •ant mo to cmcuso u..:~ I 0 moan channel ol tboupt, 

&nator Co~&&"• [mterpooing) I tb b th 
into i~; one, tha~ it wu paid by ihe p!,"!.:, atd ~,.h·o 1"t~"' "'O~L 
wu pa...td on t.o \he COMumer r, an l • ot~r tha4 1&. 

Mr. IV 4LLAcc \l'h•: enLero ·. to th • 
tho tot•l ma1'5i1{ bet•·.;.n whar:"wu ~c,t~P~I;"\IOn yr tho refund 3 
wu ch•I'J!<d to the consumer lt . 0 o prcx ue•r and what 
the pnii<IJIIC which ( &DI ad;'Otati:. 0~ nOC .... I'J' for tho purpooo of 
intreAJOtl rnMgin ruune out of th ~ e.rc to. ace bO\\' much of that 
how much nrno ouL or OlC increao rd u~d J>raho to tho producc.r and 
not nca~ry for thBJlrin · 1 b~h fnc. to l o COr)surncr. 1'hnli i.-8 
maltt•r on whir b work hns ~~\ doJC b ~n.t ~·orking ~·ilh h".re. 1~ is" 
Wnilderatiou. · ne, "" tflll not a nu\tt.et of practic•l 

Stnator llARCLU Jn other ~ rds . . . 
pustdrd • but be mu•t ohow t.bot ~did ~0!" amm!'tery&lh "'hi.~h '!'IIY ,it 
o tr to reco\'tvf "' pass tn Nl £'r dtrae-.on w 

Mr. W AL'-"CL That is right.. 
&uator OJ:OaOL Su.J>pote he did 

but • f"'!'tion, it" ould beeome DlAte no.J J)&8l baek to tbo p!Odu.., 
Mr "•LUe<. U you will aiJo n . 

pert,, I think you will discov ;b. me to compl•t• 1M """"'"'of ibis 
II th11 in<I'NO<d nwgi.o abo,·:' the ~ that paruc.ular pan is eovored­
omall ponion or the P · normal ~n reprHtn~ only a 
Prottclure .. , up htre ~ t.a.<, ~n 11 •·ill. be poeeible under the 

S.nator O• o•o1. 1 did Pk.........,r to obt&IJI tho refund. 
S.nator K.so. Wu tile 00~ 00": that you bad dtah witl1 it. 

pau or tho United Stat 1 P ~· paid for the hogo tht ume in e'·•ry 
Mr. I"ALLACE. Cert.'l''nly not Th • . 

ll"•otl,) .... ording to the fre' hi ' e rnce paul for hOgJI varico 
.Se-nator K tNO. Then ho~~ co rates am the nct,tmMI t.o tho market. 

i 'Hh dil l lll!Q;OIItion of o possibl uJd y~u detertmno-1 nm intrigued 
1 u~tr. llo• ' t'<luld you do th&Lf P8•~g or Jle.rLof ilune~ to tbo pro­

ow could you deternuno whctl1er 

c 
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tbe p........,r bad .-1 aoy of 11 batk lD tho procha«'r or •l••tlo•r it 
bad Ill ~nr. tt) thf toBJumf"r' 

Mr. \V,At.LAC" • . That. .. an immattrial point ror thf lJUrpot.e or the 
discussion. t am lfif't(lly .ayiug that •·e can det.Umin~ lun a. tbe 
inC!RUNI margin 1~ went. tithN beck LO the produc.-.r or it. wfnt on 
to t11e con.rumer, or it ~·f'nt. fl Htlle of e..acb; but. for practical pul'p()l'lfll, 
we are not eom·emt'd whirh way it.. did, but we can BAY that hl'ro iM the 
totol amount. 

"The Buggr8Led amf"ndrnent. l11 b88ed on tho fundamental J>rin~iple 
tb•tthe proot'"""ra ahould be entitled to a refund or 1110 u1x~ ill~olly 
collt'Cted only in tl1o8Cl CAlK'S oncl to the exwnt that they thom..,lvN 
actually bore th• ban·don of I be tiiX. WheJ'Cl the burden of tho ttx wu 
actuAlly pUled on 10 ultimate co.naumen or back to producfl,., thtra 
is no method by whi~h tho ttx could be refunded to tho [Woan .,.ho 
ultimately bore tho burden or the lJIJI, and to p.orido in oucla • ..,.. for 
refunds to th• penoona who paid tl>t tu: in the first in•tu .. "'Ould 
&irnply re&ult in unjun enric.bmM' on a IC&Ie e\'etl lll"gN' lhaa thlto 
in\'oh·ed to date in tile return or the impounded funds. Thio prin· 
dple that rrfunds o~uld he made only to tbe oxtcnt to ,.·hidi tbo 
burden o! tho laX,. ... actuallY borne by tbe ~ doiminetbe ... rund 
io lhat .-hida ..... enunciated by Congna m adopting ...,tion 2t (d) 
lut ran. The ltllll!fl'led laneu~ would mak• it much mo ... apecifio 
and I•Y• down a dtfinite mle !or lho obo•"ing thai p.......,l'l mua1 make 
in onlcr to indicate their ritl:blto lhe refunil under tb.ia genonl theory. 
The IUggtOlion• or thio OeparlnLCDI .,.., contained in tho p!O.,_.. 
amendment. numbfred 1(3)', Appecdix I ." 

1 think you have it., Sc.nAtor Harrison. 
Senator Kt:<O. My •P.penc:li>: apparently io eliminated. 
Se•\ntor Cooi!CN8. \\ a un t.ake up that, can we nat! 
Mr. WALLACE. Ill itt dC'tMlribcd ln rather simple fAshion ln tha P•'rt 

which I will now read. 
Tho Cu•aruu:< . Sup1>0ael r>ut that in tlae record in tbis connoclion. 
('rho matter rererrcd to'" a& follows:) 

Regraded Unclassified 



818 UVD11& ... cr, ltae UVL'lfO'& AO'I', J IJI SUI 

Regraded Unclassified 



a&\'Z.SC& .t.cr, ltJ• 821 

() ( 

Regraded Unclassified 



UVItS118 •cr, ttlt UV'L"f'VS &at1 I tit 

may pt.,.. WliJI,..... undtr oalb: lbt witntM may b8 en.min•d ....t 
.,_..,xamlD.,I II II••. rlaim ,. ..Umrt..l ae a noult or. tbiO b..,"'· 
nothin~ furtlH'r i• l'fqUirfd to k done. U tbft tlt.IDl .. d..allo• .. d, 
tbe tlatmon< 1:11\,)' t>!'UIIOD for.,.,,;.,.. or wyenor or law by a Unit.ed 
Statoa Cirt1nl Court of AppeoW<. U the fiodinp of tho CommL..,o""r 
are in aA"(''rdant'f' w1tb law, they are not. reviewable. H 

S.oator IIAIAIU Affl tbo pl'raDD& wloom the Commitoiollf'r can 
natne lO hel\1' tho ••idonce ...... determine tho foote, ofDoiale or tho 
lnternol Rovrnue Oepartrnenl or outoiders? 

Mr. w ....... ~. I IUI)potMl lhoy will b8 omployoet or tho 8ortAU of 
Jnten1al ftl'lvfnue. 

Tho C•IAIIIIIAN. The S<>crot•ry was not reading from the amend· 
ment. 

S.Ootor li••To.O•. 00<01 your amondmont provide thai tho rrp...,. 
lfJ\IAIUVO or ..... lnc.rnal Revonuo ab..U b.a<t tho dofmito and flDal 

oooeluaionf 
Se<n!W'V W ALLACC. Not wilb ...,.poet to quMiions of low. 
Sonttor )IAITISCII. Out wilb -~to quMtions of !ottT All ol 

tb- things .... quNIIOOO or ,..,.. Wbetbtr be po-t it 00 or cl.iol 
DDt s- it oo it puttlf • queolion of !oc:t. Do8 your am~dmonl 
~'"!pose tho~ the oo!IUillalioner aball decide! 

Seen! tory W ALLACL Th• ooounltoioner ,.-,ndd be fioal witlo noptct 
to quMUoDI Of fatt. 

Sftootor llunsoo. So if be wanted to, be oould throw them ..U 
out and no bod! would bavo any reclrooo. 

Seeretory \\ ALLACC. 1 think oo far as the queotioM of foet are 
concerned. ThN·• oro rertoin matt.ers gnvernillj! queotions of foct 
which are oet fortlo la~r, which 1 think abould be heard before thoro 
is further dilc>u .. ion on thot pa.n.ieular point. 

"H the court Iindt tbat. t.he conuniuione.r erred AI t matter of law, 
the eOAe may bo tcterved or remanded lor furthor hcnrinr by tho 
commissioner. Tho powor of tho courts to rev....., aueh findings would 
b8 in •ll roopoota aimilor 1(1 •nd no greotor tloan the po>~•er to rev~ 
a doeision or tho United Stnteo Board of TAX Appeall (Soo /Jd .. riflf 
v. Ranking, 296 U.S. 123). U, however, lbo Sup~•• Court tbould 
decide thot a clo.W\J\111 is ooootitutionally on titled 1<> the. IJidopendMt 
judpont of the oourl on the faciAl <- St. Joupl. St"""""""' Co. v. 
U~tl/..1 Stalu, No. 497, d«!ided Apr. 271 1936), tho oouriAI would hove 
pov.·tr lO examine th~ t'\·idmce before we eoJ.'DJJliujonu M a ca.ut~~Uon 
of law. Exctpl u to tho otatutory period of limitations, tho pro­
oeduro outlined it thot •·bit.b woo oont~plated in -lion 21 (d) u 
it now road~. Of oouroo if d_,..j deeiroble, a quui-)udic:a.l adm!A· 
il-trative bo&rd eould be aubetituled ror the commi@ner/' 

1n that, tbJI Treuury boo in mind a dilr•-• proceduro. 
Senator Kt!<O. I - no itnpropriel1 in malcing oom• olflcial of 1M 

Treuury the final arbiter on the queation of feet. Of COUIM, it tho 
foc:ta are oo o'*'uro or oo indefinite u to become a queotion of law/ 
and we have that in our tbaneery proc:eecl.inga, lboo u a molter. o 
law, tho higher oourl can review it. It-- to roo you are foUOWllll 
& very oound judicial procedure there. 

&erotory WALLACe. A little later .... will diocuM lbo motJood. or 
measurement wllieb would en tor into tbJI determination of tbo qu•uoo 
of feel. Dut rlrn, there is a qu .. tion o! procedure in tho eaM of fl'?"r 
stook tuN, whieh are alighlly differool thou tho proeedure WJtb 
regArd to procooaing t ueo. 
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''Thfo r•rondlll't' JU.l outlined io ~t..t r .. r appb<atinn 1 

f"la.un• for r1"fu.nd1 of pt"'(8Sing c.&<tfll, • ·bith (lfJO"litutftd k~ on Y lO 
of all l&\ .. 1,...1 under tho Agricultwal ,\dJUlltmrnt \<t ·~··~ 
•trr only 73,000 payua o( p~ WN o( wboJ b . If!" 
about 05 Jl"''C'rnt o( the pr<>eeooing .._,M euile•t«J Jl ut I .~00 paod 

;;'f,h('l prort~dure an the ease or floor eto<'k tax~ p~d 
:>in.., th•re are abou~ 1,193,000 Roor ai.oo"- t&.'J"' .• h · 

only nbout. 10 ~~tnL of tJu~ totaJ amount. or t..4axM), 11' w 
0 PAJd 

iiJ'C'r th~ qut'etion8 Jlre,&euted nrc fAr timpltr, 1 be ht~rin~~~~~~i:ll, tFd 
•• t lO CIUifc .of prOOOSSiog taxes lu\ve not bt-eo ~oouun ... ndNI c e< ~r 

cui aM of f'lnmu,nt. fn~t the taxpsyer, UIKUI rcjeC'I ion of hi~t I o.r th~ 
• o~ed to proceed m the 3ft ·00 m 1 • .. <'Aim, tS gtr,ac~rnl ly un!l('+r I be re'•eoue I~W'B." nnner M t •wuant8 for l't'funds 

&nator KINO. Pan:lon me ror int~rrupting. Out or thot I 400 
were.,th•ro proe.....,rs who ~-.re millero and .,bo ha<l ,A d 1 ' · h 
tc'N!4Wf and to ont \.V ~• Wlt 

i~!:~~t~Y~~~~.:k?~: Y~ ~~ 3~1t•J:~~rent rro~ those 
~rttle manufacturers, •hea~ mille,.., and to on. cot.t.on tp•on.en., 

Seoo!"r Cotratl<o. May I 88k . at this point: ThtN hn bHo 
•~oono '!'ad•. before the ~mnuUoo that to oirnpliry thio ~r~nd' 
~~ the ~ '! nu~~tbbe demable 10 refund tho WN that they p~ 
on Jan :•ng o e oet rather than to auemp~ to tlx in•·•otory 
'f u,:fY • 193G. Have you have any vie'"' about thotf 
•' r , 1'" ALLACE \Ve have 80Jilb defini • 

h!,ly t6dlolcal problem, exceedinpy .;.,::~~ on that, but it it a 
~1 na1to1,r Cocusa. I am not askin(! you 10 go iniO it 
' !· ALI.ACE. 1 have not been mt th · · . p~rt oeul•r qu .. tion (or 6 wooks and .,o1 d'o P_~.!"\' dotaol~ o[ that 

nugbt CtaAlO ( • ' 1 18CU~"U It At. th18 tlnlO l 
l.igbt And just~: !f~hn~nd tl am ~ure t~e.t,. what ,YOU A111 after' is 
prefer no~ to answer it Tpoo. to tbl! p•rtoculor poout, and t would 
bo ouftiaiontly, poet~ ~0 itt ~~~w~otl111~~ ~~~e~f our moo bore would 
quaellon now 1( you c_a.re to ask it of h' g. t. able to ftn&wer your 

&n&tor CouaENS I woo't k • un. , 10 go Into that 
11 
.. i;

00 
boa 18 •.tnow, but 1 would hke atoome time 

pi'O<eduro if yo~ took it 'u or~ •t- to mo i~ would oimplify the 
tovoutor:y on Jonuary 6, 1936, • paymoo~ or the tax rather than .. o r 

Tho C••••><•.~. And if uld . '-woulcl be in I'OYOIIue you 00 g>ve WI any fi«u .... how much the 
Mr. W •U..cL ShaU j h 

&ootor eo.....,. and tbon ave_ one or our moo ~~ in tooeh with 
partkular pointT 'II'Tlte you a ~ttu With rflard to this 

&notor Cova""" 1 ref tha OYt~ you are read . • 1 P er t '!'o !'hole '""n!nittoe ~ It when-
n••uoa '" .ue /me am not pushing .1t. now; J JU.It w•.nt. the infor. 

The C•••••w•. J;..t furnish . lnv~vod in tho two plano. •t to 118, and oloo about the revtnue 
Stn1t.or W .u~n Tb& · 

to talco It aa or til~ time':i':tt ;,u ma~de bore ~bat it would b<>aim1>1er 
S.nator Cc••• y 011 ey P&l tho tax. 

ti!l!lll!'lfllXp-_vera 'paid 
9 

no to here that 1,400 out of the 78,000 PI"'­
rm••i!lon-or oouroo JJ,

8
5 Percent or the t.&.<oe ooUooted, and then thiA 

drottio PI'OOO<Iure" lite f~ho"'o 71,'0001d "tbould b<> oubjooted to thuame 
• , wou ny no'f 

ITY&.SC& ACT, JtJt 

Mr W .u.t.AC&. Tbt)' would be IUbJOO~ to tho aam• proredun. 
Senator (.'ua• 1)(1 you not thin\ Jt is o ,..,. t .... Li<- p..-Juro 

10 hne aa offi<tt of tho A..,euiwral D•parimlllt p..U. upon 11M 
mats.« finally, u 1 tna\tl!r of f.ea., wiLh oo rena• by aBJ' t'lOUR 
'tdJat.toe,·erT 

Mr. w ........... It "- llOL h&PP"" to be "" oftitlllr or .... Arri••l· 
turol DeportmOII~. 

&motor CLAn<. An onl••r or any department. 
}.[r. w ALLAtl. h I16PJIIllll lo bo tllO Commissioaor or I uiA'rn•l 

Rev('nuo . 
. Senator CunK. An offic•r or ... , cleparlmeot, piYI8iJ11 6MIIy ... 
matiAlr or fa<L, and not aubjeel to JudiciAl rovi<lw. 

Mr. Wuucg, 'J'hemethod or -~rtaining the !acta beingoe~ forth 
by the Consr<M. 

Sen& lor CU>~~. A more miniatori&l ol&er acting u o final •orbiter, 
no t subject 10 uy judicial proeodure whatooevor. Don't you think 
that io drastic proc«luref 
~1r. W ALI.o\Ca. I would think, S.oalor, that i~ migllt ha "eU if you 

wo\lld delay aaking tha queatloo until I read a little furth• b..,, 
The C""""""· All riaht, Mr. 5ectet.ar)'. 
:\fr. WALt.AC~. NolO ibol'ustification forU..ruloaauggNtod' 
" In propoorioc opo<i& N .. 10 guide the CoJnmwiooer in dew­

mining wbe\be< or not tho proa.or has oe&ually paid tho tax, the 
propoOed amtodlnM~ piiC(I& main ~ on a oomparioon of piO­
oeMOn' m.argi.nJ be-fore, during, and after tl1e tax wu in eO'ect." 

That io a ··•ry olgnifleant &elllAlllCO there. Tha~ io the h..n or tl"' 
proeodure hero augealOd, that lhe ma.in reliAnce be plaoed on o com­
parioon or priK't'Mlrs' ma.,-ms bo(ore, during, and arw tlle ""' .., .. 
w ef!oel.. uu. is " wall-known fact. t.hllt., in the ease of moe1. or the conunodi· 
ties aO'ecl.<ld by tbo proeC)IIIIiog ta.eo, the amount or tho tax wu 
quite largo oompnrtld to tho nonnal margirll! rotainod by/roetiiiiOrt 
between the prieo at which tl>ey buy the raw material an tho price 
at whi<h they ..U tho fUiioh«l products. Aeron:lingll, ir tbo pro­
eesoor ohirt«l the burden or tbe tax, either by inci'OUl"l! hill ~tllin« 
price down, or by reducing his buyiJII price below, "•ba~ 1~ otherwioe 
would ha vo been, thio would be evideneod b1 an in<_,. in hill ~ 
operalin1 margin rotaiMCI during U.. tax ponocl. On the otbtr band, 
if he actually abeorbed the tax bimselr, tha~ .. -.u.ld b<> ahown by 11M 
!act that hio g.- margin during U.. period the tax wu in offe<~ 
,.-ould bo oo l~r than when there wu no tax. The ~D<Y 10 
;...,_ marxinoo during th• time that the tax .,.. in eBoo~ io illu• 
ll'alOd in !Wii'N 1, 2, and 3, appoodil: n, prepared by U.. Buroau ol 
Aluicullur&l E«>oomiao from data obtained rrom tndo .ou.-." 
~M O( tho fact that the Other &oatora had aot thMt appoo­

dixoa, I om going 10 uk Mr. S.••oy to &Upply thtm ,.;th them. 
noe CH.UMMAN. I think we b&d bettor pu~ them in tho rerord now. 
Socrttary w.~L.o&. You ,.,;u notice in lhc upper~ l~'·rrinll 

to char~l the buyinc prioe ia indicalOd in the Jo..-er line ,.;, 1 ..,.pot:l 
to who&~, llOd tbo oelling price o( the whoa.~ producta io indicated in 
lhe upper lin•. Tl><> upper obort 110011\S ll(;mewbot coof111ing, bu~ the 
ei!Oe.oct> or it io indicated in the lower ®art, which .. tloe aub~tion 
or tbc lower lino from the upper uno, &Od thut gi.voa prooiooly the 
amount or the margin, definitely. 

~~--~------~~--~·\ ,_0 __________________ ~~ 
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tl••.~nr<han, therdore1 •h•<b ~na•n Jaau•- .,119-rou ... - ... u ~ amoun~ ol the ll1&1'f!lll ·~ -' _, •<, boab~l bot ....... whtt .... .,.;d w the fanner lew c"""~ ~d ::'"' per 
obt.&lned from~ produet of tho~ bUlb~ wu abou~37 a~­
and wen~ along just obou~ that poillt 37 cwta w aa ~"'· roug!>ly, 
rougbJ, .. tiJI)O~J from tho abort up' until April oll~:i3 3 •e;"'.; JUSt 
n

1
um!J:or ol Uungo began w get in iho willd. And thrre wua~ ,}t,~nb.~ 

0 Ill UIC11"t1.818. "" JO h . 
S.,n•tor CAPPJ<H. Whore is that on the che.rtT 
Mr. I~ALLAC•. Mr. Sa•oy is poin~g to it with his pencil 
Tbrn on July 1983 when the proce811lllg w ., • · 

wu thuaudden incnwa u~ to a litUe Ab0\f6 16 c!~~lnto clfe,.n, lhtre 

~.XY~ u;:~t\~~~;,~1~1 ~.;dr.;:.,• :.':31tf olhu~cr::-inti<IIJ. We 
oanco ~tobor 1933, the roqu.irementa 01 re oro .• 0 IUApen~ed 
ua..actJOIII, and thoae had not boon r$nst~l'lulg 3' lli!*UIAUVO 
!:;;;!~• n "'obodl~n,.t !poct•~otion u the ,....ult ol • numt:.:':.r lh\~'! ;:u~ 

, lD "" 0\'UDmOIIt knew •n-•• d ~-· h. •• pnoeo • ·rro akpocketing and nobody a";;"~!f'g, runllror· \~'heat 
Dour ouaht to be. Th t .,_ ew Jllllt whtt the pnoa of 

I think poeoibly u!t ~~~M:.• u 1 ~mbor it, on July 17. 
un....,al peek in nwgins there. 

0'Noto~b':~h•ng '!.~o '!ith thst 
on the pan of the llliiJu& ill • ng an,~·"'& Improper 
oituauon ..,.. 1 •"-'· I• ony - · Nobody know •htt the 
•- • • "'""'· • """" • vaat '""""latl boo b' ,.I_. 1n l11e middle ol July 1933 11r--::.:::; vo _, m "' id> col· 
nM~,Ui~tnl• at that. time. · 0 mnet.at'DU our reporting 

Then ol oourao, tho N R A. came . ti ll I • ao murb elf oct hero 118 it.did ,.;~ tl 10 
• t •. atrr. It d1d no~ hne 

C!&u~ et.r11\1n uncertainties as to ~e ~t.'hn •Pthwnm, however, which 
Tbo thing hogAn to aetlle down ~ua w at .•t margin ohould be. 
know wh•~ ll•o average mlll'gin tl ' . o_wever, a blllo lnt~r. I do not 
lntl!tfi.Jl. Hll'"e l8 ae oomparod whJ1 tho provious 

Do you bapr>rn to know M .,_ b ror that pc_riod wuf You , i' r. ~voy, w ftt. tJ1e aver-ago margin 
The ehart illlell g;v .. wba:'i' read.;~ughly ofT t~o c~art, you oee. 
lbo C""'eooing tax from th am . . Thtt. lo,.er hno oubtraete 
wou d havo bfen if there h~ to~ m~ aod ,gtvea whet the mAtgin 
to w~i<h tbo lattrr port ol the Jo J',roc~ tox, tho real extent 
theli!>o pro>iouo to July 1933. wu o conunuea the t&rl1 port ol 

This DOJCt chart abo,... tho · · aame kiJld or I picture you pteture m tbe ._ or bon. It is tho 
until Novombor 1933 ~d the htTo ~ mupn from Janua.,. 1933 
lint of 60 -"' a hundred ~~ tox wu put on gndua'lr ~nd lin~ to $2 26. So .:.... •• ~ ~!1,"ped up • tittle later w Sl: 
6110 ronltnu .. ,..hat tho ~!Jdi, Novomber 1933 the lo•er 
t.u1 •·halOv~ it,...., " '"" sub::;\'..t. no born of tor. the p...,._;ng 

\ ou nolO In a rough w t.ba . . 
l!'•rgin, and thot altrr t.ba"'fu t It oonUnu .. tho proproc•ng tox 
hn~ goco htrk to whtre it,.. .. ~throruoved, th~t tho oJtua_lion of the 

?""•tor BLAcK. Do ou m 10 
• prep...,.,..1ng lOX l>flnod. 

P••d for tlto holt' and tl~ price":~ ~~i th
1
e margina hetwoen tho price 

ramamed procuoally tho samo bo7h •be It lOY wore aold ~I tar proc-n.g 
oo and After the proceaein• t • ore tho pi'CX'oMU'Ig t.u wu pu~ 

---e ax wu put. onf 

- '' 

• 

un:svt 4l:f, ltU 8Z1 

Mr w ALLAU r-. oir; pronded you We and oubtro<t lhe lli'OC• 
..,.wg w durinc tho puiod ol lho proc~ tox. 

Senator BJ.•e.<. But if you do J>Qt ouhU1111:l the 1)1'0<-"« tox, tho 
margin wu • creat doe! more. 

Mr. WAtt.•e&. It,. .. I!"'•IA!J' by lhe omountol tht p~ tax 
S.notor BLAcK. II lllo proc-n.g w were prnnitted to b6 rotalned 

on tho hosw u lor u the grneral bw;ioeo8 ia eoncemod, tho Jli'Oilltl 
would be worelliiC<l and the morgin would b6 illcrcued by the ••ort 
amount ol tho llroc ... ing t.o•, acoordiog to thet chart. 

Mr. IVAI•I..\cr.. You onnnot toll anything rxnoUy Iron\ a rhort. 
Senator Bt.Acc. I aoy, •pproxunatcly, from tho chart. 
Mr. IVALLAOC. YM. •rhat ia wha~ you would judge. 
Senntor BLACK. Ju gencrol, not talrinjot the ondividuol ..... ol 

packora, but the r>rofiltl oa a whole ol the wduotf1. 
Mr. WAti..\CII. In toto, yea. 
Senator Ocoaoa. Th" ahart m .... Jy indieatea, I l'uc!Jte from your 

statement b.,._. you t<>naidered only lhe p.rice paid or iho row mot6o 
rial and the priu recoh·ed, and no consid•rotion bao betn lti•••n for 
any othu chfnce ill tho variable faewrs illvoh-inc the <01ltl ol pro­
ductioo aod manufAfture. 

Mr. WALLACE. You oro opeoking of labor, panieularly• 
S.,nator 0KOROL Yea. 
Mr. w ........ ca. We mighl aay t.bat •·e bavo w aome extent u a 

con-eetin~ of tha&. Aituatioo, the margin u it. exi&tA. altw the LU wu 
re.MOYeci, 

Senator 0••~••· But I .. y, your aharta ore modo on that builT 
Mr. W AJ.LAe&. They •re made on that basis; yea, sir. 
Senator 0£011011. Oltbe purobue prioa, ~e oost of tho raw product 

and the oclling pri0<1T 
Mr. \VAt.LAOC. Thllt. is correct, Mr. Savoy, tba' lbc eblrl.l Art 

modo on that baoia ol tbn nbsolut.o margin bolwO<>a wloot i• ~•ld lor 
the llroduct and whot is obtained lor the product, ao lllllt 1f there 
ba& bortt markod inaroalle of labor, th•t doea not appoorT 

Mr. SAvOY. Tbat ia oorrect. 
Mr. WAJ.LAU. 'l'blo (indiootingj i$ t.ba ootton aituauon ill • aimilar 

mann~r. Ntithtr, may I say, senator, has been t.akto int.o account.. 
a saving that. migh' come .,..e will uy, lrom impro·vtmenta in 
trcbnique during tbo p;ri;,'d. You ...nil nolieo, lor motonco, in tho 
ootton texule buoin-, that lho margin thrro-you bo•e, atortinc 
bock ill the year 1026, you .nil lind ralhrr ao unuou&l tlting. The 
margin bourern tho price of tba produd and lhe aclling prieo ol the 
lini!lbed gooda ia ateodily ,eoillg do!<D all &he_, thoro w 1033. hit 
l'1l\ber an unuoual aituatton or the import of tMimoiOI)' in lho por· 
ticular bUAill-. 

Senotor BAot.&T. !llr. Secretary, ~ cha.r1. ah.,.... tho miUJin, bul 
doea it rel.ote iltlrlf to volume of soJeoT 

Mr. W ALLACI. No; not at all. Thooe thiJlgo •ro not taken into 
acooun\-. 

S.Ootor BAILEY. But II the loea wu due to docroued volu01o1 it 
would aUU be a I ... T Doea it tell us il there waa o oonoidrraole 
reduction in tho volume ol ulea ol grey gooda ill tbc l>flriodll obown 
on the ahartaT 

Mr. IV ALLAOE. Senotor the only light wbieh !could throw on that, 
whieh I think would bo a dimmer tight than you yourw<'lf oould throw, 
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io the ¥11 wlucb I oblaiood from ~ I<> th · 
th• ••LiMI «>mrnutte by tha lf'X1ile mdiaot ! P'-IIIAiuon t..fo,.. 
remombtrthefiJIU-. tb.m.lfUa<U>Iid bl ~ Y'!"" ltlO. ond of I 
of ~ .. of ~y goOOJ during that ptriod~ 0 

U<l.iOo m th• volume 
S..na&<>r U41LI> Tho apilldleo in place · thia 

obout 8,000,000 from tho peak. 10 
country "•ro do•·n 

eh~:[ ~¥,i.l:-'~~.j i~m hue, Senator, iJ lou would "'! intoN~t<!<l, a 
goods in the ~nited St:';":'/,:t'.!:""in' ~'9-J:U"~f11Pllon pi cotton 
your <IUOIIion with tho limo element F,, it 1 mi~ht ,.!obul will ~hrBM tl05wcr. 1 --e. uu • a to gn'o ttn 

S.n•wr IIAtLCY. Tbo time indicated by the ohBrt.. 
Mr. W ALLACil. I do not hr .. ·e it qnite that fttr bkk T . 

yenro 1023 to 1026 u 100· in the ear 1g28 · · altinsr the 
c~msumJUion wat 20 PfrC!en't.abo·ve thaLno~~ i:~~ ':m that the 
lloo wu opporontly about 7 ~~ above th ' b . 1 ° 00~101'­
ab<lut 14 ptl'<'fDI abo.-. that buo· in 1931 ·:'. oaebo, 111 1030, II wu 
under that buo · in 193• obou~ li • 

1 
,. .. • Ul 13 pti'Cftll 

itapparontly ,..;. abouliU pel'<'enl =I under th.at b-; in 1833, 
of 1833 there wu 1 terrifie upturn until it ~'k:,~ '\' th~ Iauer ~ 
Auguol or tho loll aummer ill'N<lhod about the IU:M& ~·-~,'0" of 
~.na1or BAIL&Y, That. ~rri:fie u ~. 

of the .mtenoe ot tho p,_,.;,f~ '1t by way of ·~""•potion 
&bead oflilllo. oy were m~ goodt 

~lr. WALUC&. Tho•~ or in ti . . (" 
ln 1834 thit it rather.., to "!' OJ!IIlon ° "· R. Au wag,., or both. 
26 buo. 10 l"'llllmg'-1~ WlUISOmewbaL above tho 1923-
~ator Bucr. How nmcl> above? 
o·or. WALLAco. lL looka lik · · bo 

1036 it it below ..,Un. 0 ' 1 "' • uL 8 or 0 percent above. l.n 
S.nator BLAcr. All<lut how mueb? 
S:'!r, IV ALLACE. About II percent 
.,..Dfttor DA.ILKY That is 11 . . 
Mr. IV•L••cc. That '• tb.'~:nawnJiionror «>lton good8t 
Senator ll•••or Can ump on o ootton gooda. 

of raw cotton? ' you compare thai now witlo tlie oonsumption 
Mr. W ALLACI I think thai uld bo , • 

aomolimelag, bu.ttho lllllWtr wo~d bo obghltamod. Thertl would bo 
raw cotton tlaat. dotw AOl enter into rou Y the aame. You me&n 

S.nator BAIUT y._ Our d ~nT 
Mr. W .u..I.4CE. j do 11 tlhinlt Gmf'SUc vaw ootton. 

but thtre would bo 1 W::o factor tho ....,...r would be grooUy dill'erut, 
Soo.u.or llunxa.. Mr ~ . · . 

mucb butinaoo u he did ·. 1 ~IAiry, of the J)J'OCeOOOr did only hall 11 
and tho~ of profit "' ormor years, •!L<r tho LOX wu put on, 
, .• X', mudo lOll for loit .. ::, themij.. ha nugbl very w.tl be making 

• I r. WALLACK. 1 think tho ' . ue not?. 
~ onudo btttin ... and bad 0 ~.:n d ran UJom, if bo did only half 
wan boll u much. vo umo, be would oo mokinc 1-

Sonotor li.uoTU<as Then if !tuod solely upon tb~ dilforeo~."l',!' tulce of d.•t<orulning tho foot. are 
~,orderrlol . dctormina whether or .~ omarguo, 18 thai • Q(lrro<l rulo 
•• urn o "' ~u? • 10 proc-.r it entiUod to o 

Mr W .u.uc&. I do Dol think the Go.-.mlNI>t.-ollld bo ""'J>OOIOible 
for the \Oiu.meoflbo buo...-dono. 

Scoator RAU.ttY. Th~ Oot...,_l .,..,uld DOl bo ""f''DOible f•>r 
tho volume, but tbo in.-...1 1&.-aDd tho pri- rodiKt!d tho volume, 
and 1 think thaLOhould be afa.tor lllal.OOuld bo taken into acoounl. 

Mr. W .t.LLAc£. I think you lhoold take it into &<OOunt. 
Sena&<>r IIAI'fi~Uo. Jo your amt'ndment dra,.,. eo thai it tan bo 

t.a]cen inW account.! 
Mr. W ACLACO. l do not think lbo amend men !I aro dm,.·n to t.ak& 

Ulftt.. particulAr poiu11 iolo aeoount.. 
S.nator KINO. ru tlctenoining the marsioal difl'e ........... hlc:h you 

have indi(atac.l ou t bMe rl1arte, have you t.Akcu into Aot'OUnt. tlu.'l (aot.or, 
(or inatonce, of importa, increeaed exports, or th.e tl:ta.a@e in the prioea 
of foroil>;n goodoT 

M.r. Wu.J.Aco. 1 do noLl .. where that would enter in&<> it. ThaL 
hu not been taken into arcount.1 Senator. 

S.nator BAILI!Y. nuL bearin~ in mind aU the lime !bel the pri..- of 
oot&<>o-tbe tax oould not be poi.oct bec:k to the famler, boceiiiC! of tho 
Bank bead Aclloadinc poticy of tbe Oo•·ernment. 

Mr. WAJ.LACa. Tho naturo of ouppl1 and domand in oottooo it web 
that tbort ia nry little evidmoo thai t1 'll'Ould be palBOd t.dt 1o tho 
fanner in any caM. 

Smator BuL&Y. You bouxbL 5,000,000 bob of cot&<>n. 'l'baL 
preventod oot&<>n fJ'Om ~inc dow, 011d that is tho only lhinK that did, 
as fo.r u J lmow. 1 tbmk the p-i~ax •-ould have fallon on tho 
farmer but for tbeltnding policy of tl•e \'em mont. 

Mt. \V ALLAC&. 'l'he eronomtot.a _., to think thaL in tbo cue of 
wheat and c:<>Lton tho nature ofau.pply and dentand iB su.cb that very 
little of tho tax would have boen pMlood back 1<> the public in the cue 
of ~hooo two l>roduet.a, buL in ll1o ouo of bogs them iB alitilo difforont 
s ituation . 

S.nator n .. CIY. You d id not lond money on hoi!"? 
Mr. W ALLACC. h it 0 diiTtroot typo of demal\d. l do IIOL fuUy 

agree with the oconorni&tl, you unde.rBta.nd, Senator. I dispute with 
tbOlll on the bot~ oituatio11. I hove foiL rigb~along !haL tho tbing wu 
.,.....00 much more laJ'I!I'IY on to the consumer than moot ol the 
economieto think. 

Senator B•••n. You will &gTOO to this eJ!eeL, that u lone u Lbo 
Government wu lending 12 _._ a poued on c:<>ttoa, tho~ all tbo 
farmer had 1<> do ,.... lu pu~ il in tbe ,......mwoe aDd bo "'Uid bo 
&MUrod of l2 oooto, and thol the Oovemmont would hold tho bee· 
Tha~ ,.. .. ~ 1116 prioo OL 12 cent&. ThAt,. ... tho all'ocl of thAt 
loon. Then wo r.dueod ill<> 10. 

M.r. W I.LJ.A.CC. We tla.ned ouL •~ 10, ioereued 10 12, tbeo ro-
dueod again to 10. 

Senator B.u~cr. 1,1at bad tho eft' eeL of pegging tho price? 
.Mr. WALLACIO. Yeo. 
Senator OJ:Oao£. Mr. SoeroiAiry, ua mattorof f~l thon, wbato,·or 

our theorie~ may be abou~ lt, u a matter of fac&., in tbe eae or hop, 
i:o the early daya of U1o p~nc tax, it wu frequmtly ouood boCk 
to the l'roduoer. lie frequently aold bi8 hOI!II on tho m&ikeL 1- t.bo 
proeeeom~tox. 

Mr. \\'A.LLo\0'· I do not. like to u&e the -.·ord "frequently'•, ~uM 
thaL would ouggMI thu wu puood bock in thee-of one fo"!"er and 
not in the caeo of bil noi«hbor. J11 bOI!II, there iB ou~b o lhi,nc u • 
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nall<•Dai mark•~ ood lho ~ OD •IP..., clay I<!DdJ be 
....... 1.- tho~ ruatoiD8 eli« diJrerootiolo "''all lho .:n... ""'l:bl..r lho 

S.nator 0110ao .. Wlu~ there illlJUitiOD&I muko 111 .._ • 
ddl'cmnee be~·-.., pn.<M for bOp in dill'uent -tio.:; r .. quow.. 
• poaoul-fed bog ••ll'erod aJJ of ~~~- ,....,. • or m~ranc., 

M r. W ALI.ACL That il one of the eu•c,oo;er pri"" diJr u ,_ t.l•• l>•ckera try to onfo""' oren *'" that 
&no tor O•o•••· And nobody can quite f1g11n1 ·~ h 

Aa. lllOtt!'r of foet r happODcd to be ra . hOI(W ~-.:n""tt~ol e P""kor. 
l.llx w•nt "'• and I oold oome bogs from "':!:b~eb tho pro · proo-u,g 
w .. bodily 14kon on U1e buis of any mukM. ct'

081''3 tax w .. 
M r. ~V AI.I.Aoc. That was an illegal thhlg We bad '·--

oomplamtM of tbllt oort. • • num.,.. or 
,..,B;"••tor OcoHoc. That did not continue very long, u a matter of 

Mr. w ....... L No. 
wo~~~~~~~aoo. O~erally, at lou~ in my IM!<tion. lro oc.Mr 
to get th~ ~.!'=':!.,~~~ei,":~ "{'me time,,'=.!_. begaa 
not~ >t b.d< to 111e producer. prNIIIIIe -r wore 

to~ ~ '~i:,"i!,~;t!,~t think ooy of the Jug. peekoro undertook 

in!::tfaw. 'i:.;!. I did oot aey thaL, of ooureo. They wore the 
Mr. W•u...ao. I think eo f th • thing Uke tho I. me 0 em may petbape h .. e tried to do 
Sooator OICORO&, And the intermedia b 

wlveo ,did not know bow they oould b!:,di~Y:t;"• IIIey perbapolbom­
they wnply took the tax out of the priee . d ..,. own problems, eo 

The CHAIRl<AN All right, Mr &ere p8l ' 
Mr. W•LLACI. ·This;. rather. f.:lry, Y.Ou m~y proeeed. 

ta~o u~ your tlrue with thitf I d dot~U~ d >3eu .. >on hero. Shall I 
pomto 10 the de'tailcd disouuion tbo 1nf b ow wbothor t.hore are ooy 
dileuoood figu~ l, fi. guro 2 and •-~ 3 ave not brought up. I bllve 

&nator Cc Le ' '"'~v · dileueood oonNs. t us efuriioate thnee that you bno already 
The CH•IRl<AN Only .u..: th • 

raody taken up. · Ul8 016 tbhlge that you hove not al-
s.Aator B•aru.n Tbooe &gw. will • 
Mr. W ........... Wo migbt.aa well go m~ tho ..oord. 
Tbe c.r.,......,.. v .. ; the 1t'bol6 8,~!~~-~· ..oord, hop~ 
S...ator Buru.liT. ,-,_<harts~" . .,. m the ..oord. 

no~f •w m tho reoord 100, will they 
Tbeeu.,..,,..., y .. AJI..:..r. <1:'>• d!orta (ap~ II)·~t,,..... mor.PI'OCMCI . • 

boon-) ern.! to will oppeu m lhe reviled 
Mr, >V'•L'-'CC. T"- exhib' . . 

that, 10 the- of tbreo r th 114 "!'" mtroduood meroly to illum-eu 
to ~"'«00 in 1!1'011., ·0 e maJo,r oommodit.leo involved, fllOte aa 
buirr for maoufaoturenr ~are obt.llioable llOd do proride 0 poeitive 
the tax. Theoe oh&JU of ow whether or not they did in fllOt abeo'rb 
6gt

1
1reo obtained from the ~~~i are bk~ m•reJ.r on the averagt 
n otl>or worda theoo charts ~ mar et quotat>ona. 

..... the general situation Wbil illJ'atr':to >n a genoraJ ooooomio 
are not the proeioe method -·h'che >ey tlluetrato, tlte priMiple they 

' would be uecd w pr&ClUC6. They 

0 
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iJJU&~r.o, to Ill) min•l, tho brood, gootral juetice ol tJ.. rMtbod 
•·hid! ..-ould be i>oed in pl'l<to.,._ I •illl realise that ia many of U... 
brood go' t~nt.ol uuviiM'I, eopocially .,..bore taxeo are invol•ed, 
tbf.re ~.of ~ty, bterally h"!'drede of speoi6o U>jut~ Tbe 
qu011ion ,. to doll<lO' tr the rule wlueh •·ill mob !or the mt.lWIIwn ol 
justi .. and Lbt minimum of injiUitiC6. r do nol know of any perliculu 
i:ule tho I will oomplr~ly •lim.inate injusUoo. 

fU 1 .. ,, Lbe cl>irUl are hued on the genorel oiluatlon. 1A claiminc 
relundo, eMh monufaetur•r would be expeetod to use W.. own n>ClOI'dll, 
indicating Maotly what t h& &it..uation wu in tt'mla of hia own oper­
ations. Tho au~Ntod provYions indieaW. cl~arly l.bo data wliich 
manuloc~urere m>gbl llt('(l 10 oubmi~ io makiog such a &bowing. 

In addition to th-atneral margin pro..Wono for ereallrll!• prima­
facie preeumptinn wbetbtr or to wblll exton\ the taxl"!yor bo~ the 
burden of tbe ta•, • number of aupplementary provraiona aro .. ,. 
gNtod to eover epeciol oituar.iona. One of lheee speoiol oitu&tioD8 ta 
m ootton textil .. , whore other !acton, ouch Ill N. R. A. oodeo, were 
incnaaing -ta aa w•U aa the p....-ing ~&Us. In eu<b cueo oitber 
lhe claimllO~ or the C<lmmiooioner of IniBDal Revenue may introduc. 
evidene<~ indi<atona the ut.tnt to whicll tlwe oll«W cimlmat&n<M 
explain tbe c~ abown on the margin, llDd ihe C<llllll1itlioner of 
Inwnal JU,·...,ue it direal«< to give suab evidtllee due •eiabt iD 
det.onnining wb&ber the p,_r bore the burden of the tax llDd in 
arriving at the smouo~ of tbe refund due the claim.urt. 

J do not know whether lhu oovera the point in wbkb you are in­
t.ereet.od, Sooator OeoJ'Ie, or nol. 

Senator 0110on1. 1L doeo, in • aense; YOS, air. 1 merely wo.ntod to 
know, though, what f"'ltol'l were taken mt.o oonaideration iD tl>e 
preparation of the charta. That is what I was driving al. 

Mr. WALLACI'- Yeo. 
Senator O&OliO®. No~ whether anythhlg else abould bovo b­

takeo into consideration uoo...arily, bu~ wltat actually woo u.OO u 
eb&ais. 

Mr. W ALL•C&. J'rovioions ue alec mode !or the Conunitoiooer to 
Lake U.to eonoideration other evidence indicating who bore the burden 
of the tax, ouch .. , for example, the preetice of a coocorn in includ­
ing the eon of the tax aa a apeeifio item in billing ita custometll 

In the - of ct>r1&in p......,..,.. lhe tax waa included iD tbe biU t.o 
the eonoumor. S.nator Oeorp baa giTen oo iUustralion where the 
p.......,.r attempted to bill the produoer !or it. There are other pn» 
"""""' who made it a very l'fCular proeedure to bill lhe COCIIUmor for 
the tax. 

Soootor C<lva&><a. Thn is, the billing wu ""parote on lhe invoioe? 
Mr. W.u.uca. Yeo. • 

. Sooator Covu1<1. So tho~ .,.ould be prima-facie eviden.,. of puoiDJ 
Jt on. 

Mr. W ALL.lts. Y ... It might bo notod that thel:l~ propoaed 
u a eul»tit.ute r~r tbe existing lo.nguage of oeot.ion 21 ) ta oo ... w.nt 
with the lollJUOJ!e wbicl> tbe Houee hu alroedy adop tor the "wind­
ran" laxet, In Ul,AC. th6 conditions under which a proceeeor oouJd ehow 
tha~ the rttum to him of impounded taxea was equitablo, beoauee he 
had in fae~ born~ tl>e burdon of the t.ax hi.moelf are l.b• oomo u tboee 
whicl> would oorottituto prima-facio evidonoo Uoat he wu entitled t.o 
lh• refund of tho tu .. which he bad pre,•iowol,y paid. Tho subetitu-
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lion of tho propoood lanll\lll!~ lor """lion 21 (d), to~th•r "ith the 
approval on your part of the ''•nndlaU" tu .... PM..ed by tJoe llou,.,, 
would Lh£'reforo provtnli thtt unjuf!tl enri<!hlllent. whi<'h might. nth('l~ 
wiAe rO.ult rrom 'the jnvalidation ol the te.xetJ under the J\Kri<"ullutttl 
Adjunmeot Ad1 by provldio111 for reJ>ayooent in lull of I h- tu .. 
tJ,. burdM of wllicb wu bomo by tho t.upayer, but not th- paod 
by tho OOiliUmt'J' or the produr.,, t.nd aJoo liy pro••idina: lor trn. rt­
captu,... o1 • JUjor portton of lh~ "•in.dfall" income in lh~ ta...'f!e 
when~ the J)ro<o68or luod not paid atty Lax, although he ool!octod ita 
equi•olMt. • • 

&nator Klso. ~lr. s.. .... tatyt pardon the lfttorrupuon rr you 
c~n~ to exp,... ao opini011 I wowd rn, «fad to have you do 10 and if 
not then do oot heeitato to indicate your lack or d..Ore. ha.iog 
,...;. u you doubtlt611 ha•e, the bill .. it p.....t the llou"" de•linc 
witb' the I!IH:.Ued wind loll w 1 do you..., ~oy imperfection or def..-to 
in it ••hich nood to be atronguoenl'd mawn.Jiy? 

Mr. IV ALI.ACl. \\1•en you opcak of imperfootion~ or deft'llto you 
got Into • field where I, .. many o thbNI, rilly on tholudg111ent or moo 
who •t>wd many hou,.. a day looking into tho minuua of ourh thinp. 

Senator KING. or touo ... , you now refer 10 the lnternol nevonue, 
not to the Senat.. or tho li011110T 

Mr. WALLAcE. I am refemng 10 you g1>ntlemen and your •.dvlton. 
Sena1or Bua.n. I wanl no in1'idioua ffieren ... ma~ thtn! by 

tho intimation that~ Membtt. of Cong...,.. do not opend houra 
on mal~l'l of lhio kind. 

Mr. WA.LLAcE. There 11 no Ul(l footing ourselv .. by Prettoding to 
do things lha1 are aupcrhuman. 

S.oator Kwo. In your view io it a reasonable meuure or doeo It 
worlc injustices? 

M r, W ALLACL It. seems to mo that, ror my own put, the inap('I'(8Q ... 
lion, I would oay, is the omount of rooapture. Thal •• only ~0 per­
cent I would think it oughtlo be a higher peroen~, bu~ It may 
be tho moot practical PQin~ at • •hich to put it after taking c••r;vthing 
into acoount.. 

S.nator Con.ll.Lr. Mr. Seorotaty1 tho r....,n for it ia thot if the 
amouot •·ere 100 pot<oot th.,.. would be a aerious quootion or eoafit.. 
cation. 

Mr. W•u..a. I bavo DOYor ~lood 100 _.t, Senator. 
S.nator CoJ<KAU.r. You ""' into .. .,., able-bodied competition. 
Mr. IV.u.L.la. It may be thu U.O. of you who luovo had pro-

loncect ox~ in wfighing conatitut.ional matters and who are in 
IJ'mpatl>y with the object of the wiodfaU w oeverthel..., feel, after 
taking; •··~thing into -ount, that ia the best way in ••b1ch to 
aerve JU&til:e. I would noc. quarrel wit.b it. I mOJ"tly oxprtM regret 
that it coo~d not be 00 !l<'l<lent, booaulltl 110me poorl• think thal tho 
((OIItlemen are entitled to l'll<'oivc out or the Fodera Trc88ury OUIIII of 
monel: that. 11.-ill be, in rn1ny Cft.ICll, throo, fottr, and fil"e t.hnM All murh 
10 tlooor ~nual ~l"'fita in r>roo~rouo YOIU'8. Thm. is 110m•thing in 
me that,...,. up m wrath u tloat kind of situation. 

S.nator Klso. I think that viow would bo entertained by 110me 
of us. 

The C'!'AJtiUK. All oiPt, Mr. Sec,..W'y. 
~lr. 1\ ALLAn. That 18.,. thu partkular ditc-uMion on IIN'tion 

21 (d). Tbo ..,., dl$c:uooion to .. to do .,.;th the OJ<temion of prinripl• 

I 

Qftl<ll'& .r:r, lfU 833 

I V 1 R R. 12306. This bu to do with ( f"n(l ProvU.vns or till.. 0 
or• . • bel 
tho ou~r lltu•to~n All 1 und.,.tand tloe eugar Jli'Opoeition, l aw 

Tho CnAIIIMAN. . 1937 
that we r·-· rou\0 oulm • 

Mr. "ALI.AC&. yr·· _,., in order to urry it o.a, tha~ the 
Tho Cn•'"""s. t ••.: the ~untol the dUf....,..tial botw""" lh• 

p..,.,..Jng t.ax odn ""~·- under the Cuban TrMty •hould he oon· CuMn rats an our -.,.es 

tioued. • that is mootioned, incidoo~y, h~ olt.bouclt 
.Mr. W ••·u.ca. 'IYtheo, ~ -""cular mat~r il moot>oned m a aepante 

i\. is more 10 de~ • .,... .... 
lettt"r to yoo. r 

Tho c ... ,,...,..,. \ ,.Uo!V of 'B. R . 12395, tho Co~Uoo ~n Waya 
Mr. WALLAU. lb"t!:u bt to eun1 !Joe inO<JIDUN wbieb have 

and Moano undou .. Y 110"5: S me Court iovalidr.ting the tu 
rooultod from lloo ,d!lCosoonf 

0~0 ~;fc::ltural Adjuotmont Ac~ Two 
and ,..,).ted Jli'OV .. IOIU! 0 ped the ntf.ent.ion of lioO COIDJDJl~. 
•ituRtions APJl4liU' to hl\vo.esoag individual attention, duo primarily to 

Ono chill of-.., requmn markoted prior to December I, 
tho raet that lho Lax o~ ~~1!'(..,, thlt tho Agrieultural Adjuot.-
1935, .,. ... pold !'nd to l e rt ~ da in the euo of articlea IDilDU· 
mont Aet, proTodod for e.q>O "!J oonunodity ;. Chat. of uporwo 

factulod wholly or Jl"f~1~m :..U~ .. manuraew.!..J wholly '!r partJL 
.roo bold on. Januaty al.d who hav& uponod aod are uportiag sue 
from ta.<·pa•d ~ugarl·' . "':·'by an amount ,...p,_lial! the.proc­a.rtielee at. a pnce umm!!!!!na 

ing tax on au;ar. • . . h'cb demando po.rt.i~ular 
The.rt is • part.icul.ar ~t~ltJ?n tn auga!, j I individuals. 

handling to avoid domg =:..;oi~~,."1" :Oooection, I t.bink tome 
&nator O•oaom. M~. d •th'er t hinp who ap~ared before the 

of tho,oxporl~NI of textiles ant ~·n,. fllirli delllt woth in that bill .. 
eommot~ lllld tho,~ were no th 'kiqnd o aituat.ion that. could uoot 

Mr. WALLACK. \yelJ, 1t 1B • 

thero. T 
Senator Oxoaom. TbeiiUlle ""ougart d'ed that. aituation, Mr. 
~fr. 'V.ALLACIL YN. Have you 1 0 ' • 

Savoy? .,.,_ • · -•--- __ of in the .....,od aituation of whieb 
~Ir. SAYOT ..... t 11 .....mo -~ 

you spoke. t d to the diocu.oion on that. 
Tho CuAnt~.u<. When weba ge th own ic8 of Mr. 8&.-oy up be.e 

particular IUbJOCI. WO C&ll v;o 0 aerv 

with us_,_ean wo not.T in! . U d Jl: R 12396 holden of aueh 
Mr. WALL .. oc. Ccrta y, SU'. 0 "k. Ad';,tment nor aro they 

otooka oro not entillod tod • llfr •toyd ...,,l. equito&le and in line 
entitlod to an rucport refun . •. t wou I ' II b vo boon proi>OI<ld, to 
with thn othor romodial proVIS.lOnt. w u a , & rtora of articles manu· 
•llow a refund, whore the lox ,... pau~ 'fh:x~nt to wbieb tho price 
facturod wholly or partly from sugar ling tax. So t.hat it will bo 1>0'!" 
Willi rodueod by an .'•mount ropl't!IOD file riot to Jaouaty 1, 193?, ot 
sible to b .. & .U d&IDIS for ~und~ rolu~d onlJ ,.. 1o export.t>ono 
would -m reuonable to o-;038 

Tbit O.p&rtment, therefore, 
nwlo prior to !':.f::"'bor I' :.:.-• in appeodix I attacbed. 
reromrntoda am eot. no. l OOD.-..uC~Uo 

-..~,_,._,. a-a 

0 
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Owinc ll>o 6 moolhl Proeedina .J&IIuiU)' 6, IQ36, a ••ry .....n 
amount oflbo I&X .. due wu ooiiKt.ed. 

Senator KJHO. You mean oo auprt 
Mr. W.u.uc~ No; .lhis is getting int.o anot.bu fiold oow, 
Senator KrHO. All ridtL 
M.r w •• ~.~.co. At U>e II&Dlll time goodt "era beilliJ Mport.ed o• 

d.tiv~ t.o <lwitable orpniutioWI ILlld ~~tt.on ,. ... ~ m&llu­
r..,turod into large ooUon balot. H l.h.e provwona ol tbe AgMultural 
Adju1tment Ac~ lr•d been up'held, tbe penrons doing th .. o •clll would 
bove bc<n entitled w 8J>ocifie refunds. II tho till< w .. not 1>llid by 
tl1c pi'OC(!llll()r, it is expected ~h•t • &ubetautiul portion thereof wU! 
be ooUcol.od under title ffi OJ If. R. 12306, by lllOIIll ol tho ICHlaUed 
"windfall" tax. IJ the lax w .. paid, tbo bill provid .. lor the refund 
d•treol in aut h cues. To do e<tuity, this Department. rocommeod.s 
that no rrlund in ~he o.J.,.. ol """"' mentioned be diaallowed on tho> 
KTOUnd• that the tax was not paid. 

This principle is recogu.ised in ..,..lion 602 (e) of tlO. IV or H. R. 
123G&, ffiatinc 10 Roor • lOeb on band on J&lluiU)' 6..!. IQ36, IUid ther& 
would -m t.o be oo oubotantial buio for asJ:,f clinoreot l.rMtmoot 
beinc occo>ded t.o lbe d ... ot ..... t.o whkb I have rtlened. 

Ho•·e•er, it 'O'OUid ....,. reuonoble t.o ~uire, in •- UU. co,__ 
lioo ;. made, 1ba t lbe penon olbe.-..iao enlilled t.o d,. rtlund eaub­
lisb that be has ool roceived and has no cootract t.o receive aoy 
adjuttmeol lrom lbe p,..,..,..... or ollrec vendor. This Dopartmeot., 
lherolnre, .-mmODdl amendmeoL numbor.,t (2), oont&ioed in 

•p=I~~~:U. will be required in addition 10 that derived. 
from tlte " windfall" nel. inoome tax. We into 
discu .. ion ofJl'*ible pi'OCt'JI!8iog t&xee in the 
have an inte.rC!It ~rlUcb iJ as grea.t u that 
visiotll for adequate FederAL revenu"ea~·ri:,~~~ra~i'::~!~:U~i~ auggetliuo or excl3e taxes on wt.a.in a, 
r)lGIU\1 ol providing $Ucb revenuee. 

IX(lllll TUEll ON' TO PaQCZ881NO or YASJOUI COMMOlUTJU 

With r .. pec:L to p.....,;og wea, in adcU&Oon t.o a prw•j•g taa 
on aupr b«l& &ltd ouga~ (oovered by aeparate leiter), 7011 are 
od.n..d thaL upon the invitation ol tho Committee on Wap and 
.M...,. ol the Ho...., ol Representotlvce, thio Department, loUowing 
the ,_mmeodotion of lbe PresideoL in hio m~ 10 the ()oQp-ool 
or March 8, IG36, ouggosted t.o that commiU.. that a po.iblo """"'" 
or revtoue would be found in the impoeitloB or a proc~ tu • 
varioua rwned oommoclilieo greater in number lluui lhooo CIOOLaiD.ed 
in tbe Apieullw'al AdjUitmonL Act or impoood thereunder aL ratea 
lar lowor tbao tboeo in tft'ect nodtr thaL act. Sinoe then, and alter 
ODil;IUII&tlon with other ouculive departmeolll, tlr.it DepartmeoL has 
reviled tl1e list ol ODmmoditi .. and has made minor &Jtetationa ia 
ootoo or the I'Alea. 1'ha oommoclitlea Lbe rat.ce or tax ouggoot.ed aa 
• 11011""' or revenue, and the oolim.atod amounL or tax t.o bo derived 
U•erolrom are aet lortl, in appendix ill. 
'• S.11otor CounNo. T would like to have appendix UJ road aL thie tuno. 

The C nAIRMAN. Will you rood Appendix illf 
(Appendix Ill, relerrod to, is as follows:) 

.. .,....,. Am, .... 

.u-m ....---Jr-,..,... ......... ., ... ..-. ,_ ---v ... -... -.... _ 
t~l -... -- .,.,._-- = 

... ~lUll,..., ..... , ..... ""*l -··········· ...... . 
R,. {P.lttld 'Ill"~·· · · ••••• c.n (on\rllrt .....,11) • 

M:.-::::#0 ··::··::::. . ........ .. -.......Ooei''OM' et ... 

-- ~ ,......__ . .............. ,..... _ __ --a.... ,_._.. ... ..--- a•• •11•K a.•M &.1 r::.__:::.:.-=:· ,_._ :: . .- ~--· •a•x •• M a.•• 
:-=:·:~~:: e:::;:~:= .... ~& :~n ~~s :~i - ..................... - ....... --1-...:.~r-:==:.::.t-==t--;,.;-: ... ;;. 

... -::r..:::::-;it•tMtr ... ....... -··---··-. 
~C .. :tnd•plriq)- .••• ttwW.............. ::: .. : ::::::: a.a.. ............................. e:;.;~~:·· -· 
~';:.:3::'..":.'.:::::::::::: ~WM~I'tlll--.:lu. :: aa.» ::.:::::::::: 

.. 
u .. .. 

C.Pttllll -...diU• ,.... .. 
..,..:rw.c&: 17&1 s• 1.t IUI4,..,a(-~ 1·•··•-••• · ....... I••· · • •• ••• " tll7 ... liLt Ill --<f'Mlt.) l.. ••• d •••••···· BMt.,............ ea.• .. :,, ... o;; ..... ..,.<-....>'-- .............. - ... .. 

eo. .... ~.-- ... 

·-· l.nt.• .... ..... . .... .... ... 
..,_., -....l; j.1 I I I. ... I Ra'• c•_, ·--·-····--·· ,..... ......... -... •:_. 1::".:::::::: .::, ••• 

! IIi • ..., j·~········ s=··· .. ·----·-, _..; .. ~·~~-=·";;;":::--:::·~-:::::·:·::t-;;;i'~-;"'· lplri .. ~ J ..... - -·······-·r-- .. .... 
""""........ ..--··-· .................... - t-...... ·r· 

~ . :::= ---.-..-... ---· 
Mr. W •LLAc•. Thera aro oot any !urtber revioione, aro ~here. Mr. 

Snoyt . 
Mr. S..vpT. Nor.!"'· h · 8 •· a buabel Mr. W .... ca. The ausgeat.ed ~to on w oat IS oeo~ • 
Seoat.or Kmo. Who hu t.o pay ~~. lhe Iormor? 
M.r. W A..u.cc. Tha~;, in tbt 111ID& mannec u botore. The proooa-

eor oolloolll it. lh ted 
S..not.or STIID. Mr. Soorotery, whoa you road out o lUll&"' 

,...,.., I would liko you to read 1110 old ,. ..... 
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Mr w ...... ca. All righ<, air. 1'116 old nu wu 30 eeot. and""« 
ro<<d nu it 8 cent4. Rye il out.. In UU. ~- tho old "'"' wu a4 celll4 and lho •uggoou.! rat.o il6 cenu. 

Com..._ tho old rau wu 5 cent4 and the ougg,.l<ld rau io G <'Will 
The <.;uAtbiAN. Whu ..-.. lhut • 
Mr. \'.'ALLACB. Tho old rot.o on ooro ,.. .. 5 .,.nt4 and theauggeou.~ 

rote iJ 6 ....... In the--or oom there io "'' incMlUO in tho llljli!Mted 
roLe. 

&11ator Kn<o. T oupJ>M6 i~ would roUow q a n~-ry oor.~Uary 
tltal il you impoee An oxcit~e lax/ou uro !l"ing to fiJ•triot production, 
il you put in all th0010 ruleo an rogulaliono lncitiNit to oupuvillion 
and whatnot 

Mr. WALLACK. The Supremo Courtuid wo cannot do thai 
Senator CLAnlt. That II aa economic IA<:t rather lhon • loial r •• , 

Mr. Se<reury. or C0lll1*1, tbo """'or produeuou uatun\lly diminish~ 
produclion, d08 it nol, oedinarilyt 

Mr WALLACl. Not neeessarily. Agriculture d ... not CoUow aU 
tho ruloo lbat ha-re boon taughluo by thelaiot8 Caire O<Onomiolllthu -.11 to work in lhe b.,.;,... world. 

Senator Cuu. Then as a Jl!allu_ or fact, to in< roue produetioo 
·o~ld 1'111!' the -··or producboa Without any oqutval..,t provision 
lor m<reaomc the f"""· 

Mr. W ALLACL hi.Te no• boon able to - tbat tbat ao<&lled law 
work• in acri<ulture. I have not boon able to - that It wo.U !here 
in lb~ way that. it. seem.~ to work in indutU'y. 

S..11tor KtNo. Mr. Seereto.ry, do you oont.emplat.e, ;r ~~~~::1~. 
aJ10uld irnpotl6 an excise tax upon the '•arioue ~euh.ural 0 
tJ101, tl\aL thoro would bo, directly or indiroetl)', openly or 
~:u,ratt.r1ous and subtlo w•y, an attempt to roet.nct or control lbc crop 
production ill tboae comrn<>dities? · 

~~r. IVALLAOO. No ; I do not sec aaything of tltaL aor\ involved. 
I ho o ........ N. You oxpect to follow lbo Jaw .. written by 

Congrooa. · 
Mr. w A!.LAOO. y ... sir. As • maUcr or raet lbil m&U.or hero is • 

part or tho Proaident'a rooommoadation in 4il original tax meaaures. 
It,~ • quCIIlion or raising ':"venue. You bavo a d .. .,... .. Deed or 
rawng revt~ue. Tha quoallon is whcro to SOL tho money. 

&nator Ktso. Would it not be bolter to JUIL propoeo tho Hat aaloa 
1&.11 

Mr IVAcLLACL_ That is outoide or my 6eld. This bappMI "'be. 
pert o( tbe ~bon l'llialatioo in which agrieu]luro is eonoeroed and 
on whJ<b I btlieve &gri<ulture may epeak with 101M propriety: but 
wb~ you ~t iato the wider 6eld you have g'eotlomeo muob ~liN 
qualified than I 

S.n•\01" Cocu~-.. You were about co ol&l1o ,.,;th bop in your 
oppendt.t Ill. 

Mr. W~LLACL Tho old tax oo bop ,. ... $2.25 and tho new lax 
Pnli>Mothl 30 OfOt.o, 

Your old tu ~· ootcon was 4.2 oeat.o and lbo propoood tax is 1.5. 
'l'he old tu on nee waa 1 cent • pound and tho now tax propoaod is 
0.26 or. cent. 

. On t!>b•ooo the tti.X is broken up into •mall cigare, largo cigaro, 
amall ••l!"rct~, l•rgo cigaret~, manufaotured tObA<:oo and snurr. 

S.natorCooztNS. You missodsugar. 

unlfUa •or. •••• 
!\Jr. w......._c& Tbe oup.r- co be omiu~ oe my perticular 

""tf~.S.ror. Jl.,.iltboren...doopy .. 
SeoatA>r O..oaot'. Tbtro ~no <hAD«\' mUte oupr. 
Mr w..-... o•. Theougaul\h~aameamoW>L. 
T bacoc in the .-or WI all •II"'"• the old rat.c> pe< lboUI&Dd .., ... 

13 7°""d the new"'"' il6 owlll ~r tholli&lld. Large npr~, tbe.old i 11 oo 4 and tho now rat.c> 11 40 eento a lhoueand. Small .,.,._ 
r1l O W b '1d r t.c> WAB 12 3 Cl<IDill & iboWIIUld Md tJ~ neW IUI!I(tll.ed 
"'~'"!'• ~ c".:t.o \,orgo d~rett.o, tlte old "'"' woa 16.7 oonlll a thouo­
~,f ::'nd tho ~ow r6lo i& U centM. M&n~Caetured tobaooo I''" pound, 
tho old rate Wll 3 <ll'ot.o and tho now,....., Ill cenbt. th " ld te" the 

Senator BAIJ.&Y. Mr. Secretary, you mtan y e o ra 
·o·- 1 •• -to pro·~~• uad•r tho 1935 amendment or the rtl<ll 

P"''~ ~ - •• ~. T propooed undor Ute ongm ... act h 
Mr. \\' ALLACL All I nunem_ber i~, tbo 1935 amendmen~ appao~to 

· , 0 the "'"' which bad been m e.not.ence ~ the prenoua a~lll. . 
I!' Senator B.u.~oer. 1~ ..-u gradual<ld down wtlb reepec~ to pn.,.., if 
1 ~!~~~Lt.Aca. 1 btliove thia is the rate that wu in lhe ameodm..,~ 
p&!SOd in 103S. ·~ 1035 

Scftator B.w.e> . Tbe eipreLI<I I&Jt,. ooder tlte !'""" ~·· wo 
act, wu 1.9, 11 1 roeall it.. Now, is thil a romparuoo .'"!-" 1.01 

Mr. S• VOf. H ..... 1.9 per pound or tobacco. This .. m-ur<d 
by lbouaando or <igarett.eo. . 

Senator BAJLC> . You can f,gure that very 9u•ckly. You hove got 
('"'l,oigoreoU.eo, 1mall, G cent. • thouannd. That 11 2 eent.o a pou~d- So 

lbon it wq undtr tho 1935 act. As I under1lt.llld 11, tltat 

is~~~ \V -'LLAOm JL io 12 3 ctnlo and 16.7 per thouoand, l't)llpcctlvely. 
Tl:at 'was doaigncd to '"l'; . ...,nt n situnlioo tbnt c.:ristod uudor tho old 
60~ator B••••v. J U>ink your 12.3 rotated to U1e original act of 
19~ SAvoY. No, oir; l think that is on J&nuary 6, when II••. oo~ 
was d.eclarod invalid. Thooo are the rat.eo aa oomp~t.ed at.lbaL u.m_e. 

Mr. w ALLACX. That would be. qu<llllion or (act tnto which we Wlll 
go Cor your oatiACactioo, Senator. . ·~--- boul 

Tbe CutlUIAH. The toW that you propose to I'AJlle ..,... '" a 
$220 .01!11000! . • - ' 

~fr. w.u.w.c&. $220,564,000, roughly eauma..... . 
Senator l.oKCHOAN. Mr. Chairman, m&f.l uk • queouonT 
Scftator BT&D. Tho Se<retary hu not finished, baa_ beT 
Mr. IV .u.w.oc. Do you want to go do-.m ov<!" the !Lema! 
Senator Bno. There is a new lo~ here, tba~,. "o"'!re!Y new. ___. 
Mr. W .u.LACO. Barley had no ral<l before an~ ~~ 11 DO'!" pro~ 

"'have a 6-«nl "'"· In lbe .... or these grams thoro II an 
to have th•tn proportional amongst tb•mselvoo. . . ld 

Senllt.or KINO. Thai would be a ''try hea.vy tax agt.mJ~,t. betr, •ou 
iL noLT · · b tl a)' Mr. w At.W.OC. You will no to itexcl~des &pmto., y ,. "r be. 

&nator KtNO. Woll, barloy is uood m lbo manufa<>turo o r. 
Tho CtrAliiMAI<. What olt14> is thoro now? 
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Mr IV ALLACL 0..1&, 4.$ ceat.. Cattle ODd e&Jvoe, S ceo ~a. Slwp 
ODd Iambe 4 tenia. -n- are &II new ral<!o lhmo. 

&nat.or 'ono Mr. Sec.-.~ary, LO wh&~ U1<!n' d- lh•t iftcreuo 
the -~ LO the oonsumer of mea~r I notice you ha•o cot e&Uio and 
ealv .. 8 otniAI And you 60timaw. tho revuue ·~ $8,656,000. To who I 
ul<!nl dOfJO that iner....., the ooet to tho conaumor of meat? 

Mr. IVALLACL That goes iftto lh•t rathor diffieuh oconomio 6eld 
acoin. II must inereM& tho ClOOit to the COllllumor of meat by a• much 
u I would guosa, aomewhere about I f"'!''<'Ot, maybo. 

& nat.or 13Yitl). 01te pe.rcont.of what. at. is nowf '\'ou mo•n itA.hould 
do th•lt 

Mr. IVALLAO<. If i t were aU p...OO on to tho con~umer J would 
JU4R it. would inc.·reqe the eost. to the .oon8UU1Pr--wt:JI, it. v.ould be 8 
..,otnnd the p"""'nt price of caUie on the ••·•rag~. I JIUOM, is about as 
10 I (Ut'81 it "ould bo about I percent. 

&n•tor BYRD. Now, you have ~l diffet{l_ot ,.. .. for hoes, uule, 
t.oc1 talv60, """"P and lambs. Do they more or 1-eompeto! • 

Mr. W ALL.Acac. Y 01; there is a oompetic.ive ai'-uation there. There 
wu an effort made thore 10 proportion the IU60 u bo1w- hop­
they have 30 C<n.., you will oote-•nd the cattle ia 8 eenta, oheep 
-l lambo4 .. nta. 

Sonat.or Co,.,.•u.v. Are those ratee per hundred poundt? 
Mr. IV ALLACL Th...., rates are per hundred poundt. Th•t wu in 

an effort to apJ>Ortional<> it LO lb6 degree in whleb they consumed reed grama. 
S.nator RING. w. had a great dul or ···idon<o here ttlltdir~<r 

abo• by reuon or tha tax upon hog.., beef, and 80 on, tho prc-Nin 
IU had llrayod • great many of tho Aruonoon people to 
uoe or fish, h ...... ~ thai ..... competitive, nnd • hu-ger uao or •ohi•k•m•. 
Art1 _you imi)Oeing A tax on fish and chiukc.n~? 

Mr. \V ALt.AUE. No; there is no ta..'t on fish flt0P<I80CI h~re, And r hope 
we novt'lr ~ttternpt. to collect tho ta."t on chickens. 

The OIIAIH.\IA"''· Arc there any other it<mul thero? 
Mr, \V,uuctJ. Jute yarn is 1 cen~ a pound. 
l'•rlCr b"«<, 95 eenlll a thousand. 
By the uy, this oomplln!S with the old tax on jute yam or 2.9 

otolll. Tho proportion there is roughly proportion•~<> to the produc· 
lion or rotton. In a like manner the paper b"«< aM redneed rrom 
$l .61. You have a situatioo proportionate LO the reduction of tho aotLOn . 

Thf o,..n·mHh peptr was 2. 1• cenla a pound and i&. ia now reduc-ed 
to tlf\ tnl)"·fiYe hundredths, or three-.fourtha of a ctnt. a pound. 

Rayon, the new tu is 1.8 cento. a J;'<!UDd Tbu ia altogeth•r new. 
. Stn.acor Kt'fO. Th1t is in eornpthtion with cotton, &he ume u JUW!f 

Mr. \V,u .1.AC&. There have been a great many eootl01rtie studies 
made on.thr.Nmpetition between rayon and rotto'n. Jn ceru.in yeara 
a~ C!f~an timE'S you tAnnot pro,re it, and in other yel.l'l you can prove 11 •• 

S.naLOr DYRo, Whntabout the rayon that U. made from wood r>ulpt 
1'ho rnyon in nw St.ot~;, mado from wood pull', not from cotton. 

Mr. W ALt.• cr.. It is on the theory of competrtion with eoiLOn, and 
•llo on tho throry that we do cost around in agricultural produoiAI, 
t>roducts that ore competilivo with agrioulturo, LO have tho IU 

&P&!flJ& JJ::!r, •••• 

a"' ao that the eupply and dtmand trituation u 
roughly pro~iiee d-not~ 
bet•..,. the eo That;. from 'tth&tever enurcet Son•"'' OuoY. b uvor ......-. 

Mr. W .... .,.. From • 11:. been the expo- of collecting the l&llet 
~not.or Buc~. 'Yh01 

l&ll for imL&neet 
• comparuon with rnl'Om~ .. i Internal Revenue ealoula""" that 
'Ul Mr. IV ••~•••· The. Uurt'&Tbo are able to inform you. • 
-er(>enae monthly, 11 ':.~•'::i lmo,;'but wbatlou knew it op~ro~un•t<ln: 

Senator Bu.o~ • n t have it in min at proeont. t 18 a we 
~lr. W•L••••· 1 dre~~~rln"' do you havethotT • kno~'Tlljj(lrre. Mr. 1 • •tt LO you ill hevo 1t right h""!· · 
Mr. H~L'f1l'""o. J.""rdl!!~t~ 1_ expensi"e LO hove an roe..- •• 
~noLOr UuoL . ou 1 d ration tax .. ? · 

inconle t.aJM1 inhm~c~~~ 0f:iJecting the proceesing tu 11 eon~ 
Mr Iln>'Cllr!<O. ' LO the"Burt&u. 

'lid.,.j,l,y 1- than the av•1110 :h!t I bad in mind wu wheth~r or ~t 
Son•LOr OLAor<. l kDO!\ ut ld lhow whether a oimple intreue ID 

there are any firuree wbic :i"oueb ""income ond inbmtonce ........ 
the tutt tbatlhare ~~~. ao!~ld oot\ aa much or I- than tho p-IDg and lhingt or atounu, 
w. N . 
- ~u. ll&LVrtJU"O. 0 •"''· • rd& th expense ,...,11\d be ~~~1 more 

SeoaiOr BLAe&. In other " '\ 'tax~ thon it .....,Jd bO tf we wtre 
in coUe(~ our new P-llll! bo Uectedt 
Rim ply addr.og LO theTiincoe ~ft!:'u':n ':r ift:metu60 is greatly in ox.-Mr. )I &LV11RINO. 1 ~ 

C or tile colloetion of Procemu\l!l t~eoi we ,.·ould coUoet the inromo .... ,.,. Senator Bt.-,.Cit. AI, a whola., u 

0 

anyhow. y · 1 
Mr.lf-&Lv-ctuxo. - C!fJ, l • if ror imlanec, you rAIKG t le 
Se-nn.tor Ut.~Oit. 1 WM ~~on: d:f not nece&SArily mNtn ".great. in· 

~'!:'':g~b~r ~~~~·~t:/eo
1

1~ooting .the inco'::i ?o~i8~!'nt that 
Mr. B&LV&IUNO. U Y0 '! bod 1!-{J :;:;: the total oott. 

would not mo.ko lUI appr~table ~ • Then wbatenr tho amou~t 
Senator BucK. That IS what m!'A'L tax that would lilcel,y be rn 

would bo or ool.Joetlng .th•,:.~me ,,;,., would it not? 
....... or coUocung tho tne 'bl . . e· yes • 

~lr.lltLVIRINO. Tltat ~ Y."'
1 
~.Ould ·be true, would 11 nol

1 &natorl .. FOLLI0'1'TL ~t C<ri&IDJ -~··-intheourtaxbratketaT Mr. llelvoring, ir itoimply anvolvtt e...-,-
!olr. IJELvrtaiNO. y.._ "·--you btvethooe retuma "'go 0 " 0' 
~"'' LA FOLLIM'1'L .,..... 

uywav. y . dd' • 1 Mr )TELnaJNO. ... t $2'.!6 000 000 or • rtrona 
Str;ator LA FoLLCTrJ!l. You ea~racket. ;t s3 000 and 4 pti'C)fnt., 

l'f>venuo by oimply atartmg lho our t of S5 000,000 and .Uter! 
and going u we do now I to 7db upe"'eo · ·ould Pl'ftctieally be no I.D('"'AI& ltf.T. RELVEfUNO. Yesi an 'ere 
ill Um onst or collool.ion. a.. tA is there 80melhing eloet rioed 

Thn CuAJRMAN. Mr. ~re _ ~ t r I wu "NY much eurp 
Mr WALLAOI. I might ••Y' ""r 'b:temal Reveaue did in oolloc~ 

by lh~ ~Oicienl job that the Bu"':u g_ came in it turned out to 
ing the p..,_;ng tu. When I • ' '6",... 
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>try much 1- lh&O l lwl ""Pi>OIM!d '"'f ~ .. ..,.., made in the old d&yo u "'1 J:'j,";;;hbtr lb.,.. were --=-o pi'OC'~ure. 8 ....._ ot th"""~ 
Senator l.osno.u< Mr Clainn II kind 
'fb• Cn.<IRM.- . y~: s.;.ator l.o ao, may 1 uk • QUNtiont 
~nal<>r l.ouao•" Mr 5eue oergan ~ ratea fixedt ' • · l.ory, 011 what batia ue tl 
Mr. II'.<LLAor. Of cou lh • •oae pro-

11 you ~ iU allo,.;· mo to oor:e·, ere ,. not any ouo guidiu • • 
lind au anaw•r to your qu:fi~~ Jh• athai.<>Jnont hera J thi~Jf!'c:'••pl.e11. 

A. • whole tho procC88i t ... von 4.\l'O, ' u ..., 
fJ.COLcd would ::Onautulo onl~o !!~ 0ij igrbloufturAI oonunoditiea 

e total of tb""" tuet1 if &ssci' 8 g 1t urcku oo eonaum ~ug-
J
vory "'!~II percentage or~ retail on·"' oouaw~ ... WO\tld ... ~~co 
!' addttton, aio"" the pro--' pnceo~ at W.\Uch th<!liO l>roduc•· ~-•~ 

Uoned far bclo th 1 eJ....,.... rar... are Wlth tho . .. """· 

!r.:~~~f.f :.~·~:..:r A~~ Jt': ~:M~;!du::r.t~~:r~~~.;"~h'; 
OrMt tm huis ~ .. ~~~ble bardahip or bunt•• ecuon of ch..., 

great • p ouvwo "" glVCO lA> lb f ~. 
&ai ed agncult~ PI'OglaiDS advocated b ~ct that ""•" one of the 
"''·'!.oue~ proVISioa. for an adequate &nl •&rmtra. &~nee 1920 con-Tbia .. b oootmuouo ao~ of 

• f*IIIOD 11]>0kesmen ( . ·•' !"'llOo that, ao far u """'"ble :-_agncwture reJlected th•ir d•tc . 
m • and ahould not lhrom ' . "" programs obould · . mu. 
autJoct to political 'v; !"~ghdreliance upon annual op~ ocl.f·l~qwdat.­
polioy. The oontinuoCl&Situ cs and uncerta.iotiee u ~naltons, be 
lhugt'JI bill wu the eq""u"::l!:"ti·of rfeveuuo provided btoy o:'r"f.INfarm 
proJ"""-'Cl to • on oo Tbe . n ' ory. 

~~~;d~;:,~;~i?~~!:!jf'u.e T~!~~;·~!:~~~~.~t p~~~ 
p~r~:~tin~ IIJl lhi ql w to corry out lloo J>rodu~:fou':~~~~ 
foil • • · 8 &c Jedule ro w ~wang claMC~: ' ug y, tJ1o oommoe;liliet r 11 • 

hrst, 0111,'\l' in wb' b ,c ll IDIO the 
cCNiJu~ t ' • It we rate rec:ornm d . ,..,all "t "" roto, m the maio covered en ed '" oqu•l to the pro-
the rat!":/ ~hen the sugar ltu was lobY..,d ~orate lett<r. You will 
tho ._ of :J:'."\':!.J~uty equal to the ;~ere wao a roduetion in 
~ot &ax, their profi~ ooolineoW proce.ors n~ &ax '!'le. Aloo, in 
J>Crconton llated c.pi.:Joul~ probably amouui ~"::.;"'b a8on .... hall wo~td averace between a:r' surplus. \Vitbout tbe e '!~n and 10 

) OU ~ 000 Of th -.::.:"' 16 1'<\rcent. XClaolaJC, profila 
!" aay thnono of th • ·~og motin"' lb.re s. 
lDlo AftOUnt in rlXm: li:dmg ~&ivee Or one~( J::':h~· I -.·ouJd like 
n PrMMt in tlfect th at partJcular rate waa lhat .:~."'be &abo 
a•·oraco a re • augar PI'OCe!eO . "~"' we quotu u 
return durin turn betweon 12 &lid 16 rs 110uld b6 ,_iviog on lhe 
GJ!Ureo, I'OUJclfr tlr late twenties. It =•t ao compared with the 

Mr. S•vor. yy .6 percent. Ia that right ~ed, o"! I ren~t~nbcr the 
Mr W ... ' ••r . .,..voyt 

Undo; th~• .. ca. h ":~roughly 4 5 • 
I'Aio of be~w~~t~jroda.on, withou't ~t t~nog Uto Iota t•'<ntica. 
bo getting • I'Otllrn ab:,t 16 percent return and ·"ti wtlould be getting a 

ween 8 and 10 PerCent w•
1 

.•
1 1

•• t.x they woUld 
' w uc I ••• be<"n t.he. rate 

( 
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Lboy ba.o bf<'n ptr.ina. rouaWy, during WI put 2 yoart. So you ... 
aee'that ooe of th• thi..,. lA> be taken into a<rount m the<- ol """' 
illhd aituation. It d ... not bapptn lA> be tu1 it;,m whitb ,,,...,. 
iD the olhtr c..-. S.nator liAITtNGO. Mr. S.Cr•tary, would you think it uo•~ 1<1 
make tb- rotN ollffit irnt to pay all lho expen..,., all tho mon•.Y tbtt 
io du• t.O lonnera under tho I'<'Qtot edt 

Mr. W•••• ••· Well, that bu not boon l.boapproath otall . Thia 
h .. been n .,.porate •pproo<h. You see that waa tho •PI>ro&th under 
the old A. A. A. Thn old net was 861 up RO Utol Uto money that came 
froo• proceMiuglt.JC .. would P•Y the ll081ol tho program. 

Senator ll AOTINOI· You Hunk it is unwise lA> try to gttenouab out 
ol th..., proe.,.ing_ t.xea to liquid•!& l.bal obtigallonT 

Mr. W ALt.AC&. l qu .. tion wholher it would be wise I<> II" thtl far. 
Senator n.anNao. Tbi• d ... not raiat half enough for 11, d001 itt 
~lr. \V ALt.AOI. WeU j111t about hall enough .• 
Senator CooWINI· You Ani departing then from lhe UJoory of the 

agrieultutitiAI th•niOW!lv•, that they wanted thoir procrara a.ll­
•ua .. 1 ;;;~\1 .. LJ.Ac&. Yea; to that o:rtMI "" are departing !rom that 
theory, although I l.billk, io p....,lice, lho farm orpoi.atio1111, if 
Lbey came befl)re you in • bunng, ,..ouJd .-nt lA> this pf'OIT&ID at 
the l',_.,t time, but it departa lA> that .. unt !rom tbe historic 
pooition. The CJUIRau.l<· Permit on interruption, Mr. S~Jemtary. May 1 
eay to tba membtra of tbe oommiU.ee tho~ we wiU meet hue •~ , 
o'clock this ofl.fmoon

1 
and 1 hope Ver'f much that all the mtmbera 

wiU be bam. Mr. Ohphont, mp...,...,ung tho Treasury Doparln>Ont 
is 1<> go on, and tlte newopapcrmen con be bern if they deoire. 

Before wo odjourn thia morning I oball retd a Jetter that l rOt'eivcd 
!rom Chnirmon Joeoo II. Jones of tbo R. F. 0 . llo waa roqu .. tcd 1<> 
give .a an,y viowa ho dcairedj either by gh~g it ou~ personally or 
by writing & lotler, eo when ltO Secretary gcto l.brougb this morning 
1 will p..-nt that lA> the committee. 

Senator nAtL .. Y. Mr. SecretAry, what plan have you to prevent 
tbe ~ bi\Ck lA> the farmera ol lbe p....-ing &ax,. which you 
propooe boreT 

Mr. W A.LJ.AC&. Th.re is ud C&ll b6 no pl&ll. 
S.na&or s .. ,,.,., No.,, under tbtold Ia• there was no_... ueept 

by pr' pri-, by way of loano lh• farmer did get the money *" 
tbro o btnofil paymenta ud ren&ala, but under thia plan lbtre 
is oo 'og of that ao~, is there? 

Mr. w ........ ca. Nothing of t.batoo~; no. 
Stnat.or B•IL.&r. Now, l1.6 W.., doeahenot.T ~lr. \V .U.t.ACL That is aboolutely right, olthoug!t you will rernom­

ber, S.oa&or, io my •arlier oonveroation ;i!Jou I bold lA> tbo pooi· 
tion the t. theee t..axee in lhe maio are oo to t.be oonaumer. 
That bu bec>n tbo reoord right along, in spit& of the .oonomiaiAI lA> lho 
oontntry notwithtr.amling. 

Senal<>r n .. tur. You rea!U.e that 1bt farmer alwayo tbinkA that tl•• uu is p~ bock to him. ~1r. W .U.LAOC. Tho fil'tnor alwoya thinks b6 ia gttting unf.Uiylo11' 
pncce. 

0 
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Senator D•n.n. 1.1 il Dol true thai tJ . 
tha fanner wn. in the buyor'a mark ~ muu:n of the u.~ · 

Mr w.u..cE. Tile l·-- al et,lhi~" &l the mtre• of the b• that b 1 tl -~ ••.va nb he · • .:'. uyerr us:r, &ll( 10 C'OntUtDtr alW&)"' lhinb be · .. ~&. 11.00 I.Otrey or lbe 
~,..'r"' DAI~Iff. 1.1 il not a fact that the£" S<'tUrqp'!e •orll of i• m&rllfl anntr ~ lit the b "'"' ~1r. WALLACE And tbe middl uyer'a 

the UflJ><r and n~tber mil!.tones om~~t~ alwayo lhinlu he lo bot 
&nator 0At~ev. What wouJi ·~ 
Mr. WALLAOIO. 1 say wo are { 0.u oay about tbatt 
S.ootor !lAn•I.<Y. To what ~~::'g mto • !'IOtaphy.lioaJ field 

with I he 8011 erooion, tho eoil allot L dace lhie program eyneb.O . ~!·· w.~L•c•. Thai iultogcth~oenl act, and 10 lorthf nu.e 
..xnator BAfti"Lt;Y, 1 know it is r BCptralc from it. 

P'tflram. undtr I he Soil Erooion A":t"rale, but you It<> working out a 
~ r. 1\ ALLACE. I .. ould .. tho . ~ibtain"! undtr tho Soil c.,J.,.....Ii:~0.I,'d'[i.,n lee) that they have I"!" februuy 29 of his year a pr<>«d mealle Allotment Act 

,.tung, .. ,, $HO,OOO 000 co sSoo ""'under •bieh the wiD • 
tn•tt.r K1~o. 111>0 pays lor ~~~,000 of money annual!:. be 
• r. ALU.tr.. That is rom' 
S.nator DAILEY. n. lo DOl >ng out of tb! Tr.uu,.. 
Mr. WALLACE. You cannot go:!\ to get IL out of tb- taxeaf 

:r.~l!~~~~~rn,~~~~o~ .. -~~~;~ ·~:r~::rr~~:~:~!f:in""~ 
OI'J[aDi>.aliono " 'Ould feel th:JOtbly of the thougbllul !<eden t,•~tmg ~uh of •griruhul'ftl tl t •Y. o~t to be, IO oome ~tent ann ~ff!~~ with tbem-thl')• ~~ ~:~lbutmg. Now, tl 1~y (eel- f •/: ~t 

1111181JAIIIIM bark to tl ' )Ou uy, that. A conaiderabl 
lhg.!

0
"",g'"'c"· I do nol 

1:;',.c~':;i:buiT,Y.'. in efTert, would be Jl:~:;,~~ 
.:){ 11 or I.Aitlt 1'h() rann .... n. " 

llr~trl ho\V• ould bo.withoul tb~r&'~~d b~ in • bettor ohopo to ll•Y i~ 
~- • ALLAO•. Yes; 1 rather tl · ki'U810n Act? 
oxnator B.d~KL"Y 1n tl ltD 80. p.,.,. h r. • 0 ler w d . T ot, t o~)'mtnt. to the r~r e, at 8fncbronj7a to about- &0 

£Kf:.t'~.·rr~, all 1~ ~~~"1 ;!1t!~~~~:th
0

.":!e~J0f~~~~{Y~~~~ .'!~ 
l lr \

;, •......, of about on .. blllf of th• 
'A-LLACII! r • Senator B.ut. •. i:: ar there ••• an eannarkin · · 

f!t.Ooral lund for";~ uthiL coo~m>plation, that f,P;''fU!0
"·· ~lr. W AU..CE. N ~ 

1
rpoae of oustaining the Soil F. C't?"'< mto the The C'HAI o, do DOl koow of .• roeron .lttf 

done that _,.,..,., The Supreme ~urt an:y augg.ouoo to that elfeet. 
o~~~,>Jri. to d'~ou ouj!bt DOl 10 lly to ti 'O,'d tbit tbii<Ould DOl be 

S.nator '{-~~~'"· ,
1
Th.is is a ..,P.:,.l<l ~,!," 0 ~,..ther, that you 

only about • '· " r. ~laly I · --"· 2JI ewe. an3~rl!hth or the old p...;....r;:ueo tl1o rat. on hogo t. 
Mr. WALLAC • ~'' o~o is 30 cent.. g tax. TI1o old tu ••aa 
$e c. no I LIS $2 25 ' JIO~~·t~r ;ONNAL~!- Ja not th":~ ::~now rate it3,0 OO>lll hundred. 

ono-lhi~ f t I "9llee on colton it . ~'~'~-;,out of lmn with th• olher 
lonuor .~,_.,no 1'~ulto ooo-tlurd. On 'i.: Y. rcl'uccd approximately 
and l•mba, ~·hiohc;;>.a•" put a t.u on e~tt!t..;:d o'!,Highth of the 

no P~g lax befo e vee, and aheep .... 

) 

Mr. WALLJoCL Jfyou•illl .. taDowmetotomplel.~olAI-l 
and then •• .. 111 bl1'•.•.bttl. ~of 1M~ c.ax l ~,.., 
with ~ to tho -. pnaaple, Sooator c-a111 , .. thio ...,, 
proporU<>niog of tuee, thai il1 to 10- exteal on tho oae baad, 10 
equalise tho competil.ivo oituauoo u betw- the..,......,_, &lid OD 
the other band w I!QUali&e the -potili>"o oitualion u bet- .. 
difTereot cl.- of livootoek u they....,..,_ toed gra; .... 

Senator Co~t•u LLY. You would outbal.once it, becaoao if you red­
tho hog tax and put on tho tax on abeep and cattle that was ool then 
beloro, ""' you not unduly hclpinf tho bog peoplof 

Mr. IVAL~c•. Well, &nacor, do not know thai you are IW!kloa 
tbal quootioo aerioully. 1 am quite sure that you would not. 

Senator CoNitALLY. I do oot moan to retloo\ on aoybody, but il 
nol thai ioo'l'itably tho JM11It, that would gi .. 1111 undue compelllift 
advantage to tho hog people? 

Mr. W ALLJonl. I do no I think you would urge that position aer>-
oualy, Senator. Stnator 0•A><L&Y. If thaiWorelnlO tbeoituAUoD ...-ould be rov..,..d, 
il you bad $2.26 W< on hop and nothing on cattle. 

Mr. W~oLLAct:. I moan you would come into a litU.. a.trimooioul 
oontronr11y bel ween difTorenu..,tinna. I loci !he auggeated 111te bel'll 
i! a •uY lair proportionate role bel"- the groupo. In tha Coni 
Belt you food tho hoge and the hog lolh will uy, "\Vhl' ahould we 
pay nearly lour 1lm01 aa much aa the <attle lotka under tho ..,... 
p~T'' 

Senator CoMNA~LY. You do not reduce the com. 

( 
Mr. W ALLACC. Wo in<_.. tho oom a litUo. Th•ro are opocial 

things that enl~r into each one of th- rateo which would t.ako ~ 
long, det~ilrd tliiC!uMion to go into . 

Senator BAtLCY. \\'ore tho rnt.o8 a.rranged, Mr. Secretary, on AOint 
a~ialJ)rinciplo, or some dofiniw principle? 

Mr. WALLA~•. Yoo; thore il, to aomo extent, a guiding l>rineiple, 
and to 80me ru<IOM there are s~al tbinga that enW into ...,h one 
ol them. 'fbat Ia whu I am attempting to tliiC!u• at tho p....eat 
time. II you will allow me to complete the &tatemcot 1 think aomo 
of th..., tbinga ,.;u •how rortb. 

We have juat diJC.-.1 the principle roprding ougar. 
In the ot:et. cl .. is t:ig"t~ttel, in whiCh 1.0 t.xeue rate equal to 

aperoximalely one-ball ol the old p.-..lng-I&X 111te ia ouaeatod. 
NeJthOI' wbolooale oor retail pri- ol tho leadiDg brands ol tiprettoa 
~VO boell redu..-1 lin«' p,..,._mg WM '"'""' w..W..ted, aod ev .. 
'!'th a laX 11 this rate, tho profita of the IMdlng maoufKtomra ol ~"""' would ... _. between 10 and 12 pereent ol tho atated 
eapital aod eurplua [n t11.o e- ol cigorett.ea, the laX 11 the rata 
auggeoted would I!QUII appro>dmalely I pereent of the retail pri<'o 

Senator DAILaY. You mean I perconl of th<> retail priM of cigaf'ft....,f 
Mr. W A LLACB. Ci~arettoe, ye&. 
S<onawr BAIL"'· 1 do not quito got your figures. I am aure thoy 

"!'<' right. Thoro are 3 pounds ol tho Iarmer'• toba«>> in 1,000 
e>garetteo. You divide the previoua tu rate by 3 and you ~~"' 411. 
YOu have sot I (kent Ylte hem OD .. thouaand, that ia 6 neola OD a 
poundo, that would be 2 .. nta. Now, tho rate under tho ael ol li36 
Ill • gvadua!A>d rate baaed on the priu in tho prior year. lt wu l .t . 

0 
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Tbat would be a email io.,....... I .. uld lk 
rht<ktd, )"It to..,., how tlwl b.,;. ., .. :....~.d ~~to "" ~ th- fitJu,.. 

Mr. \\ ALUCI. What is tht av t 1 · 
ciqlltLittl in tlWo oountrt? .... ~ 61 pnre ol a pork"&'" o1 

S.nator B•tLJ:T. t'iltoo> cente that is ll I . 
majoryty ol cigarettes; t5 renta a' peek e. ••1-t:r' ~r <t~&J't'ltot, tht 
u lor II 12 cente and 1M Govemmc•a"cuo 0 pnro to lite whnl~ 
centt for the lanntr

1 
tbe manu.raeturer, ~ld ad\~:·~~~ and thtre U, 0 

Mr. IV >LLACC. Tbcro would bo 6Q t>&C!ka · r ... r •. 
tho ,rcl4!1 Jlrico would be $7.50. $1.50 • r:r\ 'i!c l,OOO "'l!••·rtl<o aud 
I'Cit.ool pnoe ol I ,000 cigorollcs then "

011 
' Appro•unately tbe 

S.notor llAtL••· Yea; that is $7.6o. 
Mr. IV ACLAC .. And the pro•""""' 

ctn18, on tioe Iorge iL is 9 c•cnte, \Li;J.;~~1i,?h:lt!t• ,•mall fl0r kal,'6 is G 
IA'ltre pAtkaJ:M " ) Q\:f'f 1 Jlerr('nt ror the 

S.nat.or ll•tcn The price in tl trad . $6 
is 17.60. Son~ti.;,eo the price dro::S t.o $.~ ~5 't but tho pri<-e rotoil 
t.o $7.50. \\'e ue talking about tlwl 1· · t ran~"~ from $5.25 

Now 1 ..-ould I'L ,.,_ . manu uturcr. 

did 
'· "'0 t.o get """ voew !rom you Tl • not.,._ the ' ( · · 10 ClJ:&I'ftU. people 

priao of tob.eco w•n~':;:,. ~tl:.; thefs • tayed ot16 «nt& The 
the lut year'o " '""""' .:.u 20 ceo to "{Vh -idl8, thtben 27 «niAI, and 
under t....,. eonditioWIT . o P" • P"""*"lg tu 

Mr. W • • ... cc. 1 lhink perho h . 
to make a 1110"-ing und 1w1 ps t e .CJCII"'tte P<'OI>Ie would be able 
that t hey have aboorb!Jt a set-iJj whbtrh r have d-ribed P"'viously 
louapoct U

1
oy would be bl OO!l$ oro • part of the p,_iog w' 

ill~~~ the potnl under c."nsid~~~~·b~~howing on that poiM. Thai 
.,.nal<!r ll••••• Yo thiok 1 · to lltn~f • • u t to>·o would be rtlfovory without t'fgord 

Mr. WAt,t.ACE If tlooy can k 
p......,.llton to tl;o cooowner mo ·o a *howing. ll>nt they had not 
to m•k• rooovory. But tha~rb to tho ~orolumt, Jt ';"Ollld onablo tbom 
Ant lltgg<JOJii~ here, tbot iouo':" ~ot IllS. to do Wltll tho Jlrincil>lo I 

:1~· .. -:~~ th~~r~~o•. that ~~.y "!ul_:~:n~':.b~·~~~t!! 
pci'(!Ool, on the n•ro~:e ~\~and still have a rotum of 10 t.o 12 

Senator BAIL&T N . ' ~ •n,~ested capital and aurplua 
... ould h., if Ito ,;.cl.•:;;bs~'t:~•yerliwould not be allo,.·ed to'rocover 

~lr. W Al.LAC&. y ea· under th pro 18T !J\. make l'f<<l\ery ev~ thougbe/i.rocedJ"' oet up bo would be able 
,_t d- not entor int.o thate- m • vory lubot.ouol profit.. 
.,.,not.or IJAtLCY y b • elt..,tT • ou ••• an amendment in your appc.ndiJ: t.o that 

Mr. WAt.t.Ac&. y ... io th 
totten, and tobacco Prod • next group are who", rye riee poanuiAI 
are lhe eornmodilies on w~c:b ~~f:r tl'a.n tigar('ttt't. ' In i.b~.~ crouP 
on to tho co .. umer Th • tax"' are for tho mOlt patt plll!l!ed 
fourth of tho old p;.....,·" rates •uiQleoled are from on&-third to ont>­
eharoetoristk'$ u this ~~-~""t •t~"'· Con;> hM tho urno cconomio 
"'" omall o ... u, .. , 1o P u • P~jf ta. prorioualv lo,·ied 
~n t hlogcd but little. •T~~t r":t,etl>o f~_l?.n1oe) ond, .th!"'e(oro, boa 

ceo ouggoot~d lor borloy md oaC:.uggeowu or rom it Ul hoe witlt 
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In IJ)Otbrr ~ ore bop. on 'lfbicb the I&X leried in o eooliderablo 
m....... .. p badt t.o lonntl11. a.... th& rote &u!QI'llted .. 
roul;h!Y onWJ&htb ot tbe old pr<l ,dng t.a:< role. In oddtuo• o 

1
u,. ouiQltllted lor cattle aud cit.lvoa, ll>etP and Iambe, tbat ro~ly 

oorroopoti<h to tho I&X ou!G(eoted on hoga, on the bud ol tho pain 
cotlllumod by tho dilltrenitl- of u .... took. 

Addition•] taxes oro IUMI!COted for •pooifie product& which tnttr 
into oon>1>etllion with or are aubotilu~ for the prndueiO on which 
proOOMinj( taxco oro l•viod, t~och oa bouioy ond oato whiob Mltr into 
c:ompe-tiuon whh com ~ and silk end rr.yon "tbieh e_ntc.r into com­
petition wit.h cot.t.on. Thoro ill some quostion • to the amount. or 
oompellt.ion hl'&.WN.\U 1il.k1 rayon, a.od cotton, buL> reRa.tdlou of tl1e 
cxtMt of tho oompotltion it it believed that s ilk and r~~yon can bCAr 

tbesmallto.:< auggeoted. Spirit~ are tnade h" m &uga.r, rice, barley, rye, oorn, 1.11d oOu~_r prod .. 
ucu subjoet to I&X. n--of the 00011.$ of collections and unequal 
burdet\1 on .. ..,._, .. or th- prnduotl if taxed aeparottly whtn uoed 
io makinlt opiril8, it it allj;gtll~ that, ... ben """b artieleo oro p.,......r 
ioto apiriuo, tlt•.t 1M {re<ll'rom tho p......,.ing tax on tbo ar1lcleo, and 
that ioou.ad o flat tax on tbe production of apiriiAI (ueept rioo apiril8, 
rom and brondf) be lmpooed

1 
oa abown io the oU&dted table. Tbo 

rote of this tax "' roughly eqwYolen~ t.o tba• ...b.icb would be ......,Ovod 
from tho opiril8 if the tax were leried on the product. uoed in making 

the apiriiO. 
Finally, &ince the Agrieulturol AdjUlltmOO~ Aet it being amendod 

becau.., of tho Uooue Mill• dee~ioo, it would aeen> very dllliroble, 
ond I hoj><lthot it may be deemed proper, t.o a.mend thai aot further 
·~ this tome, 80 that only U•• vlllid provisioo.o of that aet and th­
provisiol\s nocM&Ilty to work out. lhe remedial provisions recommended 
shall rc.maln ht tfloot. [ su~eet. re~ing tho. provisiona which AI> pear 
tO bo innlid under tho doellilOn of tho Supremo Court, tho striking 

0 
ut ol language relating l<lsuoh invalid•~ provisiono, nnd tho alficm­

. og ond roeonoting of tbo.o pro..Wons qonsidored not to bavo betn 
tio\•alidotoo . 1'he amcndmcnt8 numbered "8" ( .. cept for tl>o amend­
men~ to soe. 2 t (d)), oontoioed in eppcndix I, ore for thio purpooo. 
Thooo .. mo provtliono with .... poet to the Agricultural Adju1tment 
Aet and tbOM now oontoinod in tltle lY of H. R. 12396 ""' in oub­
s~nee contoined in title IV of S. «13, now pendiog bdooe your oom­
lUllt.ee. 

That is the end of~ al8temen1. I do not know whether 1"" want 

to toke the time t.o 1('0 on. 
Senator BAtL&Y. l\{r. SeeretarY, ..-our main eonoem ie t.o «tl 

enough money to torrv out tho ooii~:J'?"'' If wole"l' wea 
10 thai you ~t the money you are .. • ' ore you _, 'that ia 
your interttt. in thil mauert 

Mr. WALLACE. IVtll, i~ it a double into-" lo the lim. pl..,e, 
because or the invalidation ol the agricu.lt.ural ~rogrom and the ~ •g• or tho ooldie"'' oonu• tho Tceuul')' woaleft rn & vory bed .. -.y, and 
tl ":"" thoroforo prop<l<!<ld in tho original meosage of the l'rtllid•nt tbd 
VJnoua mo~hodl be adopted. 

SenAtor IJ•n,tov. Notwlth•tanding that if the Congr<M providoo 
the five or •I~ hund.red onillion dolltu'l! that ia needeil lor tho ooil­
crosion prognun you will not. rlliso any question at to how wft raiM &t, 

Regraded Unclassified 



846 UYlD"lJZ AC'I't 1•1t 

u lo bow,...,.,..,. the moan that ou ""'U7· • that aotlnlef • y want, that •bat you WLftt . th 
Mr "AJ.L.tot& That is a point of coo • o 

money, but•toomtbow have a fodmg 1.1 "'d What we want is tb 
on "C"<'Uitural produelo the Treu _lat you do putoorno o 
!'."'"r"Y ond tho SonatA! and Houoe !;jj ~I .!'f/tbllo to Ctt.a littl::~~ 
u•~ ann~rw. " ~ more lundly towa 

Soootor aAotn, AJJ )'OU ore doin . • rd 
tural pr\lduelo io you are making tb K r get long it out of tho •""' I 

If we could gel it io some other o armero pay. ., .. eu. 
,,.li llalv"'ould get hi8 money froo th~:y,w~~r(, O•e farm(!r wouJd n.ot 

r. ALLAC&. I &uspeet tho farm ' < U:'t not.? r"' ~rc notoomiJietely obaritable : , would' f~l tlou lbo other in 
ey uught•how • Iarily for • year 'th ~ ""· >o "',MnllMDed. Wbil -

Md or tho Ye&r. ' e ouanty moght "'" Out Ill e 
Stnuor fiAJa.mr. \\re llre no . • ae 

olloer iniMlouo, we are deoling t~oaling wiUo tho ebaritabl 
tb~~ .. {" it ;. ,. hat we do. "' our own eo..,._ 11 ;. .:':':,!': 

r. VAl.l.ACL Con~miag that . 
Ia~~ c~· ... _n~ti . .. or tho r=!'!'.!~t be appropriate to 
tha. I .AI!'M-:Uf. }_ OU do DOlo W&Dt t() ha·:-- wvlll ~JVM. 

M Pf;>pnallon,!"' matter wballegislatioo &n.1 doubl about gollio,t 
;,.'· C.....,.ca. rouroadmymind nwepaoalorl.bofanneral 

• . • .............. All ng' hi w 'TI . 
•liOn. . e WI dn•orce thai from this 

S.nator aLAe" You aloo . propo-
we abould adhere;., far 

00 
th_ink, _do Y!'U DOl, Mr. Socre 

have hton Dladt to lh . I>OMlblo, m lpole Of 4011 dec' • l&ryh ' Lhal 

r.
l&ce the t ·' e JU8t. canons of taxati . lSton.s t •" may 

eost able tc!' .. m aueb a way that they will ~~( one o( which is to 

~·:r~~ ~~ £~~1 o~h::u~~i~:-... ~ .~":i~~~-:.:rr :~~~~~-:: 
Mr. WALLACE. Tha~ :'.~n ... t "3'" to bear tho bu:.cten? 

0 
urdon 

,!'nator ar.AcK. Wcll it is exee eot llloorelioal tlal<lment 
a M'r"- \VTbaL is what we'abould~tri~~f .t falaell if it can be 'brought 

. A.LCAco. I think . . . v or on our tax Ia • . 
pnh'ndpl•. A1ao I think ,:tJS,tom the main,/;raetioal .':"'d 'a"''·~r:; 
w tn arce •! ' ""-h& r you -:u • ' -· gua 

o.
0 

lo pt..onomustoln......,;...'be--".."' '-••r Lhere aro tim.. 
ox a r Due&... The . '"'J UUKJ8.. 

::;"'_~PI it in prin:pi!. ~~ :!":":..:~( lhe aaloa tax it bad, if ..-e 
Mr W way. • wo con goltbo moo.,. in 

I Lhini. Alol..\CJL I abould hate to I IJo • 
&nat!~ B~~ ~~~ed if y~u do~ on &n.Yt.hiac oomplotely. 
Mr. w 41.1..\CI or • II better? 

lire p......., ..;. .~uno I would defend under Lh 
tu, beca1110 undo; Lho old~ """"•lially ond e.rcoocli"!.!

1
d .,.. A~_t-.:! 

lllfller, wilh rd ... A. A. Lhere • ....., a hid> _,. 
<enaumer .,::: I to tho uhimato ooet to OW: protoclloo to &lie coo-

~[~'"'• th~ p~!: f':!· •clhidler J>On>ont.:e ~rt':~· 111.bat is tho 
,.., """ onvolved lb m ucfed, than wu lh o ar to Lhe 

lo bring •bout a bal.... Now,. situation or tha. ·~- befor;e tho W&r:. 
would lie 00 

anco as between h oort whtc:b ""'d0<1 
a nefatto the general welfal • groupo ol our populalion 

re. 

c 
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1 would aay that oalarp a aa1 .. W<_ u ~ :r!U<h •m&od uadet the 
A. A. A. ,.... j.atiliocl •••!' tho~~ rl did viol~to tho pnlk"lpl,. ol 
oconomiota. I l.b1nk l'ractrcaii.T au the ecoDOIJUSta foel tha~ • aaloa 
.u io terribly bad JLnd yo~ p...,IK.Uy every State is ""'"' it 

So.toat.or lllaek. Thoon it no e.reuoo for il, bowevor, d ot pula tho 
burden on the ,..,...1111 pC!Ople, tbooo who are 1-1 able to pay 11 

M.r \V ••'-'••· \V'o luoow that property I&X .. alnya boor • luaber 
po~~.t.&P to the •al~~<> o r the properly in tho • ..., ol the poorer 
people tha.o in tho taoo of t.ho w~thier people. We find Lhal t.o be 
uoiv.,..aJly truo, ond yetol ,. un1voraa!Jy dono. 

Senator 0LAf. l<. But Lh~ro ;. a movement all over the oountry to 
oxeropt proparty tu~d lhal't\loro you must I&X lhooe who are loaolablo 

to pay. . 
.Mr. W••r.M:O. That it a very tough Lhing. NovuLheleoa, wblle 

..-
0 

.,.. prooeeclil>g to Lbe ideal I&X pn.oocture you must or...., find it 
_.,y, for the pu.,- of State and Foclel-al revoouo, to oopco 
in ..,.. of ~&Uiioa which 01'6 not completely ideal. 

SoDator B~- That ;. wben you have tho majority opiAit you 
oo that you e.oonot ~ the boat I&XM. 

Mr. W 4J.W.CL Tb.u may involve a cliff.....,t propooitioo. 
Senator Coi<NAJ.u. Mr. Secretary, I have just ODe qiiOillloo. Ia 

tbflre noLa law on Lho boob now aulborUinc tho divo,..n of a PG"' 
lioD of the tariff .....,. to foroip relief p~r Wu not thai 
contained in tbo 114LT 

Mr. W AJ.l.ACL I.D -tion 32 ~hue it a provision l.bal ono-l.bird of 
o.o amount equal to the custom• ....eeipla should be uaed for certain 
putpOIIM. 

Senator Coi<I<AJ.I.Y, Well, if thai is lnle, or couroe, that fltnd 
would oupplement any oLher rovenueo lbal would come into Lho 
TreMley lor UM on your ooil..(lfOOion program, would it nolt 

Mr. Wo\tLADC. No; tbo """of th&t fund is for certain •rlOclflo 
puryosce. 

Senator ll""••T. Wu it not on tho oxporl or the manufaoluren' 
r.w matorial rather than relating to the farmero? 

Mr. W """"ca. No; it;. oxporla, whether agrioultural or manufao­
wrod oulol Oj!ricultura! produola, and thoDWlufaeture i.ltftoplional 
to a ootlliderable e.rtoal with the Seeretary of AgrioultllJ'O. 

Senator Colo<•u.T. Jo that provitioo being C&niood out now? 
Mr. W .u.ucc. Yoa; we ba.-e done & number of LhiQ&O under thai 

pn>vilioo. Wo ba.-a auboiclu-1 & small CS::::,U'Y of eaporta in loaded 
for tho world market, a groat deal of • We han purcbaaod 
~oltural pooducta that llave been unduly de~ in price, and 
distributed to the people on rdief. Theft~ bao been quito a lOt of that. 
ADd, oo you &H aw-, we uaed, ob, porb.ape $(~,000,000 of it>-;-tho 
amount not yet exoclly la>own-for cotton, m ell'ect to ~y tbo cliff e.., 
oace belw- lbe &&He prieoa of colton and tbo loan. That is where 
moot of it hal JOGO, more Lh&o ball or it hal gone to col.loo. 

Senator COI<l<ALLT. I ,..., oomewhat reapoasible for lite odopt.ioo 
of li!AL provUion. That .... tho Jon .. &DWldmotl~ in tho rr ...... 
WU1~ ftOt.T 

Mr. W .. ~w.cL That;. right. 
Senator CoMHALLT. 1 oponoorod it in tho &natA!. I j110t wan&od 

to know bow far tho Doparlroont wu ut.iliJing Utal u a oouroo of 
t''f'enue. 

0 
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\lr W4 LI.AC£. We will be happy, .-ith,in about a muntb, co gi,
0 you qu>lo a e<unploto roport on that We ~an ,.,•you qtute a toport 

on u. no•, '" r~ 
S.nator lhtut. Mr. s.c...,tary, did T und•l'ttend you lo aay that 

J'Ou wne~dorod the pi'OeM!ing tax u • ..... te.x? 
,\lr. IVALI.Ac•. J Mid in principle it., ... •·u.r llinular to aar., lU<W 

on a ""'lri<tfd line of produe!4. 
S.n•tor B•u·••. '!'bot is in tbe aense that thrv AM inltnded to be 

r••id by the OOIIS\UIIU, Um ultimate 001\!ltuner. 1'hey .... int~nded to 
go lorwortl rother thou backward. What hove wo in tbil! not to 
prov~nt tho liiX from bcing P"-~ back to tho IBnncrf 

Mr. w .u.I.AC'». I do not know or nny way.with rt"iiJ)(l('l.. h> IIIUy ules 
tax, I do not koow ol ony method of molnng auro u to wboro the 
intidrntc • ill bf. That nppljes to AO'f tax. r do not know wbat tax 
it ~ill llt', I thillk in !lot r.ese ol the woom• Ia.~ you oro more """"'Y 
aum Lb"n an1one tl~. 

S.notor ll•••••· And the inheritanoe tad 
Mr. WA.LI.AtK. r ... and the inboritan ... tax. There you ean be 

ourtly <'<'rlain U I<> •hero tbe inciden ... 'O'iJI bo. l do DOl koow 
• bat you ran do about it. 

11te C'HAJIJL\'1'. ~lr. S.C"'tar::r, that finlobtw your ttattment, d­
tt not! 

~·r WALLAc;L I ruem,. .. -antad to mention lhil, Stoator, thaL ( 
hato oent ,-ou tbio l•uu witlo regud "' tho n•w •uaar I.,.O~attoo. 

The C'ttAIRIIoL'<. 'Mtat ,..;u be placed in tho I'O<'ord. 
(Tho ltttor 1'1!f•rr<tl to ill .. follow•:) 

Mu 7, 1036. 

J 0 

..... ~-­L ...., II ~ro;.,.. Ytdl: 

~~·i------.------r------.. _ -· "'='i ...... ...... 
... 
'" '" 7.11 

'·" f. It ... •• ... ..... .... ,. 
'"' ,_. 

''-1'• ... 

Regraded Unclassified 



...... ,.,.,.., .... , ,tfh .. '•"'' .. ,.. ~ 0..-.- •"" -..;. .. "!!:.eo.u • .:r 
,._ .. .... ~ ~::~ ............ ·--·-,.,_ N • .._., • ..._, ..:;.;;. ~tl " Ow•• =- .. --~ ·--~-

0111'tdliP- - " ...... ..,._ -- =" ,.. -·- ....... _,. ,_, lr.: _ ...... =-o_... - ....-...Apt ~ -::. ... , .. 
~ 

...... 
.... .... "·' 

,..,_ 
···•················ ··~······ · ··· 

... .... '"' - --········ ... .. .. .... ::::::::::::: .. , .... ··· ··········N;4it;a· · • a:;. ... ... _ ... '"·' ........ . .. ... - ... .... .,., ... •• '" --· -·--··---· , ... ... -1.-lt:l ..... . .. ... __ ... ... ... _,.,.,. ... .. "' - -··-- · ... .... ~. ..... 1 c• .. -- -··--- ... ... ... ...... ... " - ··- · ... .... ~ ...... "' • - • -· -.. .... ... . ,tM, .. t,Ta,a ...... • .. : .... --- ... .... Q, ............ . ......... • -·· . 
.... ... ~ ............... ......... -· . -;:--- .... ., ....... u .... .. ...... • -· .... .. . ....... &. __ ..... " -· - .... ... ......... ,~-- ....... • .. 

' 

0 

A.t'r&llNOON la&ION 

(The h....W, wu reoumed a~, p. m. punu&n~ to .-.) 
The CHA.JRIJlAN. Mr. OUph&nt, you may proceed. 

ST.t.TIDIDT Of PUXU OLIPIUWT, 81DU.I. COUIIIL fOI 
TU TIUSUU DIP.Ufllln 

Mr. 0Lit>HA><T. I Wldtnl&l>d lhe requeel of the oommiUH, &nJ». 
miLIAld lhrougb ita cbainnan, ..-u to, u h& pu~ it, to eome down bere 
aod &JUIWOT oil ollhe objections lhe• ba'<e been m..te to duo bill by oil 
of lh-""-durini th& publie bearings. Tbet, obriouoly, ia a 
vuy luge ordor, *-UI6there hn6 been a gre&~ m&01 wi..- .U. 
e~ & -~ maoy upeetAI or th6 bill, and able wi...-, tboughll~l 
"~to-, people wbo have waoted t.o bo b<>&rd aod b.tve _, t.o IL 
th&L they have been well l'flPI'MOD~- and that il aU t.o the s-J . 

.But if I IIJl) 10 red•ee that job that you aooigned me 10 ~ble 
proportioM, bollo lor lhe 11Andpoint. ol the eommitt.ee'o eoovonienoe 
and alto lor my own, 1 will have 10 proceed aeoonlinlt 10 plan. 

My though~ i• that I can oeve you time if I would' ju.oL wke a low 
minut.eo t.o lketch lbe principleo uoderlying lho bill, and I am add..-. 
ing myMII now t.o tho won oorporaL&6&TJlingl, &ltd tben takout> in • 
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••r;t bntf mvnonuldum the -miog!1 mo"' iml"'rr.&nt ob · · 
wbi<b we bove pthored from bo•'inl; aomt 15 mtn 10 th" T~«'llono 
ovtr, rtod, and re-rtod,. and re-~d thisttJollmon) . And then ~l!Jl 
bt prrpa~, or tboee •nth we. will be propo.rod Lo tllA~<or., lar . 
can, quetliOM that the oommutee may care to Mk:. u "

6 

1 wollld bke to uy u the 0\t~l, 10 far u ~ho l!"llOral oden under. 
lymg tho tax ou cOI'))Qmttons, corpora~ canun~ i• ronremed 1 
":)IOU l lUll AI old M.thaL idea is, !_will probably be dead 114' trl:~ 
rJJ>I<" w!'- cmbo<he~l Ul our oragtolll. moome tJ\X l&w durin~ C"h·il ~Va 
tmuw, 1t. WU COI~aderl'fl by corunullees M C'ongrrt~K h1 11)17 "t. r 
"I' for volA> in 1021

1 
••d ouhatnnlinlly Lhis plan wot• ndotlt.:.l! 71 .. 

Stnate m U124, I tlunk it wll.S. m te 
Out.. LO 4'0me. to t.be specific tax proposal, 110d how tbat \H'OJ>OM.I 

wu .'onnuloiOO, along 10ilh otl_w' pro~ls, and oubmitl<!< to u.., 
Prtooidrnt for ,his oonooderutioo m the di..,bargo of hLt duty 10 IOako 
!'""'lmmendalloos for taxe<~ to the Con~.,..,.., 1 •. •it:rhl ~oay thit· U•at 
1t11 the ... rk of • grettlWUiy minds. There are u you know in tho 
BUI"Nu, a number or men constituting a 11atT whole buain"- ·e. 
OOMllnlly 10 ··~rk ou po88ib~ tu logislation. .\ a-t many ~ug~ 
piltOn• .,. f'fetned. Lbtre.dllfi:D8 e&e.h_ye'!Z'• a gn."At many qUt't'lio.ns 
oome up on ~uon "'th the applkatoon of mcitlling t.uea and 
the .. • • meehan!""' horo ,..hereby ioiJ of th0116 flo,.. 10 a pll<tl ~·here 
thoyb~nfbe uarntned and the mo"' promising oneagam•r•d out for 
P<*'J K' Ultl~ ~-

'Mlio propooal went throuah th .. proo..,.. and I propoM 10 d ·be 
v~" bn('tfty IOmtLhing o.r wllat. tbaL proe~ wu like. est"rt 

'l'h• problem cunfronttng Lh~ Trto..urr was L11o rli"'ITIIY into which 
the lludgol r,ieturo WBB thrown b,Y the tnvalidnlion o( tho proo...W 
t.ax ftll<l by tiOI~If· or thollOidiers' bonus. Thoro hM been a lot 0~ 
talk ~~~t ~nlonomg tl~o Uu~geo, but the Treoaury't immediotc ,... 
1iJ}i)Otah1h~.V ' " rC?ruwh1~u)g tbJs t..ax proposal waa t.h., moro immediat.o 
Pf1>bl•m or pultong I ho Dudget picturo back into the situation it was 
pnor t.o those Lwo ovenls, ~ause the primary ~oncen1 or tho Treuur 
~ l<l 1100 that ret>MtiMI<tliOWI made on behalf of tho Unil<!<l StaJ; 
onmrnen~ to Pf'O!'petliYe purchasers of ita seeuritiea Bhall be mado r· and und~r o.ur sy;atf:m ofgo\*emme.nt, the moohaniam for making '1\:' ~p.-utauons IS the President's BudgeL m ~. 

• • .... • T,.....blury oonfrouiOO the real probftm a~e Pnoroideut'• 
lnlmoulllO pro vn of find' the • 
Ilk• the pi- of the ·•-~~. ..~ry IA'~porory ""'~"""' to 
and I be n N-..,.. 10 """""lions dunag th~ eurrtnL year, 
awiruh ~ permanent re•·enue lO pro•ide for th~ ptnnaneo~ 
o•er • .!~:.J'~':.:d for the liquidation of the 10ldit,.' booua 

!ltoator IIAATtso• Is 'L • 
tndliooo of dollarw w.;. .. or ~~~ Beol'ftet that approxunatoly 490 
men toto the fa .. up rn "'." '!dgot co cake .. I'll of these pay· 
~leet it for ":her'(: an~ 0motbing like 276 millions of doll aft!, u L 
bud!!"~ of iho • · · · '"'"' m what you eall tbe ~m•rgeocy 
~·h•tyou now ~:.ii";b~y .. r, Md llibat they h•~o been tmnof•rr.d to 

Mr. OLttiiANT. 1 :J:'j"""',.~t ud~~ for 10371 . 
Obviou,.ly tt 1 \\er'e 10 n posttaon to answer that (luoet1oo . 
ll•ll, chc ,,.;r.~"'l}\r~~ ••~ :~t""n"'dit outhoritativcly woul< bo Mr. 
glad co ntl<n(l a' your r 0 • 0 u get, And l run 1uro Ito would bo 

" . conven,enco. 

:J C 

&&Xt~V& AC'f, ltl• 

St""""' Jla,attM"' Am fOil familiar toougb willt tit• lltld~~tt t• 
)<now lbat that io a fa<t1 

~lr OutUA'Tc I •bould like to avoid if I oould1 goi.njr onto a 
det•iled d...-.,..oorl of the btU, mertly bedlu* that hte ouwde •be 
realm of fiiUtb torn~tc-orfl u l ha\·e, and l would not wane. to mak& 

1
iAtemenUt hu~ "''b~uL the approval of the Di,...,tor ol tlo~ Budget, 

and ollu~r IM'ntODI rf'lpolllible for tb.at. ehuation. 
Thot wn.• the immedi•U> problem confronting. tho Tf<)uury, aod 

it wall juet nM rx-al u maiultlin:ins one's ~ [allh ~vt·r iH, wl\elher 
thnL i• tho goo<l fnllh of uu iudivtduol or the good faith of tho Oov• 

cnlmcJ\L-. 
So, we in I he llureau ol 1ntemnl Revenue and in the Trouury 

Deparunenl, looked around 10 see wba< the pouibilhJoo w•re of 
obiAining su~h • l•rg• additional own of monev and reAiiting tho< 
Congreas wu going co be eaUed upon 1<> exer<~ a power wbieh I 
think in ita eolrmnhy ia N:cceded by few powenJ, other than the 
vo-·er to mlkf: \\It a,nd ~'namely, the po..-er to impollft \.aXel. 

Our approa<b •~ that problem ..... UU.: Le< WI lrame the tax 
roeasurt 10 tbo~ the burden of the tax wiU faU in that .,..,. and upon 
that portion of the population • ·be"' it will .... u. tho minimum of 
banlobip. Tba~ bn- you a< onto 10 this queation. Altu aU, 
""""' hOY< 10 be paid by individuals. When all is Mid, taxet oome 
out of the po<koll of individuals. 

From what aoureea can indi•·iduals pay taxet? E.xcopL for minor 
items, the"' ""' only lour. They can geL lunda with wbkb 10 p&,l' 
taxes lrom buBin""" profilll; they oan get those funds in the lonn of 
reeeipiAf from renlll; they can geL thorn from iotere••; IUld they can 
II!'L them from Wll(!CII and .. lotios. There are no other poaaibilitite, 
1J you excludo minor 'lema such as royalties and tbings of thauort. 

Tho problem then is on 08Ch ol Uteso lour oourc01 from which 
1>00plo con II~)' luxes, wl1oro ohould th.e major pnrt of Uoio now money 
required bo tnken in order to produce a minimum ol h~~rd•hip UJ>OD 
ll1o populotion, tho L>OOPLO 81 a wl>oloT What do U1o 6gureolhow? 

They show, lift!l
1 
t.ht\~ tho people's receiptoltom int.er<lltt '"' (IOing 

down wiUt lito falhng inw ... t nt.ea in UU. period o! ... y money into 
whieb we bove •ntirod. '!?',;£' show, 11000od, thaL tho tupayers' 
receiptolrom l't'Dll are bu< · Uy up; they are up but only oligbtl_y. 
Tbey have juoL 1>ecwt 1.0 ,...,.vu. 

And they show, third, that the people's ....,..;piAl lrom ....,.._..,d 
we...,~ wagee lalgely, because~ inoome tax pa)'ID•Dll 
ou~ of • ·agee and oalorite oome out of saJ.n. rather than out or 
w~tha~ aueh in.-.o u •·e have bad in busin- PI06ll, 1.0 
which I ohall allude in a moment, b.u not yet bad time 10 p~ iiaelf 
nneeled in • oo,.,...ponding inenaae in people'• oalarieL M •• 
eme~~e from th;. d•~,...;on there baa been, u we bavo emOlftd from 
all proviouo dep._.M, a lag betw- an in<reaae in the 'b..;,_ 
profill and an in""'aao in \lie ul&ries paid ouL of lh- businllll 
profilll. 

TbM looveo Uoo fourth item, hW!ineso PI'Ofill, and on U10L it is 
gM\tilying to note how aub&iAoti•l tho in......., in bulin- profito io. 
Thi& •• i!' no ~nso eu'l ttt.tftck on busin~ _profit.a. '\'~ welco~~ il, 
because onore..OO bUilineN profiiB m .. Dll '"Creased btwn ... aottvily 
and tho moan1 of inorclU!ed emplo)'IDent, and inore ... of ~nploy· 
mont., T d•ro ~ay, is thOI>roblem that ties uea...,t to Ooo helrt ol avery 

0 0 

Regraded Unclassified 



u~,-z.~---ut ~.cr, tta • 

....,. 111 lhit room if be adjoW1111 aU olber CODii~ ~ ..,.,_ 
o.d,..tlcw for lhe public good. 

\\llotoro lbe dimoooiono of lhe incnASe an b ... n• pro61at ~ha­
blo ncu ... from imparti&laourc<8 obow that eorporote proflla du 
1033 wtre 42 ptrttnl above lhoee in 1934. Tboy aho• a1oo on~ 
the mott rtUable indu reporting profita of eorporotiono, that d'!ring 
the third cau•rur of 1936, buom ... profito wtre 69 .~t above 
buBint• 1>rollt.o during tho th.ird qua.rter of 1934. Tiaoy •how cJaat 
In t ho fourth quarter of 1935, tho increa81l over tho oo......,1l0oding 
poriod in 1934 wu 117 percent. Figur'"' for tho n ... ~ <Ju&rl<'r of 1936 
are noL llVaHablo. Preliminary est.imatee indicate. a Aubttt..1ttiaJ 
Int...,..., noLu greaL aa tho last increaao that I mtndonod. 

So tbol if tho additional tax burdtn is to fall in tbaL area where 
the in<rta8ed burden whicl> lbe Coog.- ia ullod upon to lay ,.;n 
produee tho 1.,...1 hardship, tho major part of tho ineroaaod rov•nue 
mutt como from bl13in .... profits, in lbe llbtell06 or any co ...... pondios­
in~ in llae lbroe olb•r oo""""' from wbicl> people ll'IY tla•~r taxea 

So .... in the a ...... and in tho ~1)'. ~Ming •bot tho dimon: 
oio111 of llae intreaae in businMI prolita wu, turned to tlae nul 
probl<n1. Upon what ll'lrt of lbu liold, •nd U{'OD what portion 
of all of the. people of tlae country r•e•h-ing tho •n<roaaod bUI!inoM 
P.rofito, ohould t.lae major portion of tho additional burd•n be plootd 
al •• ""'to produet tho minimum of hard•hipT 

Ball!in"'". Pr;o~ta ..., ~eivod by th..,. grou.,. of people; by the 
ownera of tndi.,dual busm ..... , by pertnerw, and ultunately by th~ 
atockholdera of rorporadorut. There llro ll total, a<cordi_'!lf to tbe 1 .. ~ 
CtniUIJ tigu,. available, or 450,000 corporations in tlua Country. 
There lire • totAl of individuol buai.nessm•n and individuol partn•r­
a!•ipoof IK million, to uee round 6gu...... The~"''"" of produc-­
born ot corpcm\ti~~ comprising the whole nfttionil fl.guro (or •hiiJ y~11r, 
1933, W08 142_ ballcon1 and the~ soles •.f production of tho indi­
''l~Ufil tntar(J~ ana partnorslups was 30 billion. 

rho firat thmg U11t ooeurrod to us and to anybod.v elloe AJIJII'Otlt hinjl 
ll.te iJI'Oblor~ in the oamo way, is th• fact that th""" rngagod .. i.ndt­
Vldual bu&UI-lltn llOd .. partoero are bearitlj! tb& full lAX Joad or 
our gr~d.uated a~rtue.. A.re those ff'teeiving bwdne8 income (rom 
t'O!"J»C)nt.iot\1, doang eo? Tite answer: to that.. queation, which aur· 
priood llae Treaau..,. when lhey found tt to my mind mak,. no otltN 
fonn of taxat)on at this juncture poosible of dole-: 

On. our .. umatN-&nd put porformanoe ohoQ their d•pondabil· 
11.!' .~ <Orporate profiu during theY""" 1936, all of them, woot out 
to t ... ltockbold•rw llOd _..s tbm~ lho -•II incomt-t&r. mill 
::ppooodJ flO J>lft; of th..., being pllid m the fonn Of I corporation tU, 

to.••. o that is the fio<ure you hav" had of over $4 ,000,000 000. 
That •· cf tOO.. pro6U all ..-ont to stoekholdel'il a.nd "" appU;;/ our 
P""'."?t l(rlduated ourtu ,.,.,. to lbem, they would produre enough 
A-<ld•uon•J ~v~nue tu provide (or the permanfl:nt. nfiNII or Ute Oovem· 
m(\~l It thi!l tune, O\·tr 620 milJ:ons o£ doiiAIV, 

So th1~ llt where ••e wound up. \\re found increase in bu~ineN 
cro~ta 'ltlth ~0 torT~J)Oo<ling increase in tent8 N.lfll'ie. or inlere8t. 
n:~nt811 ,J)rohtA coou!'& £rom individual en terp~i3e1 or ptt.rtnenhi~ 

" 11"31.!'K tho lull utcome lax load and enough eorporAW profit. 
llOI urrymg lhe ruu au.rtax load wltit1b i£ mac1e to do 80, would p_ro.. 

UY'&JJO"& A.ctr1 ltl I 

·d a tow ol 620 of rnillio,.. of doll.,., atat.ed by lhe Proo;dtnt to 
n e .. 
bo requinlcl at thll JUD<ture. 

Senator H•rrtHOI. Mr OUpbllnt, h&Yo you tb• amount ol taxN 
aid by C>Orporationo for 1936! 

p Mr 0LIPIUNT YN· we have lh""" ~- • , 
s.n'otor J!A&TtNO&. w .. it no~ about. 1 billion one hundrod nul)IOIIf 

H .. it. not been ataled lhat tho C>Orporate tax wu about a btllloo 
ono hundred million doll1r1T 

Mr. J-f•-"•· \Vo ll'o ootlm11ting for tl••. •!'iendar yo&r ol 19361 ~or• 
rate u•x total corporoto lAX of ooe bilhoo ono tb..,. two rnalhon . 

po Senator IJ.8TtN08. And that iallD incteuo<?•er 1935 ~f bow rnuchf 
~fr. OMI'UAHT. I c&nnot say ofThan.d, but 1t wa.e an mcr:eUfl. , 
Sonotor llA8TtN08. \Vhot I wu lryl_ng to get at, Mr. 0hJ!hant1 iA 

tJU.· U thl!f<\ ia an inllffilM in the buomes.• u you aay, I w .. 1.1)'1"1 
to fu.d out how mudt would be the increAII<I in tuN uodtr the)>rMtnl 

r~.teT H d' · f ••· Mr. OuPIIAI<,., I •·ill hue to I .. veto ~tr. au • ...,..... o ..,. 
detaila of the Mdmll<!ll. 1 obould oay this, bo-.renr, lhai all ~f th­
estimaiOe tba• io the pan performance of tho Tfteaul)' whicl> tbe 
St<:retaty' pve to the eommt~toe wb<n be wu d~wn here, u w~l u 
this Ndmate, weo into .aeoouo• the pro!>oble m~ .m b~ 
aetivily, 1.0d rockonine With the probable m....,... m bldll)• ..,,,.,. 
u .. , tbia lAX will pmdu~ .aocordiog 10 tho Trouury'• HttmlliOe 623 
milUons of doUilFI or addiuont>l revenue. . • • . , 

The CRArltW.<N. And the ftgUm~ of) billion. 132 !"'mon1 lf you 
.. ·ould leave the flat rote ombrou the meroue m bUOUI ... 1110T 

?-ir. Il.<Aa. That ia ri-;;!.t. . . Jd 
SenaiOr lh8'1'rNOI. tfU.o incroue in bnsmesa •• 45 percent, wou 

the inorooee in ttUM bo lJiproximot.ely 45 pereent? 
Mr. Or.criiANT. I do not tbiok 1 can nn~wer that. 
Senator !lYRD. Do011 that inolude the wmdfalltaxT 
:1-tr. O"n'IIANT. Tho wlndlalltu is a eeparale tax. 
ScmaiOr Cl-ARK. The 023 miJUooois tbo oorporalA> ourpluo tax t>loo~T 
M.r. OLtVIIANT. That ia the eorporole aurplus lAX •lon.e. Put tt 

this way. U you tako the tow or corporate~ durmg 1986-
tbis is pu..,ly a hypothet.ical atalemen~d distribute lhom aU to 
the stoekhold.,. oo that th~y aU pay the aame ounax-tha• tho 
atoekholdenr pay tJte aame aurta.~N th .. everyboc;ly elae hu to ll'IY, 
or if th07 ..., unpaid in th~ eorpo~t.ion 1.0d yo.o unpooe • oo11rry~ tax whidr is the math<n~~t.rtal eqwvaleot, •• will pmduae • o 

• additio<tal money tba• is ~uirod for permanen~ pu.,-. 
SenalA>r Bno. Wait a atcOod . What. do you <MOD by "permllDenl 

()0 

pu,_ .. , . 
Mr. 0LIPIIAHT. I asn uting a obortb&nd exp.......,n. To take •!''" 

of apeci6caUy lbe ll'l:rm•nt. o.r the aoldior's bonus oprood O¥tr • pon.r 
of g yoan, and to finance the permanent ~cultural Pr<lll""" mcen Y 
enacted by the Congr.... Tbooe two rtems. . 

Senator Broo. Doeo it not indudc relief 1.0d public wo!latT 
Mr. 0LIPIIAN'I'. No. l wu confining mywe!I to the optet.fic ~ueo• 

nu•cle by tlto Preaident in hia meuage. 
Scnawr Bnn. Your NliiD•lOI are general. H••• yo.u bmkoo 

them down w any oP9cifio corporodorut? Toke the Amencan Tel&­
p bone .t Tcl"'!rrph Co. What .Woet will tJU. tax bill bavo upon 
the payment. of taxeo by tbat eomponyT 
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Mr. Ou•n•~n I hne not brought data on that "itb m• '*-­
my undtrtlandllll iJ that the Se<reta.ry will be btre tm..:,rrnw 10 
"""110!'"" .10 a double r<qu .. t from the oommittfe, nam•l.r tho •lr .. t 
O( this btll upon the t&Ull o( <ettAID oorporatJt>na that bavo b..n 
tnUmfrottldlcand the elfe<t o( the bill upon Ctrtalu rorporaticona lhat 
, • .,lie ba< or thooe corporations that have not bt'<n ~numoraltld 
Seno~r ll'-'c• And certain individuals who lie hA<k of thoao 

eorporaltons. 
Mr. OLI I'HANT. I have not. read Ulo copy or lho r'C(lUC!Itt 
S..notor IJnm. Yon prefer not 10 diacu&$ !hot today? 
Mr. 0LIJ'IIANT. r bave not t1lo dala hero. ln ffi.Ct I vnry Ill e 

anuy or J~plo were · ·orking on getting it. rl'ady rur yOu Ira Lune ~r 
tomorrow . 
• S.n~tor Bmo. I ~ill aak you one qu .. tion . H. • oompao.y today 
11 .,.yang out. more than ~ts ca~gs, and undtr t,lu.• J>roJ>OUl1t natu­
rally folio•·• tbu tbev •ill ..,rt.ainly ""luu the dmdend' l*)'tncntoto 
•hu tltey do ..,, b.c.use they would not want to dim1nilb tJ,.ir 
ourplus wbw lht J!<l"'ibilicy is them, or whtn thty are <lfrtaln that 
lhe Oo<tmm<nt •·ill tax them oo that tl>ey cannot .. tablilb another 
ourplus, or •ill !"": !!>= an e.x....;vs "'~ to "'pleoW. anr aurpha 
that they may dJmlotSb 1D the Conn or pt.)'Ulg out thoee diYidfodt . 

. Mr. Ott~IU~'T. T~e plll'pClS8 of this bill iJ to bring about this oitu­
a~o~, that•( the~ o( any eorporation are fully distributed, that 
'"" 111dude the case you a~ l!O that if the aloekholdero are paying 
tho aurtao .. tloateverybody else has to pay, then a oorporalion would 
not pay the tax, 

&n,ator BYRD. Yes; but. you do not. answer my quMtiou. The 
Am<ry<~n Telephone &: Telegraph Co. in the year 1934 /mid out 
40 mllhon moro than it earned. Tbat46 million wont to l>o otock­
holdel'l and w.u taxed, of course, in the ret.uma or t he 1klckboldera. 
Do you n~t l hmk thntlbe Amorienn Telephone & T olog<aJ>h Oo. (rom 
!lOw on wdl onll i~Y out those. earnings nnd not pay ouL ony tmrplus 
tn the fonn O( UIVIdC.Ud$? 

Mr. Ou!'IIANT, Assuming t_bat figure is corroot., thftl. it corre!lpoods 
to flgui'CI Ill the Bureau, which I suppose will nppcnr tomorrow 1 
a~au 1116 tba t. it true. ' 

S.nator lll'Ko. ! aok you that with l'<'Oipeet to any oorporatlou. 
Mr. 114M. I thmk, Mr. Senator, it would be aomewhat dependent 

UJIOn tl•e ClOOt or m.oney and al$o upon the f.-1 polirv of the corpora· 
:i::;, A CO'J?Or&llon, when it decides to pay diviClenda and k .. p 

nup •Jar\y on •lOck, has in mind that they have to~ to lhe 
•&oekboldtrw tor ne-.· funds, thHefore thev ba\•e eome speoffic fiseal 

m-ind fodr k~~"'li\.~ dividendo up. '~'~••v will otill have thai in 
un er Uill uw. • 

S.nator BnD. Let."' discuss the Ameriean Trlepbone .t Tele­
KRP~ Co. Do you think that they would bo rompcUed 10 ketp up a 
eehrtaan nte of dh-idends in order to eecure the nee-..- finan«S 
t at they m•y dooiref ., 

M,r. OI.II'IIANT'. The bill docs proYirle ror a cn.rry~V(If in t>Me in 8 
~·~~~[Jear ~-hey ~~Y an excess or dh·ide.nd• over c•mln~. 'l'hey 

SeJ 1 Wllu lha.. tn a subsequent. y~r. Th~tt. is t~oolion 27. 

11 ;•tor CLAIIC. Do you mean i! U>e corpor•tion doplolel ito tur· 
;e': ~h:!•~1PUI'J>OSC ~aying di\-ridend.s ovor it4 eArnings in 1\ certain 
tlH~i; -'urnlut'~Y ~~re tc.. •tOO r~r that runount and J)em1lltM co recoup 

• r- u •a amouot. m subsequent. ye.are! 

) Q 

( 
-

Mr OurtuNT Y... . ... 
s.n'ator Bno. It io only •h•n lhe surplus as de~lfl"" 10 a .ton· 

adorable •xtenl The 1urplua •! the A. T • .t T. ,. 14? Jltilhono. 
1 aak ou ao 1 '"" r~rt if vou tbinll: tba\ the A. T . .t T . will tonllnuo 
to pa/out mort than I bey ran> if tbiJ biUpaoote,ua matter or prudtnt 
adminittratioo f . . 

Mr. LLus. I would think, Mr. Senator, u 1 !'"d • morn•~l ago. 
Whether or nol tho A T . &: T.-Utere ore certam Coeturo wh•ch dt 
ternlinO thnt. dei·b!ion, nnd I think one or tbe important. raatol'l llf 
that U>ey luwo to ItO lo tho otooklJOhlc,..- they d~ now- 10 tile J .. t 
10 yelltl if f rem•mbor Ute figu""' corre<ltly, they wutld throu_gb tl10 
issuance of otocl< righ lll obout OW milliol>ll of doUoro. Tho mvllllt­
ment public if thoy d.,;ired continuing di"idends, tlu!t would, be • 
maior fut.or in detrnni.ning i~. polieyJ a.nd. they IRISJht. dunn«: i 
~odor prooperity, ocl! outouJ6c>enl. •took nghto to have • aurp)uo 
tf they pay inatA!IId o( Ill I lllOODer Which CO,...P!'Dda '? appJ.flnl 
bock oaming-tl.••Y .. ill probebly pay out all of theor """""""' 
s.na~or Uno Do ~·ou admi~ that a substantial I~OJt romjMny 

<an pay dividend•, and can ..U rigbto, and thereby .. tablisb a ourplua, 
"-berN& a •8ker rampany cannot! . . • . • 

Mr. o ........ ~T Tb&t .. one of the objOCUODI rilied In abe tMU· 

mony, to wL.ich 1 atn t-omiog later on. . . 
Senator BYRD 1 want 10 uk you the opccilie qu.,.Uon and I want 

to talce 1934 and -ume tbol. our 6gu..,. an COITt<:t, that the A. "!'· 
.t T. carotid St21,000 000, and .Paid out St~7.~,000. What Will 
that corpore lion pay il they Ct>nlinue that poliCy m tbe (om> o( ta-<M, 
u nder this billf . k 

~rr. HAAJf. Mr. Senator, 1 view. eorporau on as ~ group or •t.oc • 

holders-- • 1 1 A ·r •· "' 
Seo,.tor IJY>w (intOrJ)Ooing). 1 am asking you " >atloe . · " • · 

will pay? • . tl A 'I' A 1' 
Mr. ·u ...... H thoy poy out nll or thet.r Cft!UI'?fl"o. ~· . . " . 

according to rny wny or th?nking, tbat. a corponliOil 18 j \18t ft group or 
stockholders-- . 

Srufator B•no (in terJ>OI!ing). I wont 1t by the reoorda that now 
stand. The A. T. &: T . iJ o..edilOd with payfug ~in tax,. no:ov, on 
the bookt or the oompany. I want to kuo"' if they wdl pay tf the 
policy iJ oonlinuedf . T 

Mr. B.ua. 1 would anowtr that qucation by ,.Y'"« th~t the A. · 
& T. u a corporate unity if i\ dOM pay ou~ all of>ll .....,~ or any 
othercomp&ll1, ,.ould 1>0t ba,·eto P•)' any_~; but A. T. & · ~uto 
go behind it and we bave 10 look atot rcalisueally. Tbey '!""JUSta 
group or ltockholdtro. ,, .... ll~olden -:ould be paytng moro 
revenu~ to tl•e Government than It IS ~,... paymg: • 

Senator Bno. Tlo" ,.-iJI they be payu~g more tf the A. T • .t T . II 
already poying out more than it earns! . . • 

~lr. tl.ua. 1( the eamingo or .A. T .. <!; T , '!"" ~·ng du-.ctly to ••· 
dividuala &nd aro being tllkw up tn lheu mdn'1duaJ ineol'l_le tuM, YC!Ur 
statementi .. haoluttJ,r correct, but if tho~ T. &: T. eamtngo aroro:•OJt 
into another oorpo.,.lton and pcroooal holding comparuea, and ao orth, 
then-- . . tl ti r 

S.nctor Ut11o (inttrp<>oing). Wloat about a obanla~lo ms ,tu, on 
Ir you do not tax at. the aource, whicb you are now doen(t:"ff,hnun&~ 
thattu and then t.loe otook io ownod, atook of tbc A. T . & T. "owntld 
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byal<hool or a eburdo or ooone charitable inatitution, wbatelreelwill 
t.hll ha~et 

Mr. lluo. lnsol•r., otQckJ are. own~ by tu-<>J<empt. charitAble 
inat.it.utiona th086 will 08(1111>0 t&xaUon. 

SonaU>r BTlU). Uave you rogumd bow mueb t.bat. will tot 
Mr. llua. We bave made i.Jiowanoos lor t.bal in the talilnal.o. 
Sonalor Bno. 1 would like lo have Lha~ broho do•-n and aeo 

bow muclo you figure would co inlo noot.anblo inat.itutiooa, IRI<h aa 
cb.ritable inalitllt.ioDJ, thurttiN .00 11<hool.o, aod ro forth. 

Mr. ILua. I could DOL do it oiJhaod. 
s.n.~ BYim. You ad mil. Lhtn, tho~ if t.hn A. T • .t T rootinu,. 

&be dividend poliey of 1934, aa a oorporatioo t.boy would not. pay aoy 

~) ILw!. Thai is very dearly in the bill, bul realittitally they 
would pay Ions. 

Sen•tor Bl·n.o. f differ with you ll1ere because tho ~aru.ing~ ate 
alrrndy being distributed by tho A. T. & T. 

Mr. IIAAB. Do you know, l\fr. Sc.ru~tor, whether or not. any or t.heee 
Nrulnp ure received by C'Orporation.ll? 

S.nolor Bran. Do you know. 
~tr. IIA.t.S. No. I wu noL sum. 
Senator Bnw. But you ha'·~ made an estimat$ on ao~tbina you 

han~ not gou~n all of tho inlonua_t.ion on i~. 
Mr. iliA$. Woll, ..-. .,.;u gel. it again, Mr. Seoator. We tako into 

.orouat. all rorpontions you ae.. 
&nator Bnoo. !low manr of the 600,000 atockholdero of the 

A T . .t T., in your judgmtnt1 ""in tho taxable bradr.eta! In other 
woms1 ~ ... e obolish tn. rorporate lax on the A. T & T. aa 
this brll does~ and they ronlinue their present policy and they <lit­
t.ributa this money to 600,000 stockholders, which it doos; how many 
ol thOICI 600,000 ll'ill1111y t•·'"" nnd bo in tho taxoble braekota? 

Mr. li-A.AIJ, Now~~ r, Sonl\t.or, J eanno~ unswcr that. \Vo did not. 
moko our estimate up by tnking tho A. T. cit. T., tJoo Allia Chalmerw 
and all the dillerenl oorpomtiono ol the oouotry and then add Uoose 
up. We bOl!Od our estimat<~ on roport.o whieb oomo in tho Bureau ol 
lntt.mal Revuue and \loti bave taken tl•e totals, and from thoee •·e 
hne "orked. But lor -b opedlic corporation, ...-e did no~ •t~.empl 
to fond out bow the LU ,.·ould Opetai.O. That would have boon • 
tmnondoua job •nd ...-oulcl DOL hove boon .. ·orth ..-bile, boeaUie "e 
ceo arril""t at our tstimau, from the total mu(:b more readily. 

Senator Bno. The point I ,.·ant to mako, Alr. Cbainna_n, iA tha~ 
with tlllj)OC:IIo the A .. T • .t T . .. ~ially, they .,.;u ..... to pay any 
djvidtods out. or their aurpha, and to 1hat extent., ol oourso, will 
rt<lu .. the dh'idondo. 11 would I>O very foolish lor any oompany lo 
tAke dividends out. of surpluJ naul then ·1 o tued to eatablish onolltt.r 
aur_plua. 

&nat.or BAtHtL&v. 1..16t us ttak('i this A .. T. & T. case, which aocm• 
to be oot. that is emphulf.('(l here.. II is no more eroe of that. oomJ)imy 
than AUJ' otber cor_POration tirnilarlv Aituatod. Asaurne that th~y pay 
Olll. DO\\' all of lhttr Mrnings in dh~denda. they are taxed I :i ~M 
ol o.he total or thoir ...,~ before distribution. Alw diatnl>utioo

1 
eadob lhareboldN paYJ1 on btt indi•iduol income tu • bich ia in.....-
1 t.be roeoip1. of the dividendo from tloe A. T . .t T. 
Mr. Elus. That is rigb~ 

) C 

avuua .,., a••• 
Tb · perloelly linlple. There II ooiiUir 

s...a~ B·•~.,.,.. "' ,:.e if thio bill P>MM. t.be A. T .. .t T. ~n 
«>mplex aboul ''• and 

01
.:;' .. i~ diatribu~ ill.,tin MIDillP to tt.ll 

pay no oorjlC)ral.e lax u "'f 
oLoekboldtlnl. . ..:.... 

Mr. HAAa. Tho~ 10 ,.,. .. L. """' - it. dociclecl oot to dia­
SeoaU>r B•nuv. But ~':fi'C: to k~ balf ol it. Thea it would 

tribul.e any at aU; '; k~J: 1 
15 P""'""~ lU but. would PlT. wbatenr 

ool be oble tok P 1 ? ... !'~ • .!;n• ,..ou)d pro•lde for in t.hn biiU. 
we the brat el o ~·.-,~ 

Mr. JIA.U. That 
10 "'!! ih thor·- a~ of OO!J>Oraliona almotl 

Senotor Ouu.~•· f:'T .te.; whi<b mal< .. 00 diatributioo at ~II 
aa importont aa t ~ hcir ~.,..,u;g., would be roqumd under this boll 
now but keep all 0 l ttu whith they now pay. 
to pay IliON than tDb.o 16 pe"'t..ator Iron\ Ktnluclr.y !eel that. the 

S.nator Bv•o. 008 the d 'II ~ 1o add to that 
T .t T with 462 million surplua to "Y1 "' wan d' • 

·:,;rpl~s &nil pay as much .. 22 pertent if hey do not pay •llY ..,. 

dendaT kn • ·r they will and oo far ao I am 
Senator 8ARICLET. T do Bo~ tb 

0
':., 

1 T .t T ~hich ;, probably an 
concunod I do not. nare. u e (: •. i; now payj.ng a 15 per· 
objoetlonable illual.rltion .,_ ... 0 '!::.cl:~lder io paying •het.o•tr 
cent oorporol.e tax, ood the iJ.T tributed ahare o! that corpora I.e 
the lU tl that he peya oj OO.;,.,I'ltiona that""' making DD dia­
inoome, whue.u then. are ~ \ ll'hkh is the u.me u 
tribution at all n,ow a~ P•Y'~ "J!: 11!,~.::i'e:. ore aJ'ing not.h!ng 
tho A T .. .t T . •• pe~, 1 . . .,_tble to level J:is propoooloon 
~><xouae tboy g<~t. not . · , 1 U 'll)na aomebody of a corporate tax 
off it IH:IM to ane, wt ou .. re ~n., 

th~t is now paying a corporahte laxd.onc it to lovel it off to rc.lie, .. e the 
S.nalor llvRo. Whnt you """ T 

rich oorpo&~lions wh_icJtf A~a1ya!'::t18~).~1i::blc eriuciplo on which 
Senator UA IUtLin. t e' :~ . . t. and f;ur system, the fact 

wo ar:c lovying .t.axea on cob~poratlons ti:,: ~'r'a tax in a fonn in which it. 
that.lt. may rcluwe 8()mo J.g cowr -OOIUIOQUenoe: You may loee. 
is now paying, 8l"Mla to me to o "t m other corporation of 
little levy by ~lieving. the A. T • .t ro~'d..fit. :Ontinuea to distribul.e 
the eorporate LaX tho I. tl now pays .P. bod el!e ..-bo is nol. dia­
all of ill •l'llinlsr bu~ you ""'cal.d!~ aom~ :'k lo run. 
Lributioc iLa eanunga, ODA dTit ~",f"!,.'C:: ~r~:r tloot"!w be ~--·ed. 

Seoator Uno. Tho • ·"' • Ita f&l'IUng& out 
An corporation whkh haa a large ourplua an pay• 

,.;.(be relieved. . I. lottorw in Seoalor Byrd'• inquiry 
Mr. fiA.••· On• or the UDJlOJ,'",n. thAI vnu hove not mtn)' ol llo..e 

wilt oomo out. tomorrow, and l 6 •11 • • -
18 

(earnings The next. 
large corporntlon.ll rnoking large. dlftt.~b!•t•o;l' ~ 'buLed ,.;,d thAt. will 
que~tion l8 wltero aro tho oarruogt em~ 1.8 " ' 

como up it; tbe discussion ~o"hw;.. IUI\UY_ atfiQCie.lM and uOHiAta 
S..IOLor Bw.cK. Do yo~ olw : T A T b6ST 

8Jld int.<rlo<'klng oorporauooa t"' . . • 

~!~:-.}c~ ~~~·oome ouL Lomorrowt 

Mr. ll.ua. 1 believe so. . did ou Lake ioto oonaicl,en~ 
Tbe c .............. I.D J'OW '!'Uma!:;ri b7• __ , ed-tioMI iDalitu-

t.hnto diridtndt that ...., paid to ~ ........ 
lions! 
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Mr. fu.ul. YN, •ir, Mr. ChnirullUl, oro did Dividtndai!Oing 011~ 
of d .. ~ figure of oom.,hat.4H billion doUara "" .. ~•ltd dindtoda 
~ w W·fi'M ....,..,.., Ill ower ··onla, people WIW low iaro~~~eo 

•·ho would pay no tu .. , and ·~ U. btttv tbu 700 mllboo. Proplt 
who would pa1 no tu .. , and to <baritablomatit;uriona 

Tho OlLluuw<. That ia tho P""""'t law, U. it not? 
Mr. Jlu.a. 'l'bcy oro ex•mpt under the pr(l(le.nt law. 
Ronator BAiliL&Y. Let nte ulc you t.hia--
Stnator Bno (1.11Ut'pOiinJ) F.xe- me, S..&tor ~Y .,.. 

u•mp~ !rom we p-~ law, but tho <Orporalioo pay• the tax .... 
at lho """""'· Tim bill would rtlievo U1e ta.xoble OO!lffo in many 
lnaU\ne .. , ll.lld tb~rclore lheoe ehoritable ionitutiona would pay no 

tax u all. 'J'hey now pay it 118 otockholdera in • oorporation. 

Tbe C.W•"•"· 1 want to know if in hia tetimate thot U1ey ba.·e 
tak•o W.t fiCt into ClOnsid.,.tion, and he uya be bas. 

S..oator B•anar. Let me aok you thia. 'Without l'tllll'd to what 
thit bill may do to some indiridual corporation, I lhink we all migla 
aa well admit that some of th•m will pny '"'" eorpomto tu tlian 
tJH~f OOW pny, tome or li!OIH IHU' not. poy "!'Y, wh.ich Oow plly, buc. 
talung tbero .... ~rrou_p, lft makmg your csbmate or the net. income 
to be raio$1 by th11 bill, did you take into «>nsideration that tertain 
torporations that are nov.· paying taxes will not pav corporate tu• 
altor tblo bill i• paooed, if tb•y <Ontinue to clistributo all of lhtir 
.. m!•l!!l or if they inaugurate tho policy of diotributing all of their 
earrunb,'l? 

Mr, HA>;S. Yea, Air, we did •. In fae~, wo worked ouL U\(1 ealitrulto 
on tbUo basil: n .. ~ if I corporation, alJ<Orporationa in tile ._to 
for tl1e country u a ,..bole rotai'\ed 10 porc:•nt; if they rttained 15 

porrt.nt;,aod 20 IJ!rcent. ll' e adjllllted tho rat .. in ouch a mannu 
that 1n ettber eMO tn any oflhOit\ tnstances we would g~~ our increase 
or f!i20,000 000. 

S..nfttor Bv11n. l.et us toke for exomplo tlto throe Sl.ondard Oil 
Co.a. lho Standard Oil Co. of Indiana, California, aod Now Jersey. 
'!'hoy .,.. not inwto<-king. ~y have oggnpto aurpl.- today of 
l!l-18,CJOC!,OOO. In 1034 •. lh~ w~uld have paid an averao of abou~ 7 
po,....nL m LIX!"' by.tbe distribut•on for tha~ yur. What io to prevent 
theta cornpen1ee wttb tl1cse enormous surplUBC8 lrom conti.nun.Uy and 

for !he futuro to eome, of paying ouL thetr Mntings and thereby not 
par.ng IUIY WM U all! ' 

• l.r. HAAs. The corporation itRJJ. as I aaid, may not pay t.a:rel. 

You - . you do not have tho oomplete picture Senator until tho 

'l'roaaury bas fulfilled JOur re<1t1ea~ for thto othol information. You 
w~uld hnvo l<! ku.ow,J!"t where lllo •tookbold.,.. of tlltllo Slnndnrd 
Otl Co.o.rcpN>SMt mdiVJduals. 0 . K.; if lhoy ore individu•ls, then they 

are lllbJec!M. ~ tl~e renior ourtu mill. If they are oorporaliona 
owned br, indiYiduala, t&n you have an entirely di.ffe.rent otory and 
you YOn t kilo ... that until tomorrow. ' 

I' St~tttor BYRo. Will !he informntion tomorrow toke ur a company 
lke tl1o A. T. & T. nud the St11ndard Oil Co., tmd tol us who tbo 

'1t:.tstoc:kboldua ore and ho•' touch more thoy will p11y! 
lr. H.u.a. 1 undcratand tl1at U. tho requoot 
~ Ca.ua><.-N. All right; p~, Mr. OliPhant. 

f' r. ~ ..... :"..,..,· '!'hat eoneludea my Jl'Dcoral Ill lemont of principle~ 
0 equality m tho taxation that underlie thU. bill, and 1 can 1um it up 

) ( 

J C 
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by uying tl•at with wo fa. I now lmown tha~ there bu l>t<-11 b"""­
in......., and tl••.re bu boon t.hia int-. in buainOM pro6ta without 
• ....,...jpondiJII u.cre- w the oth~r IOW'CN (rom which u....,.. 
wea eon be paid, IUld the lurthu fut now """'"' that tba total 
addibonal perrn&llftlL ,....en..., requited for tbeae purpoaeo eaa be 

obtained byatopping tho •voidance of aurta.xM throUJb tho eorponl4 

device- . ) Th • ,,, . • 
Senator Coo&>JNB (inl<'rpoetng • at 11 we JJIIpor~t quooliou. 

1 ba•·e never btM able to get an IIUWer to it. II ow much is thoro of 

that! 
Mr. fl.u.•. $620,000,000. 
Mr. 0LIPUAI<T, $62l],OOO,OOO. 
Senator Conz~t-08. rou do not. mean to telJ thil eouunitteo thu 

th•re is $020,000,000 tu avoidance Uu'Ough tho con!IOJ'Vation of 

u.-earoi~~gt! 
~lr. 0Uf'HI\.~T. Y ts. 
Senator Ooo&JtN&. I doubt that statement becaUIO I have not...,n 

aoy proof ofil. 
Mr. OttPnANT. I willl>i~ glod to havo Mr. Haaa dUoeu• thai ph­

of lho ... lima !<I. 
Senator CouuNs. I CAnnot conceive that u a foot. 1 have- no 

mtimatee. 
Senator HAOTtNGS. Mr. OliPhanL, how much WOI~d JOU ba<re to 

increase the p.....,.t rate on the same buia wilhout domg an,U.ine 
more to cbongo it than to chango tho rate, in ordl't to rlii!O tbo 

$620,000,000? • 
Mr. 0LJPRANT. I undcrataod if we propoae to lay t.hia added tu 

burden equally on all oorporate e.t-'11ingo by a more inaeaao in tho 
eorporate income tax, lhat that rate would have to be 2bl! ....-1. 

Senator CLAIUt. You mean you would have. to l"aise die pft!Mnt. 

inoomo corporoUon tal< to 26" ~~? , , 
Mr. 01.JI'IIANT. To produoo th111 amount of addlt1onal ""venue. 

That is true if We capit&l•tock tar il repealed. 
Stonator a ........ On what basis of national in<Omo do you fopro 

tba~. Mr. OUphan\! 
Mr. Ow PliANT. You do no~ mind m,y pU8ing that queo~ion to tbo 

man who can give you a better answer? 
M.r. ElA••· Tbo csi:Ulla\<1 ol $623,()00,000 addition•! income to be 

I'OOI'ived pro••ided t.hia biU went into eff•et i.a baaed upon a eorporato 
in«>me of $7,200,000,000, and I oould gi•·o :rou a like oo,mporable 
flaure over the lt':ries o( yea.ra, ,or you t'&ll fo.rm _10Ur OWD JUd«'fteftt. 
wnethtr or not you thinlt that ,. a roaoonable oaumat~. 

Senator BAILEY. llow doco Lhat oompli'O with J .. t year? , 

Mr. EfAAI. 1'1tirty percent groal.er thaJl ).,t year. , One of l!l• ""'"" 
neaaea that wu hero teatifying aod dU..uMing tho ootunatea ~d tho~ 
he feb thd our estimate of Additional ~ld und•r tbo buio or lhe 
now bill wu too blab, and hia main ..,....;. for btlieYi~ thill1l'll !hal 
thit .. tima~ whicli I juil 1!1'•• you wu too low. II e wore a hule 
atunned at tho Treasury; it. is not an in(n1quent oetuftnce t~at we 
hove OX)'I'•to diangroeoing with us but you cannot mnke ealuna~ 
me<hao•eally. We ba••e made vol~minouo ~tudioo of the ro!a tionahip 

btttreen diiT•rML eoonomie throries, bu~ in the f'!'al analyaio yob.,':;: 
thia becl<m>uod and tbe ealin>ateo oro fUIOlly amnd U oa tbe 

of our informed judgment. 
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IAot fall wboo tiM! Pre.idmt Jill~ out two bu<l&>.t awJunaty u.. 
bud~l ..... atW'ked

1 
tho .. l.imal.N .....,.. atlldr;N, onol we ~ tluo 

type of thmr appoon"l: in the p...-. You ~robobly ool.iffil ot-b 
on •!'!'""• wlu<h up""'-ltbo opposite optruOn of thia witn- 1 .i 
•P"Aki!'ll of who apptared hero btfore tho aorumrtloe. llo aid at 
thAI ume-tbal ...,.. lui fall: 

ll II ~ be hoped th.t.t. tlw ettimakd lncrc~M~ will be attuAtly rullaed bu 
however, howt~vt-r hiP may be our bopol. the lad remalnt \.ha\ 1-be rev- •' 
1"'\od up I<> tho •rb dAJ ol O.l<bu of lhla JO:.r wN but 128 000 000 • tl~o~u the t\IWtnufl oollee~ durf~ the J&UlCI J>trlod lo t.he dt(al y~r tW ~~t 
~'~~ ebanCII bt that. Lhe flllt.lmakl ot the ruenue bM 1J«u (Wibc!ra~l.y Ovt:r-

This oxptrl thoughl il .... loo high, and thlt N<ptrl lbat tarlifitd 
rt<•ntly LhougM il wu nol hilth enough. On thlt ~1'1 exp.-..ioo 
we do know what the ""ull 6aa be<D. ln51ead of_ btio& ovorotal<!d' 
our ac:tu&l incorno-t.u n!CeipU and the receipll which b.: wu taiJdni 
about boroii.,., aliule over I percent more thao lbe .. umalo 

S.oator ••.u Y. Wha.t about. the """"""'1 of thai atatomtol tb&t 
tho. ~rporato ••com• Ibis you • ooly 128,000,000 u tom pared with 
a aimil&r quarto¥ lui 'f-1 I gathUed tb&l from tb&l allloment 
II tb&t.....,..IO or notf • 

Mr. I!u.a. You ...., judging thai on tho buio 
Seoator B•tL&Y (111lorpoling). I am aaking you. 
Mr. Hua. In Ibis lllllemenl which I jual ~f 
S.O.tor B•••n. Yeo.· 
Mr. u ..... I will ropeat the atatomool that I road--
Tile Ca•••w•N .(il!IV)>Oai"l:) . He v.'u just wro"l:, wu bo ootf 
Mr. n•••· He 11 Ju&~ aboolutoly V.'l'O"l:t 
&nator s., .. ,., Which one wu wrongT 
Mr. ll.<u, They were both W<Oill:. 
Senator DAILOY. What wu the iQcrcuo in corporate inoomet 

You "'7 Ural otal<lmoot is wro"l:. Let u.o get Uro truth. 
&nator BA.MilLIOY •• You would not bave the .inc.- for the tint. 

<L~~ or Lh11 y~ m the Trouury and you won't )toow onytbing­
t.boul ''until the a~com,..t.u; report. of next yur..,... luaownf 

Mr. II~ That as oomrct.. S.O.tor Bailey be wu referring to the 
tint 'l"lrt,ilrof iM ~~oct.~.,- bepmiog Lut J:.ty. 

S.Oator n ..... n . And that wul28 000 000 in ex:C>ctiiiii··--
Mr .. a... Gntorpooinr). And be~ thalu eorid..- tn ~t.. 

:"~'"at tb&t Lime. He contondtd that tbey were deliberat.ely 

Senator 8AIJ.I1. The~ for tho firot quarter of the 6oc&l year 
1m ... $2.8,000,000 more u•h"a"'n--
·-~~[· llua (inl6pooiog). The point is we make our utimatoa for I ....... .,-. 
, ~torB.,•cr. YouayheisinoorTOCt.. Iwillt&keyourwordfor 
'"' ut you oro no~ ..,...,¢ng the quellion. Con you t.ell me what 
WUOOr'l"t!!tt.f 
T Tho c .......... ,.. They eame .. ~thin I poroml of their .. timat.e. 
~:"~:Cl<!d 1 ~t !"Ore than they Nlimalod. 

0 
tl BAILBY. Tlua •• a matter that bappontd oomethinJ over 

mon ll ago. Can yor! ~~ WI the faotf 
Mr. Hua. Y ... 
Swat.or BArLn. Wbal wu it? 

- w:rr, , ••• 

Mr IUU- Tlua exptJ1. aid that ._ delib<!rat.oly eleYal<'d tbo 
oalimato. 

Senator DAILIIY 1 am noiiiY"'« that. 
Mr. Jtl..u. We ll<'tually kno-ar the reoulu "-'*> the lime bu 

~apoed. We wore I ptre.L oft'. TIM! reooipll were I ........,, -. 
Sonator lb.LLIOY. Wha~ were tho figu.rea! 
Mr. llA••· I •ill have to 1upply tbooe. 1 do not cany thtm iD 

my boad. I will J)Ut tlaoiM' in tho record for you. 
&nator Uv••· What •a• the J,>eramloge of the tot&l Mmingt of 

corporation• dioLrlbut.td l11t year m divldendaf 
Mr. Hua. In 10361 
S.Oator Bvao. 1 undt"'tood 70 poroeot of the tot&l eaminp of 

oorporationt oro bo!ng diotribul<!d now in the form of dividt~~dot 
Mr. Hue. You -· Mr. Seoator, the 1935 data .. they..,...., iD 

tbrougb theoorporalion roporll, iocome-t.u roporll, ..... oolyou.-.il-
.. ble. 

Stnator CLAn. WhM you My 70 ~~ io diotn'bul<!d, wbo' 
yeor wu thstT 

Mr. Ilua. Tb.io exp,....;on of 30 puctDL retaintd is a fiiU"' wbicla 
...., be urivtd ,., by !&kine on averogenumbt¥ oftL::- lthbak tb&' 
io wblll worka out for the lut 10 yoara or ..,..,. · like tha t . 

Senator C...u. For the lut fi.e.J yeor on wbich_you bon firurte, 
wbaL did 1M 70 percdl amouDt to, ODd what diil the 30 .,......., 
.. mount-to in dol.lulond oenllf 

Mr. BAu. Senator, that rolalionabip of lb6 amount Mt&i1ltd ODd 
the amouot p~ out chanJel with the alag6 of the bUIIiD- .,. .... :m>en you .~t in • dep,_n ,. much luger proport.ion of the t&ni­
Uip ,.,... p.,a out t.ltao you P"Y at the top. 

Senator 0...RE. All ,;pt. Juot on the Lut 68CII.l year wbith you 
are taking Into oonoideralion, what does the 70 J>6001l amounl to, 
and what did the 30 percent amount t<l in dollaro and unttT We 
are roqunlod bore t.o raiae • opecilic amount of money. You oay 
lll• t tho Proaident'l figuroo, bll requeal was for 1620,000,000. 'By 
...,..,_,. coiDcldMoe thil .,..OCular't&'ll hu been atumblod os 
which aloo ......., 1620,000,000, ODd 1 am ll)'ina to fiDd out what the 
bUia il QD 'ltbi<b you ~YOd •' !he 1620,00Q,000f 

Senator CooacHa. "StumbiOd on" io riibt.. 
Senator BAllltL&T. I t irl hardly oomJCI t.o •1 that this 1620,000,000 

io lhe-uDounl of D>OCI01 lbat the t.ax io raieinc. be<a.,.. that irl DOl _ ... 
Senator CLAn. I uncJ.ral.ood it to M the t.eRimony here tb&l thia 

par1iculu lu in this pe11iculu bill would raioe 1620,000,000. 
Mr. au... Would raioe 1623,000,000. 
Senator C....U.. 1623 000,000 then; in addition to what we an 

~UiDJ now. 1 would ifke to know the baais on whkh that il firuredT 
Mr. BA..u. 1 would like to go UII'Ougb, Mr. Cbaimwl, if you wool 

ua to review this whole .. tim.ote ~.and"'" would have to do it to 
ooovinoe the &!nator. Bulyou Will ha.-e to take another day for h . 
II ;, all in the reoord. 

The c ...... .. K. I would like to .. ,. tb&t Mr. OlipbiDI appeuod 
here with " chart r.od ga•e an explanalioo to lbe oommitloe tho 
early part. of lut week, abowing cxr.et.ly how tbey railtd tbio adell· 
t.oo&I1623,000,000. 
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SfoaiOf Cuu. I •ould !WI to get an...,.,..~, to that ')-IJO• Mr 
Cb&ll1110n Tb~ particular yeara that they took on thoa lonn~l& oi 
70 and 30, "ht<b urivtd at $623,000,000! 

Mr. llua. l\lr. Sonator1 I can llllliWfr tho qu .. tion without going 
wto tho .whole complicatA!d .,timate .. Tho fonnula doea not IMUmo 
an.r parltct~ar P<'I'Centage of <llitnbu two. 

!:'<ual<>r llAKJI:Ltr. l understood;ou to &AJ tho otbtr day and ...,_ 
P<•tNI it hero wd•y that bis 30 an 70 is a aort ol an average arrived 
ot ovrr 11 J"'riod of 10 years ·~thou! rognrd 1<> any ono year. Jt rn' ht 
b• ony dollc,renll"":ceutago oo any ono yoar, bu' ovor " l><'riod orJo 
yea.N, thlit. 1.1 wbnl. tt. figures UJ>. 

Mr. II us. 'J'hnt is correct. 
Senal<>r CoNNAWoY. Yo~ theory of lbil bill, u 1 underatand tho 

theory of tho propoucnto, ts lbot the perc<ullqo wbieh is dillributed 
doea not make any ddTerence.. 1p t~o \OW under this bill tho tu 
.. oul~ he the IWD~wbether ol "' dJAtributed or whethtr it is not 
dlltnbu~«l-.o:hen. ot fin&!ly gets in to tl1e laxPIYt'l' and is paid iut<> 
tho Trusury, ot•·1JI be thoiWilo amountf 

Mr. llua. TI>At is right. 
Senator C'osN~LLT. So therdore i" is immatnial u t.o .-ha" ptr· 
-~· they rewntd and wbat they did not. 
. Mr. II•••· That is ~rrect.. As far u tha re•·onue il con~rnod 
n 00.. not make any di.ft'erence. ' 

S.nat<>r Bno. What disturbs rue is how you eetimatod tho amount 
Of taJ<pnyera ~·bo WOuld receive dividonda. JIO"' man7 roillion 
Jl<>ekholden are there in u.- differoDL corporation• iu tho country? 

~lr. II us. 1\'e hM·o al..o given inlonnation on that, S.nat<>r Byrd. 
S.nator Orno. How moox are there roughly? 
Mr. IJ..s. I do not recall oflhond, but we know from Ute income­

lRx retur,n LRbuJ~~ions in what income clwea tJu~ dividend& fall, 
·IUld our tnfor,ona~oo. on that is ovory bit •• good u Uto "1ortolity 
tables on wlud> hfe-msuronce companioa bi\80 Lhoir biiWIOM 
, &nator Qgau,r. Yo11 baveo. lower bracket, and J ..,ked bo.;, many 
(up~ Wtre Ill lltM lower brscket, Of lbe corporat.iOtll that were 
Ol!"lllg leta , Cbau $10,000 a year. Row many atockholdorsf 1 
t
1
1unk you aatd you did not know but Chat you tbouaM you eould get 

t >at. Have you been able 1<> get tl>atr 
tl Mr. n ..... Wo have worictd OD tl>At, Sonator, ano · ·e OAilDOt get 

le num~ of ~tockh?ldero beeaUS& one man Ol'DI • number of ah..,... 
~fl':(l 1:'. nnoua d•fle~n~ oompan;.,, We C&Dilfl the number of 
on 1 ua,. who ...,.,.., • ., dindend$, from our otatioU(S but "o oannot 
•Mwtr 1our qu,.t.too.. We _.en&. over there and czitJd' to make a new 
ttbt•lat10n, but .... juot do not hava that data.. Out U~&t parlioular 
'ta~'t 11 1~<>111!>• Dt!n>her of stodlhnldero is not neeHfarv in U1e compu· 
~n 0 llf Nti.IH&lt". .. 

Stnator Gr.Rar. ~o; bu' it. is importanL u aho".ma how tnan 
~to<fhold•ra "ho receive dividends from eorporationa tll.ot are ,.,l. 
~m 1':*' titan SlO,C)OO a yeu, and comparing thil number to t1u1oe or 
know ~p00'1~rollono. There may be a grca~ many more. [do n.ol 
o.amplo ~:":~:.. ~11•re [ 10Y be A great m•ny moro atokoholdorsl for 
h .. b .. ~ menliou.:Jry ~rge ~rporat.iono, like tho A. 1'. & T., w ueh 
1~ a , or m Oluel'll-tMlmo of t.ho utllit.ice-tJ1oro may 
from r,;;,"!n~~ll'ciYt· e~loro of. them roeeivlng dlvide.nd• from tJ\~ Lhan 

vl'l)()ratums. 

Mr l!.ua. I am oorry. 'nt«e ia i,.t DO data nailablt wbicb wW 
IDP'<l' th&L. I - •I>.Y YOU aro """lOll for it.. 

Senator Onn You iaad you tbought7ou might be able to IIi•• 
Rtom • • 

Mr IIAAS 1 tl10U¥bl •e I'Ould ~~~ by ru~ throul(b aomo ~­
t.abulatiof\1, bu~ it. is no&. on the ~turns. 

S.nal<>r Bu~Lt:r \Vben an individual ta..<payor givea hio retum, 
bo dON ool give U;~ numbor of oiW'tiO be o wna in any eorporatioo, 
lmll he frivN the amoluU. of hia income. t-te m•y even give tl-• 
110\U'CC olit. And wlton ll•• oorporotion paya ill! ta• into tho1'roaaury, 
tho corporation <10011 not say how many stookholdero it baa or how 
much it baa dU.lribut.co<l to John Smith or Bill Jonoa. So thoro is no 
infonnation oontained in eithnr lha illdi•-idual or oorporato retuma 
!rom whirh you can obLaiu the number of stoekholdera? 

Mr. H.ue. That it right.. 
Stnat.or B••n••· I o ordor to obl&i.o it, you would have to go to 

some other *>U~! 
Mr. H.ue. That is right.. 
Stnator Oaan. 11 tho Sonator from K6Dtudcy will permit ma, I 

did not go to that q-tion, bu~ tho Trftaury aaid they thoucht there 
wu *>IDO ouuido ooureo that had the infonnation, and I think it 
would be int<netiag to huo it, and I thought the 'l'rouury milbl 
got ir. 

Mr. H.u.o. We hue o.umined it, and to dale wo bue not been able 
1<> find anything. 

The CHAtRIIA.N. All ri«bt, l\lr. Oliphant; you may proc<!Od. 
Mr. 0LJPII.AHT. Now, .. I aay1 we bav-e gone over, there in the 

C fuuury, th- bearings rery very carefully. Wo h .. e two thlna­
u tho reeult or it, lho end produc~ of that examination. We thinlt 
thai the critioi.srua diroolod 1<> lim oomp~ltity of tbe I!Chedul"' have 
much to be Mid lor them, and working on an idea which I think Mr. 
Parker worked out, wo havo bore iu miruoogroph form, • single pogo 
covering ratet wbieh ..ntb euoh modilioatiOIIJI aa your own oxpe.U 
may thmk adviloblo, will repi&C6 10 pageo of rate,, e~ool<lra, in the 
bill. 

The CuAI'IIIIAX. Thio pta the aame ""'ullt abaolutely u iu the 
lour acbtdulee or tho Houae bill? 

Mr. OLIMI.O.l<'l'. By adopting one of the tabl .. and rutting ln it the 
pooaibilky or a ftu exemption to email oorporations o • certain num· 
ber of dollara. Tho amount of th&l poiBil)le eumption ia ltn blanlr, 
becaUM tho n-.y cakulationa have no~ been made to IUU""l 
bow far 1ou I'Ould ~· the amount of the dollar eaemption of tho 
oorporauon. B ow · you ('Ill go with th .. and bow low you can 
come in tbe oiu of t o corporation to which you will IP•• ihat U· 
emption. { do not want to mention any 6guroo, beta""" they ""' 
lik~ to get oonl.-1 iup':Sie'a minda. 

. (Jo'ollowing U. U1e pro poaaiblo substitution p..-nt.od by the 
mtn ... :) 

POMniA 8uNTmn"11 roa S.cmox 13 (•) ""o (a) 

(P. •• lo p. 24, Une 13, of eompe.ratlve prinL) 

Sac. 13 •• '7'u o~t tclf"JJI''lKIN.- (a) I>t!ftnftlon.e: AI UlfJd In tbU tlllo-
(1) The Wrr.u uadjmlttd net ltloome" meant the net. lneome La ex~ ol t.he 

el'ledlil proYidad In ~~MUon 38 (..._laLint t.o lnt.ert'lft oo oe~n obi&,.Uon• Ql t.ht 
U'ni\«1. 8L&t8 and Oovf!nu~\ oorporaUoo.); and 

10461-pt.. ... t 

0 c 
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annum &ar, ltlt 

IS! - .... ·-'-'·•-" -LIIoodjo&Wd ... ..._ ... ..... ol ,, 
(A) Tho dJ•..-1 ...Wt provided Ia-21· aud 
(II} A opoeUI<! tnod!L ol - ; - tbal ..,.!. n•<IIL ohall bo lllowfd 

It tM lldjWI\.IId nt'l ii'M)()Cftt I• oot ln. n.~ of--. lt \1M adj11at.fd ntoi lr::~ 
tJ Ia n;- of - . tlJI \aS lm~ b.r lbll 1101:\Son •ball ao .. uc.d tbt 
-.blt:b would ht payable lf .-eh .pecllo ~rtdil.11i'0,. ~lo•·td, ph~ttb• IUAOUM~ 
\1:.. ad\u•w.d lW't. tnCJOmc ICL es:etw ol-. 

(h) lAW\ of \U tn ~entnt.l! TheN fhall be levk!d, culledtd, a.nd l)flld tor tath 
LUJt.bl"' ytar upon lhe MJuried net. ltM!JOma (J{ e\'tf')' oorrl()f&tlon a t.w ll(lu&J '-0 
the lttm of Ul4 follo•II.'IK· 

T...,....venU-'1' or tbo ~tmount. or the ,audllt.rlhu·wct nd h)tOO)(II •hleb doN ,10~ 
o~l U per «1ntuan of the adju•&ed net incouH'' 

On&thlnl Of tho ILmOlll\t bf. wl\ltb the Undlll'lrt~utl)tl nt•t. hu!omt (ltoeed.l 14 pu 
Gtnli.ltn ~(loll !'loti not t'X~ :!'9 ~r C!l!ft~llll Of th('l adJUitfd ~t.lft«<mel 

1'hrrtM"I&hthl of lbe amount by whkh lbo. undl!ltriOOc.ed ML fnooroo -.CCIC!OI 
20 per eetllUm afld OOM. tW)\. ueeed 4.'- per tnlwla of lht .. tjU~~t.td a.et IJitOmt· aod 

OIM'J'oh&lf ot tbe amoonl by which &he undMtribut.ed nd lat<Nne tactt'd• :/.5 per 
otntutn ot 1M a.df\1;1~ ne\ Income .• 

The CoCA.IRWAN. We ..-ould like to know bow to raiM thil 1023 000. 
000 additional. Will it bear an exemption of $1,000 of S20 000 ~. 
Sl$1000, or what.T ' • 

S.nato~ HAOTINOS. Do you expect l.o ou!Q<ttL the amount laiH to 
llw! romlnot~T 

Mr. Oo.oru• '<T. Tb-uloulat.iona are in lloe p....,_ of boin& road., 
and I 11n just told hero thaLiLiSia!e 1.o uy lloot iteould h<la• much u 
SI,OOO on corporationa with inoomoo of $20,000, and lloo e&lculaliolll 
we.,.. no•• making it-how much higher eould lloat oum b<l...u.e.IT 

The Cu••••t.u. Do not find it nouch hiabtr. Wa nood more 
reVtUUB. 
M~. OwruANT. We will at~pt for .tbio ocaaion u oo ot.ber 

...... Onl to deetde the TellponllbiJity WWch WO ... umo for lhe .. ti­
ln&l<)t and do tho beat we can. 

Tho CHAIIUOAN. On thia bllllia, wo c&n mite 1023 000 000 on this 
met.hod? 

1 

' 
Mr. OLorJIAHT. 'fhal io right. 
The OtoAtRWAN. And simplify lhe propooilionf 
Mr.O•orotANT. Thatiarigbt. 
!!tnalor CoN:<.U.LY. lo lhat on the firot you of a oorporat.ion Mr. oo•n • 
Mr. OLIPHANT •. That ill a di!Jennt queotioo. Ourinl!. tbe calendar 

rear 1030, lhere willacc\LIIlulale a tAX liability l<>_lbe Urultd StaU. to 
the lull IOWA of $623,000,000. ll.binlt lhaL darifi.,. a tbi.D& lhaL 1 am 
onoreeverybody hu _..\lying t.omakeclear. 

S.nator Bno. n- your new ocbedule bring in ~xactly lho ..,.. 
unountt 

Mr. 9"""-'-'..,· W~.,.. ~ calculaliolll to- what amount of 
...,pllon, on whdoouc<>rporauoos, ,..ij) pnwloiM lhft$GZI.{}Il0,000. 

!It•~ tor llvao. Are you prepared 1.o ohow lhaL thit oehtdulo "'"ould 
bno>& ·~ SG23,000,000t 

.Mr. OL.artiA!'T· YN; we a.re prepared to u.y, and that. there can 
be an txt:ml)hon there. How much you do noli want. me to say 
now 1 am aure. ' 

Tho CtoAIIlWAN .. You aro ooltlod at 1oM~ on a Sl 000 ex.,nption 
up to $20,000 nab &Dcomot ' 

Mr. Oo.oPilANT. Tllo~ ill righ~. 
Tdho CnAIR»AN. Wo may go a lilllo higher tbon that oxemption 

•n 1•t S023,000,000T 

) ( M'*lft A«f Jill 

)>{r. ()LJJ>IIJ.)tl'. Tbd lo Nht 
Tbo CuAIUAJI. Wb•n wo.ll J.OU let Ul koow .J.liaoU>Iy about !half 
Senator COI<!<ALLY. You ..,d t.bn d~N will -noelor lOS& a tu 

U.bili~,. to lllt Ooffm.tnA'nt ol SG!l3,ooo,ooot 
Mr. OLIPU.li<T. Yl't. 
Stnat.or Co!<~ALLT. Do you make a dillllll<'lioo betw- tbe Ua· 

bili~y aDd wbatthe Oonmmonl •ill ..-lveT 
Mr. 0LtriiAJI1'. No. Me,.ly a dif!eronee of when i~ wUI .--iu 11. 
Senalor CoiiiiAL••· It will rocel"o il in Mardll037, will It noiT 
Mr. O•II'UANT. M I understand th..., 6guret~-and 1 ... ny RO~ 

beyond rf1Y depth when I geL inw ftgtJr-wbtnnvtt y~u obanae U1o 
income tAX, lln<e you report ou a ulenclar year baoi4>, of couna you 
alway• g~~l • e•!lau> ounount of lag In lho Ub\o at whirh you aetually 
gel the n>Ona)' u11.o t.bo ~uury. 

Mr. HA..e. They pay in inotalbnen!B. 
Mr. 0LJPRAJIT. Y~; they pay in inslallment.a. 
Sona&or BAao<LCf. ul eouno, 1M lliiW ralte .. rriod in lhla bill 

may or may not talco Hree1 lor the wbolo e&lendarJ.- and bo<1om• 
elfecLivo lor tbe ftocal yearT You "'"''t rU!e >t t.otal e.moun~ 
daring the .....,odar ,_, lUSt!, wO<dd youT 

Mr. LU.U. Mr. ~nator, the Uou• but DO"' baa It 110 U..l i~ loo 
elfecli,.., !rom JanU&ry 1, 1936. 'l'bst is the lax year. Wbau.-..-lo 
due, ""' fu• i.nalallmen~ of it is due March 15, t.be following year. 

Senat.or Banm. So that you muo~ coll~l IIHI wx .. ol lolarch 
15 •ubjee~ to whal~~•r inotallment paymenl.l would brine abou\. 
a delay lor Lito "•hole .. IA!ndar year 1936T 

Mr. HAA&. 1'ha~ ia fi&ht.. c ~lor CooscNa. May I ask. Mr. Olipban~ if be it going t.o NOd 
lhla alalaroont lhal he hu oubmou.od lu.rat 

Mr. 0LrPtoAN~. 1 .un happy t.o lollow t.be wish .. of tbe oommllol.6e 
: Tbe OIIAI&MAN. This is an explt.nalion of llola new aMfdule 1; 
•c. not.? ' 

}\{r. OLIPJU.NT. No. 
The CloAuuuN. TW. memorandum that you a.re apeo.klol« of .Ow 

or •-hiob you are lllbDiilt.in~r nowT 
Mr. 0Lil'UANT. I! I ~bt come lo thAL The tbi"'! ia t.bal t.be 

last-mmute.am~!"onl. tn lhe Ho- •bangillg IJoe dividend y- to 
.., to mak~ •.t cotMJdo wah tbe t"!"'blo year~ wiD, .. wa- II, iieceaai­
l&le a re....,n ol ...,uon 27 (i) m lhe bill 10 that 1 ~111ioo u­
two matteo;s.at tbia lime: ~ oiml>!ifi'*cioll ol tba ecbtduleo, Md a 
fllrtb..- ..,....,. or 21 (i) rtlaltn« t.o mweo'l"'ra"' clivldellcl u.-. 

Aa I ., . ... bave gone Lbroup au of llola .-oluminoWJ IOIJUmoDJ 
~ ~Yo bo>ilod it down and tried 1.o ge~ l.o what -.nod 10 111 1M 
ob)ectoona of pMW impor&ance and more aariouo ..-tiP I, aDd alw t!>•t had all b<ltn boiled down, thai ,.. oubjee~ 10 lurtbot wroma­
lli>!'• llf1d 1 hue buo a relati•elr briefat&temODI of th,.. J)IU1.(cular 
obJeolion~, IUid who~ may fairly b<l said oo Ill• olhet oid~>. l am)>,.._ 
~ l.o make any ditpo•h.ion or lhetat&leDient wbiclo lho eomllllLJ.ee 
d ....... 
... Seoalor.LA ~·oo.o.&TTa. I am IUIMUO to htar il, u OM mombar or 
we tomtmUa. 

SeDIItor B;nu. Before you a!Drt reading that, ~{r. Ollpbon~. u r 
~ndoll!l&nd •~. a corporation thai has a deb~ great..r than II• ~urplt,. 
"!.!'.ta

1
cod in • 22" percent ela88. Now,let usi.Ako two corporallont­

luuo •aa ionp.--1 me vory greatly. Two corporalio01 tha~ havo • 

) 0 
-
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ourplua ol 1100,000. LeL oae ba,.. • debt o l 1101,000. Tbat eor­
poraiiM etlllloe 22J! pe.reeaL ra&e. 

Mr. Ourn.<n TbaL is oo the 11,000 only 
Senator 0 no. Let ua oa,y that lhey owe 1200,000. Thea they gel 

:n" ~DL on $100,000. Suppose aoolher roi'J)Oratioo hu o debt 
with StOO,OOO •urplua, or $00,000. By tho tonno ol ito indtbledn..., 
il it com pollee! to pay all or ito earnings, by oontroel, ueb year. Thea 
thai eoryoratoon would bavelo pay 42 l"'""nl. It that corroetT 

Mr. 1 ORN&Y. Unl- the eontrocl ce.m~ ~ithin tho pro•illioua.,. 
lollngto--

& nat.Or OYIIO (intorpolling). Suppose it had no eontrncl bul a 
mortgage coming due and lhal mortgage look all or illeeminp. And 
lhal toarticular oorporation, ~UIM>the debt wu a Uttlo leo. than lbe 
IU11>1ut, ~·ould have lo pay 42 pcroont. To my mind !bat io 0 ~ 
mendoua inequality. 

Senator LA ~·oLLE'IT&. .U 1 undel'8taod it, tho T._url io ool 
.... poouible lor tbe ao-eallod cushioning pro\isiOnJ ol this bill. Tbe 
c";;hiooinil pro•-isoM w~re wri~lfn in by lbe. Waya and :\f ..... Com­
mmee. U tba Senator g azgwng about taking ouL the cll8bion pro­
•isiona becauao lhey do '!"L _, lo be oquitable, ~ L undontaod it, 
the 1'rMawy hu no pooaboo u 1M u lh- cuahion pro'riliona .,. 
eo-mod. 

Senator Bno. He it dereading lbe bill 01 it atanda, and I W&DI !::' J."'rui.cioo u LO how LO remedy this g._ inoqua.lity u I- it, 

Senawr LA FOLLJ:'ITE. As I undontand Mr. OUphanl hlll'e be 
dot'O 1101 der•nd tbe eomplexitiee or the biU. ' 

Senator Br•o. U be doee take thai poeic.ion. I wool him 1o give ) 
lha committee his opinion as to how we ca.n correct thia inequality. 

Mr. 0LtPIIA!<T· l .•L•rt ~ut.penonally with tbo propoaiUon that I 
116!0 • hard tome diotmgwshi.ug between tboa corporation ovtr bore 
which ill in debt, And tho parlnersbit> or lhc individual who ill in debt. 

Senator Bno. You do nol believe in cuahiousT 
Mr. O~IPDAN'l'. Tho Houee in going over thai, and we rendered 

avery ...,.lance we could 1o tbe oommitiiMI, lolt tbat an adjuatmenl 
ough I LO be made. 

S.naLOr BYRD. Do you approve o! tho cushion or tho Waya and 
Moena Commit~eef 

M ~· O&nu.urT. U lhia eommitiiMI wan to LO go inLO thu matiB, 
wo will rw>der e.ery ....;.lance that we can. 

SenaLOr Brao. \\'bat is your penonaJ op;nioo u lhe general 
oo"!''"" . about th.ia cusbioo busin-T An> you lor it or are you 

-"""' Mr. OurJW<T. That is • pretty b.....t eoonomio queetion thai I 
would rathu no\ answer at. this time. 
~•tor 8•"'1· It wu not in tbo original bill thai you prel'"f"d, 

and II ~ putm by tha House. I ceminly think we 01'0 entitled LO 
your Oporuon whether .JOu are for or tgairuol any cuohiona lor debll. 

The. CnAIRMA.N. It IS ona of lbe thin(!" that it rully woryying tbo 
c:o.mrruttce very much. I know it womM tbe chairman ol the oom· 
nui!Alo vary much. II this new ""hodulo that hR& been aubmiltod 
here abould be subetitutod lot tbo lour 11Clbotlul01 aubmitlod by the 
llouao, u,.n tbo <tuoolion arieea, what am wo going 1o do with th-

-.m .m, Jtll 

debWidden torpOtatioftlf So it is • q.-tioa of~ p.t impori&D<'e 
tO ua, and ol you baTt ODJ NWI 00 It, WO would like 10 gel Wmf 

Mr. OuPn• '"'· I will be ,U.d LO prepano an anawu to that q.,...toon 
and auhmot it to th~ oommlttoe. 1 do nol want to utemponze on tloat 
quMtion u lhia time. • 

S.nalor 0••• You do not want lo MY YN or no to that quMtoon , 
whether you art; in I avo• ol or against euahio01 lor debto? . 

Mr 0LIPIIAN'I'. J find in my work there ..... very row qnMIIOOI 
that. ~an be ant wtred in ao Uluminati~g fuhion ym or no. I l)~ff!r 
at. thll!l ciruo noL t.o Lry to ~temponze an answer to tl1nL ~noua 
queation. 

Se-nator llYN». \\'ill you llreparo a memorandum? 
M.r. 0MPHAN'l\ I will. . 
Senator DYMn. Will you deal with tbeoe eompantea lhol owe a 

littlo lOili llw> the aurplua, AI •·•11 u thoeo tho~ o~<o mo"' tban lbe 
aurpluaf . 

Mr. OLoruA>-'T. I will 01k Mr. Tierney LO mako a parueuiM note ol 
lboee oom~M. 

Senator Bno. In this biU tb•re is a clilr.....,.. or 20 I><"'"'"· 
The C OLU•"•"· And in your ana•er• ~ ~ you would Ki•• .to uo 

whether 7ou think lbere should be • distine~o bet'tl·..., dobt-rid~en 
coi'J)Oratoona payinc :n ~I, and one tha~ os 1- !rom debt paylllg 
on t5 peroent. . 

SenaLOr Be .. ca. Ia tloere.., provision or .... DOW made lot • do• 
li.nction betwMD a debt-riddl'l> partnership or an individual, and one 
that ill no I debt-ridden? . 

. M.r. 0Lo~RAHT. No(· they are all . lbo IIAIIIO. ParLn•rabope are aU 

0 the same. lndividua 1 are all the same. , 
S.nalor Bvan. And tboy nre oil texod in proportion \0 their on­

como which thit bill doee nul do with reepecllo corpora hono. 
Se~i\t.or llARICt.t:Y. Ia lbora ttny ~Hsti.netion in Jaw !JOW b!ltwaen • 

debt-ridden mon nnd " non-debt-nddeo man •• lo hit payong Woo 
on his not. income? . 

Mr. OurJuN'T'. None, except. in the amount of in~roat ba hM lo 
par on tho deb•, aod llolvering look& a• him with a gl ... eye. 

Tho CountMAH. Have you anything LO say there in your atotement 
a bou• lhat quMtionT • 

~lr. Ot.Jrn.urT. No; l wiU cover with 'With an appropnate memo. 
rand urn. 

Tbe Cn~ooRMA.'<. You may proceed. 
S.naLOr Kn<o. Somo of us ha"<e been on the 8oor of the Senate, 

and lhaa. d tbo reuon •e are not here. 4 

~1r. OLI,RAJ\"T. 1 am IOtf"1 vou were noL. bere, ar. • 
At I "'' 1 wiU run over bnelly wb•~ we deem lhe more •'!'po!U"t 

or theee trlti.U.ms ol tbo biU and indica to briefty who< we think m all 
(aim,.. ean be taid on the otbu side, and .ince they ba<>e. • Yery 
wid& ramifi(ation l apprtcia~ very mueb t.h6 e~unt. to whieh you 
will bear with me' in olJowing oome or theee queoiiODI L0 be ~nawered 
by lbD~M> who have been ,..orking wilb me !'D t~eee quMIJO!"-• be­
eauae t.bero it a litnit to what you ean keep m mmd on que-uona of 
thio mftllllitude. • .L •L' 

Now o.n Lhe fil'l~ plocc i~ h,. been urged by many wltn- ..,al ... ,. v 
bill doee not rOJll'fll!eu• an bonNt alten>pt LO balaneethe Budael. 1 ano 
omitting tbal ldt.roductory paragraph. 
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S.nttor Cos><~<LLY This nu~ one, we all kno,. ,. 00~ ~"inc 10 

baiiUic:. the Budget . 
Mr Our••n. w.u. 1 bope itiot coinc 10 kHpltitb " lth the P~OI 

and PNWP«Ii• • purcb-rt ol Go•·tmnlfntlf<'uritiM. 
S.oator Coonl<&. Le~ us read it. I~ bu hotn rnticiu<l 
Mr. OuriiANT Any ouch at~mpt 0'\111 ~· n .. ~ 00 u .... ,...,di­

ture oi<le. To r.nawer this objeetion I n~ only briefly I'O«Jlltu!t~ 
tho hiaiOry ol tho bill. Tho PrMiden~, in hit llurlgot rn-g~ llat.ed 
thot be dod not contemplate roqu08Uog ol Congr('OO ouy nM.tionol 
toxes •t this s<le8iou but Uwt nuy OXJloouliturCJOI nddilion•l to thOI<! 

l!rovi~od lor in tho Budget ought to bo founnec<l by now tax,.. And 
10 had ot other lim08 referred to lho I>Cltlliblt fnv•lidation ol tho 

o.rittiug tax. Sir.oo thnt time, tho Budget -. IKll forth iJo tho p,...;. 
dent'o "'""'""' hM 1....., oeriou~IY u~t by tho lnv•lidotion ol tbo 
A(rieultul'lll Adju1tmeot Act apd tbo PftM~Ro of the ~oldion' bon1111 
logi.Jation. '!'his bill is intended only 10 rNtore tho Budget to tbe 
poaitlon whkb it oeeupied 11rior to tboeo UPI"!ll· Sutb I'OIISOM u 
may ~WI lor • thorough renew ol our Ml~ 10 thu they mav he 
OCjUltoo 10 OUr probable N)VODUN existed latt 0-mbtr bcloro 
eithor ol t"-ev<nt.ll occurred and hove not botn ebancod one ... y or 
anothor by the circumo......,. • ·hich bovo led up 10 thO ro.,.ideralion 
olthia bilf I .,.k, lho.refo,.., tho~ in all faimw tho bill be <Onsidtnd 
lrom the r>iM of vie-. ouly ol th& limited obji'Clive .. 1 lorlh in th.e 
PrteidtnU tP«ial Bu<btel m""""i!'> and li1At the IIUIIIW ol Jtnual 
budn~ry belanoo •bould be troated on ill nwn meritt-nullly u i~ 
would hue been bad this legislation not botn ne<,....ry. 

The 1100>nd eriliei5m: Are the 'rroeiju>y I'OtimatN depondabjet 
Soeondly, • word obout the <riticiml wl1ieh h11 boon made ol tho 

'l'reaoury 4l8timo~. In tho 6.n1t plnce, quito n bit hu beeo made ol 
the '""~ tb•t only about hall ol ll1o 4l8lirnntod revfnuo lrom inooru"' 
in tho 011lt ndar year 1936 will bo oeeured by tho Oovrnoment during 
tho lii!CAII yORr 1937- i. c., that the Clllimatlld inarMll<l or rovenueo loT 
tho coming fioct~ )'O&r will be only $310 000 000 intlfAd Of $623 000-
000. 'l~1<ro is nothing novel about UllL Tltie n~nrily lotio~·•.;, 
cnActmr.ol. of an)• inoon1e t.u because iocomee nre emtoruaril_y ro-. 
llOrllld lor calendar yea,.., wheret~J~ tho fiel'alyoar o ( the United StatA!I 
!"'" I rom July. I to June 30. The lAme dillieotlty would be pi'I'J!tJl~ 
!I we •hould ......, the rete ol the p.-nt eorpol'lllioo inonme lAX, or 
tn("tMMJ the rate or the no·rmaJ individual income t.a.X or ...W the 
rat<a ol tho""""""" in the lower bra<keu or re80rt 10 ••1 other new 
fonn of i,ncome tu:atiou.. 

•'inally, alill oddreooing my..ll to tho Ntlma141o, J bove liD douiK 
but that 'lou ~no all been imp.......r by Mr. :\lay'a oriU.iom of tho 
'rrtMury • . N'!Jntle ~f the proporlion ol <01)>01'111 ion inrome which 
would be doatnbu\ed •• 1936,lS8UJninc a oonttouation ol p.-t~tlaw. 
M~. May, you ..-ill ...,.U, acr- oubatanliAIJ.y with tho Treuury'a 
.. lnnateo or the total income but eballeogN tloe Ttel$Ury'o ftllimato 
ol.the ~mount which 11ill he dktributed. Mr. Mny botoe bil thallenge 
IJnn}Aril.r U~D !' oonsideration of the averaac amountt Of IULt.UlOry 
net.•noomo.dtJlnbuted by corporations ovor a period or Y"""· 

Man,Y wotn.,... l~r tho opposition havo •t•ted tb" ayerO(!OO are 
decept•,ve, and I ~hevo tl1M bere wo h""o • part1culu IJ\StUlc.t, o"f 
t l/nt , l'ro .. ury e• hmates wore basl)(l no~ mllre)y upon laoneidoraloon 
0 nvt•n•gt'l! but oo a coDAidcration of tho por\.ioular pbMO ol tW. 

871 

~ cyrJ. 1n wbirb .... ...,... fllld oumelYt<l. Tbe prGpor1.1<>D Of 
rattoo "'' '*""nil" d11buraecl u di~end4 ch......,t.enllieally = woth tbe doft'ol'fOI r,h- of ~· bUIUI ..... cyolo-dovodtod d.. 

bu,..menoa aubotantially "«1'!'1 behind net wcorue, ... that th•ylall 
behind it during perioda ol re<tval and ~"'?<ad ol,1t dun"'l ponodo 
ol declino, the not reaultan~ ol tl.- Y&nAI.loM boing Ll;w> •!•._ 
which Mr May and other wotn- have quoted. lo ltlltiiDOIJ"'I (be 
distribution ror 1036, tho 'f~ury baa not mor~ly eon"!dered put 

eiU'II gtnertllly but b .. studJod eeloetod yean on ,the bUI!m.,. eyo:Joa 
~hieh nro considered moet oiOI!ely a.nalogous woth the year ~~~0. 
When ~u is at.id nnd dono our belL a~~~uranoo u to the dopendabohty 
or th..e eaLimatN ia tho Tf!~MUry'• puL porfonnance, IUid ll•o ..-rd 
ol thu it boloro tho onmmottoe. . • 

SW•tor BYRD. WhAt are tho y....,.T 1 am very much mwmted 

in thot. ---'1 .. 
Mr. JIM4. Well, tbue aro oovual y.,.,.. One that I """" Ou· 

band wu tO=wbn analogoua to it, and tht.t ,. ... Hl'22. Tile"' were 
other yoan that we atudied wben 'O'O were emoqing out ol tha d&-
p...,.;on. . . . 

1 
___ ., 

SMllor Bno. 1m wu the nawg tw>e, u ........_ 
Mr. l:b.-s. 1922 iuharply ~- . . . 
Senator Bno. I • ·ould lib 10 be aupPliod ·~th th.e dewlt on tha4. 
Mr. Owri1Al<1'. Will you 11h•e that inlonnattonT 
Mr. B.ue. YN. iol . 
Mr OLIPHAI<T, AU ript. We will get that onnabon. • 
&n'ator KoNo. Utlom looving that, did you tako into ac:onunt, on 

the obsen•ationa whirh you bave just made, that further •~atemenl of 
Mr. May in which 110 c.Uod attwtion to tbe allegtd diJIO("D<t ol 
approximotell a billion doUora botw~n tbe otate.mwla aubnuLted by 
Uoo Comrnill&loner and tbo atatement. submitted by tho S...rowy ol 
tho 'l're•auryt . . . 

Mr. 0Ln'IIANT. '!'hot wu coo&dored and th~ S....rol~l'Y ,l tbonk 
&ddn>SIMid " let t•r w tho chairn••n ol the onmnuttoo ondoc~tmg that 
tb.oro h&d boon a lOIIIOWhtL unfortunate use ollerms, that onet~&d ol 
saying uwi1l1helct for et.oc.kboldera'' the term shouJd have bton 11DOt. 
reeeived by aiOOkbc>ld.,.," Is tbaL Iotter in the ....,.niT 

The CnAIRVA~. That Iotter io in the record. . 
Mr. Owrou.xT, Thank you. Jn lbe O'!"t p!Aco, ~ nu!"ber.of """" 

•- wbo have 1u~ted tbaL objocl.lv• ol tlut btU '\UaM be 
bettor a ttained by a aulfoninll olaeebODS 102 and 351. I n_U&IiL 6$ 
not& in .,...aing tho~ all tbae '""""liooo bue ~ <nucbed"' PI~ 
terms and that liD apeci6o and ron<n~ pro~ lor atrtngthtrunlt 
th..., ...,tiona hu beeo p.-nted to the ClOIDJ.lUll"· FrankiJ., I ~IK 
tho iud&meo~ or tho .-s>le wbo advo<ato ~ .. · ·"""' aoluuon,­
this Oommiu.eo lmon bow grea~ oro the diffi~ti'!" and bow •P.'"" 
havo been tho reaulta ol1earo ol uperimoo!"llDD wllh lb ... ...,uoaa. 

E\'t-D Uluming, howtvtr, that. these aecnons co~ld have ~o p~ 
vided with a ~lbaekbono wo would no~ have aUatned tho ObJocl.lvea 
or this lneuure and t.bo8a "!bo 10 a tate, 1 believt;, misundtrtt&nd &.hc.e 
objocLiv.,.. Aa L,n>ical or ouch misuoderst&ndinga, lot me t.al<e Mr. 
Moy'a cl ... ificatoon ol .U corporatio08 into lbroo groupe-n~ntlll,r, 
(I ) the largo group c>lom•ll corporations which. he stAIN do noL m ~ny 
evcnL conatitu~ a aouroo or tax evasion, whl~ &tat.e.man~ of bu. l 
repea~ without J)roving, (2) the group of corporot.tot\JI, small m number 

0 
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but -t on 1111port..,.,., whic.b ""' publidy oWMd and ""- dni 
d.,.d poll<.., .-nhng to Mr. !>toy, are not u all ro><,rned by ~ 
eo..,d.,.uon~, and finally (3) the amall rroup ol 1"'11• doooly bold 
eo<porollooo iii!&ID@t whtch be state. tho bill If dU'\Ieted Mr Mo 
tom par• the bill with Dtrod.'a ma.saaue in Ytbirb tbtre 'wu a." ._ J. 
llloughter ol innoetots in on attampt, ineffectual in that • ..., to ~b 
a •inglo individual. Likewise, in lhia """'• i\lr. May oont•~do th<rt 
will be • wid!llptead lllaugbter ol innoctut<t-tho small oorpor&Lior~~ 
•nd tloeir ai.O<lklooldoro Md publicly-held cor1>0.ratioua and thcir 
awckhold..,.......iu order to rt)ACb a low offondo.,, Mr. Moy'a onolo 
i• I>OO!IY v,u~, _lo~ I ""'ure you tho• there will bon~ slough tor ol inn~ 
C!C.II~ 1r thll ball 11 adopted, and there aro.a!l•ny usang corporation& t.o 
avood •urtu... Contrary to tho •uppoaouon ol M r. May and oloo 
many ol tho wito.,.... who have appeared in opposition to it tho bill 
it not. diroc:ted solely against. oonscioua tax 6\' a.aion. ' 

We are ool. interested in the motive of t.u evu:ioo but. in the fact. 
ol loet rovwua to' the Foo.ral OovmunODt which occurs ..-ben 00,. 
poration earnings oro ncithor distributed to ltooldooldora and oo aub­
Jile~ to tho indh•idual income _tu, nor aubjoeted too oom~tory 
tax rn tbe hondo ol the oorporollOO. Evety oorporauon •b"'b 'lfOuld 
be aubjoel to tbe proJ>OII!'d ta.x, tb-.r~og !n ~~r. May'• r;,..l and 
M<Ond groupo equally Wltb thoee lallin2 to bia third, and the incor-­
po~ted IJO!'kotbooks ~of any and oll ol lhtJl! would bo equitably 
aubJ~'- to It on lhil P"'!ctpl~ and the tontnary omproMion 10 widely 
p~vail\ng omoog the wttn- who bavo ap~orod belore lhia com· 
nutt .. 10 buod upon a oomple!G milopproloenaion ol pul'p0808 ol the 
lnf!A8Urtl, 

u ... tho billlavor the atreng &gllinot the wot.k! 
. Noxt, I bel.icvo wo abould take Ul> tbo allegation 1o:rged by prao­

uoally ovnry wilnOI& who bl18 ap~ared in opi'OI!ition to it, thot this 
t'!J< '!'"'!ld atunt ,tho growth olsm.U and atrugghng corporation• ond 
dlltlnnu~nto agnuo~t lbtm lilld in lavor ol l~•-go nnd woll-.. t.ablil!bod 
oorporoloona. 1 ongbt fin1t call your nttontoon to lholoct that, while 
you hovo l• .. rd a great deal !rom peo1>lo who have heard tl1at large 
and r,worlul.oorpontio~a desiro lhiltu in order to alamp out tlow 
••'!•I oompolttora, or who have beard ol people who have heard ol 
tl111, no rtt>o;eaentou,-o ol • Iorge corporation appeared beloro you to 
od\'Otato tbos tu.. On tbe otbor bond, rop.-nt.ativ,. ol large and 
powerlul ~rporolions ~no oppoorod btloro {ou to oppooe tbia tu 
Oul ol aoUeatude lor tbw mWior brothel'$. am &UJ:pri...t tb~y did 
not emplo1 tbe ovu-worl<ed wido..-s and orphana. 

Ltt uo look ollhe loeb!. We ha.·e urgod tloat eorporatioo1 both 
''T, ~nd ama!l, can leCW'e 60th oapital-oa tbey n••d lor tbo eo'nduct 
•! ~roponotoona by th .. aleolstook , oitloer tooto<khold.,..oroth.,.., 
d!'~nbuto notea ~ •"'!'kbolden, or by diotribotion o l optional atook 
dovodendt u provided m aection 115 oltho bill. 

Sroator BAILCT. Tha&. is one of your main pointa? 
Mr. Ot, I PUAN1', Thllt. is part. of it. 

I & notor n •• L.Y, Under your theory tho small oorpoMition could 
a .w•ysl~ able lO .. Ustook and tberoloro gM CAlli !AI rat.hot not your 
VICW 0 1t.f ' 

~·tr, Ot.II'IIA-ST. Yes. 
in ~~·~r 1~''""~- Not by way olaurplus .. orning;o bu~ by wa;r oli<lll· 

I; @tO< • rtonL 1& l be trux of this wbolo •rgumant. I Will JUA~ ttoy 

c 

along 'lfith you;: tba~ ia Lrue, I .-ill ao.oioog ..-itb •oo; but if it ia aot 
1n1e lb.,. I hA•e rot to h•lato. I Wlil tdJ you, l ,do DOl ... hew a 

11111
a11 oorporation """ 11'111 otoc:lt. 1 koow ol DODe 111 .u,.,.... today 

tbol ..... m., •&o<k. 
&oator Ko><O. Mot~ ~ npl bero, &!!Ator, tbat tb• lul .....,nl 

ut out by the Socunl100 t-.:.chADp ComllW!IIIOO abo..-. a •·•ry omall 
!'.1o J U1ink it it 6 or 0 or 7 ~reenl of the iasueo of other y..,.1 and 
ve..Y. u1urh lower thiUl Oc.nn•nyj Stri.tzerl-.nd, Fnwao, Orea' Bnt&i.n, 
or almoo~ any otloer 1Wro1-n oountry. 

Senntor n.u.ov. 1 oon willing lor Mr. OUphonl to al~w ·~~- I .,.ill 
go along with you. Show mol•o•• lbo Blnall oorpo.-.uon, on lieu ol 
money by way o l aaVinllJ', ..-o~old bo ~blo ~expand !w '!'")' ol oo!llng 
stoclc. Jlthot is euy to do, ol th.t 18 r ... oble, I Uoioi'k ~~ 11 all ri&bl. 

1 would liko to hear you Of\ ''· . • 
Mr. Ow•uAJ<T, II you "-ill penwl mo to oontrnuo. 
Senator BAtL&Y. Yoa. . 
M.r. OurHA!<T. 1 om .. Dill!•• to come to gripo Wllb ll>o_t erobMnl 

u anybody it. Nobody nnts ':() d!' anything rub: Tlua 10 nola 
game ..-e ore plaxinc. I obould like, if J ,.,., to oonun~e m.v ,..., ... 1 
statement on tbl8 <riticiom ond "beo l have 6ni$bed ,. I •ill tben 
odd.- my .. lllurtbtr to that quoetion. 

The CW.raau'<. Oo ahead. You 1001 proceed. 
Mr Our n•NT. Tloo a~k to be oold to stookboldera oould, ol 

..,~...; be taken up out ol tbe ttib dividendo disbunod to ou<b etock· 
bold~ in on omoDDt equal to tbe tamin!ll' whith ,.·ould ~ve boon 
directly ...,inv .. ted in the obo<nco ol the tax. ~lr. B.Uenllno urroo 
tbol this proJ!<*d metbodolcgy is impractical ointo UJ! to 7Q P"'"'~l 
ol the dividendi so diotributcid wiJ! be taken by tho .G~vemmr'\t.on 
income tueo and 10 will not be avoilablo lor reoub..,npliOn. Tina 111, 
in !act tho ....., to lbe OJ<tenl tbat such divid•ndo !all in lnoomo 
brack~la of individual d.lstributees in cxceiJII of $5,000,000 but. rela· 
tivoly lew small OJJd llruggUng corporations have principal atook· 
11old6l'l! wboae inoomol rongo to these figureo. . 

Senator BYRD. How ruony incomo tupAy.,.. aro tl.-ro with 
inoomea ol $6 000,000 IJld in CXClOII ollbat omoDDtT 

M.r. 0L!Pu.U.1'. I will give you the neoreot figun I ~·~- The 
eotimoto lor 1Q86 UDdor tho <IXlSting Jaw, there will be 86 rn_oom•W 
poy.,.. witlo ineo.;, .. in ...., ... ol $1,000,000. Tboy oro P•YlDC oo on 
av""''l" inoome ol $2,120,000. 

Senator Cooul<l. You mMD 15,000,000 inlteod ol $1,000,000, do 
you DOLT 

Mr. OurHAIIT. I baYo onJ.v tho figure lor SI,OOO,OOO. I am 
giving yon tbo bell figure 1 have. 

The CRAIRIIAI<. Tliot is 88 i.neom&-IU payers! 
Mr. OLIPliA•'T. Eigb......,., 1. Senator BAILeY. You ooy "reiati-re low~ alld •troa •nr oor-

~rotiona have priliCipal a!Oekholden wb- mco.,.. range to th­
h.gure8", that ;., 16,000,000. ~t is just. lhe point. that 1 want. to 
add.-- myaoll to. They hove woomes ol 1<18 thSJo l perc""t ol 
S6 000,000 or ono-tonlh of 1 porcenL. !!they bod atoeltboldera who 
hod gr<at big iDCQml't !hoy migbl ..U tbcm aomo oto<k, but tboy 
have email arookholdora witb vory little income. You ooy you 
wiU •ddr ... youraoll to that law. 
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Mr OurH•'I1' YM; &Dd 1<> oomple&e outh putiAI 
quoouon u I bne ~ _..,. "' your 

. Cnd• tbA pro~ tax u is Mlimal<ld tha~ there will be 
toonal 212 iodi~idual in.come taxpeyen with in<Om.,. • "" addi-
11,000,000, malting a wl&l of 2118 and tho~ 1 

111 u.,... of 
on an ••erago inoome ol $2 360 obo. group 

0 
298 would pay 

The CnAIIlMAit. You me&n U: the event. tba~ t-hi~t bill 
'!fr. Ottrll""'· ln the even~ thol tW. bill P<l"IK'<l lj.-1! 

et~~~·t~ ol ll1e grOUJI of _inoome to"P•Y•ra •bo•o II Ooo ~t 11 
tho 

"""""'' lhRo. Jlow d•d you oaltul•le tho~? 0 ' 1 't · · · 1~~ mnke tlan~ cA!culntiour 1a tltat on the ... 
0 

w ~·· l>Mi• <IJd 
dtVldtndo or eamings are going to be diolrib l<l<IT ump ton that nll 

Mr. OLIPHANT. Full distribution u 
Mr. BYitD. 1rou know lbat CAM~L occur 
~~r. OurttAn. ~Vtll, under the bUI f~ tho elAn~· •-- _. 
.,.nawr DnD (mto · ) W · ' 

10~ 
30 ptPOtn~ or lh . ~ . .,~ ono acoond. ou can ,..lain 

!1 =·· ":" ~~~!.t:'o~~~:p~ :;t·.~~ ~:z 
1-of i~ Yo~!':~.~:::.: ~ml!"d• ~ mdieulou. on the 

ba
Staator Cos!,.LLT. What yon mean ·~lr MOii~pbaanl.tSt 0!' that. -<n 
•• tlfN •u b ~u----' • 1 •L • •• • IS 70u ww 

illd' 'd · j" ~ <'n<U '?"• 0 we eorporolion into the ~,;;,_...,of tb 
, 1
1
01 

0
uo lupey•ra to IIKI'Hlll! tbo number to 298 " 

~ r. LIPHANT. Ytt · 
S.nalor BYRD. ( -~~him to ltll b ~otol\ I~ on tho uoumption that all .. '!,.': he m"!'e tlaat up .. If be 

tn dt•tdentt. I think tl is an erronoou. ·;;;,.-.,- C gomg to be pOJd ou~ 
S.nAtor CoOlON& 1 lbink u •I ump tOn. 

• comptnafttor; Ia.• 'on the co yo o~er ook the Ia~~ that lltOy im(>OII<' 
o! oompleto distribution. rpoNitton tbat equRht.<'i the ""'umption 

S.nntor Jhno. Aro you -
trlbutiou of Mrnings ih t~ ll.S$P !!"?.~'0"" ~ .. ed on tho eomplo"' di!I-

Mr Ot.u~UANT Th · a: . .. 1ewar catamatef 
pletc ;li&tributloo. of.~ ~t l just mndo io b!UIIId UJ>On A com· 

S.nawr BYRD You luiow thit. • 
Mr. 0LJPH.<.~~ ll i d 8 18 not gomg to oeeur, do ;1011 not? 

whloh the rorpo.;.tiont ~ oeeu~ nnder (be bUithe amount of w 08 

what would oth....O.. 1: tJi:'?J .. ,UofoompenNte that looa ol revenue, 
mtttt. oss rovenue to tbe ~·ederal Oo••m· 

S.nator H.un., 1 
Sl ~000,000 income f!.r t would make your number l'ft<lving onr 

I r. Oum.n. That is rigbl. 
Senator Bun But it... ld - - L • the Amt . ou UIIIAe the mcome- to tht Oovtrnment. 
Mr O LIPII.A.'"T. That. is · ht 
Stnator Brao Ltt 110 "8 · tha • 

an illeome abov~ $1 000 ~mto' ta,UtUe. m>at d- a man wilh 
Mr. OLIPIIA.NT. \Ve ~ •• J:Y ~ It.'" 73 P<')'t•t; is it notT 
Senator n ••• Under this • ttbve rate nght Ml'll. 

pt~nt !n ••ro~anee with ~UI "·td!1"'f!~tion ·~n pay (l'()tn 1 to 42 
l~<'reent 10 not "'1••1 to 

73 
ow 1 Jltnbuteo tiJ! Mrnlnp and 42 

w•f'll retained Utey would 8~>".:-fnt. Evo_n tltough oil thC!Jt ~rninga 
not do. ''- 0 mtttl(lr of~ ~ ~t!t, which this propo~.ition would 
many C:OrJl<lrotions i.·ill co~pt .Jt wlll hAf!Jl<!ry will bt that o great 

0 1 av01d poymg wes and otl"'"' 

( 

c 
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will P"f7, s, or Up<rt'l:DI ThAt~ a dift'l'ltJit mattu Iron> 73 p<lftlll 
u a nulilonain' •ould loa•• olotk m som• eompany and thf c:ompan7 
would pay the ralf, tb• company would probably pay 10 ptr«nt, 
wh•reaa il it ,.., ~vtn to th• milliooalrt> he "ould pl.)' 73 ptrff_nl, 
and your ,..tim Ale •• baaed on tbe eompleto distribution of all •arninp. 

Mr. OLIPR•""· You aro right in pointing out the magnitude of 
P""""'~ ourw< avoidance. It wu based on the owumption eithrr 
tbot •11 earningo \\fr& <lialributed or tbat the corporati~n would pay 
an equivalent t•x. I do want to t1nphatically stat~ thM tny rflfrcn<e 
to tloat hypotltelleal cniMl, which 1 ... now could ha\'O b~n much 
cl&u'flr, docs not. concern at all Uae Treasury's estimata thftt th.ia tax 
will produce $023 000,000. 

Sonator Bnto. What 1 take i!true witb you on, Mr. Oliplanl, ill 
where yon aay it makt'll no diJfon>neo in tbo n>tum thAt com eo to tho 
Treasury wbetlter tlot'IOII Ollmings are disUibul<ld or not dialribut<>d. 
That ito lloe stawtnont you juot made. It make. a 1!<>0<1 deal ol differ­
ence, betause in tbis mstanoo the individual .. -ould pay 73 .,.,..,..~ 
and tbe corporation ,.;tbholding it may not pay over 6 (>e""'Dt.. 

M.r. Huo. \Vltto lllr. !lf<LeOcl ....,. bert he prooc!Dted to the oom· 
mit....-you were prohabl)' ahotnt, Senator Byid- he showed ..Mua 
rat .. tloat if lbe eorporabon held a eeruin amount they •-auld onl7 
pay a eenain rate. It is all equallud all tbe -1 do..m the line a~ 
..Mus perconlag .. of diatribulion. A po.rtieuiAr eorporation ma7 
not lit in

1 
buL in lhe a,gtfPte _.e get the 8Allle ave:ragt ptrtf'nt.aae, 

wbethor tt go<s outaide or whether it stays inside, ft'IPrdl- of lbo 
Jl""'entogo Tet.aioed in the corporation. 

Senator BnD. 1 would Uke to have M.r. Oliphant eoneot Ute reeord. 
a. made tloe olal<lmenl with resl)<!et to these two-hundred...ome-odd 
milliooaireo! 212 millionoirt8, that it would mako no dillerenee to the 
Tr0111ury, t lfit the 'l'rcuu.ry would get just as much by lhe corpora· 
tloos not distributing as by tho corporations distributing. 

1\Ir. R•••· That II in tlio ~rogMe. 
Mr. OtmiANT. 'l'hat point 18 extremely well tAken. I appn-<law 

!hat.. Sholl ! prooood. · 
Tl1e Cn.oltNAN. v ... 
Mr. OLtrHA,..,.. ~·or moet IUIUill oorporations, the IUI1ount which 

will be available for .,.uhoeription would be trubotantl&lly largu 
>mdor the pro~ plan than under tbe p..-nt Ia,.,. 

S.na!A>r BYRD. 1...,1 me uk you juotone quostion. Dol underot.and 
tbat all your Htimale!O are bued on tbo theory tllltaU eamin£0 are 
going to be diolribul<ld, or juat tho 212 millionairea! 

~~r. OttrttAI'IT. 11te TttUU.ry .,.llmatoo tbat this Ia.< will yield 
~23,000,«!00 when p.-1, on the uawuption tllll all oorporolo earn· 
ongs are nutuibutA'd. 

Senator Bno. \\1-at pereeol.. of corporate earnings is it buecl on, 
the distribution of what percon~t 

Mr. OLIPHANT. It doea not make an,y dille.rentf what percent is 
distributed in view ol tl1e uni!onnity. 

Senator B\'ttD. I jutl. wont to c:illl your attention to o·ne inaceuracy 
about tloio tmllo.rmity. You juototatod in your written natem~nt tbal 
i~ is • I act, and yet lt Is no~ a I act. 

M.r. Iluo. ~'hy I aMwer tloo Son•t.or7 
M.r. O"mtAl<T. Go ohud. 

J 0 
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Mr llua. Tho table which ~lr. ~lcLfod wu P'-'>tin, at that 
time • ·u the r.ablo mA<Io up not u a pan of tho "'lima•• f~>r the 
1620,000,000, buL 10mo of ~bo ma~ in that _tab"- ,.. .. u"'<< tog;, .• 
eoma niHaUN!I to the C'OWJ:nlll.M Of t.h.i5 lU: a\'0Hian~ h. ...... & tabJ~ 
na.d& up t.o giv-e to tbe eonunittee 80JUe mt'I&..•HII'fl or tJu: "'·nida.nf'e 
Ooo Wf\Y co do it i.J t.O rw1 all tl10. CA.rniui(S through lhc t.ax ruiJI t.hft 
indh•idualtax- mi.U. J ~ w~ mnde up for tl1nt purpose, to give a :nt\1-
auro of tho magnitude of thi• Ia.< ••·oidan<o by w•tbholdiog tho •am­inp in the corporation. 

S<nal<>r Btu. You ataiO tbto that it ia pu,..ly '""""'tkalt 
Mr. llua. ThaL io an illllltrati•·e r.abl•. 
SenaC<>r Bn.o. l tl10ugbt Mr. OliphiUitatat.Jd that u a fact 
Mr. 0LIPRA><T. lam prtpllttd to oorrect my.,.lf. My rtftrtn<• to 

lhftt table, in respollAO to your question as to ltow mfl.oy pooplo thf!rc 
would bo in thttL group, is a mi.sLr~ke Md 1 wnnt to correct i~. 1 wan~ 
to mnke this cloar, that. tltie .. erc:rence1 AMU.m.i.ng aU corporate eantinp 
are dial.libu(od, made by ncy .. ll •nd made in the S..O.etary'o otat.e­
rueot, and otben. is • atatcmtot or • hypotbf'lica.l situ.ation ror the 
purpooe nwo1.r of briwring out tho IIUif!Jiitud• olsurt.u a•·oidaneo, nol.nalioo, 1U.rtU 1\"0i.aan<"e b,~ mean.s o( kHplpg COrporat.eMminp 
in the oorpontio11, IUid that that hypotbttical stal<!~ot doot oot 
""""a tall ioto the Treaawy'o .. umate of tho$023,000,000 produooo by tho bill. 

&nator Bvno. Wh•t [>lli'Cmllogo or earnings wero l'8tinwtod to be 
retainod by tho corporauon in making tbia $023,000,0001 

Senator Cos-Ntt.a.T. Ler. me uk you a quC~~Lion in connection with 
that. Uodtr your thoo'7 tl1e revenue would be jnst lho aam• if 
!bey diotribuiOd ••uy ni<k<l of i• or if they did not diatribute a dime, is that lOt 

Mr. u •.• ._ Yeo; that io right. 
Senator KINO. Mr. Ha .. , CAn you dCIIIOn.tlral<! tbe votidity of 

thAL conchudon! fa h. not. on he face o. complete reCutat.iou of tho 
loet U••t if you di.mibute every cent, or disl.libuto it all lbrough 
aurlaxoe and through. dh•idenda, or retain a la.rse pare. of i' in tf'e eorporallont lor workini capital, you gee. just. th~ same t.a.AT 

Mr. IIAAI. That is riabt. I eould demooatrat.e that, I think, to your en tile aatwaelion irt bad my matoriala buo. 
~tor IIA3Tisoo. ~lr. Uau, it-•ns to me it would be im-iblo 

to _l'8twato. No.- al"'r theoe di>;dooda lrtl dial.libut.Jci tho tax 
leVIod nws all the way from 4 l"'roon~ too 79 porcoot; dooa i~ no~T Mr.lluo. Yes. 

&notor IIAIITtNGo. H deponda ve17 lnrgcly on who.. they IallT Mr. IT•••· Oo wllefl! thoy fall; tho~ is right. 
S.nat<>r II••""""· I do not lmow how you oould pcaiblywab that f81UDAttl, 

Mr. H...,._ Ire do that e•e17 yeu on !be Budpt eotimal<!l. We 
ha<o to t8L•m•~ "ha~ the dial.libution ol <Uvidwda wiD be, and our 
pound wo~. our b.uia for t.hat., d the report.e which we rooeiv6 or 
•noomo, tho mool!'o--tax rrpor141, and ~·e tabuln~ Lham by ciiUI608. So 
wo havo, Ill 1 Mul boforo, just na ao.tisfaclury b~aio infonnaliou for ~h"~ ~lunata M t ile lit~injUNUJQO company bu in makin.c up it. mortality tabloa. 

So"""'' Ku<a. Well, the ... roeoipta wowd d•pead ..-ould the f. DOt, 0 
the •~to oo the arnounL that wu paid aa a.JtUAlll and it you 

UVKMlJ11 Aai'1 ltJI 

. • a ~ numbtr u.yeeveral rruU..•n, who d~atribuU. your dl\·•1••:.:...., ol thelimJWd amouuLol """'..., ·~ 
• ould p&1 no~x-t"' ifkant. &mOunt. of1urc.ax, obVJOut11 you wo 
Ll.ey tlfnv.d ...-IUim••I(R II all of tho mon•y wu distnbut.Jd to Ia'&" ueb l'tiVCOllt'l U 
not gtt aa'" 1 ll"''t" ourtaxl'8 to P"{i· 
ho~~~\~~~~~o~",~..;~:~~~~~~ ~~!~~n"~':ui~ ~~ 7oaa;dilr.: I*~ ruat tho moomo I~ d' 'dendl ,.bJ<b aro now being pa1d out. 
lf"!UP ol people thanYo'u eUW:k'tha\ into ronoid..-atioot 'J'be Ct~•ra.JUX , . 

~ir IJ.ua. That'""""· ta~ wbat -~ ol the dli-S. .. at.or Bno. ll~ tho ~b., rorvoratlona t.his b•U wu booed 
tributlon ol ru~ eanu:1: 0 rue eotlmol<l ol $620,000,0001 
u~n. I me. anJ~~ lr<j(l ci' .. uat!r we have tbo ostima~ wor~~ out. .o tb!.~ Mr.UAAB. ne ,..,... •. e<l ~get.subllt.nt&allywaMmeav. reg•r<ll'""' ol tbe peroen~ reuu~:i':wdo of Lite corporation and dis­~ whether you keep t!? pe 1 it and ript on up tbe t<ale. We 
tnbute tho oruer,lht~~ ~~ th\s ..;mmiuee, and aho with the. '!f_aya 
..-.nt over that, I • ' • "'d I ..-ould be Iliad I<> briug the ma"'"- up and Means Commit~. an r will do it tomorrow. 
hera 1 do ••' have them hert now. • ou will ~"' tho aa.me ~notcr Bno. No '"~f~or ~.:tg~t~f.:" diJdonds or whether rue te\•t.nua whether the nu ooa.a 
corporations keep tlJc.m~ or not,? 

Mr Jlus. Tha\18 nght. 000 000 AI a matl<!r ol laet, 
Son.ator B-roo. You apoko 

13
ol ~:X, ooO ..;it he rue hich•tlor rue tbe So<ret&l)' 88yo that only I • • 

fiaoal Y"t' 193-h.at;. ript. Do you want me to:"' ~!'Soete­~:;-.!.,~TttD. You ougllt.to '!.U.e ru:t ~ ooo,O::. 
la!'Y aaid lhat the n~· year It·~ :. ot~t. ~faybe you. d.id ~·t ~1r. n..a. Mr. qhph•nt ""l' am 000 ;1 the ta>< liability whiob 
hear him. Tho .. umaiO of ~6fl·~at;. from January 1._!036, I<> ......-uoa in the oalondar year · • tho tax liability. l'IOW the 
December 31, of. that y_e&r. ~·J..''collectloM oll.bio t.u liability 
B ·•-t oon""ma 1t.oell "'th " da 0 moot.ba altu the cloao u-.;"; No" lho lloc:a1 year 1937 en ~liooa oltbe BUrtOn :1':. 111~endar' yoar 1113&, and_ under ~'t.d,•iduals .,.. allowed to 
of Internal Revenue oorvoratt"it J.'! wiUit tc. So in the fi!"t 6 
ma.ke their paymc:nt:At qua:rt.erly_ bey'n to come in, oon.Mrvative1y 
rnontlL'l ol the year wh,r.n oolleetilnir ~metimes wo get more, you ~·o oet.im.ate du~t we Wlll get one- lft. • 

0 

.... • -d it would not be until 1938 lha~ you pl the Senator BTAI>. "-'' 
$620,01!'!-000! lh I U oolleelion of that t.u liability. Mr. 11AA8. y,..l e u t 

Senator Bno. n rue year 1938 You are rigbl. . 
Mr. n....._ Tlta~ will he tho luU ,.....-~"' 01 il in the fall oi1G37, m &nator 0oNN.U.~T. WeU, you pt- 10 

inol61lmonta? 1 11 11937 ;. what we CAll th~ filcal~::' 0~~~ Mr. HAAS. In tho •Not the calendar year. Ho11 opoa Sonal<)r 0oNN.U.LT. 0 
ealeadaryoar. . ..... 

Mr. H.u.e.. Tltat !L~~- Mr Qli..>o•nl. The C>IAJtlUJ< • ......,._,, • • ,..... 
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Stnar.or ll•-'••· Mr. H ... , ther wnuld b. paying 27 .,......,, moro 
tiJon undot th6 p....,.nL bill, woulo they noLf 

Mr. II••• Tho llOin~ io tiJen> 1>r0bably will bo !MlllM Mrpon~llona 
of ll••toort., • h~ •. in&!<ad o( bovh>& a hole 110 an elephant cau ao 
throll8h wo havo got '' "' lout hOII·li«<now. 

Senator Duo. You made the ollllomfllt that ~ert.oin big olook­
holdm oontrol a oo'1'0ralion .nd they bappM to b. io lho llllllioo­
doUar •'- and therelo~ would have to P"Y 73 PI'I""GI. W<>uld not 
th6Y ... Wir ioflU*DC6 with the rorponltlon DOt loO dttWe lho 4!Yi• 
Mnd and I•• the _.,oration pooy •2 pen:wt., th....,byaviog ao ..­
eeot und., your theory! 

~?r. n .... Tb .... may be ooma of thet. 
StnalOr B•nu~. Thoro io a groat dilf•"'""" bet,.·oon 1~ aod •2, 

eveu tl.tf're. 
S.noLor K1~0. Mr, Huo1 do DOL your ollu"U.. in tho Trea8W')' 

Dopartmn~t,J>Iua 1110 innstJg•tion~ you la••o mado indicate ag......Sual 
i.ocroMiJli difTuai.on or division or corpcm~t.o 1tock eo that. d.c!ro ero, in 
tbo very lftrgo oorpQrntions, ft ls..rsw mu·n})(t•·t hu.ndrc!d• of thoU&Ilndl in 
19011lO et..~et, or J:H'Ople '\\~th a small ownertJup, two or three or (our or 
five .tuu·ot, who o( cour10 would pay no eurtuf 

Mr. IIAAI. Well, there is 09 <tW'Sliontltat mliD.f or th ... l&J'Il• oor• 
poration• laave stoc.kbotde.rs wbo are ~pte with amall ioc:om•, 
re&llyamatl incomes. A per110:n •1lb • re.lly ~all income, Sen•tor, 
would problbly be more lik .. y r.o in<Nt in W<-u<mp• oeturitiro, 
or ,.;u probably in•es• in llOill•lugo C0'1'0r&tioa wbe~ it baa marbl­
ability and liq,uidil)', and oo on. When Mr. Oliplwtt oras •Jl8kioa of 
small t~kholdero b~..., and mLall <0'1'0tatlona, be had in noind, u 
he quotod l1ote, incomes of $11,090 or $12,000 u comparod with 
incomes in tll& ''Cry h.is!:h bracket&. SenAtor C'oru·:.u.Ll'. ""'Well, ~tr. Uu1, 'YI' IULt you said, u I undar· 
st.ood you was t1utL tha stockholder~ in the 1111alle.r corpont.ion1 
would bo ti1o men of !IJnaller income.•• thnn the one. in the big corpora· 
t.iQna tho.L eootrol thosn corparatiqLUI a.nd WO\IJd n()" have u high IJ.\ 
individuiLI ""' r•to. and therefore • larg~r perocnllg• or lbo no• 
earn~ in lhote corporation.a would bo a vailable for reinvtwtmont. 
than in tho cue or large ao.,.,raliona, boca..., the lugo poorl of II••• 
would be lllken any by the aurtax. 

Mr. ll.u..a. 111at. is rilthl. 
SMator Co:ottuu.1'. 'rb.a" i.s ..-hal you Mid. Ia lhl'- .-bat you 

meant. to aon,·evf 
Mr. nua. '!'haL is wbaL I meaoL LO aonve..,.. I moaoL the prinei· 

pal ar.ookltoldero. 
S.na10r CoN>IAI.L~. I underatllnd. 
Stnot<>r LA liOLLETT.o. As a matter of JoeL, u I undentood it, thio 

waa in IU1&-A'er to ~ir. Ballant.ino'e aont.ention t.hat. i9 percent would 
bo take11 Ul) in individual incomo Ut.Jot 1.nd would not. therefore. be 
•vailnblc for rolnvostmonl. 

Mr. ll•••· And would affacL omtU corporation growth. 
Tile CHAuuu .. l<. All~bt; pro<eed, Mr. Oliphan~>. 
Mr. 0L11'U.urr. I might. add

1 io wnnec-linn with the point. you juaL 
made, tbu tl1e bill as it now stan<U pro• idea th•t if later one of tbel6 
at.ocltholdora to wbom you ftlor u oonLrollioa tho aorporatioD o•er 
l&koa thaL ou\ of the _.,oration be will pa:r tlio full ~al-iDcom• 
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ta.r on It ot thai limo ADd it ~t •·ory wtll be tho I tbtt woold 
h"'atato • loll& tune ~loro tmborldng on tbat rou""' of aro/o 

t;Mator C''?"""~T. lo it not _true, Mr. O~ph&Dt, thot U you t.ah 
two MrporaUOnJ Wlth the ea.roe mvmt«< C!apttal, lhe aame nN ft.Lum 
undor thio ball one would be tOJted in one way and the other would 
be taud in another way, and .rour Uteory is tbat on the ... ,..110 in 
ill f ntireLy, you v.ould ge-t the sa.mo re:venue? ' 

Mr. 0LIPIIA>IT. That 11 right. 
Ser!•tor CoNNALLY. You oro not . overl.onki~~,~t tho elomont of 

equahty "' IJ<ltwoen tho two oorpor•uons • •tuated ox•ctly •like Are 
you? ' 

Mr. OLII' IIANT. That is right., and we hAvo to, q 1 twdmtand h 
under tloe ...... That is, 10 e&rry tbiJI pri.udplo of equality Uta~ 
buoineoo profit• from whatever oouroe derivO<I •hall beo.r tbe ll&me 
t.u burden, to carry chat. out 100 po~ent, it would iu•oh•e lAxing 
lla.e eorporate earnings i.n Ute hand• olth& atocl<holdero, whether dio­
lflbuted or not. Tbot IS, if you oould tro.t &II oorporatio .. as partr­
nerabiJ\'1 tbon thio plan would not be oubj .. t 10 lho Umit.atiooa that 
you pomtout. 
• il:'""tor Coss•LLr. Corporati ... t~vee need not be ~l<!d 

u anila,rl.Y1 although they aught be eompebng eompalli• in tho 8&Dio 
field 11 tllat noLtrueT 

~i'r. OuPHANT. Yeo; lhd is true. 
Senator Bn o. Tbe S.0.10r from Texas baa bro!Jihl up one of 

tho. a-toot !'biectio!'S to this bill, t!'U oorporatio .. oom ling 
..,u,ng low-pnced &rttd..,, pay an enuroly dilferoM rate of~ueo' 
Under thio bill tho t.a., .. ....., going lo vary from I percent to 42 per~ 
COlli. Tho ~axes must bo ~·eluded in tho ... ~ or the o.r~Je, with 
Lwo eomr>ADJCfl eompchog ~'lth each other on 10mo low .. prioad a.rticJ" 
~herft a row ocm" makes a difl'erenco in the MloJ n.nd "' vaat dilTerenc~ 
in tl1a llA,Ytnc.nL Of t.ft.X68. 

M,r. bt.ll•nAN'r. 'l'ha~ ill true if they rotoin a difFcrrot t>c~nt of 
.. nlln)l!, but in tho linol analysis i t will bo true that the IOt•l u 
to whooh thAt eorporation mn&t look finally lor i'- capital ~00:. 
tha 8ft rna Lu: load in on& ca.se as in t.bo other C!.U6 

th Senat,.<Jr Ovuo. Mr. Oliphant, you entirely tgo;oro Ute conditions 

2 
•-"t o.mt. One eorporation has a debt now and it has 6'!t 10 pay 

4 po~nl, and oome other oorpon~tion compet.i~~,~t Mtlt it Will 
P1Y. r otbaog, yet tbey bne got 10 go on the market and manuf..,luro 
•~< •1 .~~d ... u them on the market, having Aft entirely difrerent 
"'- o -.xatJon. 

Senator Due": Th.at oould be impro<ed, eould it not as lor as 
tha t 11'0<!'· by doang away -..;th the .,...,ption lor tho debt-ridd .. 
00~! 

0
uonT Tbat would avoid that dill\eulty would it ootT 

'' r. U PftA.,"T. That. D true ' 
Senator llucc. Tlau would. l'nt them on an equ&liL 
Senator ~roo. Tbe Senator will IMU'IIon me, but it wiK'notputtbom 

~· an e<!-\\i!tty, ~aa,.. even then there wiD be a large variauon in tho 
""~oator fl will vary front 1 pen:ent or notbing up to 42 peroent. 

it ~nc.:med~CK. 1 mean, SenatorJ so rar u that particular objection 

~nator BvRo. TLot ill iWJL one obJ'eetion 
'X"JiftlOrJlt.A ,b' • · . 

wit It 1 Ito exempcU~~r;: tho Jetd tib~n wdoduld bo rwao.ved by dotog away 
e c. ....-n en corporahoo. 

0 

0 ( 
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S.O.tor lltRD. l...,td Mr Olipb.ant wbolboror not be ......,,.mf<lcla 
it. Uo iJ gollti to lurn..b a memorattdum tomorrow to at.ate wL•t ..... 
bed .. or not. 

S.O.tor KtNO S.O.tor BIKk, do you moommen<l a pohey thai 
,.iiJ IM<I to d""troY a 1110&11 corporation that is i'! deMT 

Senator BLAc•. I do not roco11U1lend "!'Y'hi"' I w:u .. um~ 
attention ta tltal proviliC!• on tho ground thuat Prod,ueod an anequalaty. 
Tho indi~idu1l who ~bt"""' on tbe ground tla~t at produ.,.. "!' in· 
e<tualiLy could"""'"" ot a! ho could have the enure paragraph atnek•n 

ou~he Cn•uua•" · Wo will proeoed with Mr. OliJ>hant. 
Mr. u ... u. May I make one remnrk, Me. Chaannont 
The Cua.lRw.ut. Ye8. . • . 
~tr. llua. Senator llrrd, on L~1is t.a.x, ~·hic.b i» ~ tu on ntt.lnoc>t~e, 

iL is, alter all, a -~. So your aUus~IJ'!n• fogunng ou.t tlte ffi~ll!O 
-t pooition of the dilf.....,l compameo, 11 not &eonoonacally oohd an 

tbioC&IO. L . ' f 
Secator Bnao. He will pay the t.ax .. on ...... tat -1& 
Mr. H.u.e. No; the income tues . 
Seaator Ku<o. Let me nuab an !'beorvation with reiJlO!<IIO COrpol" 

ationa in deb!.. II you do no~ pvo them any eumpuo'! ~ ~ 
IIUbjeet then to the 42.6-peroent t.ax, 10 you .....,ld !orca hquidauon 
iaruitediatoly. 

Tbo Cu.ua><A>I. rro.-1. 
Senator CoO'IIl<l. You areaL tbeiOp of page 8. • 
Mr. OWJ'RANT. Y•, oir. So much for t,ho proporti~n of eo.rnmp 

of small OO'Jl!'rationa whirb would bo available for retovMlment M 
compared wuh the proportion or ellminp oil~ co~n~tiona whjcb 
would bo eo nvailable. How abouL tbo mecbanacallaeiltty lor getl.lng 
lobe money backT M long aa a corporation ill !""IIY. ~l~ly bOld,, as 
moot am•ll •nd atruggling corporat1ono ore, tlus lll<!iltly IS wcll·n~h 
perlool. A yenr'a o11ruiugs may bo doo!areu in <Uvido'}d• and rcoub­
ocribed for stock and tho wbolo openalaon completed ·~ short. order . 
Compare th.io IIMibiUty, \>oouliAr .10 the snt&ll oorpo'!'llon, watb tho 
mo"' cumberaomo proo- by whacb a largo oorporal.lo,n .may aeouro 
reinvestment in itl busineM or aums .rJiabliJ"'ed u dandeade, and 
I bolievo that you wil! aerM. that the fec!l!ty wi!J> which omall corpol'o 
ationa may roach their OIU1II1IJ!II for .addiuon&lmv!tl<!d .... t>•t&l under 
the propoled t>1an ia in no way 1- than that which Wlth rMpeet to 
large oorporauooa, and lhat., andeed, tho bill inoorar oa it &lwa !he 
oituation u a.ll mal<• li«hter tho handicap of the smaiJ corpoNtion 
iu t.bo race Cor 8uprtmaei. . 

Tbo c.w-....,., Mr. OUphanl, in that ~-bOD 10mebody baa 
said in oonneetion with tbio matter thet will be .vo-J on b'{lha 
Socuririflo Exc!WIP Oommiooioo. Have you any -on that. 

Mr. 0LtPH4JfT, 1 lbinlt: that plans o{ this oon would be aUbJooiiO 
thaL IIUUtin_y in tho cue of disbonML oorporauono. . 

Senator OouuNa. Tboy do not bsvoiO be dioboneot, Mr. ~bpbant1 
because if one corporation waol<!d to ioaue $100,000 ola100k tt woulo 
eo&t preUy near $50,000 and tba~ can be wiped out by just a wavo of 
the bond. That io a ,.;I oituallon. . . 

The Ca.<tR><•"· II ave you convonoed with an,Y~De tn the Socuri""' 
Exchango Commiaoion in regard 10 that propo~~uonT 

M442-PI~ . _..._, 
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Mr. Owro•~.,.. Y•; tho mAtter bu beto IIUbJte~ 10 1--.1 ton· 
Yet~aliQU. 

Senator Oann. As a maller of faet, lbo SoeuriU.. &acbnp 
Commiooion d""" no1 '*' on the Y.,JiditT or otoclc i•-· Tile cor 
poration ia only required to fde infonnatoon will• the Cowuieeion ..; 
to ita condition, lllld 110 forth. "1:1•• Securitice ~;Kebanboe Commiooioo 
dON not in any way guar1u1t.oo or undurwrH~ or eponsor it 

Senator Brou. But it aulborir.es you 10 do it. In Virginia the 
&.te CorporatioDS ConuniNion bu got to - on aU the ....... o1 
stock bolo"' the stook is iotued al all. 

Senator Kuro. I think, ilyou .,ill pardoo tho inlemlption, tbat tbe 
Securiti"!' Ex<~ ponuniotion bave turned do .... a luge own bot or 
oorf!Orutoo~ aP.phcauons. :n••• ~ugM to hav~ made ··~ry valid tho 
ong1nal obJool•on. l rnnnt•oued 11 a moro.eotngo. l wdl put in the 
reoord in a momontr-1 havo ~~Cnt (or it- the f11cL tbllt lbe number of 
il!sueo durin~ tl•o past few yearo in the SecuritiN E•cheogo ConunlJ!. 
sion iJ amalltr than the i•uaa in Denmark , Sweden, Swit.aerland 
Fnnoo, or Omnoay. In !aet, we 8Ca:co1y bad uy .issoes except ro; 
~funding. 

Senator B.uuu.n. That meana fewer people bave bem skinned out 
of their money. 

Senator Kuw. You can take ••Y view you pleoae. Thai is an 
~~n~nL t:lSniust..UteCO!l~nlion Lhnt.,vou can go out.. and get money to 
mve&t.m tbeeo corpomllon• thnt.. nrc 1n dobt. You cannot. do it. 

Tho C nAtR>LL'<. You may proeeed, Mr. Olipb..at.. 
Mr. OctrBJ.!fT. Here I should like 10 tDucb, in pt>eeing, upon the 

"!'roll"'7 objoctioo lbat lbe bill "·ould giYO an advao~ LD corpora. 
boDI whooo stockhold•ra a"' able to ""'ube<ribe their diTideDds lor 
additional atock, u eompartd wilb oorporatiooa whooo atoc:kboldera 
are not oblo to do this. Note thai under tho pr-nt law tho altern._ 
tive prOI<'ntc>d ia that such oum be directly inveatoo by the corpo,..,. 
lion, ~nd ao no~ disbu""'d •• dividends at all. Wha~. may I Mk, nrc 
t1!•. torcumstanc.. of sto<kltold.,.. who aro pctfoctJy able to lorogo 
dindtndo under th~ p,...nt law, but., il in' ....ceipt of them would be 
unable to rt'JIUboeribe th•m. I submit that lb&t inability mUlL be 
meztly ~thor IOrm for.un•·illinltn091; ud I. aubmil also lbu if they 
are unwilhng 10 .....,been be 1110h Clividoadalbon u..,;, ju~ent •-«hi 
to be and must be fioal and thai it iB oot tho province of the FedUJOI 
Oovunm~ot to queaLion il. lt ia safer to lat tho real ownen1 uy 
when tbtor lunda shall bo roinvC!t!ted in " partiouiiU' buaineaa. 

Senator BA~LEY. DoT get tl•illrom your atlltement, that if I ..... 
• at«kloolder m a amall torporation t>nd they dodarod to me a di,.;. 
den~ and I do not ~-t it in stock becauae I want to support my 
fanuly or keep a. boy m ochool, &bat I am to be charged wilb un...Uliog· 
.... to ,..ubocribe? Jt.ma:r ~a cue of ~ty, iathat not true! 

Mr. Ou • ....,.... That 11 one onstanoe of unwiiUngn-. 
Senator llA.IL&'r. I CAnnot resubscribe, I muse. UN .m.y moner, ,l 

havo got ta;<.., w pay. All ~bt. Hero io tho othor fellow that •• 
able w do 11. When. you ..,u him atock you inorOMe your at.pital 
lloek OJ?d you must !<I•• every suboeribu t.ha equal right 10 buy bil 
J:poruonat.o .sb~. but I am unable to buy. \V.bal position d0<11 

I J.::' m<! oo? M,Y motive bolcling in the oompacy ia mduud 
~ .'" ~tbu mao'• os ino~. Ho..-e you got any annrer to that 
lllJUShce , 

( 
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Mr JJ.v.a. Mr StoatDr, you pointed o ol lilA~ you ._heel t"­
di;-idtocla and you bacl oome n..-itY or obl;g.wn ton "4't \\lat 
if you bad uot .-ived thenoT 

Senator B•"·"'· What ia thai? 
Mr. nu.s. 't'hOIIfl rnrninP. belo"' 10 you, oolto tho corporation. 

Whol if you hAd not receoved Utom, "hat would do obout your 

·~oily? . 
Scnatc-r BAllo&\ . I would havo to tc<> ahead, JUSI u we ha••o 10 do 

with • good many corporaticms that d...,,.. tho money. I would 
want to .,.., it myaelf. 11 it ill thue on tJ"' torporation r cannot bolp 
myotif, ~ut !f it oo.co"""""' out I .. ould lih 10 have a liule liberty 
abOut ~WDg ot.. 

Mr. IIM8. WbaHbio plt>n prop(lOCJI il to give th• own•ra ollhe c:or· 
porotion just tho llunlj: ti)At you •u~,..t, oome Uberty. If lbey w~~nt 
to 11><'11~ al for noo088ilu~ they a.re aL libertyiO spend it tlll\l ~·ny. 

Senator BAJ.L&r. :Ito~· I"Ucb liborty do you gi'·• a m•• "ho gcw his 
dividtlllds knowinl that aome ot.bera""' ~oit!H to io.creuo lb&r pro­
rata ahere in tho oorporatioa? flo needs biB dh-idrndo. Bia pro­
rata sb....., decline. !low much lib<orty baa be got under thet aitu ... 
lion? 

Mr. JTAA& Well, the J>n> rata, Mr. Senator, diK'OI not affect you 
portieul•rl!. 

Sonator BA~L&Y. Tho pro rata ol a m&n'o int.eroet in llllything doe8 
af(oet it. If a mon hna ono-leoUt of tho olock l.bat ill mora iuoportant 
tl•AD il be onlY hna 20 abuea. 

Mr. H.ua. For tllC pu~of oontrolf 
Senator B.uLn. !Hpending on Ito•• muob the total ia worth. 
Mr. ILu.a. Wba~ vou ""'bolclini in tb c:<>fJ>Oratioo io importur.. 
Senator BJ..ILCY. You "~ not going to tell me that my pro-rata 

holding ip th• corporation is immatcnal? 
Mr. llu..s. U yo11 ore putting it who~ ithu cootrolthan it ill very 

i.tnl)Orla.ot.. 
S.n11tor BAJLeY. Suppote I IIJll very fu from control, it ilatill vory 

important. The d.ivid~>ds, w~ tboy IU'tl distributed, are distributed 
l<l<Ordiog to tho inW"eot., and u your into""'&. inc- aod mine 
dte,_, under your operatioo h.,.. my pro rata goea dowo aod tho 
olber man's goea up. 5o the pro rata ia ol the u~ importuce.. 
Tl~al is wby we have the law requirinl tbat when o10ek ia aold in a 
corporation e&eh otqckboldcr ahoU ha>•e tho pro rata right to aubacribe 
for ltia aharo. You would not say that that was unimportant, would 
you? 

l\u. H.us. You have acid somo of your pro·rato ah&I'OII by not 
reaul)acribitlj:. 

SMator B.uuY. l did not sell it, tbe olbor r.no ... bought it from 
lbe oorporatioo. l did not get llllytJu"'l Cor it but awl '111 in~t 
wen\ dovm. 

Mr. lLu..&. You bad the opportunity and 14• il- by. 
&no Lor BAotor. I lot it P""" by boeause [ eould not help myaaU. 

The ol.her fellow got it bnck. 
Mr. HAAS. TbG (1\Ulllt.ion, Mr. Sooator1 ia·oot citlllr with me. You 

~
you could not h•lp yourself, bu~ if Utey loft it in thoo you could 
yourtlO!f. 
oator BJ.tLEr. I am not saying that.. U they !l<(t it in it .,..., 

&here, I wu belplNO uyhow. If l.blly diatributod, lbf!Dit is mine, but 
I have got 10 d•al wilb my nooOMitiea. 
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Sf'na10r Bu1.ur. ~•ll, the proportiOGate number ol 
by on• w"!> cannot reonu'!l may be smaller tban that holf•ba.reo held 
wloo do mnYN\. The remv .. tmenl mad b 11 . 1 oth•ro 
valu~ or tbo Iota!, 00 tbe value thai he hot:. I! 0 

..... 10 ......... the 
be WltiiC>t" the rolnVN lmtnl O( otbora. So he d':.e~IOrlthan II WI)U(d 

Sonalor t .. ro~~tn'IO. Allaasl when il i.t aid 
0 

• oa.r, . 
1100t..holder hu tho right 10 decide what IOpdo 

0~~ t)lo !nd1viduat 
having the m•jority or minority alo<!kholMro d.:;d 1 11• 'h'!ll.oftd or 
whallo do with it. 0 oor 1m Aa 1o 

1'ho OuAIRliAN. Go ahead, Mr. Ollph11nt. 
&m•lor llnto. T •••oodd like lo osk Mr Oli h 1 • · 

ho m•do .. lo thelawo or tho dlfTerenl Slot~ t~.~~ w IAIIIlVtl!IUgation 
now at<>rk. A largo port ol tl>is gooa into tho distribJI3"•rnl ~ho, sale ol 
and then when capit..a.l is nBOded for improvem t on ° t~do.ndt, 
tboy havo lo oelloloclo:. 1'he laws in our State;::, ~~r 101'\eUung ohoo, 
I wu juol wondoring wholher you bad t:ooe into .'fi.~~j~abiiutic. 
whether tho small corporation you opuk or w1 • 1 "b y, lo """ 
~rplu~ &&. timttl whether ic. can aeU any :no~c•'~Y nd••e had a 
a utloonty 10 oeJ1 1t.. a got tho 

Mr. OLIPHANT. We had • great number or mtn . 
atatut,., tho perlintnt statutoa in all S examme all tbe 
you ,.;u fmc! a •"fiing oituation. tat.., and , u you point out, 

u~.:~[1~0· Ve are possiDg a unilonn law, though, for the whole 

Mr. o ...... .. T. That is an embarrassmon• ' tb hj·L Co . 
alwaya confronted h · • "' w "" ng,_ 18 
United Stat... w eo llaU~mpts to p ... a law applicable 10 all the 

l migbl make lhio general bse · · 
Statu toto· Thoro is a broad c!iiT.,..~t'.:'.\b''~ I'OI(leel to tho State 
oomm>tloe will agroo 1 om • 11 ° wyer tnomb<lro o( tbe 
management b<ltwooo tbo ,sure, In • field ol rogulating corporate 
l hnl whilo ;;, 1 IJ S •w on tho books lllld tho law in action 
loob liko j)I'CI~~~J 0 

10 !'11"" you find who~ on tho at.~ulo boob 
it per(uncWry aod la "e~J:r;:on, as A tnBtt.or O( fac~ tlto ISUJ)C.nrision 
wilt, che IIOCret.ri"' ortb~ Sts:' care or by filing tho propor papers 

S.nator BTBO It is 1 r1 s. • 
very lully. 1 tJiiru. il ~0 v pe ~clory m our State. 'fhoy go into it 
bolder would on.l ._;vo ":;;.k"!'portanl .. or oouroo, 11 every oloclo:­
il .. ould DOl mal!. any crur!r.n IDbpropoJ'bOn to ,wb&L be now OWUI 
10 the publi~ ee, ul new •lock 18 lrequtnl.ly oft'erod 

Seoa10r Cos,.....,, Ia 1 •"- L •• , 
tbe Stat.. 10 ~on· All 00 

.....,. ...... de the quoation? Thai io lor 
Wh.., th•y have got the df~ are OOnoemed With here io the tu bill. 
We cannot make thtm repay u b:tt wendhavohno juriadiction over i• 
YOU ha•e got a oontro"~ , . u ., I e Federal law. I think 
tho aubject matter bolore theq!,,.tio!' that hu got nothing 10 do •ith 

S.oa!Or CouzK><Il. As a m II ~t,too. . . .. • 
temple mstoad ol drivin tb a er o act, II ,. dnnng th•m Into tl16 

S.nalor CoNNALLY ,'{rj;. em OUI O( \!!o tompJe. 
<~m ol ou,.., It ;. d · 1 \ r am c,.,..ng to asy io tbot it is no oon· 
M), .. •£•inot tbe enZ. n hero .. an argument to bolster up tho 

I ho C IIAIRMAN. Mr Oli h . • 
tho event they diatrib~ted lt'b'!"l w~ atolmg II could b<l OIIIJ>Ioyod in 

Cit' earnmp. 

') ( 

UVUUB &cr, ltll 

&lnator KINO. May I ... , , in new o! tho ltaU>mfnl made by tbe 
& ·oator from Tex-., that •e an «m.cerned, )vtn ln the taX bill , wilh 
tbe elfocl .. hkb it will ho\t upon the Amtri.., dtiun II tho tax 
bill will dri\0 mtn into beoktuptcy becaw;e il ..-ill prevent them I rom 
~tting fOOD~V fOI" the tODlinU&tiOD Of the busiotw, tre IJ'e C'Oft('tmfd 
witb tbal, rllreccly or indiroetly, snd any provision in tho bill that 
aJroets bu•in,... or affects tbe oolveney ol inotitutiona lor individuat.£ 
it teems to rna should rett,ive eognitanco at our banda. r A.lll 111~ i 
mue~ receive oognitwco at tho bMd8 ol the gentlemen who are now 
drallinR it. 

Tho CliAIIIMAN. All right; prooood, Mr. Oliphant. 
Mr. Ot.WJIA.N'T. Next., in our presentation before .YOUr ('Ommitteo 

ond bolore the Woya •nd Mellllll Committoe ol IJoe Houoe ol Rop,.... 
aentath•t~, we hl\'6 urgt'd thai tho pro~ act would re•ull 10 a 
greater meaauro ol equality ol opportunity bot•·Otn l.l1e throe lonna 
ol buain""' orpnizatlon, i. o., individual propriclonhiJI!I1 partnon1bipa, 
and oorporatioot, lhon exioll under tho preeont law. under tho p.­
enllaw Vtl'flmall OOfJ>Orationo are discriminated againtt &in"" their 
net inoome ~a taxed II an average rate ol opproximattly 16 to 18 ~"" 
eenl, plus tho individual inoome ourtax on tbe amounts ol income CU.. 
tributod (pro\ ided the recipients thueo( (all within the IUrlU brad<· 
<>ts), and tlli1 rate ol tuallon may be greatly in ex..,.. ol tho rate lo 
which the recipienll • ·ould have hem aubjocl had they bHn operating 
aa individual propMtoro or members o! partntrohipa. On the other 
band, the p.-nt law dio(oriminat,. very greatly in lavor of largo oor­
por~~tiono, Iince it penni to tho undistributed portion or their ioooi!WIIO 
eocape, With a flat tax ol ohoul 16)j peroont, while t11e whole of their 
income, were it obtained from busioeMeS conducted u indj,•idual pro­
pnctol'llhipa or partnel'l!hipa, would oo subjected to much hig!lcr rat.. 
of t.axntion . 

II hns boon urgt>d tiiA~ this iB lmrMiistic ainee, in laot, tho 1ypea ol 
buaintl88 oharJICterlatio•lly conducted, b:y individual propriotorallipo, 
partnorohipo, and corporat.iold aro qu•lo dilreront, and tho tliJ'CO 
group• are 01!8C'ntially ooncompet.itive. 11 hu botn lurther urged 
thet, in'Bofar ae tht.Y llte competitive.\ the obvious remNlY i1 for indi· 
yid~al proprietonhlps and partnerslupo wbo do not like the diouim· 
matJon to mcorporat.t. 

Then> io eompetltioo. For example, the ebain sto,.. are d,.troying 
our individual muchant cl&ll. 

S.ootor Bvoo. Mr. Oliphant, jus~ al thai point, are you lamiliar 
with th• lact that tbolargeat eii.Wl olore in the oounlry, the Atlantic 
.t Pacific Tea Co., bat a $98,000,000 aurplus already -umulatod thal 
will no1 be atr .. tod by tbia bill; they ba<e $64,000,000 or euh and co.ll 
loiUI8, and the)' have $(2,000,000 in Oovernmtnl -uri tiel. and they 
can !*P"IUal!;r evade w .. under this bill llimply by diotnbution of 
e&nUnp they made and <ODiinue the wbole $96,000,000 1urplut. Ycl 
you uy they are dtotroying tbe indi,idual merc:hanta !Vhtn the mer· 
cban1 mull pay hialUj butt he A . .t P. Tea Co. ,.-;uno< pay any taxi 
and will never pay it, oeeauao tbcy a.re tho moat liquid <Dmpany o 
any eompllllit~that wo have got. Tb"l have o aurplus ol SOS,OOO,OOO; 
they have got SOO,OOO 000 in euh an Government hondo. 

Mr. Ow>RANT. I thlnk the answer to tbat is tho •n•wor ll10t [ 
made a little wbilo ago, that the total group whieb they rot•.-n~<­
that iB tho tbiog we a.re alt.cr, iB oquality of Ill burden- tho total 
group which they r,.p....,nt will pay tbe tax. 

Regraded Unclassified 



886 

~naw Bno Mr Obphant, lot mo go on 'Oith i.h11 In 11134 th•• oompan) oarned S2CI 000,000 ond pruJ out 114,000 000· and undor this bill, if t h6.f r.ontlnue that, ,.. a tnaltn of tact in' my 'iud( mont, they would pay all thr eamiflll'; IIley ,.ould ollly' hho to pa; $4 ,000,000 more in ordu t.o com& 'Ailbin the tomplete f....SOm of tantion undor tho bill. Tbu $4 000,000 going t.o !lao Atorkhold.,.. i• not going to bring in Mything like M much •• I be oomp.ny now pay•. Yot you put lhtm In • ~ilion where they will be <ornpl~tcl.t fffl' of t.uation t.o eompot.. wtth all th• merthanll !bat m""t pay ta.:ne on ...-bate'tr lher wake. 
Stnator BARKLEY. le it not tNe tha~ 1be more OOinpJct<'IY they di:a.­t.tlbuiAI thoir oarninfl'l, tho lower at.ort'!l tlaey wlll buy upt Son.tor BYIID. They laovo rot soo.ooo,ooo in CA5h tuld in Covem. mcntbonda. 
Stnatot BAa&&.n. That wi.U rwa out MJmetimo. 
Stnator BAILt;Y. I would like to have Mr. Oliphant uploin how ""I''"" would help tbn omnll mcrehant M ' '"ai01t tho Atlantic tt Par fir T•a Co. Now r.mombcr tho Atlantic tt Fatiflr will have 198.000,000 in aurplus. 
S.nat.or BTMD. $\l6,000,000 in CNb and Oovtmment bontt.. Stnator BAJcltr. And no t.axeo tO poy; but GIIJ' small gn>eerymtn will have hi• "''"" to P•Y, ond the omnll eor~>oratlon would ha\·e Itt lax01to pay .• Now, bow can they oompete wtth the A . .t P. T .. Co. undtt th ... <tr<Um$l&DM~1 You have t&ktn tho side of tho iltiAI( man. I .....,, to- ho• It will help tho sm.U man. 
Mr. OLIP~ANT. That may be boil&d down tO thio-tbnt hi3 bill t~.hould hn,•e oorne l'•lrlic.r. 
S.tlotor BAILeY. Ob1 well; but it did not oom& earlier. 
Mr. QuruA>"t. It aid not. 1 am getting no,. pretty far ali•ld, but I ""!' tho quootion ~ t.o tbo 'Aiodom of oontinui~ a lAx 8y<l<111 undt'r ••hleb that oonditoon developnd1 beeau•o there 11 otill a glUt number of inc.lopendont. IUCI'C!hanta nna ptLrlncrwh.lpe. ~nator BAtLCf. You argued in bobalf of tho om.U mtrcb&nt ., opJnn tho <hain •tore. Tbe qu01tioo then an- AI to bow the ~~tnall m~.l "'~uld otand tho oompotilioo with tho A. tt P. T . undtr tlus logtolatto!' .• \Vo "'!' not t•lking a~out whnl wq •ho~d havo had 4111 Lbe b~nnu~ or utnc. The quesuon that. l wouJd lilc.e to have you •111••u is: How will the amall man, with no aurplus and a del>t,_paJUIII tueo, evn be able to oompele undor this bill .nth tho A. It t•. T . 'Aith $!18,000,000 or surplu• and an ll8tabli5ltt'<l busio .. oil ~,«r the oo.,ntr,y lllld no taxeo to pay? :\ow, if you ook mo that, I M,l be mueb obhgod to you. 
Mr. Ot.lPIIAN'f. This bill doea nol nor did lt undertakt lO mnovo all th~ i.Mqualititt that lb~ e.ziat.. ' ' 
Stnator Bw.n. You a~ that lhtre is o glaring equality tbn you oannot e.tplaiu away do you notf 
Mr~ Ot.CPHA.N'I', W~l, r thirik you arc 88ki.ur nlO the qua.tion u to the ,.,Jdom or lbo P<Jtiey or a otatutr whi<b iueo oxistinc <urplut. tb Stnato

11
r B.uuT. No; I am ISki.DJ you, since fOu take 1he &ide of . • ama ~erohont.lgtlinat tho cbatn •toreo how !.he small mer<hant ", ould be ••dl'(l lgAUI•t. tho ohnin etol'll on tLo raot.o which are ~ tCI'e: ft»>Ongttt. 1JJ .• 

Mr .• OLlPB..XT. What I wao liJ>ioE to point out l do oot think the ruee ··~ COI'ftdJy infonn·ed by the •>itneiees when they im• P eel, by lhter atat.emuta, 1.h.a.t. there was no oOtnpetiWon bet.•~t!M 

) 
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corporation• on tho one hand and indiftdual b..,_.., and part­
uenhipt on the othor. 

SenAtor l)rao. Mr. Otiphant, you do not dtny tho oiAol<!meot.o th .. l 00,. make, that if the A • • P. T hao $118,000,000 or multtable aoeuritioo and "*""• and that thty bavo o poli<]' of poying out nooriy •II of tbe earnini:t, anyway, .. obown by 1934, when th~ oom&d S20 000 000 t111d J!'l'd ou~ 510,000,000, thAt lhol'll lo no queotlon in rou'r mi;,d that thla oomp.n_y will poy out all of iiA ~np, reoultlng .,, litU.. additional WM, thoy will .... $3.1)00,000 in tax- that is what 1boy paid in 1034-and thtn eoml)<'to with oomploto freedor. of •.a.xea with a groeerymao, a oon1or.-etoro KfOC6YJna.n, who mun pay wes w tht'll&eol odcl FtdtrAI Oovemmc..-nt, ~tnd whatev-er else h~ hu 
to ~'t.or eo,..,.u .. ~. And if they do pay that out thty willatill )1111 the income tax01 under thitl bill. 

Sella.t<~r Bnro. No; you are reJjevin~ the oorr)Oration ot the $3.000~000 l&x, booau&6 . Seuawr, they will distribute it.. 
Senator Co.........,.,.. You mi•undtr~land. 1 say, if they pay the $3,000 000 u thO)' do now, we will alill ~t tho $3,000,000, and if !.hey dl.tribule the balance we will get that in income wr01. Sen11tor Bno. ln o ther words~ you give them 13,000,000 more to aompeto with tho 8mAll me~ha.ot.e that. you say you are trying to prot«t. 
Senator BHIU1'. We wiD gel. th01n from tho tim~ they be2in to te"Mide • otrta.in amount of att.rv.'uswhid• terJUlt4in tl•c a.ccutnufat.ion. Senat.or llvnn. Thor can eMily •bandon tile P<Jiioy, becau"" they 

0 ha•• got 108,000,000 m ca.la and Cov• mmwt bond•. Tb<]' do not need any more. 
Senator Bunu. That is a question. 

c 

~nator BYRD. It ia the moot liquid oorporalion on my liat here, and I ba.vc A lllTgC number o( them. 
Tho OttAttuLU<. Mr. Oliphan~. do you know an:r way of gottiog a t tb- bill oon..,.,.. like the A. T . .k. T! Can you do it. bt law! Con you go intO aomo of th- ourpluoea that th- gentlemen are kicking about? 
Mr. Ot.IPIIAN'I'. P~lirninary t.o a morn gener11l answer tQ t.bttt. qu .. lioo r am bound to "".!' 1 tbink tbe di~ell80ion of tho. quootlon 'lfould be MUch more mWiliDating lOmom>W, whM WO ban before u• th ... thinga: Firat, tbo 1\Xtent to whl•h tho figurea qootod oone­epon~ t.o t~1e ~in the Bu.rtrau of Int.tm~l Rev~ue · tec»nd, wbat. tbo. 8aLuaUOn l8 wHit rclcrence to OOJ'l..OMtiOos ly.ng back O( the&e eorP<Jrationo, and tbeo we tnay be able to .iudge .what tho conduct of tbo mtn in c'-le or 1bme l&~~e corporations will be. Now, l om om""""-1 '-ouoe l am undn that limiiAition, in tho abaonoo of i.h- IK LA and that f oodtr~IAtnd wo will have tomo.....,... Senator n.u..,Y. Wh•n you~·· tbooo facta wo willaee bo .. ' .. omall mereb.ant <AD c6mpote, un<lcr this bill, .nth the A. tt P. T . Mr. OurKA.'lT. To US'tfer more gMetaUyrow quflltion J lbink iL bu to be odtnitted that this bill dOM not atwnet to "'mo>'e all the ioequaUtiOI that U•oro are hetwoen large and omiJJ bullin-. senator lhtto. DOM it no~ inet'(!Aio tho inequality in f.hit •pecific inatan"" that I called tout attention toT Mr. Ou.JW< ... 1 tbinlt the long-time ell' oct of it will be tba other ... ,.. Thooo ._... will be exbaoaled, and th.,.. are oth« ..,...,.. for a.ccumulating reeervt~e. 
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&utor Broo. \1'111_ ••II 1M1 be ub.u.•lodf 
Mr. Ou•••~-.. In tome lM1 will be uhaual<d 
Senator Bnto. J •1. "11~7" · 
Mr 0Lt>H.,.,.. B«attM vou ottrt with • ti<'-'<1 

ol IMlbrroclioo •iU exhaust rt. · oum. The Prut ... 

~oator llTHD. Unl~ IJlO OOillJ)Bny IOMI8 mo . . 
6Xhauoted """"""" they will 001 P•J' out aoy div~Y :/ will not be 
•·h~t they earn. I do not li.U.n.k ll>ey will 10A41 SGS ~ ~oept from 

&na\Or B••.n.u. They will buy more flO- ' d' add. 
the rhain. ·- an tbtm tc 

Tbe C~'<. l'roco'-'<1, ~-Jr. Oliphant. 
.~lr. OuPnJ.n. Thank you air. Cranililc th • • 

otdl I, do not believe that tbooe objeetiooa will "':' d ':,'! eompeu~n, 
The lfol1t oeet!U! to ... ume that the bill ainl4 to ~:b\ ';oe ICltUll~y. 
mer~ y bctwoon competing ooocems 1 1 11 IQve ax Ntuallt.r. 
m~rthaou in No•• York •nd in Calli ' • 0 b:,.O:!~• that. Uetad 
m._• d.._ may ho~ be 'd om•a, """' AOd mak•re or 
bore it urpd that tl1e1 ahould ":h.,.!r "'""~1<1, ~ut I haye 101 to 
,.._ ol~&ution upon Uooir nor'· ore, "" aubJ"!'t lO di.tr.,ocui&J 
lor oquality in l&ution ol b.W:~... T~e la<:t IS, that our qu .. r 

eompro!'!~11io11n, ,and Y!'Ur eorumittoo ,..0.;d"';.':;: l:r ~wm':O::i'1!;'!~10t ot 
, . ..._. la" net. mcomm derived !rom 10 . . ~~~ a 

taxod ot higher rat(Jt1 tlonn thoee derived •;•e occufaltODB &1\ould oo 
~IIO\'O thot t11e ge:nUtmen who ba,1e u.rgod ~{~ ot .era. Nruthcr do 
nuttee would (&\'Or any ouch propositi .1 11 ua pGI<)t to your tom· 
to tlu•m equ&rely. But aucl . t.be .· !J~· 1 , •a question Wt'!'re {»Ut up 
inoquitiea .-bic.b ,..e find ~ • .!~ernJ.Iion of all ot ua to 1uauly 
to be no inc:onaioten<1 betw- ---o• at thNe apJIU'fJ!tlf ... IDI 
jllltiJi<alion lor taxing the Mrru ~~a lack of eompetillon ao a ...... ,~ 
yOl'S, at a higl.er nne than thoee ::1! "t;'" brok.,., •'!d ii T .,.,. ' law-

Let me t um next to th • manu acture.,.. of clilld.ru'• rompera 
inatJon by iuoorporatin t'l J.';>.lnt that any !'0 0 way C&CApe this disc.rim. 
not tho bus.in~ of o0,.~~m~,0~ ~O&t obv-•

1
ous raply to !bis i.s that it is 

would be oocially deairable M eom~ any oueh l.bing, JP"UUting it 
J)OIIiblf!. • oroover, an many Cl.8e8 it 8Ullply.im't. 

II io a mnedy wbiclJ • • 
"'!'~ I believe that the7a~;":! f~ exa.;'P~O, lO the~ p~tooaion, 
'lrlth me thai it will be a dark d m h 0 .' '"· eommrtlee will "«,.. 
poratoon of OUr law firms in r1 ':'. efin lfR"ioJalfOn Jeada lO the incor­
OUt tax IJ'It.em Neithf'r • on: er w . t tliem wto the framework of 
cxsrnpl?, to mc~lbtrs of th~,N~~ ~!;kcS~~~LincorJ)Ora.t.ion opfn, for 

Arguong more tundamonull h """" EKobange. 
s~i&l t'AIM a.re w-~ justi/ied !f, .Jcievftr, and independently ol 1uc.h 
~?-",tioo' undu ,..hich th~n d bf: !hat PfQple ad_apt the t~ml of 
1111";'mwng l&x,.f The 11 ° """! ... lO ~e aingle motive of 
busineaa by a -rahi eon< ""~or a pnvaw or m• .. tmen• banking 
KOOO faith. 11 means th~tC:!\Lrrur.., tor OJrample, a rul geolure ol 
to 1take his whole Partner an the enterprise is pni>Utd 
•• 'J'!•ot«l tc it •nd ~:~ [~t~ne UJ!On the oalety ot the lund• 
rantll't, h llJAo means that. tn....._~;nt.y ol ~~ ror.~tatives and Wlll'­

up ~ 70 Pt~nt on tbe inron~o • '!t~ •bubJ,ec~ o UlOOma I&XtlO !""llillg 
<IOmpiU"ed W1tJ_1 oorporati , C'tl lli '-"lJ e oenvM lrom the bUIInta AI 

fi" ,th• iD<'Owe ot his oo'::~"t1:;: ~atiog only about 16M ~""'"' 
IDited liabilil)' offered b

1 
a ra . are ~uite utiolied WJth the 

totporabon. u..., the dioeriminatioo 

) 0 

UVKBU'& At7r1 Jt Jt 

in favor ol l.be --sroratlnn and OCO'••t tbe pul.otnhip NnaDlulN 
ootbu~g • than a auriU upon honor, and yH lhBe an atoll .,.,........ 
ahi]» ol grea1 oiu oporatlng in that fitlda. 

&oator Bron. Mr. Oliplwtt, at that point, the ohalnuM b.,.. 
ototed-1 have tloe ((1'\'At .. t oponion or J\D.Ythi~ be .. ,. tbat this 
bill waa iutendod to IJut eorporationa on •• ll<Iwliity with pnrtMrahip!<. 
That. .. the basil or i\, Now, let. HI take a &maU oorporalion or 
$10,000; it. o•~s a dflbt.. lt. hu, ~ay, th"-"6 p&l"'\m'rs. Now, a 110,000 
oorporation muat poy that debt, mu.t pay 29 ~1. That ia 
..,......,.., ia it not? lt lhat money ,. .U.mbutocl to the~ pal'lllfl'a 
and 1M1 have a d•bl, ...,b partruor gOiting 83,333, alter raking the 
exemptlona of! they have to pay very Utile. 

Tho same thing nppli .. to a $60,000 oorpomrion. tf thay have a 
debt aud must poy It tlocy havo rot to pay rnoro than 29 J><lrecol, bul 
il Lltey hA-ve five pti'IOua aud get.$10,000 Cit.l'.b Lhoy would noc.t••Y any· 
rl>ing like tho ratc tho corporation would havo to poy. Theffiore, 
in my judgment, th.ia bill d.,.. not oany ou~ the principle or lN~Ating 
oorporoliono u partnerobip8. The parU>fflhip hae a t.roornendOUI 
adnntage. 

Mr. Ol»s.<.'<'l'. I think the e.umple may be eonlOwhat otnome, 
but I lhink ;, ia eovered by what 1 han 101d betoro. It you wanl<d 
tully to oany ou~ tho l>rineiple ot oqui~y uaruely, that all buoin""" 
income from whnt.Over 80\troeB d"rivad thati OOnr tbe same lo.lC burden, 
it will ben......,.ry to tax huoin ... profi-. in tho hand$ olatockholdera, 
whether they .,.., deciiU'C!d out or not. 

S..ator BY11D, Under this bill a small O()rporatioo muat pay a debt, 
or if it .....,., .. 110me of i-. eal'llinp lor ourplus it will pa_y much more 
l&xea than a pariDUibip U1 ol tW'o or th,.. or tour people. 

Tbe Ctu.mxA.!<. \Vben you give uo a rtopGDBO on tha~ queation 
you will take tbU into O()naid..,.tion. 

Scnlltor GERRY. 1 h1wo anor.har quMUon on that. 
Senator KlKo. May I ""Y• I lhould hoiAl to lhin.k lho oim ot thio 

bill wu to d<l6ti'Oy eorporotions by COOII!clling tltorn to antor into 
partnerobips, to apply ttie oame yardstick aa to individu&la. Corpora­
tiona ..,... a ~~ uooltd purpo;re oocially u well u eoonomically. 
Ltciolot.ion aimed tc deatro11.bem I do not l.bink ia rW>t. 

'l'be CKArtxAN. I do not l.bink an1bod1 conne<..<l • ·ith thia bill 
btliev .. that the yurpoee ia to dMtro1 eorporatioDJ. 

Senator BTtU>. do not befievo that al all. 
11to CrtAnutAN, Tho Scnato.r intimat.N.J tb~t.. 
Seolltor BYRD. 'rho ernAller OO'f>ONLlion J>llys a much bigbcr tu: 

under a number ot oondiliona than a p•rtnl'nlhip would pay uodor 
OJractly similar oonditioua. 

S..ator Ouar. 11 it not abo true that alw a corporotion pa;ro this 
w 1 if it distribur .. latcr it must pay out on the amount itdilr.nbu1011 
while after the partntnbip pays the lax it payt it once and tor aU ana 
•an keep what ;. diatribut.ed to thorn. SO there i.• defmitofy an 
adv"nl~ge in tho euc or partncrab.i~ 

The CuAtHI<AN. Oo abaad, Mr. Oliploanl. 
Mr. 0LJPU.&..NT. 1 fUn coming to point. no. vn. 1 do noL- bclicvo 

that the 0118We.n! which bava befn made by the witn.- or tho oppoai­
tion to the eonolructive .,_ 011 thil point are enliUed to oany 
eonvicbo._ Lei. ut look therefore, to their own conauuetiYO ....,.._ 
tc the reaaona which thv advanoe wily O()rporetion fOl1linp Jbould be 
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iDr of oorporauona repo<W>C ~ ..,.,..._ "' Ill• &-.. of I nwn.al 
Re .. nut Wilh .... ,...~ 10 the ~iag of oto<k-markt~ •J~KUio­
tion, broken' 111o&n;t for tbe &«QUD\. of Otht!l"'u 1 rep ....... DlU\g 'ltr'J 
1"'1!"11 tbe lendUIIC of unnttdtd oorpo"'tt ....,..,. .. , in<rtM«< from 
$600,000,000 in 1926 "' 13,000,000~000 in 1929-

A wider distribution of oorporauon earoinp durin& this period, in 
place of to loll" a volume of reinvootmto~ of earninp, would hove 
...,.cd 10 rcdueo tho foroe of each of th- tb~ cau ... of ovtrexpa.n­
llion and opooulAtion. Moreover, to tbo e.xttnL to whi<h additional 
dividmda Wt'rfl e·)K'ot. for c.omruo1ars:' goo<:la, whole!JOme indn1tried 
aetivi~y would have l~n more amply sustained. 

IU'AJIM&l'M'A TtON 

Some of our ,..;to-lay ooMiderablo ooore by the eharg• thot tho 
propootd ""' io a ott~ in lito diroetioo of Goverumen~ roculation and 
rtgimenution of bUilD ... oorporatioM. Mr. Noel Sorgeot in porti­
eulor makoo thia ...,.tion

1 
on l.be ground that the tu .... ta up a buic 

aundord amount W'bitb llhould be rel.&in<d u .-n-oo and putt a tu 
J><'flolly upon ......,. .. beyond outh arbitnry fixed atandordo." Thioo 
argumeo~ wllltc......,I.J bear euminatlon- ~low oorporau ourus 
ra~ on the 6,., 30 10 40 pe,.,...t of ~ .. , .. ~ inc:on,. penni~ a 
modenu ond reuonable uoe of this method of r~ il to ooma of 
whieh I have earlier referred in some detail. In "iew of theM variouo 
and oimple method• ol increasing the capitol of a c:orporolioa1 i~ ia 10 
aay the leon &n MOIQ!er&tlon 10 claim thaL the propoaed to.• tn•olvoo 
"regimentation" ood " plonoing/ ' U the bill bu lbo ef!eet of brinlPnll 
abouL & ll"<&ter cli3u-ibution of dividends, i~ will ban the rooult, not 
u Mr. Sargent aayo of "&ubatituting Govemmcn~ diaerction for thaL of 
roanogomenL •• 10 the amount of evningO wbioh abould be rot.aincd 
in lhe bt~sinOM", bul. Of aub&tituting the dise.retion o[ tho ACt.Uill 
ownero of oorporatlono, their 8toekholdoro, for that of their dirceWI'1!. 
So l&r u tbit migbL be acoomplisb')d, tho elfoo~ of tho bill would be 
dcmooratiG rotlwr thao &utoer&tie, ID tho dirootion of a mONI liberal, 
rather thAn a l'tl(!in)en~ t ... nomy. 
Tho~ ooocludt!ll tho statement. 
The Ctum»AN. Now, do a.ny of the Santt<>ro wan~ 10 oak Mr. 

OliphanL any quootiono! 
Senuor KINO. Mr. Cboirmon, before we adjourn, I eollcd uttntion 

a fe-.· momtnta ogo to the remarl<able doolino In tlte -.,..., .. of 
eeeuritieo b.J oo~tio1111 in the Uni~ Stow oinco t.be Seeuritioo 
~chango Commllllion ond 10 tbe inereue in tho iaouo of -uritioo 
ID other oounu-ieo. I b•"• here the lin to -.rhieb I reletred. l oaid 
I .. -..uld puL it in the rt<)Ord law OIL 1 deoire now the pe...,;.ion of 
the thairman and the eommittee 10 read a lew eenun<a hero ud 
then f!Ul them in the ~rd . This is from The Ch- Economic 
Bulletm fR~odina:J 

But e\·en u modlftM by lhe ,amt.odmenta of tiM and the tnteUI.Iftlt ruUnp 
ol the Securitt. and Exehanp Commlelion, it~.~ unduly d,...UC!, t.aklnt 
rt:tpontSblf d1recton rtluc.ta~it t.o ae•wne the ~at obliplk'IM la\oh"ttd tn 
puhln& out new eoe.urfUM and et,pecia.111 new tklelt lllu~. 110 U.a~ the flow ot new 
ca1)1tal h\to eorporatiOM I• c,.,..tlv reduetd. Moreover, what. neW .-oh.al tor­
poration• are p Uhll &1, t.o au I.Lndt.ie «X'ten\., tAkiDI t.bCI rorm or bOf:WS. "\her tb&n 
•loeh. The li•alllaUon 011 &ho other hand, lm~• no Hab1Uti8 and no ~ula.Uon 
In Uae NolO of the Uulkld S&.atee Go,•ernmco&.. Stat.c, Ami nniiiiOII)III .ecurili.N. 
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No~~~~~J~tk?KL~T. That is tbc statement Issued by the Oh ... 

~·n•t<Jr KoNO. By Dr. Anderson. 
t 'u1Wr .l.~AUKLflr. l re is U10 statistician 1nd cconomht' too' 
s.~•t<Jr KuiO. Yes·'r tbooe are based upon Uoe flj:ur<a be ob.Wncd 

• •"!'r DAnK.LET. would like 1<1 """'rve tho right 1<1 insert tb. 
•Piln>p.n~t.o """tton rro''! !be report or !be Seeuritict And Exciwt 

0 

<.'oonmOMoon on tlut~ oubJee~. !!" 
The CltAtMliAs. 1 •vuld Iii< , _ , _ h • . 

uked tboS..rt~or!be e ~•-"' l •~ on .!be mo'!iong we have 
-ion tomorrow n.......nl Trtuury 1<1 be here. "'tl~ CC'rta"! dolo. Tbe 
farll thal have !.... rily 1l'ilf be ~·eeuuv~. of be t~~•·ea «rtain 
obo mornonR at 10 o~~-led. h •rill be an 6n<'utivt ~on in 

I w ld lik ' ._.:::,,. ';{ ~::., ""~tr. ~~phan~ and the Treaaury officials in &be 
rtttntioo ~r abeu~ 30 °0 ready '-" prtpartd, to ~o a~ the 
,., on thtm, and grad!;':::':' of ~ur P~fita And pu~ o 16-peroeot 
l't'tain :;o pt_ttt-nL and nao ~ .... upw 'nw

11 
~mg It upward, ~here they 

000. re, -get. enoug revenue to make $623,000,· 

S.nator llAILET y ' . 
'rha Cu.unxAN . 1 .ou ttean on the. aubs,•tute prop<~eition? 

oau 4'0noider Uo~ • .;{~ u:"""~ to get tllOtiO fli!U"'"• ao the eonuniU.ee 
S.not.or I) 1 ° 0 

lel'S. rom. 0 thnt on tho bllllis or tho aubetitut.o? 

0 

uvova •or, Jta• 

The Clt••.,.•" Tbil ia a propooit.ioo for lhe coooiderat.ioo or lhe 
oouunit,.. whtre •• bfcm on a buil of 15 -· on corporalluO 
profita, and then f"'duate tt up•ard, with a llllponu on t.or ol that. 

Mr. OurooA''f. \ou an .. wnitlg there lhe reteDtion o tho oor­
por-&1.8 ineome lax, ia that. it? 

Tho CH•tllliAN. Y .. ; oo the buia, .. y, of a 30-per.-enl r6~nlion, 
30 ~~or under, oay al 16 percent. 'l'hat is abou~ the p,__.,l 
rate. Then Jtraduate 11, Uj)Ward, where they rttain more than 60 
pore&nt, put .~ on a 60 percent baoio. ln o!b•r worda, - ir we can 
get 1623,000,000 on Uoat bam. The committee can oonoider tha t in 
oounect.ion witll this other proJ)()I&). • 

Senator BAILEY. Could wo have ooroe dale on the subject of the 
oubetitut6T 

The CnAIIUIAH. Tbatouballtute will bring in, u wu atatA!d ooro"" 
an inootno or $623,000,000, if you give a SI,OOO OJ<emption on $20,000 
profil, and !be)' an flj!W'ing whether or nollhey •ill go a little bigbor 
oo!be~pt.oOD • 

Senat.or Bno. to thlo lhuubatitute offered by the Treuury Depart. 
menUor tho pending billY 

The Cu.ullM•"· No; tha~ U. no~ a oubatitute paztkularly. You 
will ro<all that al the beciooing of thlo bearini I requ .. tA!d oorne 
liguroo, and it ia in reapo.,.. 1<1 that requoot thai a more oimpliliod 
form be prepared to take the place of !booe rour ocltedulea. 

Senator Bnn. Tbil doea not o-nly have the tndo ...... eot or 
the Treuury DeparlmenU 

The Cn•o'&liAN. No. That wu prepared aL o11r inatao .. and I 
think this other .. t.imat.o ean be gotten out lor your oonoidoretioo in 
eonneetion with !bia matter. 

Tho committee will adjourn unt.i!IO o'cloelt in tbe morning at which 
time we 'ftrill nteet in exocul.ive aeuioo. 

(Wberouporo, at 4 :60 p. m., the oommittec adjourned until 10 
o'cloek or t.ho following d•y, Wcdneoday, M ay 13, 103~) 

X 
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H.JI.Jr: Bello 

Bello . 

llay 12, 19~8. 

R. ll.Jr: Bello - Cy? 

Cy Upham: Yes . 

H. Y.Jr : Well how is the show goi.ng? 

0: Well not very well I think. 

B . ll .Jr : Who i s on now? 

U: 

B.M.Jr: 

0: 

B.M.Jr : 

0 : 

R. loi.Jr: 

U: 

SM.Jr : 

0 : 

H . K.Jr: 

0 : 

B.M.Jr: 

0 : 

B. H.Jr: 

0 : 

H. M. Jr : 

0: 

R.M.Jr: 

BerJDllll . ' 

Ah he 

He' s readJ..ng his docUlllent. 

Well 

He - he made a pretty good st atement very much like 
he did before Ways and Means --

Yes 

but George didn't show up so very well. 

Did George go on too? 

Well you see they had questions which t hey referred 
to him. 

Oh yes. 

And he - that part of it is pretty bad. 

\Yell the questions that Herman referred to George - wer e 
they perfectly fair questions? 

Oh I think so. 

A question which George should be able to answer? 

I think so . 

And, from the ticker, i t looks as though Berman was 
losing his temper or was he Just being for ceful ? 

I think Just forceful with a kind of a strained note 
in his voi ce. 
Ah ha. 
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U: 

R.M.Jr : 

U: 

H .ll.Jr: 

U: 

B. ll.Jr: 

u: 
ft . J( .Jr : 

U: 

B. M.Jr : 

U: 

H. !.I .Jr: 

U: 

B. J( .Jr: 

U: 

B.\I,Jr: 

U: 

H. J.t .Jr: 

U: 

H.N,Jrz 

U: 

H. V.Jrz 

- 2-

I - I don't think he's lost his temper. 

Ylell how long do you think they'll be on? 

Oh the course or an hour or more yet. 

Ah ha . 

Robert is here. 

Good - keep your eye on him. 

All right. 

So far you wouldn't say it was going any too well. 

No - I think it looks kind or bad for us . 

Ah ha. Well will I be on publicly or an Executive 
tomorrow . 

Well I tbi.nk that law that you quoted to the Senator 
is to the effect that you can only give these - this 
information in Executive Session. 

Yes - I just sent Harrison a letter telling him that 
we can ' t give him the information --

I see 

for ' 35. 

I see. 

because it's still in the field --

Yes. 

-- and I thought - you might tell him that there is 
a letter on the way up. 

All right. 

An important letter . 

All right 

Most of these r~turns are still in the field. 
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H.J.I.Jr : 

U: 

B. M.Jr: 

U: 

R. M.J'l' : 

U: 

R. U.Jr : 

U: 

H.ll.Jr: 

U: 

H.ll.Jr : 

U: 

R.ll.Jr: 

U: 

H. J.I .Jr: 

0 : 

!HI.Jr : 

0: 

!Ul,Jr : 

- 3 -

And a lot of the corporations haven' t made their 
returrs yet . 

Yes . 

But - and also you might tell him, for his own 
confidential information, that the Internal Revenue 
have not come to my office yet - I 'm sitting here 
waiting . 

All right . 

I mean just to let bim it. 

You don ' t have the infor~ation yet . 

I mean I 1 m sitting bere waiting and the Bureau has 
not yet produced any information. 

All right I ' ll tell him. 

And that they were not leaving - we were not leaving 
a stone unturned - that we had 120 people worked 
last night. 

AU right . 

Tbat I •m doing everything possible to comply but 
up to date I haven't been very successful , 

Yes . 

Don't you think he ought to know that? 

Yes - I'll tell him. 

Yes. 

Yep . 

If he bas any message call me - 1n any event call 
me again 1n a h~ hour . 

All right . 

!bank you. 
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liiiF J.a, l.WI 

.... ft,l.e JS.Iu7 .... ....-... h., 
lleorrifiZJ et tllo '!Maft1'7, 
'la&t .. wa, D, o. 

a.torrtac w ,. letter ot to&aT, 1a atu 
I Cl'loh4 tu n•l1111n ... J'H ,,. u.o n-oe a-tUM 
~· -tac, ~lo 1a to aArloo ,...a oa '-llalt ot \be o-
111\loo ~t ~· lat~l- roquno4 1a \llio nool...U­
lo APJl-atol. \o \llo roqaon tor iatonatl• •4o et ,.. 
,,. leu.\or llo.r17 r • B7r4 ia llio J..Uor ot IIQ 8, 1~1, 
*loll ._. \~Uo4 w :rou 1a ., oo-ioaU ,.. .. 
tertq, 1117 u, lllle. 
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llollarallle lleU7 Alora-~a, 1r., 
... l'tl~&r7 ~ tM 'fNaOU7 
.. Qiqtoa, D. c. 

At tho -lac <It tM rtMAoo C-U•• 
~h 110ra1a& ~be tollcnr1ac ruoloatioa ... adopta4 
liJ tbe c_t, .. r 

"!'ba S.ora\ary ~ \M 'l'raanrr 1o borelly 
roqoaoo\ed to turniob a liot or all corpora tion• tor 
tbo t Olt year or 1938 that ba4 a DOt 1&00 .. l>ofon 
'•4aral tuao or mora tbu tl,OOO,OOO, aa4 baaed on 
tbo actual d1otr1but1oDO tor tbat yaer will raca1 ... 
a tax n4uot1oa UDder tba pondin& bill, aD4 

(A) 1'1lo -Uilt of ouob raduotioa tor 
oaclo corpora t101l, a4 

(B) '1'!aa rata or tuoUoa, if Oll7, that 
•01114 1>o paid by ..,cb corporaUoa lo tbo ••ant 
tbo poD41D& bill wao tileD 1a ott .. \," 

Oa l>ohalt of t be C-Hoe, I olloll 
approot•t• lf if you wil l loa•• tloio tato ... tloa 
fura1obo4 pro.ptly. 
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• 

Boa. Bar7 Marcutbau, Zr., 
S.Or.w.r,o ot * 'l'reenlT. 
Deparillell\ or t.lle 'l'r•8Ur7, 
lulllnc\on, D. c. 

0 

u. s.s. 
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May 12, lQ~e. 109 

A group met in the office ot the Secret-.17 of the TreaoiUl'J 

at 8:00 P. K. to consider certain material requested by the Senate 

Pinance Committee tor uae in connection With the pending Revenue 

Bill . 

At the rut~et, those present were: Kr. Korgentmu, llro Taylor, 

Kr. Bell and Mr. Upham. 

In Kr. JolcRe:Jllold1 a otrice working on the material to be 

presented to the o~ttee were: Mr . KcReynolda, Mr. Oaaton, 

Kr. Ruaaell, Chief ot the In cane Tax Unit or the Internal Revenue 

Bureau, Mr. Opper, Mr. IO.aua and lleeara. Burna and Evans of the 

t'i l'lll ot Arthur Anderson and Company ot Chicago. Th1 a group 

joined those in the Secretary ' • office later. lolr. Oliphant and 

Mr . Haas came in the Seoret&l'J ' a office tor a few minutea, reported 

that they wore feeling fine, and that they had "gotten a-y wi th 

murder" in thei r teetlmony on the Hill today. 

The material be1.J:6 prepared -e in response to requeata 

trom Senator Harriaon including on the one h111d Senator Byrd •a 

request tor data on a list ot' corporat1au 'llbich he atated, upon 

the authority of figure a in lloody'a Manual, would have paid no 

taxos in 1934 had the prov1a1ona or the Revenue Act of 19381 u 

paasod by the Houae ot Repreaentat1vea, been applicable 1n 1~•, 

and including on the other hand the re~eat ot' Senator Black 

and Senator LaFollette tor 1ntannation w1 th reapect to per aODal 

boldin., companies and moneyed individuals who would have paid 

greater taxea bad the 19M earnings ot oarporationa bean distri ­

buted and put t lll'QU8h the personal income tax millo 

ihe atat-nt, in the rol'lll ot' a letter fran the Seoret&l'J t o 
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ct.a1riii&D Harr1aon, wu placed 'before the gl'llllp, read aDd 

diacuaaed. In conjunction with the letter a wcrk abeet and 

a tabulation abow1.ng the facta w1 tb reapect to the U.at ot 

corporation• submitted b)' Senator Byrd were alao conaidered 

and diacueaed. The reSJ.lt of the diaouell1on waa that Secretar7 

llorgenthau decided he wo.Ud rather make an oral etatement to 

the crommittee and permit Mr. Rueaell to preeent the data on the 

work sheet (to be rearranged md retyped) than to make an7 for-

91 statement atall . 

The sentiment was eXJreeaed that dnce all Tre..UZOJ 

witnesees had readily admitted and empbadu~ tl:at under the 

Bouee plan corporations would eaoape tax aa sueb 1t the7 made 

tull distribution of' their earning~~ , the Secret&rJ ahould 

admit VSI'J early i n any statement that he m1gbt aake , that 

there ia nothing new 1n the r eveal otion by Serw.tcr Byrd that 

certain large corporations would have escaped tax entirel7 1n 

1~4 had the pen41.ng House bill been then 1n force . 

llr. Upham c<mnented tl:at the c<mllittee had had great 

difficulty this morning 1n securing an a41111eaion rrom llr. Baaa 

that aucb waa the caae. He reported that llr. Baaa bad 'been 

extr emely reluctant to make a direct reply to an inquiry ot that 

character and !:ad insisted that it depended upon how the word 

corporation 1e def'1.ned, claillllng th& t the wcrd corporation, 

properly underetood, included ite etockholdera . 

I t was aarHd that the 1nt'cr-.t1on uked tcr by Senator 

Black and Senator L&Poll.ette wculd not be preaented to the 

cOC!Iittee until the day a ttar toaorrow. 

llr. Morgentl:au stated ••ry traDkly to the group that it he 
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were ulced by the eollllllittee whether or not he belieYed in the 

Houae bill he would a&y th&t he doe• not . He reiterated tbe 

po11t1on thlt he hl.a been th1.nld.ng tor 1aver&l d.aya tb& t he 

cannot be eaay, aa Secreta.r,. or the Trea.aury about giving up 

one billion or mora or aura revenue under present law. Be aaid, 

moreover, that he did not believe that small corporations had 

a fair oh.anoe under the bill aa againet l&rge corporat1or11 which 

h&ve aoaumulated surpluaaa. 

Mr. Upham interjected that he did not believe it either. 

Ur. Korgenthau continued he had been told by Mr. Ru.1 that 

no living soul could &baolutely gua.r&ntee to h1Jil that a.ny par­

ticular amount of revenue 110uld be received under the Houae 

bill, and, moreover, that be oughtn't to take any riak at all 

1n the matter . 

The representatives or the firm or Arthur Anderson and 

Comp&.ny e:q~reaaed their &pprova.l or the attitude tlken by the 

Secretary and commented that he oertainl7 aaw things tbe l&me 

war ther did &nd waa talldng "rlgbt down their all117" . 

Information developed with re1peet to the liat submitted 

b7 Senator Byrd waa to the effect th&t while moat or the 

corporation• would have paid no taxa~ 1n 19M hid they had t he 

Houae bill then in force , aome or tb8111 would hive. There wu 

a diacrepa.ncy in the figures preaea ted by SGnat or Byrd aa 

taken from Kood7'• K&nU&l and figurea col lect ed trom the 

income ta.x re t uma 1n the Bure~ prob&bl y due in l arge p&rt, 

according to Kr. Ruuell to tbe tact that the t1gure1 in lloo47 ' • 

were b&aed on a conaolid&tiOD or the r 1nanc1 &l atat•enta ot 
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the parent corporation and ita aubaid1ariea, while the Bureau 

tiguree were baaed upon a non- conaolidated return ot tbe 

parent corporat ion onl7. 

There waa a •err cona1derable diacrepanc7 1n acme oaaea 

between the "net income before taxea• l ubmittad bf Senator Byrd 

and the •atatutorr net 1nco-• tigurea 1u'tla.1tted to the Bureau. 

Kr . lllorgenthau aaid tbat he woUld explain to Senator Byrd 

that it he wanted to make a •trick• &DIWer and give hia onl7 

the information that he uked tor he could 4-.on•trate that tbe 

Senator had made an incorrect atat•ent to t he pre11 Wbln he 

cla1aed that none ot t beae compan1ea would !an paid a tu: in 

19M; but that h e preferred to give hia the whole picture. 

At 11:30 the conterence d1abandedo 
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nDCAAL R.UCfiY• .AN-c 

Of'" NEW YORK 

DA~ J.l, 1-a 

SUII.JECT> " I GIS Tft!M 

1/J 

J.. •• laelltl--- -IIIB-~ or n~a•en-a.,. __ _ 

C&r1pel e•" .... e\ uaa Wq. 7Mn ... ..,,,.,-. 

r.,on r•n~J"UT, be N14. c:.a ... •UT, be 414 an ..u. mail 

Mmiq h&4 .. ala ~-- .-1" UUl ••• r.ebe4 luta ,._ o. ... 

'ba' \be Ualiaa1 WIN ll&'fiq. .U a re•U \l' .. ll'l Ia Puta ~ .... 

n erYOUI aa4 \be aann ..,.,,. fbi b-"er '-e fer tnaea pr.ntu'll 

, . ... rU;y ... t.bil -~~~~a~, Cuipel Ull'ib .. ~- ta\UelT .. \be 

hebaiaal paaU1• of \be aar~r .. , by 'lla11h be ... , \be oeYII'Sal et 

libon poa1U•• by apellll&Mra. lbe lo'"" ••vlllll n\e t.b11 .... 

1lla (\be pl'S.ae 4nppe4 \0 .._ .. 1/f. abne4 belen ar epmt'll), Cutpel 

'IIMa&b\ wae 4ae 1reaU7 \1 llr111 operaU.•I· lbe lft11 ra•• baftq Sa 

hraa of .Uer1 aa4 lnaab truea 4nppl4 M \be lMiv ael4 ,...,, 

\tit hill laU•el B-* Ul1414 M Mkl ........ If \be biP 1114 piN 

1a Lollta, ao14 1114 'ber• aa4 ~~appon .. \be 1w111 ra•• bT .... et 

ahrllq aalea. fbi fan \ha\ \be ~er ef bera ..U Sa \be lm'11 

1o14 au~~:" (171) wa1 uu-anr lui•• .... "bill' •• Cuipel11 

11'18•'· I 1at'Ure4 whl\ber, Sa b11 •JSal•, J'IR11"41r1 I ft\1 • tile 

J'ru1u-1.4111te 11U W .... -* ot • Jlllnlda • \be aan.U •••• 

Caripel r.,U .. \ha' u tar u be .......... be W an - Mil 

u .. \0 t.u.w u. I .... ret__.• \0 \be ...-•n et \be lnalh bl*-1 

aa.i\\H \1 ntnSa ,._ tdaH ... 111 ......U.a, fto. Culpel 

..... M feje.l Uaa\ t1111 ....... WU lDelT M l;e ltt..UYI Sa 112? ''II 

ftl'ftN V=...U.•~t'lla11b w ... .. ...,. lui• ,...,...U.Ia 
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"'""'rr:: CORRESPONDENCE 

coiJDmiAL n:LII 

L. lt. laMe 

tr!'DI.RAL RI.8ERVE BANt( 

01' NEW YORK 

I call .. ar. Cvic11el .-a •· a. TeA~ anuan•· 

Blla ba4 DOt eJOir• 7et, Cui&ul M141 R* Ule 1•.nl fMU .. 

1en~ to be \hat he MCl ne ot.ber 1_.ere ._. 1D.U. .. t. 'bo 

1104erde. lw.nhelen, ~hell..,,... 'be tore .. liT~ M­

lowere. the U1D d1tt1nl\7 ~e •• ....a aa tea .. •• t.be' n 

W ae4e Coo ~ ,~ ... _. "'•"* ... 'be ..u .. ..,_ M llelJ.y• 

the IM4e. 

ltUh reter.ae M .. __.., e aarke\1 Car1cM1 ..S.Il, 1\ U. 

b1«1 prett7 heft7J ~e Br1Uah hDil'e ... raU•e hall b._ a'UihU;r . 

1D aoeee ~ 110,000,000 t~wa... lea ..-, he tbnlht., U~~ 

heft7• I Uld.lllT ~ret bR ~he u-,ht \ble ce.lll10 • _. 

he ~- t.bet ~t Up•4ed •unlT QC1D ~~ IWU 

acre.a w1~ ae ~• ru\oraU• ~ ~•- -. ~· .... ual tad~~~· 

.U a u"er ~ tae,, he tbniM it wae the .-JT th1Da t.be\ wae ... 

nH4e4 \o ,_. th• "' of \be w1la ltoo•M the other r '•"II 

1'-'bliDI ~-~ e•dT0 tbo d.1Ua1eoe 1a priM 1wela, U. ._ 

b- a4~u\... I retan4 t. \be .,._,. dl.arMal ottoot t.be .­

lllllinlo 4MlaraU.e ...._, e 1~ • Mfl\al ba't'e ha4. CarS.aMl 

r.,Uecl tbd .,_ pal el hi ...... U. ~eo __.... td.Ul tM 

bll>•e Left 1t1a1 ,.UUeel perU .. , he U4 leiao4 \be ~ 

that. there aa M lld..U,. I I \lie •11 elt He M -* tw ... 

~1\al 1WT• Be .. u.-.. \laP .. eete -'P* .uti taT ... •••• 

oiee, -' .a ot ,_. ~ fu h•e•1 -* et-.'T b II ""! fllo dill 

- -·hi ........ 1a tal ,.,. ~ ... Ia .......... tw 
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ll.a,y l2. 1936. 

Ambaeeador Sze, llr. Chen, llr. Ta_ylor and llr. Looh.tlead 
me t with the Seoretary today. The Chineee preeented a dratt 
ot announce111ent to be ude concerning the reeulteot thelr 
conferences with the United Statee Treaeury. (COPJ ot the 
draft 1e a tt.ached.) 

HJ.I ,Jr. proceeded to read aloud trom the draft. When 
he had tin1Bhed reading paragraph No. 1, Ur. Taylor referred 
to the expression 1111oneta.ry value• . He said to the Alllbaua­
dor, "Remember we had eeveral diecuaaions about that, llr. S.r.e, 
and suggestion was ude that you would start ott by covering 
the value of the old Y\IB.Jl and I am Just wondering it that 
word •111oneta.ry1 1n there lll1ght not be contusing. Just elim­
i nate that word entirelY.' 

!.lr. Chen: Yea. 

ur. Taylor: Then you can aay at that time, where we 
start ott, you will use the old yuan. 

HU.Jr.: Put a line through 111onetary. 

Ur. Chen: This is dratt. We can go over that in our 
aub-comDittee afterwards. 

HI.I,Jr. : Anything else? 

Ur. Ta,ylor: No. 

Bll,Jr. read paragraph No. 2 aloud. 

ur. Chen: Government issue eilver of one-halt yuan and 
one yuan. 

Hll• Jr.: You don ' t 113 1n t h1B anything about the finene ... 

Mr· Chen: The flneneea we have agreed. 

Kr, Taylor: It ie not neceaaary to •ention it. 

IQI,Jr. read the third paragraph aloud. 

Mr· S.r.~: That is the restriction. 

HU.Jr.: Pine . 
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HU, Jr. began t.o read paragraph No . 4. nen he came 
t.o t.he worda 1grant. a oradit. tor United St.at.ea ot America 
dollar twenty mi llion,• he eal d , 1 Let.'a Juat. take that.• 

Ur. Lochhead: ll,y personal opinion 1a they should not. 
put. anything concrete 1n that.. I don • t. see wh,y you anould 
aake anything publ1c or explici t.. It you e.., anyt.h1ng, aa;y 
arrangements haYI been aade. 

HU,Jr.: Arrangement.• haTe been aade tor t.he sale ot 
eilver. I t hink t.hat. •a better. 

!Jr. Chen: Yea. 

Ur. Sze: Wl t.hout. aa,y lng ao aaany ounce a. 

HW.Jr.: I think •tor t.he sale ot ellver.• I t.hink 
that. ' e better. Why ahoul.d t.he.r know how big the pot. ia7 

!Jr. Chen: Yea . Leave that. open. 

HH.Jr. We have agreed, but not tor public announcement.. 
It givss them something to shoot. at. 

IJr. Ta.ylcr: I think you should word it to say that •pro­
ceeds ot t.he sale•;•• that. 1 proceeda ot the credi t." should be 
used tor exchange stabilizati on. 

HU,Jr.: 'l'nat has to be fixed up. 

!Jr. Chen: Yea. 

HW.J r .: I think that sentence could be improved, 1t you 
don 1 t. mind lilY eay ing a o. 

Ur. Chen: Yea. Yea. 

Ur. LOc.ll.tlead: I t.h1nk we ougllt t.o t.alk that. over. I 
don't think-- ot course, it's a queet.ion ot how ~oh you 
want to ea;y there at all. I would rather ea;y that eo•• 
arrangemente have been aade to lnaure the etabi llty -- or 
to help them 1n aa1nt.a1ning exchange. 

HU,Jr.: Yu , eometbing lllte t .bat. . 

Mr. I.ocAAead: What. i t really i e, i e aeei etance 1n 
etab1l1Zing . 
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HH.Jr. : What I want to put 1n t.here - - we are reall.J 

exchanging yuane for dollare -- eay eomething about arrange­

menta for eupplytng them dollar exonange. 

1o1r. Lochhead: Arrangement a &leo ha't'e been -de for 

aupply1ng them with dollar exChange against the yuan, or 

e1Jiply supply1.nd dollar exchange? 

~. : I am thinltl.ng out loud. I don't know the 
techn~language. I would 883, •arrangements b&ve been 

made to supply the CAineae Go't'ernaent with dollar exoh•nge 

agains t Chinese earmarked e1l't'er on deposit 1n the Federal 
Reserve Bank in San Francisco.• 

J.lr. j:.Ochhead: Tll& t. eet.e it up :u a loan • 
Juet a eilver loan. 

HW. Jr.: Have you anY suggeet1ons? 

Tll&t ia 

Ur. Sze: I have a suggestion to make. When th18 came 

in, I submit to you for your reaction. Peraonall.J, we put 

much faith 1n that. From political point of view, Kung will 

say he 1s not negotiattng a loan. If you say credit, 1t 

causae misunderstanding. Personally I am not under anY preference. 

I suggest, 'Arrangements can also be made whereby Federal Re­

serve Bank of New York will grant facil1t.1el to t he Central 

Bank of China 1n matters of foreign exchange. • 

Ur. Lpchhead: Of course, 1t 1s not the Federal Reaer...e 

Bank. 

~.: I would eay that agents ot the Treasury ha'l'e been 

1net~ to furnish the Ch1neae Government with dollar ex­

change? Maybe you will want to say t he Federal Rleerve Bank 

acting ae f1eca1 agent of the Treasury, or you can eillply eay 

our f18cal agen01ee ha't'e been instructed to furnl&h the ChU.e 

Government with dollar exob&nge. 

Ur. Ta,ylor: I think from their etandpo1nt 1t would be 

better to name the Federal Reser...e ae f1ecal agent. 

~-: Then eay, ' The Federal Reaer...e, acting aa f1ec&l 

agent~the United Statea Treaeur,y, bae been 1natructed to 

furnish the Ch1neee Government.• 

Hr. 'hYlor: The Central Bank of Cl!.1Da. 
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Ur, Chen: Yea. Yea. 

Ur. t.oc.bhead: Referring back to the beg1nn1ng ot the 

announcement (reading) 1K1niater ot Finance takes pleaeure 

117 

1n announcing that aa a result or recent conversation, etc.• . 

Don 't you t hink that ehould be, instead, the Ohineee Ministry 

or Finance and t he American TreaauryT 

IDI,Jr.: I am acting here and not the State Department 

because it ia a monetary matter. I would say 'the United 

States Treasury and the Minister ot Finance,• because other­

wise it it ia the United Statea Government, then you have to 

go over and see the State Department. 

(IDI,Jr, then read aloud paragraph No, 5.) 

HU.Jr.: It ie all right. It i s very good. 

Ur. Chen: llaybe you wish to add somet hing froiD your point 

or view. 

Rll.Jr.: I would aay eomet h1ng at the end here that the 

U1nieter or Finance or China and the United States Treasury 

teel that the financial mission headed by Kr. Chen, throuah 

the exchange ot information, hae led to a much cloeer and 17m­

pathetic understanding or the 11onetary problema ot both nations. 

Ur. Qhen: Yea. Yea. 

Ur. Sze: Yea. 

Ur. Chen: Also add prestige or the mission come over! 

HU.Jr.: That's what I have in mind, Llr. Chen. Something 

like t hat, 

• Ur. Chen: I w1ah to eay to you today, 1n a more or 1e11 

pereonal way, to explain rq poeit1on. When I wae r1r1t 1ent 

over here by Dr. Kung, the obJect ot the aie1ion wae to ••11 

a large amount or silver to the United Statal . 

HH.Jr.: How aucll did they want you to eell1 

Kr, Qhep: 'l'wo h\Uidred 111llion ounc11. But attar I had 

• Froa here to a1teriek 1n about center or following page, 

reaarlta ot Kr. Chen and JDI,Jr. are not yerbat1a, but were 

dictated by Kr. Lochhead. 
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had a chance to talk to the Treasury otticiale, I r ealized 

that this plan was not practical nor desirable. ~ a re­

sult ot our aany conversations ..,e drew ~ a aemorand\&11 on 

the increased use or silver which was laid before you and 

accepted by Dr. lung. In drawing up this aemorandWI, I 

estimated that 75,000,000 ouncee would be the m1n1mum amount 

necessary to insure the succeae ot the program and it I am 

not succeaetul 1n carrying out my program and 1n tact onlJ' 

arrange tor the sale ot 50, 000, 000 ounces as against the 

200, 000, 000 ounces which Dr. Kung had in mind, it may seem 

to the people 1n China that I have not Qlln completely auo­

cesstul. I am not a politician, but merely a business ll8ll 

and when I go back to China it is going to be neceaeary tor 

ae and Ur. Ioo to work hard to insure the success ot this 

program . It I can go back and state t hat the United Statu 

Treasury has agreed to my plan and is willing to help carry 

out the detaila as auggeated by me, the purchase ot 75,000,000 

ounces would greatly atrengtben ay band 1n aeeing that the 

necessary reforms are made. 

ijij.Jr .: I appreciate your position, but I am not pre­

pared to make a definite answer r1gh~ at this moment. Do 

not press me at this tilDe, gut I assure you that I will give 

i t very careful consideration and let you know the outcome. • 

I t hink we are moving very tast now. 

Llr .. Chen: 

HU.Jr. : 
newspaper men 
tine. 

ur. Sze: 

Yee. 

I am under no particular preaaure, except the 
keep aelting me and I say we are getting along 

I noticed your quote 1n the •all Street Journal. 

!!l.l,Jr.: Did you? What did I ss.:r? 

Mr· ~ze: You said you have your toot on the bottom ot 

the throt le. 

HM.Jr.: Oh, yu . I aaid once before that our negot1a­

tiona were accelerating, eo they aslted this week how things 

were moving. You know, when you ara riding and you acceler­

ate the engine, you put your toot on the gas, eo I said we have 

our root on the bottOII of the throttle. ThBBB thingB ara 
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very 1aport.ant and I would rather take t.wo weelul 110re and 
have thea rigbt. 

Mr. Chen I We want th• t.o be rigbt. 

119 

Hll.Jr.: You let ae th1nlt t.bAt. over, Mr. Chen, and g1ve 
1t very eer1oue considerati on. 
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Drott or our Preas Belea~e 

The reprecen~tivea or the Chinese Minietry ot Finance wbo bnve 

been 1n the United Stat .. to llllke eooe st udies or our aonet.a..,- on•J 

b.nklng eyataa, and to excban&e views 011 aonet.a..,- probleaa ot 1111tulll 

interest, have c011pleted their aiaai.oo and are returning to China. 

Our comrersatiooe with thea have been aut~ instructive. I 

feel confident that the aone~J program being pursued by the K•tional 

Government of Chine 18 not onl7 along sound linea, but consti tutea 

an iapor~t step tonrd the desired goel of stability of world cur-

rencies. 

To supplement theil• ettorta toward that objective and to co-

operate nth tbfllll in their program of moneta..,. retor11 and currency 

a~111zation, and in ttccordance with our silver purchase policy, 

we have definitel,y 1nd1cated our w11Hngneu, under conditions autunl.ly 

eccap~le, to ao.ke purchases frca the Central &nk of Chine of sub-

etantial uounta of eUver, and also to alee naileble to the Central 

Bank of Chine , under conditions which eafecuard tha interests of both 

countries, dollar exchange tor currena,r at•bilitation purposes. 

The lliaaion beaded by llr. Chen baa been inatrUMntal 1n brin&inl 

•bout a aore coapleta underetending of our 1111tuel aonetary probleaa. 

I belleu lb!1 ~ thro\ltih l!Yl !A.> toM uphopge !JL :diU 

aWll r ~ tba\ ~ !Ill .llll1l!!!R ,W,ea behw Job! UW!tl!trtlyu 

9J..llll. Qhtpert "'n'•!ei'Y ~ f'p•pce Ja! o!IEttbea mJ.1 i1 b pottiblt 

~ iaprove ~ !!!.~ etabllitz ~ aatlolll!l ourruciee and !.tl!1 thl! 

!,C\Iirre !. &r!!tar l.llt.orna\ioaal a~ili!jz • 
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Tile IUD18ter or J'iDaAoe takea phaauro in &D.DOIIIlCiJIC tba' ia tile 

Uaht or experience and or &deli tioaal lmowleclge or moneta17 ooncll tiona 

obtained in Cbiaa and abroad, the Cbinoao Government d .... it cloairablo 

to adopt the following .. aaures or monet417 rarora to aupple~nt tbo .. 

a:bocllocl in the decree or NoYeaber 3, 19$5: 

1. It will be tho policy or tba Govarn..nt at all tt.ea to 

malntain adequate reaorno a4&1nat note iaauo conaiating or gold., rorelp 

exobanso and. all~er, the a1lver portion or the roaer.ea to ileve a valu. 

e (luivalent to at leaat 2~ or tile note olrculaUon; 

2. l'or the purpoaa or C'-!Pl•t111& the rerora or tile o..b1u .. 

co1up a;.ratD, tbe OoY&r..-nt will iuue au .... r colu of rtrt:r cent &Del 

one dollar den~natlona; 

::1. The reatrl ction IO""erni ng the u .. or ailY&r in the IIIUiutaoture 

ot ailnr ertiolu, aa contained in the rei'Ulatlon pl'OIIUlgatecl Uo'reber 

1~. 193~, will be r....,Y&cl; 

4 . J'or •be purpoaa or turber atreQCt~AiJI, tile poa! t1o11 or t ile 

Cblneae currency, clet1Dite ~nta ba" t.o.:a •da ~o inc::. .. tho 

fOld. &Del torei(IJl 8XO~ portion Of tba note ia&Ue NMrTO o 

The minister axpreuu the tira ballet tll&t tbaM ..:p;l-t&rJ 

Naaurea or moneter:r retora aod the ~nta •t• will anura the 

continued maintenance ot ao 11l!eJ>*cdent cr.rn~c7 •r•~ not !1D.ke4 \0 u:r 

toroi(IJl 110118hlT unit Gel tho po...,..:at ato.btlity O! ~ ~- ...... rene:r 

lob will lnerttabl:r 1• 4 to greatar eoo=-tc IJI;>ro-t &Del proa~a~H:r 

ot t ho ubineae people . 
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FOR J.ICE!ll~ r.: Rl:LllhSi: 

!=?!IP!-Y L.lf!>V~ ... JJ~J - ·· 
Preao Sornce 
llo . 7 • 39 

STNI'E!.::lllT 111 SECRCTA.r.Y l:O){OOJI'l'JlAU --·--------------
Tlto roprosonto.tivec or tile Cltinooo lan1otry or PiiUUICO who r.a"" boon in 

' tM United Stato• to cake '""" otudioo or our JOO!lOtary r.n1 banlcing oystem. and ' 

to exchaJlG• Ti.mra on conotary proble=a or cutual 1nteroat. have co:::plotcd their 

aro returnin& to Clti!l& . 

Ow- oonTorso.tions 101th tM::t ho.TO boon :n:tually irultructive. I feel 

confident tttot the cooeto.ry pror;nm beinc purouod by tl>O llation&l Gave=nt ot 

Chil\t. 11 not only alon& ooWid l i:leo, but oonotitntes &D. i.c:><>rte:Itt atop t<mard 

tlto doe1rod r;od of otabill ty or I'!Orld curl"Onoioo . 

To oupplomont thoir efforts toward thot objootivo ond t o oooporate.-witlt 

them in tho1r procren o£ aonetary rofon:\ o.nd currency eto.bilize.tion, and in 

a.ocordanoo with our •1lvor purel'uuso ?Olley, wo h&vo dof1n1toly l.Micc.tud our 

1"1ll1"&Jlell , Wl<!er conditions ::n~tuslly o.ooaptC>blo, to 11ol<o puroltooea rr""' tho 

Central !lank of Chiua or .-~botiUltio.l a::10untc of oil...-r, lUI! o.loo to cake anil· -· 

able to ~~ .. Central Bo.nl< ot Chir.a, under oor.J1t 1ona wlt1clt oo.to~ t.": 1ntoroah 

ot both oountr1oa, dollt.r o:o:chang--.1 tor our!"1)noy et.abll' a.ati<r.l JNTPOOca. 

!Ito lld.uion headed b'J !lr • .:mn Ito• boon ltlltr\IIDUnto.l in bri~-&bout a 

aoro oonploto und.orat&ndinG or our ::tutual nonotary problo:"\t. . 

1 boliovo thAt only throu&h full ant\ trw oxohnn£') or rl.,. sil:lllar to 

th•t whlnll hu ju.~ tokon plACO bctwoon thu Npi"'IOntotlv•• or tho Chincoo lllniotry 

or Fino.noo And ouraolTCa will it b> poulhl" to l11J1r0"" tl-4 intorn&l oto.bllity 

or national ourronoloo o.nd with thia aonio··o o. ,roatcr lntor!l&tlcmal stobillty. 

- c c.--
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I eaid to the President today that the Canadian l i quor 
eituation is an entirety different proposit i on than t he 
German problem. If the Attorney General says that we are 
right legallY on countervail i ng dutiee, t hen all the ar gu­
ments from Hull about t rade for Germany does not hold water. 
I asked, 1 Io that right, Llr. President?" and he answered, 
•Yea, that is right. • 

J 26 
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When HU,Jr. returned from the White House , where he had ( 
attended a tea given tor the Chinese , he sent tor Graves and \ 
Taylor. He said, 1 1 saw the President and told him that the 
liquor companies combined have offered us a eettlsm.ent ot about 
$~ , 000,000 . The President said that normally he would say 
that 1t they otre.red us ~ m1111on and we are asking 8 or 7 million 
be would want one-halt ot the difference between 3 million and 
8 million or ~ million. On account ot the•good neighbor • policu 
he will start between zero and what t ho Treasury wants and split l 
that 1n halt. In other words, 1t the Treasury wanted 8 million, 
the President said, 1 1 am going to i nsut on 3 and you can ¢ell .. • 
llr. Phillips that it we do not got that I will explain personall.Y 
to the country what ie back ot the whole thing.• Graves t old 
HU,Jr. tha t we can take 3 Dillion. HU,Jr. said, 1 The President 
wants this transmitted to the Canadians tonight and we must have 
an answer by ~ o'clock tomorrow.• 

HU,Jr. t hen called Ur. Phillips on the telephone and said, 
1 1 talked to the President about th la Canadian liquor situation 
and I t old him that in t he back or our minds we wanted 8 or 7 
million from the Canadians and that, roughly , they have offered 
us about 2t m1111ona~ (Actually tho tlgurea were as follows: 

ACCEPTABLE OFFERS FINAL 
NA!.!E OF OOUPANY OFfERS LIA!?E OFFER.S 

Seagram's 
Walker 
United 
Conaolldated 

$3,000,000 $1, 200,000 $1,500,000 
2,000,000 800,000 1,000,000 

500,000 225,000 243,750 
500.000 237.~ 258,250 

$8,000,000 $2 ,462, 15,000,000 
Continuing the conversa tion with Ur. Phillips, the Secretary 

told h im, 1 The President sai d, 'I wl8b you would call Ph1111pe 
and t ell h1m that be should t ell the Canadian Governaent tonlgbt 
that nort~ally I would ask between what he wanted and what they 
ottered, but on account ot our triendahip tor Canada he will 
take halt between zero and what we wanted, in other words, 

'

3,000,000.' Graves tells me that we did have an otter ot 
3,000,000, but I do not think the President knew that. Tell 
bam that that is bla last word; that lt they do not accept 

it tho President would have to explain the whole t hing to the 
country. We will give them up to 3 o'clock tomorrow to give 
us an answer. Graves says the Canadi811 Government baa ordered 
tho companies to pay us $3,000, 000 . I wish you would let 
Graves explain this thing to you. He is going into hie own 
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r oom and h1a extena1on number 1a ~Q8. 
b1m 1n a few m1nutea?• 

Will you call 
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Honorable Hume Wrong, 
Canadian Embassy, 
Washington, D. c . 

Dea r Sir: 

COPY 

Washington, D. c., 
Way 12, 1936 . 
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As o r esult of arrangements made bet ween the 
Uni ted Stat es Government and the Canadian Government , I 
have bad the opportunity of meeting representatives of the 
Department of Justice and t he Treasury Department, who 
in the course of such conferences, presented cla~ms on 
behalf of t he Uni t.ed States Government against the Seagram 
Compa.nics , their subsidiaries and affiliates, shareholders, 
directors, officers and empl oyees thereof , and against 
firms, persons and co~panies ( i ncluding officers and 
employees) that purchased and sold products of the Seagram 
Companies . 

My clients a re firm in their belief that they are 
under no legal or moral obligation in respect of the said 
claims and that they ha ve never violated either in letter 
or spirit any American laws . 

They being, however, desirous of mainta ining cor-
dial relations with the various departments of the American 
Government in view of their extensive investments and 
operations in the United States , and being also naturally 
desirous of avoiding long and expensive l itigation; and 
particularly because of what I bel ieve to be the desire 
of the respective governments that the matter should be 
amicably determined, and giving r egard fur ther to certain 
pending l egislation and governmental ac tion, I made an 
otter on behalf or my clients to t he representatives of the 
Treasury Department and the Depart ment or Justice which I 
considered adequate, but which they did not deem acceptable . 

In order t o accomplish the des irable results above 
indicated and having regard to the various discussions re­
cent ly had , and without preJudice t o the position of my 
clients, I desire to of fer in fUll and fino! settlement 
of all demands and claims of whatever kind asserted by the 
United States Government against the companies , represent ed 
by me , and the interests and individuals associated wit h 
them, the sum of $1, 5001 000. 00 , payable as follows : 
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$250, 000. 00 in cash upon execution and delivery of 
the necessary instruments of settlement and release, 
satisfactory to counsel; and 

$1, 2SO, ooo . oo payable at the rate of 30 cents per 
gallon to be paid concurrently with t he importation into 
the United States of Seagrams whiskies presently 1n Canada, 
with the definite agreement that the total of said settle­
ment balance will be paid not later than December 31 , 1937, 
with the right t o prepay 1n whole , or in part, if so 
desired by my clients before the final due date. 

I shall be obliged i t you will be kind enough to 
convey this offer through the proper channels. 

I have the honor , Sir, to be, 

Respectfully yours , 

LAZARUS PHILLIPS 
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BlRAU WALKER & SONS, LIMITED. 
Walkerville, Ontari o , Canada . 

Hume Wrong, Esq . , 
Canadian Legatio.n , 
llassochusetts , Ave., 
Woshington, 0 . C. 

Dear Sir: 

llay 12, 19.36 . 

Re: Hiram Walker & Sons Limited 
Gooderham & Worts Limited (Canada) . 

I refer to the l ong distance telephone conversa­

tions had with you yesterday by Jlr . Lash and myself. 

Wr . Lash advised you that t he amount of the offer 

set out in his l etter t o the Honourable Sam E. 'Nhitaker 
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of llay 7th l ast , woul d be varied, and that you might 

in!orm the representatives of the United States Govern­

ment such offer would be to pay the United States Govern­

ment , on the terms and conditions set out in Ur . Lash ' s 

letter, the sum of Two Hundred Thousand Dollars, ($200, 000) 

1n cash; together with a fUrther amount or Eight Hundred 

Thousand Dollars, ($800, 000) payable at the rate of 

twenty cents (20¢) per u.s. proof gallon of whiskey ex­

por t ed to the United States at time or export . 

I now write f ormally to confirm such off er. 

Yours very truly, 

(Sgd . ) w. J . Hume, 

President . 
Approved on behalf of Gooderham & ~orts , Limited 

(Sgd . ) w. J . Hume, Chairman or the Board . 

• 
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MY dear Ur . Phill ips : 

CANADI AN LEGATION 

V.ASEIINGTON 

Uay 13th, 19.)6 . 

In accordance with your request , I am writing to 
confirm my st atement to you t hat representatives of 
certain Canadian distilling companies against which 
claims have been advanced by the Governcent of the United 
St a tes have i nformed me of their readiness t o settle 
these claims on terms involving in the t otal the payment 
of $.) , 000, 000. The situation with respect to each of the 
companies is as follows : 

1 . Distillers Cor poration - Seagrams. 
I attach a copy of a letter addressed to 

me today by lolr . L. Phillips on behalf of t hese 
companies , offering t o make payment in the 
method described of the amount of $1, 500, 000. 

2. Hiram Wa l kers - Gooderham & Worts . 
A written offer of settlement for $800 , 000 

on behalf of these companies is already on 
f i le at the Department of Justice . I attach a 
copy of a letter addressed to me on Kay 12th 
by Wr . W. J . Bume, Pres i dent of Hiram Wa~ker 
& Sons, Limited, increasing t he previous offer 
to $l, Ooo, ooo • 

.) . Consolidated Distilleries . 
A written offer to pay ~237,500 on behalf 

of this company and associated companies has 
already been made by Wr. L. A. Forsyth . I 
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have r eceived today a telegram from Ur . Forsyth, 
stating tha t he is prepared to increase t his 
offer to the sum or $256, 250. 

4 . United Distillers . 
A verba~ offer of the pa>~ent of $200, 000 

has already been mode t o representatives of the 
Treasury and Justice Departments by lolr . C. El . 
Locke on behalf of this company and associated 
companies . Wr . Locke has today telegraphed to 
me that be is ~repared to increase this offer 
t o the sum of $218, 750. He a lso informs me 
that a written offer or $25 1000 in settlement 
of the claim against Coast Breweries bas been 
~de to t he Treasury Depart~ent . 
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I understand that counsel for the companies are pre­
pared to confer with representatives or the Government of 
tho United States with regard· to the formal acceptance of 
these offers and the issue or releases in respect of the 
oluims . 

r: eu c·:c :::c, my dear llr . Phillips, 

Yours most sincerely , 

H. WROHO 

Charg6 d'Affaires. 

The Bon . William Philli ps , 
Onder- Secretary o r State of the United States, 

Washington, D. c . 

!33 
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!· .-:mr.toctton wit h t.h!! 0 1 Connor-Cr?wley c::at ter, there 
il ~n~lJ ~~ in the dinry, un~cr thie date, a r rport or the 
sr~U? ·ting hel d to disc~86 the ~end\ng t ax bill. In­
clude l.n that report 1a the Secret~'• r ee&rke to thoee 
prcnent concerning Jeeee Jonet 1 rc';.·~e at t ha t the Treasury 
not c e n written report on the 0 1 :onnor-crowley centro­
vern 1 and Ucintyrc ' a reoar~a to the Secretary at the White 
House tt.t O'Jonnor ha~ c~lled him, ~cintyre, to 1ns1at upon 
a writt n report. Also e. reterenc~ to Cnrt~r Olacs and 
Btrt Whteler 1o rem~rka. 
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011 the afternoon of llq 14th, 1938, lecret&%7 
llortenthau, Jene Jonee , llanin llclnt)'ft aJI4 Mr. lilclle;pnolcle 
•t in tbe Cabinet 110011 to 41ecun tbe Leo 'f. Oroele7 
atter. IIeure. Joue aJI4 llclnt)'ft obJected t o 
Mr. lklle71lol4e ADd hie c-t\tM extell41nc tbe •twtT tbe7 
bad Ull4ertabu 'beTOII4 tbe report -..te 'b7 latioMl liallk 
beelner B~, which bad preY1~17 'bea placeclin tbeir 
pouueiOR. lleeen. J onee aJI4 llclnt)'ft objected to u:r 
orlcinal innettp.t iOil 'bein& -.Ae or u:r t'artber cOil!erencee 
'be inc belcl w1 th Mr. Crowlq; .u:tac it "rT clear that it 
wae their cluire tbet tbe llcla7J1olcle 1 c-tttee coatiM 
their aotintiee t o etat inc, in aa 'brief !ora .. poui'ble, 
what wae cliecloeed 'b7 tbe llrown report. 

'fbe lecretarT pointed out that eince Mr. Crowlq becl 
requeeted a c<rp7 at the llrown report and u:r aul.Teh -..te of 
it far tbe purpoae at -'blint; bia to llllllce epecitic repl7 
to &J1T crltici• containecl therein, 1t waa hie feelinc that 
ao action ebould 'be tabu UMI 11.0 cORclueione rt~31Cbe4 until 
llr. Crowh7 bad 'been c1 nn the opportuni t7 t o prepare &ll7 
repl7 ba dn1re4 t o ..a. It waa at;reed, booreTer, that tbe 
next etep would 'be tbe COIIIPletioo of tbe 'brief requeete4 of 
the llcla7J1ol4e' c-tttee ADd All7 actioo tbereafier woul4 'be 
clec1cle4 Oil later. 

llcll:pc 
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Mar l~th 

Paul Weiner came in to see Mr . Morgenthau this 
afternoon i .n regard to the position Which the State De­
partment offered him in connection with the International 
hrt kxbibit in Paris . H. W. Jr. told Kr. Weiner that he 
ought to accept the offer •without pay• but that it would 
be a mistake to accept a salary for his services. Tbe post 
they are offering him is Assistant to the Commissioner. 
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Bo.orable &1ll'7 llorcentllau, 1r., 
Seoretar:r ot tbe Treaeur;r, 
Wulll.ost<D, D, C. 

Dear Mr. S.oretar:r: 

C.OMMITTCC ON P'INANC • 

.. ,. lll, liM 

.u 1be execut1Te Muica •etlns at the 11DaDoe 
Co.!Uee till• .,l'llills tbe Co.Uttae autllorh.e4 • to requeat or ,.,.. 
tbe tollow1Dt; 1.oror.t1oa: 

j. llet be• bea ~UU1tw4 b;r the THDsur:r Depan­
•nt &hills certaia 4ate ae to corpo:raUou with Dat 1Dc~e or 
a aillion dollar a or OYer wlto will recel •e a titt;r parceat re<luctioa 
ln tax UDCI.er the pendl.o.s tu bill. It h requeated thet aillil&r 4ata 
be turnielled the Co.aiitee with reapect to corporatiou with ~~et in­
cOMa or a lllillion doll&ra or o•er wltoae tuee will be increaMd b;r 
the penclins bill. 

It 1a reqllltatod thet 4ata be rurnhbecl ei ail&r 
to tbet rumiahecl tbe Co.aitwo tllla mrDiDS ia uocuUn Meal""• 
wl til roapect to corpora tiona which heft praoUoall;r paid no diYideDCia, 
lnoludiA& the aurplua or -h corporaUoaa. ll.,, 1t pooeiblo, ple ... 
tlll'D loll tbe ...... or tho lorce taci1T1dual aberolloldoro, 111elu4.1ac cor­
porate ~aroholdora, 

Ii h requeated thet data be tum1abo4 aa tar aa 
poaaible relat1Te to the dlrootora or ea.o of the corporationa, WhoM 
peraonal iiiCOIII!O tu .. will be lacree.eed under the pencll.os bill nan 
tll.oucll tbe corporate tax •:r be deoreaaod . 
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way 1~ . 19:56 

UoReynolds , Taylor and Gaston met with the Secretary. 

HU,Jr. told Ur. UoRsynolds that George Haas said they 
will have the estimate out for Harrison on the Harrison plan. 
J.lcReynolds replied, 1Yea, they already have that, but it does 
not produce enough revenue and they had to modify it and that 
is in process. On the Connolly plan, the figures will be 
done tonight. And those are the two tax estimates that are 
in the mill and, incidentally, everything is here t hat was 
asked tor . Then, on the other stuff, Charley and Guy were 
in and the most of it is ready. Do you have a new letter 
from Pat?' and HU,Jr. r epl1'ed, 1Yee. • 

The Secretary asked l.!r. LlcReynolds i f he had held a 
meeting 1n hla office at two o'clock and J.lcReynolda said 
yea . 1 Everyone waa there on the Job and everything went 
very well and everybody baa his little stunt to do and we 
are perfectly happy about it.• HJ.I,Jr. asked, 1 Don 1t you 
think I had bet ter come back tonight; otherwise, I will not 
be familiar with it.• When HU,Jr. answered ' Yea• in response 
to Ur. McReynolds' inquiry as to whether the Secretary would 
be bef ore the Commi ttee before, LlcRaynolda said, "Thpn I will 
see that the materinl is brought in. • HU,Jr. sald, "I will 
be here a t 9 o'clock tonight. • McReynolds ea1d, 1You won 1 t 
want to look at the tax estimates,• but HU,Jr. said, 1 Yee , I 
do. I want to be familiar with everything. As a matter 
ot fact, I don't want anything to go to t his Committee that 
I don't first see.• 

The Secretary t hen read the l etter Just received from 
Pat Harrison: 

•At the exaoutive eession meeti ng of the Finance Com­
mittee t his morning the Committee authOrized me to request 
of you the following information: 

A l i st has been submitted by the Treaeury Department 
g iving certain data as to corporations with net incomes of 
a million dollars or over wno will receive a fifty per cent 
reduction in tax under the pendi.ng tax bill. It i s re­
quested that slmllar data be turnlehed the Cocu:~ittee with 
reepeot to corporations with net incomes of a million dol­
lars or over whose taxes will be increased by t he pending 
bill. 

I t is requested that data be furnished similar to t hat 
furniehsd the Committee th1e morning in executive session, 
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•with respect to corporations which have praotically paid 
no dividends , including the surplus of such corporati ons. 
Aleo, if possible, please furnish the names of the large 
individual shareholders, including corporate shareholders. 
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It is requested that data be furniehed as far as pos­
sible relative to the d irectors of some of the corporation•, 
whose personal income taxes will be increased under the pend­
ing bill even though the corporate tax may be decreased. 

The requests for information contained in this letter 
are supplementary to the data which was requested in ~ 
communication of Uay ll, 1936.• 

LlcReynolde told the Secretary, 'There are two thi.ngs 
in there that they are not worltlng on -- the last two and 
they won't be ready.' HU,Jr. then instructed him, •o.t 
as much as poss ible.• The Secretary then wanted to know 
if they had picked any one corporation and McReynolds said 
they had picked twenty. HU,Jr. inquired, ~Ou Pont among 
them? Uake a note . I want it to be, at the confidential 
request of Senator Hastings who wh i spered in ~ ear that he 
suggested I take the Ou Pont Company. Now, you figure t hat 
out! Senator Hastings!• 

HU,Jr . then i nquired, 'What about our two Chicago ao­
countants? What's happened to them?• LloReynolds answered, 
'The boys have been sort of milling around on this stuff. 
They have been trying to get things done. The Chicago men 
have been more or lese with Seltzer. He spent the morning 
with them. The other man, Dr. Viner is working with him. 
(This is ur. Hi mmelblau.) HU,Jr. inquired, 1 Are they happy? 
Should I talk to t hem or should I stay away from them?' and 
UoReynolde answered, •I don't know. or course, they would 
be happi er if Haas had t he time to Sit down and go over that 
estimate base with them, but he Jus t does not.• HU,Jr. asked 
UcReynolds if he could leave that with him and UcReynolde re­
plied, •Yes, I will be glad to take them on.• 

The Secretary told the men he has an appointment at 
4:~ and at 5 Daughton is oomlng in, 'And that's a political 
matter. I will come back at 9. Taylor, you need not come 
back, but everybody who is working on t his t.h1ng, I would 
like to have them. It isn't necessary for you, Qaston, to 
come back. • And Gaston answered, 1 I don't know whether I 
want to come down or not.• HU,Jr. asked, 'You are tired? 
You need not come back. But I do think Oliphant, Haas, Hel­
vering, and Russell should be here and UoReynolds. I don't 
need Bell tonignt.• And UcReynolde agreed. 
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l!ehatloa ot all pruent oDl"pOratim tueo with va<Suated 
tax on wulletributed adjueted net lao- auperi.Oipoaed 

1 , Rate ochedu1e, 

a , Preoellt poe.duated corpore.tlon 1noc.. tax, oorpore.te atook, 
and exoeoo- protlto taxeo, 

b . On the undlotr ihuted adjuated net income, bracket rateo ao 
tolloWII 

lfo tax on tho fir ot 20 percent of adjuated net inooma retalnodJ 
20 percent on the next 10 poroent of &djuated n.et inoOIN reteinod1 
30 percent on the next 10 percent of ac!juated not incoae reteinedJ 
4& percent on the next 10 percent ot adjueted net 1noame retainedJ 
&0 percent on all or t he 1ncc.. retained in exce .. ot &0 percent 

ot the &djuoted net inOGDe, 

2, Corporation a treltod in a apeoial aanner, ouch u tbooe in 
b&n.lcruptoy ancl thoae h&rl:ll& oontraoto not to pe.y dividendo, tlooH with 
deb to, eto,, would. be t reated 1n tbe - ~~~&m~er •• \lll.der t he bill 
paued by the Bouoe. 'lbe &IIIOUDt of ino0111e to be oubjeot to ouch ope­
old rateo would be deducted trcm tho acljuatecl net lno.- together with 
t .ho t ax thereon, to dotermlne the &djuohd net i noome which 100uld be 
aubjeot to the regular ratoa on tho .. ount und1etr1buted. 

S, Corporations with ac!juated net i .noomeo or leu. than $20, 000 
would be oubjeot to lower ofteoti?o tuea on their undistributed ad­
juted net inoOlM in the following manner• after oc.puting the tax 
1n tbe uoual way on the undiatributed net ino..,e , auob corporationo 
would be oubjeot to only suoh p_.oentage ot the oc.puted tax ao t he 
percentage which thei r ac!jueted net lncaoo io ot tzo,ooo. 

•• Preliai:nery uti.a&ted yield ( in llilliono ot doll&ra)• 

statutoT7 net inocae 

Corporation inc,.. tax 
' 
statutory net lnoome l eao tax 

90 poroent ot i ntercorporate dirtden.da 

Adjueted net income 

r: ~ 4 .l.r ,_,.. 14- M -...u£7 
,.}_ r £ .. . ·'"~ ..-;,.J 

$7, 200 
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Bro'Q&ht torard 

F.trrt 20 per-t reti&1M4, t1,.UT, .., 11&% 

lest 10 per~ ret.taeol, tm, at 20 per-t 

lezt 10 pu~ ret.:IJIH, tTU, at SO per~ 

lezt 10 pero.dl r.t.taeol, tTU, at "' parGet 

Capital otook Ul4 ozooo .. protJ:b tazeo 

total 

Lou pr11 .. t oorporatioa taao 

Declllot looa em roliot to oa.ll oorporationo 
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... 
0 

1" 

llT 

au 

188 

tl , 8lll 

11111 

• 88T ., 
• e.o 

lotoa lo lou ill r-u• ~ .. ot tbo opoo1a1 proTiliOCla tor • ..._ 
'&li'""dobt oorporatiou, no., bll.o b- ortiated, bat the a-t. ot 
wall lo11 -u bo tbe •- lllldor tbio propolll ao it io UDder tho 
Bouao bill. 
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.Federal fax Collectiona Eatiaated ill the J!Qdget 
leeaeae or .Tu11ar7 3, 1936 

(Ill .U.Uou ot doUU.) 

l'iacel 
7e&r 
1936 

Cllrrent corporatiOD bco.e t.axea 11 615 

Capi t.el stock tax 92 

!xceaa prot'ita tax 10 

Total 717 

rederal Tax Collectiona accrainc ill the 
Caleadar TeAr 1936 

(Ill llllllODa o! dollars) 

Currct 8or porat101l bco.a taxes 11 964 

Capital stock tax 163 

J!:xceu pro!i ts tax 5 

Total 1 , 132 

144 

P'Uoel 
~ 
:!.2l'Z 

826.6 
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5 

')94. 6 
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Uphae ~elephoned tne following: 

~n f ollowing ia b~ing typed and sent you by l ett er 
fro~ Senator Harrison, but Senator Harrison wanted you 
to have it by ' phone first . 

The Senat~ Finftnce Coomittee thie morning adopted 
tho following resolution: 

The Secretary or the Treasury ia hereby requested 
t o furn ish a liat of nll corporationc for the tax yeer 
o~ 1~35 t hat hod n net income before Federal taxes of 

HS 

more than $1,000,000, and based on the actual di stributions 
to~ that year wlll receive a tax rcductior under the pend•ne 
bill, and (a) the amount or such reduction tor each corpor­
at~on , and (b) the rate or t axation, if eny , that would be 
'ni d by such cor?oration in t he event the p~nding bill wao 
th!'n 1n effect. 

Uphnrn a l Po stated that Senator ayrd indi~ated that thlo 
was asking for a little more 1nfo~t1on than he hBd prev1-
o•asly r .. queGted . 
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B011ora\le 11nJ7 llo~atllu, 1'r. , 
S.cratuy ot the ~, 

laaiWictoo, D. c. 

Deer llr. S.cretar,1 

COMMITTIIII O N P'I NANCC 

... , 14, llall 

' 

At t he execut1Te aeaa1oo .. et1D& ot the l i ... ca 
C.,..11:ha this .,rolD& tiM C~ltha autbor1aa4 • to rectu .. t ot TOU 
t be tollowtoc 1Atorat1oa1 

DaM aa to corporation• lllowilll a tax raclucUall 
llllder tha pendiiiC tax bill, ccapr1a1ng t be a,.at• c t wb1ch tbe c-­
peoiaa placed ill tha racorcl b7 S.ll!ltor B)Tcl tbie .,rniag are a part, 
tbat ie, tbe interlocking co~i••· 

Intoraat1on baa been turn1abecl the Ccu.ittea witb 
reapec t to corporatioaa wlloee etatutory net iooa. ia i n exoeaa ot 
t1,000 , 000 and eo clinributecl practicallT no cli Ticlencla, 'l'hia un 
abou1cl be enlercecl t o oOTar corporat1CIIU eoee llet ioo ... p1ua ci1Ti · 
clen4a racaiyacl tro• other corpcratioaa ia i n axceaa ot $1,000, 000. 
rrc. the data aulaitted, lntorati e 1e cl .. irecl aa to those ccapuoiaa 
wll l eb are clau1tiecl &a public ut111Uaa. 

'!'ba iatol'll&Uca .. baittacl t hia .,rnlag ritll 
raapaot to abarebo1dara ot corporaUooa tor tbe year 1932 aboulcl ba 
auboaittad abo with raapaot to the ,..ar 19!54. Tax oo.putatiolla llloulcl 
alao be •d• Wider llotb tha Rnaoua Aot ot 1931 ucl tiM Rnellue Act 
ot 1954 ao that thaT nay be coJil)&J'ecl with the axiatin& rates lllldar tba 
RaTaoua Act ot 193~ . 

lnto,..tion ia raq.,.atacl aa to tba lou ot raTaoue 
tr .. tba paD41ng ta:x bill OTar axiwtiiiC law ill tbe caee ot tbe t- hllll· 
dra4 or ao OC8pelliaa plaoacl LD the raccrcl 117 a-tcr B)T4 tbl.a .,ml.a&. 
1Dtorat1oa 1a &lao raquawtacl aa to the loaa ot raTaoua uoclar the pad­
ill& ta:x 11ill OYer ax1at1nc law ill taaa oaaa ot tba -p&Jii•• llwtacl u4 
turoiabacl to tbe c~uaa ill ~xacutin aaaaica oa ,.._,. , 11&7 a, 
lOllll, -

146 

Regraded Unclassified 



nne are fti'J' prel'•' 1 ~ · -~·~~(. r • 
147 

!az Pr~ of Seator Oo-'.q 

1. lax PrOJ1tlp• 

1. X.po .. 15 percent ~ OA e\atut017 ut 1Do-. 

2o Jltlt1U adJ•te4 Mt iJicCIM U tl1e e\ahtoi'J' Mt 1Jic- l•e 
corporaUon 1Do- taae pl-.. iO percent o~ intercorporate 41'"S.. 
dude recetnd. Dtlt1M Ulld1etri'b'de4 ut 1Do- u ecl.J•W Mt 
1Do ... 1•• tl1e d1TS4ea4 cre4U. lalpoee a taz Oil 1111111etr1bv.h4 
net 1- eqw.l to tile -of the follow1DO 

10 percent of the -Wit of the UD111tr1tN.te4 ~~at 1DC­
wb1Ch 1e b -•• of 20 perce11t aDd raot b -•• of 
40 perce11t of tl1e adJ•te4 Mt ~e. 

13 percent o~ tl1e Mo=t of tl1e 'IIDI11etr1Da.ted Det 1Do­
mtca 1e b -•• of 40 percet aDd aot 1n -· of 
60 percent of the adJ•te4 ~~at 1Jic .... 

16 perce11t of the --=t of tile u41etrlnte4 ~~at 1Jic ... 
ctca 1e b llliiOHe of 60 percent aDd 110t 111 acHe of 
80 percent of the adJ•W ~~at 1Doaae. 

20 peroe11t of tlla eoUDt of the 1111111etr1'bGe4 Mt 1Do ... 
c1Ch 1e 111 ac•• of 80 Pfteallt of tile adJ11etecl. ~~at 
lDCCIMo 

If, 111 ed41t1oll to the d1•1dezl4 credit, a apecial ozoedi\ of ~.ooo 
1• ginn all oorporaUo• with ecl.J•ted net 1Jic- of 1- than PCI,OOO, 
tile Hts..ted 1Dor ... e 111 rneDIIII wi.ll be reduced b)- ~· lllllioM. 

lJotea !baee •t"-t• .U. 110 allqwnc• for ezq obaqpe b tile l.a 
11h1Ch ban 'be• propoeed other thell tho•• 1Dd!Aate4 ~. 
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!Ia Propoe&l al 1-tor !IAnlaon- •o, 2 

L :!ax ProyldoM 

1, Iapo .. US percent tu on atatut917 net 1Acoae. 
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2. Defil>ll aodjuehd net lAc- u the ataW.to17 Det iDe- 1Ha 
corporation 1Aco• t- p1ue 90 percnt at lAhrcorporah 41•1.­
cte• reoet•ed. Detil>ll 11111l1atrllnlted aet lAc- • eo~J-ted net 
lACcne 1•• the 41YS4ad credli, M4. 1A the oue ot aorporaUo• 
1rUh lld,taeted Det 1- ot 1•• than $3), 000, a apeal&l aredU 
of $1,000. ~e a tu on uz11Uatr1Duted net lAC- equal to Ule 
wa of Ule tollowiJlcl 

2 percent of the ~t of the udlatrl'Outed net i.Dcocu 
'llb1Ch 1a 1A GO•• ot 30 percent u4 not 1A GO•• ot 
35 peroant ot the a4,1ueted Det iDe-. 

6 peront ot the_, ot .Uie ud.latr1Duted aet 1Ac­
'llb1Ch 1a 1A .,.., .. , al 35 peroent allll DOt 1A GO•• ot 
40 percent ot Ule a4Juated net iDe-. 

10 percent al the -t ot the 1m41atrl'Outed net lACcne 
'llb1Ch 1a 1A emMa at 40 parent u4 DOt 1A acMe of 
-'6 percent ot the a4Juated net iDe-, 

:00 percent ot the •awat of the UAdlatrlbated net · 1Dc0111e 
'llb1c.b la 1A ua ... at 4.6 perce.nt u4 not 1A ac•• of 
50 percent of the a4Juated ut 1Dccae. 

30 percent of the -t of the UDllatrl'bv.ted net i.Dc­
'llblc.b 1e 1A aa•e at 50 peraea allll DOt 1A ac... of 
EO percent of the a4Juated net lAC-. 

4.6 percnt of \he -t of the 'IUII!.latrlbaW .t i.Dccne 
'llh1Ch . le 1Jl ezceee of EO peroent of the a4Juated Dd 

'- · 
u. 111i'•\t4 In•!"· o-l•"f'•r xw 193§ 

•t~ted i.Dcr-e 1Jl ... ., .. ,_ .. 
onr pr-t w 

l.ehotlon elM to epeol&l oredU 
Clftn ..U oorporatloM 

.. ,~ted Det w..-e lJl ... " • 
..... 
1170 

..a 
m 

.. tea !Bee• .. ,~, .. ..a 110 all: .. tor &IV .... ,,... 1D Ule :a. 
'llbloll han "- prOJ"Itad oua.r t:lleJl tlloee lal1oate4 ~ •• 
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til.eao •• '"'1'7 prollai.DarJ" 

J. 'M Prn1tie• 

1. IIIPO•• 1& percct tax oa •t&t"atOJT •t iDe-. 

2. ])tlfllle e4J•te4 ut iDe- u ~· •tat"atOJT .n iDe- la .. 
corporation iDcoM t- pl• 110 paroct lilt 111\G'OOI'POrah 41'Yi,o 
4ell48 rece1Ta4, l>ertllle l111418tr11Mta4 Mt be- u e4J•ta4 :ad 
bcOIU lHe the dl't'S4a:al1 credit, 8114, 1a \be cuo lilt corporatlo• 
with a4Juta4 Mt iDe- lilt lo .. t.ball tai>,OOO, a epecSal cradlt 
ot $1,000. ~· a taz on '011111etrlb1ata4 Mt 1MaM aqaal ~ the 
.._of \be followt.Da 

30 percout lilt the _ _. ot \be 'IUII1Wrlb1ate4 •t 1Dc­
wh1ch 18 1D em:- lilt 30 pero•t 8114 ~ 1a -· lilt 
40 PG'OAt at \be &4J•ta4 M\ iDe-

3S paroout lilt tho -t lilt tho 1111111etrlb1ate4 D8t 1Dc­
wh1ch 18 ill -• of 40 percent 8114 not 1a aceoe lilt 
~ percout at tho a4Jute4 Mt iDcOIU, 

4.15 percent of tho _ _. of tho l11141etrlftte4 D8t 1Dc­
m1cb 1e ill -• at ~ perco:at lilt tho e4J•ta4 •t 
1Dcaaao, 

IX , •t1=tt4 ln!ppt. 9.e1tg'•r JW lp& 

I ])1 '9'1401148 OUIIIp\ I ])1 Yi4oJI4e nliJ 00\ 
I frc. DOI'!Ml tax I to DOmal tu 
I op fEMh''' I oa bd'}'h']' 

._U•te4 1JIIU ... o 1a rw­
Oftr pr-t la. 

lle4131C\ 1oll - to epeclal cre41t 
Ciftll -u oorporatioa 

._U•ta4 .n iDcrouo 1a r-

517 661 

.B ..Jl 

:loto1 n ... •tiaateo .U. 110 all-• f« uq cMncrr 1a \be la. 
m1oll baft lloeu propooo4 other t111ua \bo•o 1:ad~e4 Uoft. 
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lle.,y 14 . 1936 

RU,Jr. called the President thie morning. 

He said , 1 I u going up on the Hill again this morning 
I was at the Treasury last night until 11 o'clock. This 
goinc, 1nto Executive eeeeion and then letting Harr,y B,yrd do 
all the talking to the press is terrible . Hearst's man, 
Hutchinson, is reeding all t his etutt to Harry Byrd. 

"In talking to Key Pittman, laat night, I f ound that 
he is entirely sati sfied with the Chinese silver agreement. 
He made one suggestion and that 1s to take out ot the memo 
the word 'stabilization• . 

1 I asked Pittman how be felt about removing the tax 
on s ilver. You see, no do~estic manufacturer can buy silver 
here. He has to go abroad t or it. I want to remove thia 
criticism. Pittman is tar it. 

1 I would like to get an extension now ot the Stabiliza­
tion Fund tor two years. The European Powers are talking 
that our stabilization fund i s going to run out in February 
and they are going to capitalize on it. I t shows a weak­
ness on our part. I want to go up and ask Jack Garner to 
have the leaders in his room eo that I can talk to them. It 
they can guarantee 1t 1~, O.K. ; otherwise, I will forget 
it tor this session. 

'Everything 1B very quiet 1n France. There ie an out­
standing nervouaneaa i n England on account ot this Italian 
move. Otherwise, things seem to be quiet. • 
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Just before lunch, I called up Uclntyre and told him 
I could not take Sam Hill as Assistant General Counsel as 
he is a sick man; t hat we would take Truitt as ABeietant 
General Counsel, and my recommendation was to put Hill on 
the Board or Tax Appeals. Dough ton came in here at noon 
and I told him how I felt. and he agreed with me. He said 
that Hill did not want to go in as Assistant. General Counsel 
in Internal Revenue; that it was the President's i dea. 

Then the President oalled me on the t elephone and again 
urged me to take Hill. I pleaded with h1JD very, very etrongl.y 
not to make 111e take hilll. I told h1111 that t here were no 
scandals in Internal Revenue up to date, but I just oould 
not gamble at this time on Hill and that. there were too many 
or ~ people, i ncludi ng ~self, who are on the verge or a 
breakdown. I said, ' Please put Hill on t he Board or Tax 
Appeals. ' I told the President that Doughto.n was sitting 
right next to 111e and the President said, 'Wait a minute ; I 
will send tor Forster and see 1t there ia a vacancy t or a 
Democrat' . The President r et urned to the t elephone in a 
rew seconds and said, 'Yea, there 18. I will put. Sam Hill 
on the Board or Tax Appeals , 1 and I said, 'I pro1111Be you 
that we will take Truitt 1n as Assistant General Counsel 
1n the Treasury. ' He said, 'Fine! 1 and I thanked h1JD very 
much. The Pr esident see111ed under a gresL strai n. Doughton 
was tickled pink and said, 'This is tine ! Th1e is what Sam 
Hill reallY wanted and this idea ot putting Hi ll into In­
ternal Revenue was t he President ' s idea and not what Hi ll 
wanted at all. ' 

Ucintyre then called me back on the ' phone again and 
jokinglY said, 'There 1e a delegation t rom Oinci .nnat i that 
ie going t o call on Herman OUphant in regard to putting 
Stephen Eoster ' s race on a memori al coin. Tell Oli phant 
to be sympathetic,' and I said, •uac, 1t you can clean up 
this Sam Hill business , I will put. the Democratic donkey 
on the memori al coin, and he said, ' That. 1e 0.[. with me, 
as long as you don ' t. put Zi oncheck on the coin, ' and I said, 
'I will put urs. Zi onoheck on t he coin.' 

I spoke to Kcint.yre a third tilDe and said, ' I promised 
Farley t hat nobody would go on the Board ot Tax Appeale un­
til he , Farl ey , returned, and I wanted to tell h1a that., 1 

and Ucintyre said 'Let Farley worry! , ' t o whi ch I replied, 
' Have I cleared .jeelt with you? 1 and he said, 'Yc:u have.' 
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lloiy 15, 19U 

THE TAX .,ITU .. TION ANALJZlll 

A. The basu of the Preaideut ' s llesuge: 

It bad two obJect!•••; (1) equalizing tax~s on busine~a 
profit s ; and (2) getting peroanent r~vmue needed merel:J 
by stopping surtax uoidance. 

1 . Repeal.i.ng pret ent corporlito texas tind 
subJecting dlv.idenda to normal tax would 
accomplish the firat obJective. This 
could be pootponed without iojury to the 
second obJective. 

2. Iapoaing ret~• on undistributed eernin&a 
equ.in1ant to tbe a•erage f'OTSonal iocoae 
tax rates will a ttaio tbe second objectiYe. 
No lesser rates will . 

~ . Present situation in Sennte Committee: 

The underly1.ng situation 1o tbis Colllllittea now is that the 
opposition •e.1bers are pinned do'I!D under two facts and t.re 
equi.rlaiog and fi&htiog but can ' t get out rna under these 
facts. Tb8J are caught 1o tbie rlce: one Jaw is that the 
country n.ow knows that all the new peraanent revenue needed 
can be got b7 stopping eurtax aTOidance and that it can be 
stopped; Tb.e other Jaw is that only :rr.tee on UDd.istributed 
earnings as high aa the House rate a will atop it. 

C. Tbe moral : 

It ~e keep pouring on the f acts on surtGx avoidance by 
liiiJ!led men and co•J)IIll1es , the reeul t will be one of t'a'o 
things: 

1. Eitbar the Co:maittee will accept tba llou.se 
rates or tbalr equinJ.ent; or 

2. A tull inneti&atlon or surtu evnios will 
be Yoted and raising of pert or the ¢620,000,000 
will go oYer until J anuary. 
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TREASURY DEPARTMENT 

IHT&It OP'P'ICa COMMU N ICATtON 

DAU lilt.y U , lil56 

TO Secrett.l")' llor,eotbau 

"""" Mr. \'~lor 

8\lbjeat: Subetmce ot -rerene. or the Chl.11ue repreaelltati .... e -
~eaclor S.e, lleaera . atm, luo, t.11c1 loc - with 
\'reaaury repreaentatiTea - Secrett.l")' llorge~~tbau, 
lleaare . !~lor, Lochhead, Opper , t.11c1 White - BoliO P. M., 
~ 14, 19:56, at the Secrett.l")'' e home. 

1. Secretary Bull' • appron.l. 

Before the Chilleae repreaelltatiYea arriYecl the Secretary gat 111 
touch with Secreta,. Bull .,...... the telepbOM mel tole! h1a that the 
negotiations were ()(weS11r; to a cloee, mel 1Dqu1re4 &ether the State 
Depertaent hac! aey queetion they wiehed to ra1 .. ber ore r111a1 etate­
aent _,. -cle to the ChiDe .. repreeelltati'"•• \'he Secretary abo 
explaillecl to Secretary Bull that llr, Tqlor hac! be eo 111 touoh with 
Yt.rioua lllmbere ot the State Depertaent, 111oluc1111g Jtr. Phillipe mel 
llr. Hornbeck, that attern.oon t.llcl had been illtormecl that eo tar ae they 
knew everythillr; •• all right with th• t.llcl, turther , i t llr. \'~lor 
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clid not hear trom the State Departaent betore that e...en1ng he wu to 
lalow that e'"rythillg waa clear with the State Departae~~t. llr. Hull 
stated onr the 'phone that it -.a all alear with hla t.11c1 he heartil)' 
conuatulated Seorett.l")' llorgenthUl on the eplmcl1cl lrUCCeoe ot hie 
uegatietiOIIS . Secretary llorgentbau IMooroaelJ •uueatecl that Secretary 
Bull reaerYe hie convatulatiODa ullt11 atter Labor Dq &lid eee &ether 
eTellta ju.tithcl thea. 

2 . Amoullt mel aODthly rate the Treaeury propoeee to bid on. 

The Secrett.l")' illtormecl repreeeutati ..... or the Chilleee GoTen.ellt 
that the Preaid.eot mel he were cleeiroue ot baYing the Chilleee repreeellta­
tiyea retllnl hCIDe cCPltentecl with the relrUlt e Of their ai .. ion, 10 that 
th"J .-lei be better able to atlaulate co-operation at hcae 111 the 
execution ot Ch.ille 1 • acmortary prcr;na. \'he Secrett.l")' illtonaed tb• 
that the Preeiclent &lid he hac! agr .. cl the total 11110ullt ot aiher the 
\'re&8ury 1e willillg to purcbaee 1e 7~ aill1011 cnmcee. 

The Seorett.l")' -de it perteatl)' olear to the Chilleee repru .. tathea 
that the purchaue or .u .... r wer e to be pro-rated 011 a aollthl)' hade 
mel that the UIOUDta were to be IO.Oil-OIBUlat h e . 1t the Ce~~tral BUlk ot 
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Secretary llorgmthau - 5/U/M, z. 

China did not take a4nntace ot the !rouury• a bid to the t'llll • ount 
duri.D<; c:t OJIAI acmth, the clifferuce betae& the tull ...,w;t ot the 

aonthl)" quota and the •cnmt the,- di d cell -• not to be added to the 
quotu ot the aubaequ&Jlt a ontha. 

The Chi.nue repreaelltat hea all dotiJlitel)" 1nclicated. their oc:.­
plete Ullderat:&D41Dg and aoqu1eacece to the arr&Jlf>•GJlt• 

s. Duration ot purchaee arral!&•ellt • 
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The Secretary aaid there wac acae queation 'llhethor tho period dur­

!.D& which the purchaaee are to be ado abould be 8 aCIIthe ( 'llhJ.eh would 

bri.Dg tile clo .. ot t he period GD Jmuary 15th) or 12 aCIIthe (which would 

br1Jig the aloae ot the period on llq 16th) . He requeated. the Tiewa ot 

the Chi.neae repreaelltathee. llr. Che atated. he preterred the s-CIIth 

arrangement to the 12 ... cmth, but that he waa porteotly acreH.ble to 
abide by the wiahee ot the Secr etary 1n tho.t aatter . The other Chi.noae 

ropreaentatiYO& likewhe 1nclioated their preference tor the S ... onth 

period. The Secretary atated. that he would take the aatter up with t he 

Preaident and that he would intora llr. Chen on the tollowiJl& c1q 'llllether 

it waa to be an s- oDth or a 12-onth period. 

• • Chineae preaa release. 

A dratt ot the preaa releue to be iaauod by the lliJUater ot 
Finance 1Jl Jlenlr1ng waa red and approYedo It wu atated. by the Beoretar)" 

that it waa hb underatandln& tho prua release -.a to be probabl7 iuued 

1D Hanld~~g on »and~ aorniDt;, llq leth. llr. Che at;reed. 

&. ! r&&aury pr••• releaae. 

A dratt ot the prua release to be iallled 1n 'lfuhi.nt;tCII b)' the 

Secretary W&C then read and I<De alterations a ado at tbe ausgeatiCII ot 
t he Secretary. The Chineae repreeelltat bea alao had acao auu;eatiCIII 

to otter with regard to the phraeeology ot the preu etat•ent to be 

releued by the Secretary. Their aug, eatione 'INJ'e, on tho whole, 111-

oorporated. with -• aoclitioatiana. 

There wu aleo diaauaaed tor a briet period the awit a ot 1Jlalu41Dc 
the tollawint; aeat .. ce auueeted. b)' the SMretar)"• 

• I be lien that onl7 through tull end trait exohant;e ot 
Tien aiailar to that whioh hac juat takm plaoe beta en t he 
repree .. t:atiYC& or the CbiJieae lliJliater or Finance end OIIJ'­

&el ..... wi.ll it be paaalble to aahien etabUiaaUCIJl ot world. 

CR~~Teo1••·• 
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!be S..NtU')' reqaeete4 llr. a-• a opWcm em tho auaeete4 
ant-e ud llr. Cba Mid lt ~d 'be a r;oo4 til~ tor bi.a oOIU!tr)' 
1t the a..tlllloe wr• ..Sde4. rvtber dlaoueioa em thla a.n: ...... wu 
poatpoaed WII:U the depvtve ot the Cbilleae repreaeatathaa. 
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8. Upon leanq, the Chilleae repr•••tathea expreued their un­
qualltied an4 enthualaetlo apprOYal a4 appreciation ot the propoaala 
a&de by the SeoretU')' aDd with the r .. ul ta ot their mlulcm here. 

7 . Atter the departure ot the Chllwae repreaentathea, tho aentenoe 
referred to abon 1I'U oaretnll:r reoonaldered. Tbo SeoretU7 rlnall:r 
eta ted that be 'IIOilld get the Prea14ent' a opWcm u to 'llllether or not 
the .... t&oe abcN1d 'be 1Aolude4, and i t ao •at obulgea, 1t cry, abould 
'be aade in lt. 
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TREASURY DEPARTMENT 

IHTat OP?Ica COMMUNICATION 

raoM •· T~lor 

Subjeot r Subetence of cCIIlference of the Ch1Do11 repreectatine -
Mr. Cbw, llr. luo, and llr. Xoo - with Treuury npreeeata­
tb .. - Mr. T~lor, llr , LoohM&d, end Mr. 'llhit11 l2 rOO noon, 
)lq 1&, 19:16. 

1 . lloathl,y q....tu of ell....- ehipmta. 

The Cbineae repreai!Dtatbea were int-4 that it -.. arr&n&ed the 
aOIUita of lilTer 'llbich the tlnited stat .. OO'rl~ would bid on were 
to be 12 alllicm 01111011 durin& the aoath &Dci1Jic JUDe 15th, and 9 alllicm 
ounoea 4uri.DJ each aouth ther eafter until JUIII&l')' 16, 19:17. Mr. ChaD 
eaicl he -.. ooapletel;y eat1et114 with that arr~eut. 

llr. Lochhead n:plained that it -.. 4ea1rabla to poetpc>111 ehippinl; 
eUnr tor aale here until after JUDe let, tho\l&h eh1Ja~Dt• of eil'rlr to 
be holcl here ae collateral oould begin earlier. Be alao made olaar to 
llr. Xoo that to avoid tho pouible ~ont of o. tu it would be deair­
t.ble tor the Central Bank of China not to ehip 1»:1 e1lnr tor eala until 
it •• a old to the tlnitad Stat ... 

Mr. Cb&D etated that & oop;y ot the praer rel• .. • to be aacle liT China 
~4 be cabled to Jlr , lung at 01101, with the uderet&lldl.Dc that it 
'IIOuld pr obablT appear in tho preu in x..,Hzy; or m.nc"'' llc:Gdq aornizy;, 
~ 18th. It •• •pbaabad liT Jlr, f~lor that it wu Ullderatood there 
waa to be no lhazy;e in the -.-di.Dg of the poablio --t. U 
Ill', lung wiahe4 to aake aoae alteraticm, it would be neoe••&l'T to Ollila 
be.olt the ohazy;a aDd the whole -tter '""'ld ha'rl to be goue Oftr hera 
..,;~S:.. 

a. Tr euury prau nllue. 

It -.. explained to the Ch1Dolfl that the fr•IUI')' pr111 ralaue 
......td be aa.da after the appM.NDOI of the Chinlea etat•aat in the pr111 
in China, 

there wu •- brief 41aouuia u to the adTllabillt,. of oallll.Dc 
Jlr, IUJic a OOPJ ot the propoaad pl'lll I'll- ot the freaftrT • To 
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prneut pouible l.W, lw o;w, ~ Cb1De .. npn..,atathu cleoitled 
to oable ui ther the atat ... t, 1101' a clir;eet ot it, but ••1'017 to reter 
to it u beiJis quite aat1etaot01')'. 

•· lo apeo1t1o ••• ot dlnr ealea or ore41te to be a...tiaaecl 
iii the publio atat•...t• 

lllr. Tqlor atated that he 4i4 DOt think the Secretary 11Cultl m.,­
tiaa azq apeo1t1o •ollllta I.D'YolTetl 1D the dlnr and oredlt tranaao­
tioua. lllr. T~lor '""eatetl that it 11Cul4 probably be cledrable tor 
the authoritiu 1D ChiDa lu..wtae not to 41~e the apeo1t1o •o1111t8. 

&. Dratt or p&r!V!J!he tor letter to tbe Suret&l']'. 

A 04¥fJY ot the eug;eatetl tlratt ot paravaphe to be 1Dolucletl 1D the 
letter to be ect b)' FiDaDoe JliiU.eter lq to Seoret&l')' Jlorr;...thau wu 
turned OTOr to Vr . Koo. Jlr. CbeD etatetl tbe clratt 'IIOUlcl be oablecl at 
onoe and would be aocOIIlp&Diecl b)' the requeat that lllr. !limg oable hie 
op1D1on ot the clratt baton aenclin& a ocapletetl oopy or the letter to 
be submitted to tbe Secretary. It waa clearly uncleretoocl b)' the 
Chineee repreaentativea that the letter wae to be a oant1clent1al one. 
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Way 18, 1~36 

The following were present at t he ~:30 tax meeting: 
McReynolds, Upham, Bell, Kelvering, Rueeell, Haas, Kent, 
Seltzer, Turney , Taylor, Gaston and Oliphant . 

The Secretary addreseed the group, as follows: •wnen 
I see the Pres i dent at lunch today, I want t o give him an 

analYsis o! the Harr ison plan boiled down t o bed-rook - ­
where it d1!!ers !rom the House bill; what things are lett 
out ot the House bill, euch ae intercorporate dividends, etc. and, 

!! we can agree,where we think t he Harrison plan ie so tar 

away !rom what the President wants that we th1nk it 1a a mistake . 

Everyth ing I say in this room is absolut ely confi dential. 

'The position the last time the Pr esident talked to 
Harrison and Doughton waa that they want to go a flat 1~ 
plus a sliding scale on super-graduated tax. At that time 
we decided that we would gracefullY give it to them. • Oli­
phant interrupted and said, 'ReluctantlY and graoe!ul1Y. 1 

At this point Helvering came 1n and Ur. Korgenthau r e­
peated to him what he had told the grou.p. 

Continuing hie remarks to the grou.p, the Secretary said, 
'In talking to the President, this mor ning, I said something 
about an 1~ tax and he 1mmed1ate1Y said it must be gradua_t.ed. 
I want the analysis so that I can talk to him about it at noon. • 

(Seltzer, Turney and Kent were on t he Hill Saturday. ) 
Speaking d i r ectlY to Kent, the Secretary asked him, 1 How would 

you say the situation ie and what are t hey expecting !rom the 
Treasury thie morning?' Kent replied, 1 The only thing they 
inquired tor were the !1nal estimates on the Harrison plan.• 
HU,Jr. then asked, 1 In other words , they are waiting tor Seltzer 

who is expected this morning at ten o ' clock? " Turning t o 
Seltzer he said , 'You had better go up right awa.Y and take the 

necessary people with you. • Rueeell and Turney we1•e aeeigned 

to go with Seltzer. The Secretary told Seltzer and Turney 
that he knew that they did nry well on the Hill on SatW'd&J'. 

HK, Jr. then t old the group that Upham took the eo- called 

Eccles memorandwa uP on the Hill without h1B knowledge . He 
said, 'I am telling you about it beoauee I do not want Oliphant 

or Haaa to think that I am sending up memoranda on the Hill. 
I do not know whether you, Upham, want to add anything t o what 
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I have said?' Upham did not wish to comment, Continuing, 
the Secretary said, 'I am not eendtng &n1 memoranda on the 
Hill and I have explained to Upham not to take &n1 aemorandUIII 
whatever to t he Hill. I have sent him up Just to observe &I 
a reporter what is going on during t.he day and not to take 
part 1n the diaousston one way or the other. I Just want 
to make 1t perfectl.Y clear eo that our own famil.Y will under­
stand.' 

Oliphant discussed the various pointe which he will in­
corporate in the anal,ysie which he will glve to the Secretary 
to t.ake to the Wh1t.e House. (Copy or the anal.Ysls is attaoheil.1;o 
roport of meeting at Whlte House t oday at 2:15 po.) 

HU,Jr. arranged with Uointyre that Helvering and Oli phant 
would meet him at the White House at 1:1~5 to discuss the tax 
bill with the President. 

Just before the close of the meeting, the Secretary told 
the group, 1 I think, in tllia room, we might as well g1Te up 
the idea that we will get t he bill as it passed in the House. 
Oliphant put it very well: we will have to •rsluctantl,y and 
gracefully" recede.• 

In talking to Ucintyre on the 'phone, J.lr. Ucintyre called 
ott the 11 o ' clock appointment at the White House because Jesse 
Jones was in Ch.icago . Mr. Wointyre asked the Secretary to see 
J.lr. O'Connor at 11 o'clock in HW,Jr's office. 

HU,Jr. asked Taylor and Gaston to remain after the meeting. 
He discussed with them the idea or inviting Chen, Koo and Kuo 
to the press conference this afternoon and also Ambassador Sze. 
He told them that the Chinese will probably want to give out a 
statement and that he will read to the press his statement. 
(Copy of the Treasury announcement is attached.) KY,Jr. said 
he also wanted photographer• and movie men in if they thought 
it was 111portant enough to come. 
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Upham oalled up and ea14 that th1nga went very well on 
the H1ll th1e morning and thAt the Committee hae asked tor 
several more eat1matea on other planiJ that they have re­
oeesed ~11 Wedneada3 morning when the Treaeur,y ea1d they 
would have the estimates ready, and that the ao- oalled 
Harr1aon plan is ohang1ng trom hour to hour; that Harr1eon 
haa not oomm1tted h1maelt to the plan whioh appeared 1n the 
paper; tnat what he 1a try1ng to do i e to get an agreement 
ot the Committee by Wednee~ on a plan. 
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lfotu on lleating at White Bouaa lla7 18, 1936, 2:15-2:50 pa. 

Present: 

Prea14ent RooaaYaU 
SecreterJ lloraen thau 
Rerun Oliphant 
Gu.y T. l!al.Yaring 
Georae c. Rua -

165 

SecreterJ lloraenth&u ban.dad Preeident Roosevelt a atatuent 
entiUad •s tatue of Tax Btu•, copy or whicll 1e attached. 'l'ba 
Prea14ent began bJ rwdillg the steteooent. After read1Jl& about halt 
of the first peca, be stopped to ~t tbat be b&d a bUDcb wa ware 
10illg to will thie tax case Jet. After readi.IIC the tull ateteaent, 
'!he PresideD t aekad ae to where we ebould go free here . 

llr. Oliphant theo expl&ined the tax eitu..tioo as it existed 1D 
the Senate Fi.D&aca eo-ittee, and the ditt'1cult1ea the eo.ittee wee 
eacoUDteriDg 1D gettiDc a aajorit7 of the moabere to agree on the 
Rouse bill, or on ~ other proposal. llr. Oliphant went on to report 
that at tbie 1DOrDillg •a eeseion of t.be eo-.1 ttea eo llllll7 ee-bara of 
the Colaittee were uktnc proposals md aekiDc for aatiaatee that 
Senator LaFollette re.arked tbat if we ware coiDC to baYe en auteur 
dey OD tbe tax profrM we lligbt adopt the plan uead b7 t.be radio co.­
panies or baYing trial awlitiorus first. 

'!he Pres14ent at tbie point acaiD stopped to consider what would 
be tbe beet atratac:r. Re indicated, without coaing to a cooclueiOD, 
that it aigbt be wall to let tbea tuee around for a wb.lle. '!he 
Pres14ent tben picked up tbe atae~randua end add there were three 
illportmt pointe 1D the atet1!1181lt, t.nd be wrote tba following: 

1. 'l'be Sana ta proposal pacaa tba burdao of tbe new 
reYaoue oo 2,700,000 people, operati.IIC aucb ae a Balas tax, 
as coaparad w1 th tbe Bouee bill which affects leas tbao 
60,000 people not now carryi.ac tbair due abare of the tax 
burden oo that portioc or their real iDcoaea represented b7 
witbbeld corporate profits. 

2. 'l'ba Bouse bill provid .. the additiooal reYenua 
required b;r aarelJ etoppillg the tax laak8, that is the 
prevention of surtax eToi denca. 

J . 'l'be Senate propoeal bite eaall corporations end 
all partnarabipa md 1Jid1Yidual bueioase_, the reYarea of 
the BOWie bill. 
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The Presi dent then raised the quution 88 to the beat Mthod of 
catting this 1nforut10Cl to the public. Secretary llorcet.heu eeicl 
he thought it wee too earl:r to uae :ret u be felt we did not aaa the 
whites or the 8788 or the Secata P'ilwlca eo-ittae. The Preaideot 
the augzeatecl another plan or at.ratac7, which he outl1necl ae follona 
that he ca1.l Senator BarrisOCl in this ••ani.nc eud, in a -er or 
prtng bill a tip, ouUina these three tuD~ta1 ® J ectiona to his 
proposal end inclicata to bill the political 4Jnuita, ate., inYolYecl 
in his tu plan. The President tholl&ht that such a aeeting would 
also eerYe the purpoea or givine Senator llarriaOCl sa-a eocourac•mt 
and support. Secretary llorgenthau qreecl with the Presi dent that 
this wu an excellent line or procedure. 

ID cliscuaetnc the utter turthsr , The Praddent said that eYen 
it it were iapouihla to get a •Jorit:r coaaittae report, that he 
felt the f i.g)1t could probably be won on the tloor or the Senate. 

The Pres i dent cooeidarad br1efl7 the queetiOCl or ltr. Doll&htoo'e 
reaction to 1JA7 changes the Senate llight ulta in the bill , and con­
cluded that probsblJ not 1111ch d1fticult7 11'0uld be encountered on thie 
score inaiiiiUch as the Senate ' s eiaplit1cation of the cowpllcated 
Bouse schedules ia really an iaproveaent in the House bill . 

llr. Ollpbant, couentine further on the poesib111t7 or a f ight 
an the noor of the Senate , told the Praeident that Senator Blaolr. 
wae going to oak that the Senate haYe ecceee to the confidential in­
rorsetioo which the 'l'raa8111"7 preunted to the ~ttee oo tax n oid­
ence bJ people rt th large inc011es. The Preaident aeeaed •ery plaeoed 
nth the fact that such Woraoation au anUeble but wondered it it 
1IOIUd not be batter it a011e cce other than Senator Bleck nre to 
handle the .. ttar oo the floor. Senator LeYollette ' s a .... wu •uc­
ces ted but attar turthar reflectioo the Praaident sai d that attar 
all probeblJ the beat .an to bandle it on the floor would be Sa~~ator 

Berlcl.,-. 
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TRIEASUIIIY DEPARTMENT 

...... , lley 18, 19:16. 

to Tha Saore~ary 

, 0011 Mr. Taylor 

The lntor..tion anllabla ae to foreign currency procedurae 

1s not sllft1c1antly 001q>late to aska possible a 4etln1 ta and ttnal conclusion 

as to the application or the German daclslon 1n other casas. 

It appears moa~ probable tbat tba dacls1on would apply 1n tba caM 

ot HUAgary. It la probable tbat 1t would apply to soma ooa.odltlas ln soae 

oaaea and to all co.modltlas tn otbars rroa 

~aria, 

Clll.le, 

Italy 

1)roguay 

T!Mra 1a a poaa1bll1 ty ~bat t he daclslon would apply \o .,.,_,41 tlaa 

t ros 

Boli'fia 

Brazil. 

wet! 
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TREASURY DEPARTMENT 
1 73 

INTO O~CII COMMU N ICATION 

To .la•htut 8olll'otu,- 1'11J'1or 

,_ M .. ar •• ~· ~·· u4 ~~ 

Sllbjeot: 8or1p u4 bn4 pzooe4un• ani 0111'1'eUJ' 

..Up'lllaHou - oo•tonaWII& 4ut1 .. 
(8 7"7 ot -ru4•l 

...... -18, liM 

Rotoroaoo h JSa4o to )'Oar oral roq,u.at ot *r lll liM tor a 

11at ot ibe ooatrloa wboM pro4110b M3' be allbjooto&' t o oo:U.tonalllll& 

4utle• UD4or tile prlaolpl .. l1m1lnl. la a pzopooo& nlla& ooaoonlllc 

lllporh tzo. ~. 

Sorip u4 boa4 pnoe4aroa: A oanf'lll -'•ailoa ot tile aftll.Ulo u­
to~~~aUoa 1a4l0atea tbat o~ la Blaac0"7 4o tbaro u:lat .., e.rraaa-to ro­

•e.blla& tile a-a 80rip u4 boa4 prooodaroa bJ rouoa ot wlUoll U h 

propooe4 thai ooatornWA& 4utloa bo ~-· 

Curreaaz aalJ!ulailou: Jtdatta& ou1-ra•u•7 ~h la tile tou-t~~& 

oo~mtrloa lla._ t .. turo• ro.-111111& 1a aroetor or lea .. r otoaroa - ot 

t ile tooturoa ot tile o.- ourroaq aalpubiloa wbloll are lieU bJ ilia 

'l'rouU"7 to roq,u1ro \be 1nlpoa1Uoa ot ooua\~11111 4ut1•• oa o.­
soo4s. 

•o ooa\"7 pro-h u 1JI41rt4ual -· Ia 110 iutuoo, wi~ 

the poaai'ba eaeptioa ot Buac•"7o oaa U 'bo ateto4 w1Uout qlallti­

oaUoa tllet oouahnailia& 4ut1•• stun -ar117 'bo ueoaae4 oa tile 

pro4uoh ot uotller ooai"7 1t ~ are i.nlpiM4 oa a-a pro4110ta 1a 

aooorduoo wiill tile propooe4 rulta&. It Uoul4 'bo bone 1a .ul tllat 

la ro8J)Ooi ot H..ral ooatrioa oa tllla lht oal7 • l1nl1 tool a.-bar ot 

pro4110ta would bo •Jootot to oouatel'ftWA& 4d1H it..., IRIIouU 'bo 

1nlpoao4 u4 tll.at .,oU oa tile F.No Lin ot tile 'raritt Aoi ot 11M IPPII' 

aot bo nJtjoeto4 to oo•tern.ilia& otutl••· 

'1'lle oaeo ot Jhla&U7 proa•h tile pMteat at.U.al'l tr to uat ot 

o......,. Ia ..... "7 tMro _.,..,.a117 ulna • •u..n.&uto;rr ot.­

proolaUoa, • tbos.t 1a, t..,.I'U7 ..a -n.u .. ro&u.U• 1a tile tollar 

ftl• ot eolooto& tUD4a reaulUa& la a apoo1al "-fit to ta...,ro& -

portoro ot oortaia pnnlapl artlaaa. :rurtMr laftatlptioa -' 
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uoaua.r1}7 be pun-.. beton aollldarftllill& 41R1 .. oa parltol&lu 
tmporb oo\114 be llq)oM4. 

'l'ba ~ala& oo~avtaa wboM ourraaor prooa4v .. appaar t o 
tall wltiWa tba priulplaa of tba propoM4 rll11a& 1a np.r4 to O.maa 

gooclJI ._,be &l'O~ late tooo paeal aa.- u tollo.a: 

Oouat1'1 .. 1a whloh tba applioaUoa or uellaJis• ftSU].aUou u4 

r .. tr1ot1ou r .. ll1h 1a apaolal baaa1'1ta to u;portara ot 4 .. 1saate4 

pr1Y1lega4 sootas 

Upat1aa 
(BoliYia) 
(Bnail) 

lJl Boli Yia u4 Bna1l apaalal bur4au trca whloh aU otber alQlOft 

pro4uoh are ·~ are plaM4 •• tba alQ)OrtaUoa of oartala -
laotad o uu ... '1'lle ..-... a1tuaUoa 1a tba .. oouatrt•• ._,, 

tharatora, be 41at1JI6Ulaha4 trca ~ otbar tov -• la whloh 
part1oll1ar -41t1aa are a1a&la4 out tor apeelal ooaoautou aa4 

benatlh. 

Couatrt .. la whloh the applioat1oa ot u:elluca raatr1ot1ou re­

all1ta 1a u u:traor41u.z7 ~~~- oa 4ollar nobaJI&8 whlch a001'UIIa 
u a apecie.l baaatlt to e:o;portara ot,!!! goo4a to the ll11ta4 llhtea: 

LatYia 

Ooata Rl.oa u4 ~ alao baft ..W.Upla ourraaq qat-, • 

but the proea4uraa 1awlft4 4o aot appaar to tall wltiWa tba prla­

olplaa ot the propoM4 rii1111C la np.r4 to o.maa goo4a. 
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TREASURY DEPARTMENT 

INTmt OPPIC& COMNUNICATtON 

...... llq 18, l eN. 

TO Aaalllt&IJt Seoretar:r !qlor 

IIeure. !lath')', J'f!::lfA• aDd Colla4o 
a-., ~ tlfc. ....... 

Subjeot o Sorip aDd bon4 pr ooedur.. and ourreMy 

aanipulationa - OOIIDt..-n.1l1Jic duti .. 

Reterenoe ia aade to JOUr oral r equest ot Kay 15, 1936, tor a 

llllt ot the oolmtries whoa• pro4uota JI&Y be aubjeoted to o011Dten&U1Jic 

duties UDder tho prill4iplu iDTolYed 1D a propoaed rul~ cODOerniDC 

imports trOll (}e~. 

It 1a propoaed to iapoae colmten&Ui.llg duties on (}e....., ezporto 

to the United stetea ot particular o ... o41t1ea dutiable under the 

'l'aritt Aot ot 19ll0 which are being aided byo 

(1) ~t ot direot oa.ah bolmtiu by (}eB&n bduatriel 

usooiation.e. 

(2) Scrip aDd bond procedurea. 

(3) Currency .anipulationa. 

It ia the latter two casea with whioh '1111 are DOW oODOerMd. 

Scrip aDd bond prooedurea • A oaretul oX*• I nation ot t he u allable iD­

t oraation indicates that only 1D Huagary do there exiat eDT arrance­

IMIDta rea•bl1Jic the GeMran acrip and 'bODd prooedureo by ree.aon ot 

which it ie propoaed that oouaten&111Jic dutlea be iapoeed. 'lheae 

arrang-nta are aet torth below. 

Currency .anipulationa: In ccmaider inl the probl• ot ourr eDOJ aanip­

ulation, tbe General CoUDul 1D a -l'and~a, dated .t.prU 15, 1938, 

to the Secretary ot the Trouury, &ntitled Counten&llil!fi Duti .. an 

Ge1'8&D Goode, llta tea o 

•u the probl• 1a to be diaomaaed at all 1D teraa ot aurr•o:r 

depr oo iat ion tor our pre aeut purpoaea, the :o:-eduo ed prioe at 

whioh the controlled -.rica are aftilable to AMrioan importer• 

1a the reault ot diaor iainatorz depreoiatioa. • 

DiaoriaiDatory deprec iation 1a turth&r dotbed tor the purpooea ot t be 

a .. orand~a u a temporar;r u4 ~rolled reduot101l 1n ftla& ot .. l ooted 

tunda oooui-d "To reaultiDC. in, or the iapleooeut ot ~~ 

a~t• 1n a id ot a- exportera. 
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Eze•ln•tion ot the &T&il&ble 1ntoraat1on 1ndic&tee th&t exiet1ng 

currency arrant;•enta 1n tbe tollcnrint; ocnmtriea re••ble 1n vuter 
or leuer degree .... ot the te&turee ot the o.r.an currency li&JI1pu­

letion by reaaon ot 11h1oh it 1e propo .. d t.h&t cOUDteJ'ftil1ng dutiee 
be illlpoeed. 

Art;entina 
Bol1Tia 
BruU 
Bult;ar 1& 
Cblle 
Bllllt;&ry 
lt&ly 
Latrla 
u~ 

The dtuation 1n these countries. u woll ao 1n Coat& Rio& and 
Parat;uay, is to be cliatint;uiahed trCIIl that 1n other countries 1n which 

there io a unitora ourrenoy depreoi&tion - that ia , tor example, 1n 

11h1oh &11 aport dr&tta are ool d at & unitora rate d1tter1Dg trc. & 
ao-o&lled •ottioW" or .,,.'n•l parity rate. In &11 but two or the 

countriee aentioned &bove e:rport dr&tta arbinl; traa the a&le ot 
selected ol&aaea ot t;eoda to the Unit"4 States are ool d 1n p&rt or 1n 

whole &t rates ditterent trooa those applied to dr&tto ari11Dg troa 

the sale ot other olaaaes ot 'oods to the United stat.. . In the two 

recainin,'; ooutttri .. export clr&tte ariainl; trma the 1&1e ot 'ood' to 
the United Statea are aold at rates cl1tter«1t trao tho .. applied to 

dr&tte ariaing trca exports t o e- or to &11 other countries. Ex­

cluded tr<111 consideration are countries 1n whioh ex:>ort clratto may 

be aold 1n their entirety both in an ottioi&lly reoopbed market 

and in an extr&-le'&l or "bootleg" market. Rcnnmtr, only 1n the o&a .. 

ot Gera&%11 and Bunt;&ry doe• it tollow that t he toreign ourrenoy 11 

purchased by .l.aerican importer• &t aore than one rete. In the cue 

ot Cerao.ey, there exist in the United Statu aeparate and dietinot 

marlceta tor ditterent oluaeo or aarkl, ODd 1n the o ue ot Bunt;arY 
there are 1n t he United statu aepar&to a&rkota tor blocked and •tree• 

peD4;oeo. In moat ot the other oaaea , .American illportera aight oon­

ctei-bly puroh&ae the reapeotin ourr .. oiea &t ratea abo'"' the pre­

-tlinl; aarkot r&tea 1n the United Statu, but only throuf:ih ignorance 

or exiating oonditiona. 
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In spite ot the taot that 1n all ot the oountriea mentioned &bon 

there 11 & "aultiple ourr.,oy eyot•• • e&oh country pruento an b­

diYidual oue, In DO izurt&noe, with the pooo1ble exoeptiOil or BUD&&r7o 

ou it be et&ted without qualitioation tb&t oounten&ili.JI& dutieo 

muat neceooarily be uaeaaed on the procluoto ot another country 1t 
they are illlpo .. d on C81'11Wl produoto 1n aooordanoe with tbe propooad 
rulinc• It abould be borne 1n aind that 1n reapeot ot oenr&l oountriao 

on thio liat ODl7 & ltaited nlaber ot produoto ""uld be oubjeoted to 

oountel'ftilint; dut1ao 1t ~ obould be i&poaed alld that 'oodo on the 

hee Liet or tho Tar1tt Act ot llliO ~ not be olllljeoted to oouater­

T&il1ng dwtiHo 
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Tho Ot.le ot lillli&U'y preaftta the CJ'e .. tut a1ailer1ty to that ot 

Oe~. In llunga.ry, 4et..Ue4 repl.t101U go'Rr'a ~enta «~ aer­

ohaa41u 4ebta and p~Q~~fttt to torel.p or editoro. Bomb authorhed 

t o 4e&l. ill foreign exohange ere illeti'\ICted to r "£1eter aaowrto re­

ooiYed 1a t .. Tor ot toreignero UDder " nuaber ot t)~l ot .. ooount a , 

two or whi ch ere ot ilaedat e 1at.uot, Into "Inl-.M llorohanllioe 

PeA£o Aooounto• or " Bl ooke4 Inland POA£0 Aooounta" are pai4 .. ouat. 

4ue tr= HUD£U an !aportero to torel.p uportera, To tho letter ere 

c redited ponaiaaiblo 1Dteroot p~a .ad parti&l. princ i pal rep~­

mento on torol.p debt a , Ownero ot tuzula 1D • Inl.ad llerobandlae Pengo 

Ao oounts" m.;y treoly 4ilpooo ot t h em 1n t aYor ot poraono rea141ng 1D 

BuA£ary, ()-.onere ot tunds in "Blocked Inland POA£o Aooouuta• , b.ollorf'er, 

~ 41apooe ot the only tor a peoi.tied purpoaea, an 1aportant one ot 

'lllllob is the purcbeae ot "a4d itian&l. oxporta• aa det1aod 1n the Pqo 

Tranat er J.e;reemont . Onder the terms ot t h ie asro..,.ftt , American 

creditor • oontraoted to pay to Hunge.rian u portora ot "a4diti on&l. 

export•" 1a p.agooo t ho Talue ot their ehipaent o plua an extraordinary 

export pr•i\10, which 11 belieYed to be in all oaaea 1n u oeu ot 50 

percent OYer tbo •otti a i&l. • rat e. In doterw•n•ng the aount ot the 

premi1.111 to be paid on any part icular 1aYo1ae ot goode , account 1a t..ken 

ot the deprec i ated ftlue ot the pengo 1a toreign aarketo and the pro­

Ill"" roqu.ired t o cable the uportar auooe11tully to om:pete 1D 

t oreign aarketo. 

HUD.gar1an exporters ot other than "additional export • " now recobo 

a un1tona prci11111 ot 50 percent oYer the ortlci&l. r ate tor goode oon­

•lt;ne4 t o the United ICingdCII , 'Ollitod Statu, lotherlmdo, Soan41aaY1a, 

Poland, and Spain. A pr•i._ ot liS per oent ia a pplied to exports to 

Belgi um, Luxembur g , France, and Jwit&erland . For exports to Auatra, 

ror another example, the preaium is tixed at 10 percent. 

Thie a_,-y atatemftt ot certain al<Ohaage regulation• 1D Hungary 

clearly indicates that there exlat 1n thil country er""6-• Dta r e ­

ocbl1ag both t he aorip and bond procedure• "1a G..-...ny and ourr.,oy 

lll&llipulationo •oUDti.llil to a "dhorlminat ory depreciation• , thet i o, a 

teaporary .ad controlled r eduoti011 1a the dollar Talue ot oeleoted 

tunda r oault!A£ 1a a apeoial benefit to taTored exporter • ot certain 

prbileged artioloa. In 11011e ot t be other oountrha 11h1ch appee.r 011 

tho above U at 11 there a ayot• ot emhallge cont rol which olooely 

reaembl ea t hat 1D Geraao;y and llungary . 

Further 1anlt1gation ot the lhm&ari-.n cue auat nooou arUy be 

puraued betore oountel'ftil1ag duties 011 particular 1aporta could be 

imposed. 

The r-111111& oOIIIltriea whoae ourr011oy prooedureo appee.r to f all 

w1th1a the prinelplea ot the propoaed rul~ 1D reprd t o 0....... r;ood• 

~ be r;r ouped iJZtO t1IO geJ1eral olaateao One CJ'OUp OOJ11iatl Ot tbOM 
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oountr1oa in which tho appl1oat1on ot eXOb&QSe rosulationa and reatrio­

t1ona reou1ta in opeoW benetitl to uporlero of 4••1cn&te4 pririlege4 

goodo . !heoe ares 

AJ"gentino 
Boliri& 
BruU 
ChUa 
It&l,­
Urusuai)' 

Ill tho oue ot AJ"gentin&, the pr ooeeda trcm the oxporlatiot:L ot 
Argentine produota not: generally uporle4 aq be oold in a tree l:&l'ket 

'llboreu tho prooeeda trcm the exportation ot praotio&lly &11 prinoip&l 

export produoto auot 1>4> ool d t o anthoriaed beDka at a 1.,..,. ottioW 

rate ot uoh&nge. 'fbi ,..aot1o&l rooult ot thia arranr;•ent 1e to en­

able exporloro ot certain 4ed&nated produota to reoeiTe luger aum.s 
in loo&l currency tor t hea dollu dratto u ocapare4 with exporlera 

of other produota 'llbo ore obl iged to oeU the ent ire prooeocl e trca 

thea exporlo at a lower ,.ate ot exolwl&•· As of Karch 18, 1~6, the 

ottioW rate tor clollara ._. ~S cmto per peoo and tho tree rate 

21. 6 oenta per peao. • lilt or o....oditieo , the proceecle trao the 

exportat ion ot 11hioh ru;y ho thuo eold in the tree market at a preter­

ential rate io a ppended, 

In the oaae ot Chile, the Exc~e Coatrol Co.miaaion i e authori•ed 

to requiTe that up to 20 pe,.oeut of tho T&lue ot Chilean exporta be 

returned in foroi&Jl dratta and aol4 to t ho Banco Centr&l at an otfioW 

rate of exchange and to tix, in t.gl'aea:\ent with the Boud of Daeotora 

ot t he Banco Centr&l , the percentage ot x:eturn requiTed on ditteront 

axporl produote . Ill orda to enable Chilean exporter• to take abantage 

in torei&n muketa ot t he low prOT&U I.D& ratea t or ChUnn exoh&nge 
t hia returnee! percentage baa b4>en a&de nry low on a maher of produoto , 

the percentage r ang in« trcm cer o to the lll&XilluD of 20 percent . Hence, 

in Chile e.o in Argentina, e:rporlera or dea1gll&tecl ocmmoditiu aro pe r ­

aittod t o d1apoao of export dratta at a h igher unit value in terms of 

l oo&l currency than are exporters of ot her deoi&Jlated cC~Soditiea . b 

ot Karch 11, 19~6, tho ottioi&l rate !or dollara ftl 5 .10 centa per 

peao ancl t he •exporl draft" rate ~.11 oeato. 

rho oue ot Italy 1a apparently of a aimilor nature, According 

to a reporl dated April 22 , 19:56, the JUXDI1B "ccmponution• proai>&l 

t o b4> pe.id exporlera tor exoba.ngo h&n been fixed at SO percent on 

exporla ot avioultural produoto IUid at 26 percent on oxporlo ot otbez' 
oaomocli tiu. Pr-oai..a aotu&ll,- paid to exporlva on giTOn all1pacto 

falling within e i ther of thooe olaaliticat1ona may T&rY prea>&ably 

within tho limi te eotabl1111e4 by the fixM ,.,.111&, 

In ~, tho Go,.,.ent 11&1 att•pte4 tor oca• time to c ­

eoarage axporlo of primary produoto b,- releaaing ~ proporliona 

ot exch&Dge tor a&le in tho • ocmtrolle4 tree• aarltet at preferential 

rateo. Fifty percent ot the prooee4o trao expoTtl of wool IUid •-t 
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aro thue releued and 85 peroettt 1D the oeae ot export• ot oorn. In 
addition, the Bank ot the Republic 1e llllthorbed, 1D ouu ot the 

exportation ot produot1 1n whole aanlltaotllre natioual rar aateriall 

are uaed etttirel:r, to vent the tree uae ot 100 pero.t ot the e,._ 

ohqe. 'l'he ctire proceed• trca the export ot other produot• mart 

be lllll'rendere4 to the Bank at the ottioial rate . In the ... u eocled 

llaroh 28, 19SS, the rate 1n the ottioial aarlt.t wu about 80 oetlta 

to the peeo, u -pared with 6e oenta 1n the •oontrolled tree" aarltot . 

Bolirla and Braall ai&)lt be inoluded 1D the voup ot countrilll 

juot o...,.idtll'ed, In both inltanclll , h.,....ar, apeoial burclene trca 

which all other export produota are enapt are plaoecl upon the ez;. 

port at ion of oertain eeleoted OOIVnoclit iu, fha ouea ot BoliTit. and 

Bruil aq, therefore, be diat1Dpiabed trca the preceding cuu 1n 

'llhich particular ..-:ood.itilll are einglecl out tor epecial oonoeuiona 

and benotita. In Bolirla exohUl£e requir-ta otipulate thet epeci­

tied poreente&e• of' the pr oceed• trca the exportation ot tin and other 

metal or .. and other liated procluote auot be IIIUTendered to the Cetttral 
Bank of BoliTia for the aocount of the GoTerament at T&riable ratee 

ot exohqe below a ti.xed ottio ial r ate of exohallf;eo 'l'he prooeede 
trca the exportation of other produota not apeoitioally prorlcled tor 

are eold at the hl.&ber ottioilll rate ot excb-.nge. 

Exohango regulations 111 Bru11 otipulate thet exporter• ot 
apecitied procluot1 &\Itt delinr to the Bank or Bru1l 36 porceot ot 
the proceed• ot their export• 1D international exchange , the r•&1D1ng 

66 peroeut to be eold 1n the tree aarltot . !he portion delinred to 

the Bllllk ot Brasil 11 paid tor at an otticial rate ot eD!hanr;e eon­

oiderably lower than the prll't'llllin& rate in tho tree aarll:et. Exporter• 
of certa.iD eeleoted articlea aro pemitted to eoll the ...tire proceeds 

of their export• 1D the tree market at the higher rate of exoh&Jl6e 

there pr-111n.:; and tbua to recoin a larger eua 1D loo&l ourreocy 

per dollar of arporte laid doc 1D the United Stat... Exporter• ot 
lard, on the other hand, -ot aurrender the entire prooeeda trca their 

foreipl aalee at the otticilll rate of exohanl)e• !:rporter a of a tw 
deaignated produote auot deliTer at tho ottieial rate percentlll)ea 
n.ryi.llg between 20 peroezrt and ... ro. .La of llarob 18, 19l58, the otticilll 

rate tor dollar• w.e 8. 58 oenta per a1lre1e and the tree rate 5. 5 

ceuta. A li.ot ot o-.litiee aubjeot to the ottioial exchange r .. 

quir•eota 11 appended. 

The other l)roup oonaiote of oo\IDtriea 111 'llhich the application of 

exohul)e reatriotiona reaulta in an extr aordinarY p~iua on dollar 

exchan&e, 'llhioh aeon•• u a epeeial 'beMtit to exporter• of' .!!!. goode 

to the 'Dn1ted Statile. 'l'he1e ares 
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-6-

Under exohe~ re~latlou ot the type which obtaw 1n tbeae cOII.Iltriee 
end in HIIJI&.r)', erportera ot &ooda to the l!ILihd Statu reoeiw a 
lar,er -aunt in local OWT&O)' traa the proceedo ot their exporto tbeD 
do exportera or &oodo t o ocae or ell other c011Dtr1n. 1'1111 e1tuet1oa 
1o lar&el:r the r el\llt in eaah oue ot an lllll'noreble 'belmoe ot trade 
with the l!IL1ted 9tateo, ot • atte.pt t o belULoe trade bUeterell;r, o.DAI ot 
a aecre&&t1ca, in etteot, ct ezch.,.~ aria~ traa nporto to the U..ited 
lttet .. - ocmdit101la 'llhioh aWTe t o OJ'Mte c utraor.U....Z.,. tl--.1 tor 
dollar uchm&e and theretore an utraordinar,- p...n- 011. dollar ex.oha!Jce• 
It tollowa that &D exporter ot goode to the l!IL1ted Stetea receiwe a 
opeoW bezletit aerel:r beoeuae ot the teat that the <leatination ot hio 
ob.ip.eut io the United Statu. Shitacto by the ••e exporter to other 
o011Dtr1ea 'II'O'Q].d yield a •eller •oomt ot local ourreno;y to the exporter , 

Exchange re~lati0111 in Latna adloit eloo ot apeciel beetita to 
exporter• or particular &ood• to the 'Onited Statu. •ec.pen.atiOD." 
t rade 1o pent.itted. Iaportera md exporter• arrmce •011.1 thaaelno 
to oarr:r out truaaoti0111 iln'ol't"iD&, 1n etteot, a -tobin& or c s.­
port o.DAI c export ot £004•, 'rho connrdoD rate tor the torelp 
ournmo;y iln'olnd 11 elao o.ueed up011. by the pert1ea ccmoerDed. It 
11, theretore, pouible that exporter• ot partioular produota •i&lrt 
recebe an extre.ordillery pr•1.,. tor dollar exchm~ 'llbioh ~~~ be 
pa1d in erteot by the iaporter u the othor coDtraot1zl& party. there 
1a no clear eTi cWJ>ce that the ayat• ot exchan~ ooDtrol 1n L&tTia 
doea actually reault 1n opecW henetite to exporter• or particular 
&Oodl o 

Coate R1oa and Par~ elao han -.ultiple ourreno;y oyataa, • but 
the prooeduree Sn't'Ohed do not appear to tell within the prinoipleo ot 
the propoaed rulin& 1n reprd to Gera.Gl &oodao 
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Oeyx u.rbl• 
Cotton liDtere 
Corn bran 
Furs or wild ani&&la 
Guinea at.raw 
Garlic 
Fish guano-fiah e&l 
Tanrurd bides 
ll&te 
ttica 
Olein.a 
Alfalfa seed 
Tobacco 
Fruit in general 
G:Uu!da 
Honey 
Stear ina 
llillet 
Wine 
Butter 
casein 
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OD llarch lll, 19118, the Federal CoiUloU tor Foreit;n c-roe 
i .. ued a lut ahowi.Jl& the pero~ea of exchazl&e erhiq tr.,.. a:porta 
which ere required t o be aold at the ottioW rate, oo,.ol 14etl..D.c 1ll 
thia 11-t all or ita preTioua reaol vticma em the aubjeot . the 11rt ia 

aa follow • 

Lard •• ••• •••••• • • •• • • • • • •••• • • • ••• • •••• • •• •• • •• • ••• 1~ 
An1mel end •esetable rertillaera J cotton, in tiber, 

wads and abaorbaatJ rioeJ refined auger1 rubber 
guaJ ooooa1 coffee, preaervod meat1 chilled end 
tro&en beet1 chilled and troaen pork1 cotton­
seed; BreaU nuta , ahelled or unahelledJ 
oarnauba wax1 otser•1 ci~ett,IJ old j _..lr,y 
(an cODditicm that exporter esreea to return 
correapond.in& •ollllt ot refined r;ol d)J aalted 
and dried hlde11 diaonds ?alued at aore than 
10 oontoa1 euencu tor pcrtlaea1 wheat bran1 
leaf tobaoco1 berT& aatte1 ipecao1 wocl1 
dried and at.lted tcnsuea; lumber1 tripe1 
hearts, livoro--chilled or fro&CDJ bone11 
akina1 plauanJ tallow, dried end salted 
casings • •• • ••• • •••• • •• • ••• ••• • • •••••••••• •• • • • • ~~ 

Castor eeed • ••• • • •••• • • •••·• •••• •• •• •• • ••••••• •••• • 2~ 
Demerar·a I'U&&r • • •• , • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • lS,C: 
hnonu ... 16 u,entine oenta or ita equi?t.lent per .t­
ill citroua truit ••••••••• 6cl or ita equi?t.lent per caae 

the exportation of j ... lr,y, aiaed ail?er, old ather, and 
worked aU?er and sol.d , ia subject to special penait . 

All other producta ere exEillpt trCIIl tha roqui reo:ent that a 
portion or the nluo or the product exported muat be aold at tho 
ottioit.l rate. 
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Source• Cacmercial Attache R. H. Ackerman, Rio da Janeiro, April 2, 19S6. 

Jete• 1F1th the exception or troa.., and chilled IIIUtton, beeswax and 
JI&D&&ne&e, the products c.-pletely exapt tr<a the otrioW 
exabange requ.ir-.ent ere relativoly inaipiticant •• a ao.....,e 

of toreit;n exohan&e• 
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By the teras ot Decree Law No . 848 ot September 28, 191'>2, tba 
Exc""'*e Control Coaaiaaion us authorized to require th&t up 1A 20,C ot 
tba value ot Chilean exports be returned in torei&n dr&f"ta &nd aold to 
tha ll&neo Central at the official rate ot exeba._a and it •s chen tlw 
pcl>o'er to fix, in acraeMnt with tile Board ot Directors of the ll&nco 
Centr&l, the percentage of return on the ditterent Mr<lhandiee exported. 

'With tba objactin of girlqr all pouible tacllitiea to ex­
porters and per.aittinl t.r.. to take &dvsnt.,e , in toreJ&n Mri<ata, or 
tba low rates tor Chilean axchangs, thia return percentage wa1 •d• very 
low on a lllllllber of products, as the Bureau ba1 been informed in various 
reports . The lateat rulir6 on this subject waa Decree Ro . 1458 ot 
April 14, 19561 published in tne ''Diario Oticinl• of AprU 21, which re­
duces to ~ the percentege of the value of potetoea which •uat be re­
turned and sold to the Banco Central . 

We are civina: below a reau:::e of the products on which local 
tlnas have apecU'ically bean authorised b7 decrees to return the varioua 
percentages listed on their exports• 

llakali te • • l$ 
Barley • . • ~ 
~~· $ Bo~e, broad $ 
~er .• , • 1% 
Boolce . • • l$ 
Bottlee, empty to Bolivia ~ 
Br~ &nd poultry feed 1$ 
Butter • ~ 

Ca=-nt • 1$ 
Cheesea . . • . • • • • • • • ~ 
Chick peas • • • • • • • • • • • $ 
Cia. Sud Americana de Exploaivoa 

their products • • • 4% 
Criltaleriaa de ChUa 

their products l$ 

l'iah, in general ~ 
Flour • 
Fruit, treab . . 1$ 

Garlic . • · • • 
Guano, red, phosphate 

l'irat 2% of nitrcsen 
FOr each 1% of nit:qen 
creat.ar than 2:' and liP 
to 4% • • • • • • • • • 
For each 1% of n1 trcsen 
1reater than ~ • • • • 
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lata, ot 11001 & rab •it hair 
Hay, pressed • • 
Kidu, unt.umed 
Kidee, tanned • 
Horaea, reoe •• 

Lar;l to VC\ador 
Lentlla ••• 
Le.c>na • • • • .. . .. • • • • 
Lu.ber, ro~en & 1118.l1Ufacturecl 

a.1a.l t . . . . . . .. . . . • 
Matches • • • • • • • • • 
~:eclioinu to Peru • • • • 
~. condensed, separated 
and evaporated ••• 

Kilk , pcl'llderecl .• 
''ili products to Peru 

Oat.U .•. 
Oata • • ..... 
O:rea • • • • • • • .. • 

Peaa and arvejillas (?) 
Pepper , ground 
Potatoes . • 
Prunes • • • • • • 

securitiea • • • • 
Sheep to Co1o:obie 
Shoes to Peru • . • • • 
Su1pbate or soda, natural 
Su1pilur 

To.l.c • • • • • • 

11hea t 4lld hulled wheat 
!line • • . • • • • • • 
r.ool . . . . . • • . . 

. 1$ 
- ~ 
. 2()% 
.l()f 

"' 5J 
5J 
l$ 
~ 

~ 
l$ 
l$ 

~ 
~ 
l$ 

l$ 
l$ 

Exupt 

~ 
l$ 
~ 
l$ 

.1~ 
l$ 
~ 
~ 
~ 

~ 

1$ 
. l$ 
. 2()% 

Source: Ecooollic and Trade llotes-llo. 570, dated April 23, 1956, to 
the Bureau of Foreign and DoMstic co-er ce by JUneclee l(cLeu, 
Asst. Trade COMiaaioner, Santi.qo, Chile . 
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Llay 18, lQM 

Bewley came 1n today to report to the Secretary the intor­
aation he had obtained 1n responee to the Secretary ' s requeet. 

The following is otenographio report of t he conversa­
tion: 

Bewley : I have gotten an answer to the question which 
you asked ~e to get and I am afraid that the answer is not 
very satisfactory . Gold came on the market in t he ordinary 
WIJ3 and they bought it. The only efteot was t o keep in 
London t or your account the gold which would ord1nar1ly come 
to New York. I would have telegraphed England aaai n and 
told t hem t hat they did not understand ~ telegram. I feel 
eure that they meant t o imply by the1r answer that thU wae 
Juat an ordinary traneact1on. 

l:!l.I,Jr .: I thought th1e might open the W83 tor exchange 
ot information. 

Bewl ey : As tar ae a channel goes , there i s no doubt 
that I was sent her e t o be a channol of information tor the 
two Governments . 

HU.Jr.: If you have to wait ~wo and a halt weeke to 
get an answer, by the t1J:Ie you get the answer the 1ntorca­
t i on i s useleee. As tar as I am concerned, if they cannot 
use their 1mag1nation I am not going to make any more eug­
eesti ons . This 11 the second or third t i me I have tried 
to make a gesture and I have not gotten very t ar and I will 
now let t he ~anoellor of the Exchequer make the next gesture. 

Bewley: I would like to put that to my peopl e. 

~.: F:-ankly , you could make your post a really im­
portaiit:""On'l! rather than Just try to interpret t he financial 
news. 

BewleY: I do not know 1f there i e any more etatiet1cal 
information I can get. 

HJ! .Jr. : Everything I have done I have been nry care­
ful about. If I buy or sell Sterling , I do 1t through the 
Bank of Engla.nd. I leave the money on deposit w1th them. 
It is not t he Federal Reserve; 1t 1B the United Statee 
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Treasury that doea it. I do not do it through the National 
01ty or Chase, but. I do it through the Bank or England. 
Everything that I have done 18 open and above-board through 
ot!icial channels. I have made two or three gest.urea, but 
I am not going to make any more. The next move ie troa the 
Chs.ncellor or the Exchequer. 

Bewley: Are you reterr1ng to t.he Stabilization Fund? 

HU,Jr.: It ie a question ot general policy. I could 
be spscifio , but I do not want to be epec1!ic . I can get 
any information !rom the French Government that I want and 
they, 1n turn, can get anything they want !rom us. It I 
could have talked recentlY as freelY to your Government &I 
to the French, it would have been moat helpful to your Gov­
ernment. The time may come when we will be in a position 
where we are uncomfortable. Right now we are sitting very 
comfortablY . No one knows - - the t111e may come when you 
will be in an uncomfortable position. The way I interpret 
their not answering tor two and one-halt weeks is the English 
Treasury wants to leave thingS the wtzy they are. I have 
made these gestures against the advice or others . It we 
were at war with each other we oould not be acting any di!­
terent!y . 

Bewley: I think you ought to draw the 11nebatween the 
Treasury and the Bank ot England. 

Hll,Jr. : I am t old that your ur. Ph1111pe reallY rune 
your Stabilization Fund. 

Bewley: He does run the policy or the Stabilization 
Fund. 

!i!!d!'.: Our l.fr. Cochran, who is the First Seoretery 
ot the-EiOaeey in Paris, was there to talk to ur. Ph1111ps 
and I understand that ur. Phillips runo the Stabilization 
Fund the way I run ours . The actual transaction 1& done 
by the Federal Reserve Bank tor me and the Bank or England 
does it tor Ur. Phillips . 

Does the British Treasury want to be on the same baa11 
ae we are with the French? 

Bewley: I oannot believe that they do not. I think 
1t i s possible that the British Treaeury dld not realize 
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what happened to this part icular transaction. 

HU ,Jr .: This ie my last attempt ae a gesture . I will 
never do it again . Any further move wi ll have to come t roa 
the Briti sh Treaeury. I t that i s the way the British teel, 
I 1:183 swit ch my bueineu f rom t he Bank ot England to our own 
banks - - t .he National Ci ty and Cllaee. I 8JII going to think 
about i t. That ~ be my next move . Ther e is no reason 
in the world why our obJecti ve should not be the same and no 
reason why we should be clashing 1n the world ' s money market. 
The common enemy that we a l l have i s the speculator that knows 
no f l ag. I have gone as tar as the dignity ot my position 
wil l permit me t o go . 

Bewley : You may regard here , what is happening on the 
aarkat, as a Treasury mat ter and 1n England they coneid•r it 
ae a Bank ot Engl and mat tar. 

HU. J r: It i t i a i mportant enough you could get on a boat 
and miike it very clear t o your Government 1n per son, I thi nk 
Ur. Osborne went back t o England to f i nd out what the situa­
t i on was at the t i me we had emuggli ng difficulti es . 

Bewl ey: You r eali ze my posit ion. I t is not per sonal. 
There i s not hing further that I can do . I will report our 
conversation. 
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1.\iss Roche WiU1ted to go on some L'lbor Strike 

Settlement Board for Hc.rry Hopkins and H. lo' . Jr . asked her 

not to go . She was satisfied not to ,o . 

186 

Regraded Unclassified 



~MP'LVTO 

<W .... .... ._, dJ ..... .,., .... 

The lloaorabl.e 

TREASURY DEPARTMENT 

COMPTROU.£R OF THE CURRENCY 

W"SHINGTON 

~ 1.8, l9J6 

!be Seent&rJ of the 'h'uaury 
Waahin&ton, D. c. 

lilr dea.r llr. Secretary, 

llr. W • P. Folger, Chat llational. Banlt f!xewh•r of ..,. 

office, baa iDtorMd • that tbl report Mde by- National. BaDlc 

Exalliller H, L. Brown ae of Januat7 15, 1935, rega.rdillg tbl 

iJidebtedneaa or llr, r- T. Crowley, baa been exn1ne4 by- biJI, 

together witb llr. R. 11. Brown, llr. Su lluabende and llr. 1UJ11n 

H. JdcR.eynolda . 

llr. Folger further iDtoru • tbat llr. Crowle7 waa an 

official of the eta te bank durin& pre.ctiull,y tbl entire period 

co .... red by- the report and was never otticial.l,y oonnecte4 witb a 

Dational bank and atatee tbet in hie opinion, in which I concur, 

there ie not.hi:ag in the report tha.t would reqldre tbl initiation 

or ~ action ageJ.net llr. Crowley by- tbe Co..,trollar of tbe 

Currency or the TrMaury O.partllent. The report allows tblt llr. 

Crowley wee President ot tbl atate bank rroa JenuA%7 10, 1928 to 

Fabrau)' 2, 1932, when it -• taken onr b)' tbe Firat ktioDal 

Banlt of kdi80D. I upraea DO opinion reprding irreplaritiaa 

in tba at.a te bank. 

I 

fiT 
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C011ptroller 0 10oDDor u4 llr. llclle7Uolda Mt the S.creta17 
lA hie office at ta llinutaa attar 11 o'clock oo ..._, 18th, 19315, 
to 41ecuaa the report Mda b7 WatioDal lluk 'lz•w!oer, B. L. 
:Brown, en Jazro&r'l lllth, 19311, repr41.ac the cue ot Leo ! . 
Crowlq. 

The Secretar,r called the Comptroller'• att ent ioa tc the 
t act that there were three lettero which he had a44reeaed to the 
Coaptroller, relatinc t o th1a matt er, whi ch &a a aetter ot 
record atill r..I.A -nared. Be pointed ou.t the rect that 
the record in the 'l'reUUJ')' would be .mch 110re eetlatactor,. trca 
a atudpoi.At ot the Ca.ptroller1a Ofi1ee it a writta repl)' .. re 
made b7 the Comptroller to theae lettere; thet ...ell repl)' eboGld 
atata UIIAiqniYocell)' Whether the racte cont&I.Aed lA the Broom 
report required or justified azq action b7 the Coaptroller 
api.nat llr. Crowlq or azq other penon; end that lA the otTent 
no Neb action wae required or justified, aa indicated l>7 
llr. o •OoDDor, the qu.atlon wbethar the tach eo d1ecloaed 
juatit1ed e.n:r action b7 the Preeident with ro8pec t to llr. Orowle7 
wee a matter tor conai4aret1cn - not b7 the Comptroller '• Olllca 
or the Secntar,. ot the 'l'roeWr)', but b7 the Prea14ent or Wbo­
..,er he llight 4ee1pata t o hlu>dle the •tter. 

Ooaptroller o•CoDDor upreseed COO!Pleta acre-nt w1 th the 
See retar)' end procleed to preeent to b1a lm dhtel)' a latter 
eneweriuc the S.CretarJ'• letters ot llerch 22D4, 1935, u4 
11a;r 15 u4 11a;r 6 , 1936 , !be Comptroller a tated that hie -r 
would 'QZidaulltedl)' be to the artect that t here 1a nothinc lA the 
exalliuer' • report requlrln& the 1u1 tie tion ot azq action apinet 
llr. Crowle)' b7 the Comptroller ot the Ourrene)' or the 'l'reuurt 
Department. 
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laT u, 19)6 

TIM~ 
!he a.-~ ot \be ,._IU'J 

•a~W~C'-t D. C. 

llr. W. P. Polca', Qliet laUoMl ..,. 'nel"l' of .., 

ottl•, llao Wol"MCI • U.\ U. l'r,)Or\ _.. IV lau-.1 &Mil 

,.,_,.r •· 1.. lll"owa oo or 1-1'7 15, 19)51 ro.,.rdillc \be 

Ulde"'r,.oo ot llr. I.e f. Crnlq, bao b.- ea.Sw 'bJ hla, 

t.oceUIIor w1 \Ia lr. R. w. llrowll, llr. Soa Huallaa4o u4 Mr. yu "•• 

•. ...,..,..u.. 
lr. Polcor tv\ber 111forao • t.laa\ llr. Crowlo7 •• .., 

ottloiol ot t.11o o\&\o llaak 611tllll pnot.1~ Ulo eaUft peJ'I.o4 

-J"ed b)' U. n porl u4 •• aoftr ott1o1all;f co-ow olt.la o 

aot.loMl bull u4 o\&\eo \Ia. t. ill h1o oploloa, 1o Blob 1 -· 

\bero 11 110\blai 1a \be ropor\ t.bat. ....u ~ Ullo wu.u­
ot Ull oot.loa apiaO\ llr. Crow lor b)' \lao eo.pt.roller or \be 

Cllrrolla)' or \be,.___.,.,. Do~t.. fbe repel'\ sbon \bat. *• 
Oroolq wo Pa ddellt. or U. o\&\o beak tra JortaiiZ7 100 19211 "' 

Pobr\lol'f 2, 19)2, obell 1\ wo \&koft Cl'l'or IV \be Pita\ Jl&u-1 

llollk ot •~· J aprooo 110 oploioe ropl'l11al irroplorlUH 

1a \be •"''- ..... 

1. r. '· o•~ 
0 5 \l'e).ler fl \be CUI 5 
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Bewlq oue 1n toda,y to report. to the 8eoretUJ the 1ntol'­
aat1on he had obtained 1n l'eiiJlonee to the 8eoret..~'• requeet.. 

!he following 1e st.enasraph1o report ot the oonvereat.1on: 

~v: I haTe gotten an anewer to the queet.1on wbioh 
you a ed ae to get and I .. atra1d that. the anewer 11 not 
Ye~ eat1etacto~. Gold oaaa on the aarltet 1n the ord1Dar7 
way and they bought 1t. !he only etteot wae to keep 1n 
London tor your aocount the gold wbioh would ord1nar11y oo.e 
to • .., York. I woul.d han teleanphed lngland agatn and 
told tha t.hat. thq d1d not underetand rq telegra. I tael 
eure that. they aeant to blpl)' 'qJ their anewer that. th1a •• 
Juat an ord1.nar7 t.ranenot1on. 

D,Jr.: I thought th1a 111e;bt open the ~ tor exchange 
ot 1iito:naat1on. 

'!'l,tl: .U tar ae a ohannel goee, there h no doubt. 
that wu eent here t.o be a ohannel ot 1ntoraat.1on tor the 
two Oonnuaent1. 

JD(.Jr. : It you han to •1t two and a halt week• to 
get. an anawer, 'qJ the t1ae you get the anewer the into~ 
t.101l 1e u.eele11. .u tar •• I .. 0011oemed, 1t they cannot 
uee their 1•agtnet.1on I aa not going t.o ulte any 110re eu.s• 
sut1one. !hie 1e tha second or third t.S... I han t.rted 
to lllllte a suture and I haYe not gotten 'YilT tar and I t1ll 
now let the Ohanoellor ot the Exohequer ulte the next geet.u.re. 

ltwlp; I would llke to put that t.o rq people. 

J"rankl)', you ooul.d lllllte your poet. a really ta­
rather than Juet ~ t.o tnterp.ret the ttneno1al 

Bl;v: I do not mow 1t there 11 any 110re etat.1et1oal 
1ntoraa ion I oan set. 

IDI Jf, : l't'e~h1ns I han done I han been ""~ care­
till. ,ii:)\i • It I ~ or eell 8terl1ns, I do 1t throu.Sb t.ha 
Balllt ot ln&l end. I lean the aoney on depoelt 11th th-. 
It. 1e not. the Federal Reeern; 1t. 1e t.he United statu 
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!rea8Ul"7 t.hat doee lt. I do DOt do 1t t.brough the ktlODal 
Clt1 or Chaae, 'blt 1 do lt t.brough the Bank of Dlalmd. 
J:nr;rt.hln6 that I han done la open md abon-board tbroll6h 
offlola~ ohannela. I ha'Ye aa4e two or three geaturea, but 
I aa not going to llllke a:rq 110re. !he next. IIO'Ye la froa the 
Chancellor of the Exchequer. 

Jtylu: Are you referrl.ng to the 8tablllzatlon J'Undl 

BK.fft= It la a queatlon of general pollcy. I oould 
be epeo o, 'blt I do DOt want to be epeoltlo. I oan get 
&n7 lntoraatlon tro• the Prenoh Oo'Yernaent that I want and 
they, 1n turn, oan get anything they want fro• ue. It I 
oould ha'Ye talked recmtl7 aa freely to 7our Gonrnaent aa 
to the J'renoh, lt would han been 110at helpful to 70ur GoY­
e:nment. !he tt.Be fU3 oo•e when n will be 1n a poa.ltlon 
where n are uncoatortable. JUaht now .. -. are alttlng nl"1 
ooatortabl7. •o one lalowa - the tae 11a1 oo•e when 10U 
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w1ll be 1n an uncoatortable podtlon. !he WJ I interpret 
their not annerlng for two and one-halt nelta la the l:l:lgllah 

.. 'l'reaeur;y wanta to lean thlnga the ws they are. I han 
aa4e theae geaturea against the ad'Yloe of others. It n 
were at war with eaoh other n could DOt be acting an1 dlt­
terently. 

Bewlu: I thlnk you ouaht t o draw the line between the 
!rea8Ul"7 md the Bank of ln61 and . 

~.: I u told that your Ill". Phllllpa reall1 rune 
your-etililllutlon J'Und, 

Bewlp: Be doea run the pollc1 of the 8tablllutlon 
J"und. 

BM.Jr : OUr Ill". COchran, 'llho 11 the rt.ret Seoretal"1 
of the Dai*eq 1n Parle, we there to talk to Ill". Phllllpe 
and I underetand t.hat Ill". Phllllpa rune the Stablllutlon 
J'und the a3 I run oura. !he actual tranaaotlon la done 
~ the Federal Reaene Bank tor ae and the Bank of J:ll6land 
doea 1t for Jr. Phllllpa. · 

Doea the Brltlah !'rea8U1'7 118Jlt to be on the aue bella 
aa we are with the rrenohl 

Bnlv: I oannot bell&Ye t.hat thay do not. I th1nlt 
1t la poaalble that the Brltlah !rea8Ul"1 dld DOt reall&e 
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what happened to th11 part1oular traneaot1on. 

HKtre 'l'h11 11 ~ laet attiiiiJ)t u a suture. I will 
DeTer t ~. ~ further 110'11 w1ll han to ooae troa 
the lr1t11h 'rrtai\U'7. If that 11 the ~ the lr1t11h feel, 
I aq ew1 toh ~ bue1nue fl'Oil the Bank of Enghnd t o our om 
benlte - the llat1onal C1t,- and ahaee. I 1111 go1ng to tJUnk 
about 1t. 'rb&t aq be -.rt next 1101'1. '!'here 1e no reaeon 
111 the world wb:l 011r obJeot1n llhould not be the aa.e and no 
reason YIA:f we lhould be olaehtD6 1n the world' 1 acme;, -.."1tet. 
The OO'IIOn 101117 that we all han 11 the ~~peaul.ator that II:Don 
no flag. I haTe gone u far u the 4'1P''t.7 ot ~ pol1t1on 
w1ll per.tt ae to go. 

!f•lv: You aa:r regard here, what. 11 happen1116 on the 
aane, al a 'rrea8Ul"Y -tter and 1n lngland thq oona1der 1t 
ae a Bank of lngland -tter. 

IDl Jr : If 1t 11 1.alportant enough ,-ou oould get. on a boat. 
and ai{ei:t Yery olear to ;,our Gonrn~~ent 1n pereon. I tJUnk 
Kr. Oe'borne went back to lngland to t1n4 out what the e1tua­
t1on ne at the t1111e we had auggl1ng 41tt1oul t1ee. 

BtwltY: You reallr.e a;, pol1t1on. It 11 not pereonal. 
There 11 noth1ng fUrther that I oan do. I w1ll report our 
oonYereat1on. 
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kll'Oid' 01 l>l'.Chll'rJ.ii loOhGEIITillU 11> 

Pld.:>.> COIIro.DICE. W 18, 19S6: 

llr. llorgenthau: All or you look very dry -- on the outsicle . 
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lell , gentle-.n , the Chinese a&baaaador 1a here, and llr. CbeD, and 

the Chinese ubuaador baa an official COP7 of the atete&eot wbiob 

•aa ghen out 1n Chine and be •ants to read tbat first. 

llr. Sze: The ltin1ater or Finance or China iaauecl tbe followin& announ~e­

aent - I '11 give you copiaa - for publication 1n China tb.1a a:omina, 

lla,y 18th: (Reade atatuent) . 

I might also add that the llinistar of Finance a t the aaae t1ae al.o 

llllde another announcuent, (this 1a not here) , retDOVing the restric­

tion on the uae ot allver 1n arts and 1oduatry. 

Q. llr. Allbaasador, ~ I aak •hat 1a your nota circulation? 

llr. Sze: Seven bundred ninety ldllion Chinese dollars - yuan. 

~. lbet ia the allver reserve, please? 

.A. Tlren~-five per cent. 

Q. r. thet what it .ctuall;r 1a now or not? 

A. Yore than that now - four bundred .UUon yuan 1n allver at the prea-

ant tilte - over tit~ per cent. 

Q. How much silver are you aoing to b~, llr. Secretary? 

llr. llorgentbeu: leU, before we e011e to that, do you ,.., •ant ,.. to 

read aine or not? Shall I r ead it? I'd like to reed it 1! you 

don't llind - tbia te a rattler biatorin oocuiOl'l toda3· As a con­

clueion to ou.r aucceaa.tul conYaraationa with llr. CbeD and the other 

aentlllllt!ln 1n b1a aiaeion, I would ilia to aive out tbia atatuent 

which I will raid: (!leads Treasury atata•ent) 
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Q. AlA I right, Mr. Secretary, are you invit.ing representatiYea fl'OII 

aooae of the other countri es to d1Bcuu currency atahillzation? 

A. Well, it' a an official statement by the Secretary of the Treasury 

and I lli.ght aay it' • just 12 eontha ainca I haY& eaid en,-thlng 

about international etahillt;y and eurreoey. 

Q, Mr. Secret&r7, would eo,.. of tb1a dollar uc:henge whicb rlll ba 

19S 

~lade available upoo tba purchaeea of aUver - could some of that be 

taken in gold in accordance with precedent along that line? 

A. Possibly, if tbat1s wbat they desire . 

Q, There's no agreeaent under that ao far? 

A. It could be done under the agr.-t, if that'• what tner wanted. 

Q, But no definita arraD&8MI1t8 have been aade aa to J>!U"'&ntqaa? 

A. No. 

Q, Does this mean the Chinese exchange wUl be 1114D&ged i n the exchange 

urltet in relation to tbe dollar? 

A. llr. Cben, do you care to answer that? 

Mr. Chan: It' a in the etata•ent, reading: "An independent ayate• not 

linked t o 801 foraigo 110oetery unit• . 

Q, llr. Secrotery, can you t ell us an,ythlng about the 8Jt0Wlt ot aUvar 

you contemplate burin& and if you can't t ell us that, can you tall 

ue under what conditione you rlll buy? 

A. lbicb do rou want .. to answer t irat? 

Q, i:ither one. 

A. fall, the answer ae to the pount of eibar, I'• aorry, I can't 

turniah that infol'll&tion, and aa to conditiona, I can't annar that 

either. 

Q. fill. JOU N:l how 111ch you'll pq tor itT 
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A. Yea , I can ·~ t.bat. le are goin& to ~ an e•enage price eeob 

110ntb of what we pay in tbe world ' s •rket. That' a eppro:do:atel)< 

correct. tt 1 a • price •bicb will be aet ea.ch 1100tb on the anrt.aa 

world price. 

Q. 'lbat' a the aurt.ae been in tbe laat couple or 1100tha? 

A. Forcy-five ceote. 

Q. !low will t hat work - tile average? January appl)< to purcbeaea 1JI 

Februarr, or wbe t? 

A. 'fell , I don ' t want to be pressed aa to detalla, but the tbing wbicb 

I want you to know 1a that we are pa;riog tbe world price ea.ch 1100tb. 

Q, Tbe aarket price? 

A. 'le are pe¥1ng tile eo-celled Treasury price wbicb ia poated eaob da.r. 

We will pay that on an average of a nuaber of daya. Off tbe record , 

I don 1 t want you to get tbe idea • • ...-e p111ing 11ore or lea a tban 

the world price} • • are J'81in& appro:d-.tel)< tbe world price the 

Treaaury eatebllabea each 800tb - tbat1a approxiaatel)< correct. 

Q. 'lbat ia your pUaentage or allnr to gold now? 

A. I'd have to look it UPJ I don ' t know wbet it ia. Doea anybody knowf 

llr. Gaaton1 I tbink it' a appro:dll1atel)< t went.y--that'a a rousb gueaa. 

Q, That 1 a lesa tban it waa previoual7 • 

A. lo, it wu 18. 

llr. llorgentha•u 'le will get those !iguHa· After all , there baa bee 

$150,000, 000 wortb of gold cOM in recentl)'J I juat don ' t know. 

Q. Oan ;you say bow - t.beae purobaaea will atart, llr. S.Cret.sJ7f 

A, Tmradlatel)<. 

Q, llr. Secnlar7, boor ...., o- triN do J<N he•• a ailver Jllll"'lha81DC 

ICJII mt with_, 
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A. llexico, Canada aDd CbJ.na. 

Q. To refresh our ainda, llr. SecretarJ, could :you tell wt approxiut.el1 

what &JDOUDt waa bought 1n llonllber - .!2,000,000? 

A. 1 wouldn 1 t atte .. pt t.o do 1 t trOIA ae110ey but we can get the tigurea 

tor :you. 

Q, S1xt7 m1111oo ounces tor sixtJ-f1ve coots an ounce-was that :your 

last Chinese silver purchase? You bougbt some s1lver tro- Ch1Da 

laet Dece.cber? 

A. Correct. 

Q. 1 th1olt 1t waa aixcy aill1oo QWleee. 

A. 1 don ' t. th1nl< 1 ever gave the u.ct uouot. or price; :you fellow• 

graduall;r worked 1 t out . 

Q. Jlr, Secretary, twelve months eao :you said the United States eoul4n
1
t. 

stand in the way of a curreoc:r at.ab1l1zat1oo agreement; 1a there 

ao:r chan&• in the policy 1n that laat aeoteoce? 

A, No, there's no cban&e, but tor ba.ek&round, if :you people eill look 

up the Prea1deot1 a ~~eaaage to tbe London Eeonordc Conter.,ee and look 

at tb1a atatP8Dt, :you wUl ••• the two wUl dovetail toeetber. 

That and a'f atate...t in 1 55 are the ool:r two which haYe been IWieJ 

the things abaolutelJ doveta11. 

Q, llr. Secretar:r , thia pute the two countr1ea on the BalM sort. ot 

•etalllo baae, the .... percantea• of s11Yer and goldJ 1a there 

ao:rth1ni about the aetU-nt or international pa:runte between 

the two couotr1ea? 

A. lo, aDd the ool;r dabte tbat the ChiD- GoYeroMnt owe are to 80-

c.u.d 1Adapead•t ea-1UJ tbe:r ban all bee ca~r" tdatad into 
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the Export.-lllporl Bank and t.be7 are ri&ht up to date on their 

pqunt.a; but I aight &lJIO aq that t.hia qranmt, I ...., 

converaationa, •• bave worked out with the Cbineae Gorern.ent tollowa 

tbe spirit of the London llil'••..t. on ailver; if you rlll read the 

London agreement on aUver, it'• alao following out the spirit of 

that agreement. 

Q. llr. Secreter;Y, I 1 d like to uk tba &llbaaaador or llr. Chen 1! they are 

able to indicate wba t the proceeds, wba t the b&l&nce ot ailver would 

be used tor. 

llr. Sn: Stabilization. 

Q, Thera' a no queetion ot using M.'l of tbeae fUnds for purcbaae of uteri&la 

in thla country? 

Mr. S~er No. 

Q, I ' d llke to ask wbat price the Chinese will set on silver figuring 

the eilver content of tbeir new coin? 

llr. llorgentbaur I don't know wbether they bave worked that out or not 7et. 

Q. The thing I ..,..,t waa that until recmU., it wee profitable to export 

coin; rlll that eontmt be reduced ao that it rlll not be profitable 

to export it? 

llr, Szer We baven 1 t quite decided yet. 

llr. llorgenth&ur I tbink the anner ia that if there wee any marked fluctu­

ation in the price of ailvar, the7 ben tbat in lllind - to lUke the 

oontmt of the ailver in tba coin auffioient ao that any fluctuation 

wouldn ' t -.lte it profitable to d-etbe; t.a•t that riglltt 

llr. Chanr tee. It price or allnr goee "P• we don' t went to aee it go out. 

Q. Ia there erq ratio or &Old and aUrar in 7our •t&llic reearveat 
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11r . Cheru No, because UDder our la• tort:J per cent or the reaerwe can 

be in governaent booda; tort1 per cant of the note issue, aae, can 

be in go.rernaent bonda and aixt¥ per cent in foreign uehanee or 

mat&llic res erves. 

Q. Gold or silver? 

A. Yes, but the toW for the whole note hsue, beoty-tive per cent , 

would be in silver? 

Q. ll:r. Secretary, uq I esl< toe Ubuaedor whether they expect to 

a.alte their branch in llee tori< the depoai tory ot cooaiderebla uounta 

ot silver? 

ll:r . See• The Bank of China is going to eatebliah a branch in lie• York; 

they 1 ve elread,y got their lieenae. 

200 

Q. And will you have e good deal of ailver; w1ll you keep e considerable 

volUEe of ail ver in tbet branch? 

ll:r. s~e • lie , I don ' t think so. 

C(. tour atebillutioo fund would be kept in China, net. in New Tori<? 

.l. The atebillcetioo fUDd would be !<apt. in liew York; troa preYioua ealea 

it. ia all kept. in liew Ierl<. 

ll:r. Jolorgenthau• That's a nry iaportant. tbing t he aabaaudor said; the 

proceeds o! prerloua aalaa ot allver have all baeD kept 1D Jew York 

on depeai t ri tb the Federal Reserve. 

Q. How 1111cb i s the i'lmd 1D J ew Ierk? 

llr. Stat I don't th1nl< it would be fair to give the snawar. 

Q. I t.boullht you told ua that - 1 -udn't be abaolutel¥ certaiD. 

llr. SHI Did I1 The tund _., be a litUa liON• 

Q. I th1DI< you ateted ~ -ll- parcllaaed ill ~bot that. cllda't 

1.od1cata the tull -t of the t'IID4 . 
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llr. bbuaador, would yoo care to 1.adicat.e whetbe.r China wUl take 

10ld or not? 

llr. s~el Ia have part or it now troe t he laat aa1e. 

Q. Could you indicate 1f you intend to taka ao11e for silver under thi.8 

agreeaen t? 

A. I han no instructions on the IIUbj ect yet. 

Q. llr. Secretary, 1e that &old paid for tha laet Chinese silver purchase 

atUl beill& held in thla country? 

llr. llor&entheuz tea. 

Q. Do you anUcipete this to han en.y apecia1 in!lueoce 011 trade reaticna. 

llr. lloraenthau• I don' t see but what it can have a belptul one 011 not 

only trade relations but tho relatione between tbe two countriaa -­

can't help but be helpful . 

Q. llr. Secretary, tbere waa a report that at least &CillO of the ailver 

which it waa expectad China Jl.iiht aall under this arrengeaeot would 

be kept in China a1though earii&Z'Ited tor the 0111 ted States or ill 

poauasl on of the 0111 ted States banks there; can you or the allbuaedor 

8«1 all)'thing about tbat? 

A. I don't care to &IIBif&r tbat; I don't ltoow whether you do (To llr. Ssa) . 

Q. Could 7ou sq this - 1a lt required under the silver purchaae act that 

the ailnr purchaaea abroad actua117 be depoai ted 1o the TreeiiUrYf 

A. That'• been the practice which baa been followed. 

Q. Could you aq bow .uoh silver you plan to bu7 11011tbly? 

.l. l'a aorry, I can ' t -er that qu .. tioa. 

Q. IUl you tell ua ~ -h wu t.oacht laat tiae- the earaarlt1o& of 

&old 'at tbet trauactiODf 

A. llarbart, did I eYar N3 tbatt 
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Jtr. O..t.oo: lou apolte of th1a one tr .... acucc, whicll I bell..,• wu tltt.T 

a1ll1oo owu:ea. 

Mr. llorgentbau: That's the anawer. Tbere were t.wo tranaecUona. Do 

70U (Mr. Sze) bave &D¥ objections? Tbe first one wu Dinetaee 

million ounces and the second one waa f1ft7 a1111on ounces . 

Q. Was there any discussion of e loan to China in these connraationaf 

A. No , ao discuasloo - I alght 883 neither b7 the Chinese nor ournl•••J 

the question waa n..,er brought up; 1a that right, llr. Chen? 

llr. Chen: Yea. 

Q. llbat are the dates of those tranaaeUooa, llr. Seereter7, or •bat 7ear? 

llr. llorgeotnau: I have ao objection if Herbert looks thea up and &hea 

the11 to rou. 

llr. Oa.aton: Last year . 

Q. llr. Secretary, I ' d 11ke to aak the ubaaaedor what the pr01ru 1a 

for llr. Chen and his grOUP; do th~ go to Ilea York for a fa• d~af 

llr. Chen: I'a going to !lew York for a few d~a and theo back bolA . 

{t. At tba end of th1a week? Going to New York this week t.bea goiac 

llr. Chao: Then go1ag back to Cbiaa. 

Q, Will you be 1n Hew York a week or ao? 

A. Not decided - u,ybe not ao lone. 

Q. llr. Ambaaaedor, how long have these restrictions on the uae ot 

aiber 1a art and 1aduatry been applied? 

llr. Szea Since llo•Piber 15tbJ it wu liaited to thirt7 per oeot. 

Q. llr. Secreter7, l'n tbaueht of one a lou were aalted whether Jt:IU ooul4 

~ eDTtb1a& about the .-t that .-14 be bought -th b7 -u. or 

oo e &ODtbl¥ b&s1a and thU ate~t ~· that the parobaaea .ul 
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be •uDder conclitiona•. H apeak a ot ono achedu.le - or Uplleo a 

oobedul.e - of purchaoeo . And then 1t aa,yo 1t depellda on outsldo 

oondl tiona . llhicb is c orrect? 

A. lla have a regu.l ar s chedule covering a det1n1ta peri~<!. 

Q. Are )'Ou at Ubert¥ to sa,y what lenath tho total period iB? 

A. No, ! ' a sorry, I am not. 

Q. One 7oar, !he rears? 

203 

.. 
A. No, I 1a eorr-r, but l'd deea i t not lldviaablo to sa,y at th1o UQ. ~ 

Q. lir • Seerotar)' 1 would you be 1n fa.or Of CCDf orences bobr..., too 

countries toward tbe end ot international atabillQI of eurre~>cy u 

oppo8ed to an international IICI'Iotar7 conference of all countrioa? 

lould you tavor other cooterenceo auch ae thia with the Chinese 

Govemncent rather than i ntemation•l conferences? Bi-lateral instead 

of &Ulti-lAteral conferences? 

llr. t.orgentbau : I didn ' t know we had a pro!eaeor with us . llell, talkinG 

tho language of the Treasury, I'd rather have ooe country ot a the; 

(in language 100 and I con understand) . 

Q. rea . 

llr. Secretary, what it other countr1 .. atart this and gone up on tba 

Unitlld Stetee; what poo1UQII would wo bo inf 

A. lie have been able to take pretQ- iood care of ourselves in the leet 

three )'ears. 

Q. I 'd like to be clear on your answer to t hat- I uoderotood t he question 

wu reaardi.aa necotiat1ona tor at.sb1l1ut1on of curre~cy one country 

at a tU..7 
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A. Let'• co caro1\llly; what tha Tl-1bune ulted,.. • •• t!Ws : 

Xou uked ,.. whathar I pr<~fer 1111 in~erneUonal o:onet.ery conference 

or-

Q. Private necotiatlona between t wo countriea, IIUCb .. the Chinese. 

A. II¥ anawer waa tbet after experiencea I have Mel dth tha Chinoao, 

I prefer to do it the • e.T we have done lt with the&. 

204 

Q. But tbe wubject o! these tallta wOilld be co tha queaUoo of atebllheUoo. 

J.. Tba~'• all I have the utborit}" for 6lld I u very careful to st.Q" 

w1 thin rq &U1.bor1 cy . 

(i. Have &11.7 other countries llllagested IIUCb cnnfereocas? 

J.. J ell, I think after this and after a few other thlnga we 've got 

pending 1'111 looldng forward to tho llCnth of July on Cope Cod; I 

think 1 t looko very nice. 

f< . Before you go to Cape Code , how about the financi ng? 

A. 'lo 1ll do that. 

Q. You couldn ' t 8tJ3 eDJ'tblo& todq? 

A. That' a Bob' a privilege. 

c. He ' • allpping . 

t. He • a ali pp1ng ; well, to balp Bob 0\1 t , tbere 1 a nothing todq; 

I didn It clve you lillY note ei thor -- &ll7 queDtlO<I to aat ,.., did I7 

(j. Are you going to have eny silver queMiona on Cepe Cod? 

A. No, air. This 1a going to be a etrlctly fWl,y conference . 

Q. lben are you going up tbere? 

A. loll , we've taken a cottage for the 1.0nth of J\1!7 . 

Q. 11r. Secretary , did r eprecentatbu or tba State Depertr.eot sit 

in on thetle .coetary canrerenceat 
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( A. I can ae;r this: 1'be St.ate Depert.ent baa """ cUre];, tudliar 

w1 th the convorsat.iona that have bee~~ t akiac plaee and the rei!Ul.t 

or theoe conversations, I cm ~Ja¥ , 11et with t.hoir hurty apprcve.l, 

and I will so a little bit turt.her . Senator Pltblann 1s e~>tlrely 

fllllilio.r wi t.h t his and so i o Senator llcNery , and I think I cM 

also IIIJI that the reDUl.t ol' these convorsationo ut with their 

entire approval; and you ll.lght ult, wny Senator P1tt.en? He 

happana to be C~ of the Fore1p~ Relatione and Cbait'un ol' t.ha 

Silver eo-ittae, md S....tor llclery 1a ainorit.y leader end e.lao 

or the ailver coaoittee; eo I don ' t know ot anybody else; e very-

body that has a Mibt to be coni!Ul.ted t~&a b .. n cnni!Ul.teci Md we 

feel it bas been en o;u:ellent arrana ... nt . 

(, . Senator TbOlllalS of Oklaho""? 

A. I Cool that when I consulted the CbeiJ•lllOJl or the SUver Col!illll.t tee 

that I complied dth the nicetlea ot the situation-- t hat' s a good 

word - l ""' sure you •ill use it. 

C(. Any chance tbet this financing will e"""' before June 1st? 

A. Ob, thia 1a a l ittle earl;,; thia 1a onl7 the 18th of llaJ'; I US1 

begin to talk next Tburaday. 

(. This week: 

A. Ponibly. 1 o.can, I ft4:1- I dm 't lalow; thia 1a a little bit earl;,; 

thio is too earl1 to talk about the nut financinc. 

Q. Are you acing to carry out this in oo-operotion with the Federal 

R .. erre ofilciele? I "'"""• you bod the Federal Reserve offlcielo 

or New Yorlr. plenn1n& with you tbe laat Ur.e. 
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A. ! ou .. .., , are n goiJ!&: to br1nc U.. Federal lleMr<o at C1c1ala doom 

here? 

c; . llo- Dr . l!urgeu of Jew York. 

A. '~ell , let ' a leave ell queatiO<lll of f.l.noncing until nut Thursday 

and oeo bo-w the weather is . 

((. How about t.uea? Tbe 'lb1 te Hcuuo ,avo out a atater.en t today tbot 

tbe Proaident wu pr.l.ncipo.lly int.ereated .l.n revenuo and didn • t 

care about the fora or tbo bill; dou U..t uan the Troasu17 rlll 

atop edYoeat.l.ng the l!ouee bill? 

206 

A. ••11, far be it free 1te to interpolate tor llr. Earl¥ - tbat' s anotbar 

aood word . 

C:. I mean officials befor e tbe cou.ittee. 

A. Far be it fror> 11e to interpolate for ~. Earl¥; I couldn't J..r;prove 

on anything lOr. EarlY says . 

Q. Perllapa 1 shouldn ' t beve ~Ucned llr . EerlJ'. 

A. U..v.l.ng .... nUcned hie, I think we wi ll ho .. to let it rast. 

c; . lloat people oo tbe Hill tbink t bo Trtiaau17 1a in tnare ••81'7 clay 

t1gbt.l.ng tor the bill; it tbot ian' t true it sboulcl be correetecl . 

1. . I aa perfectl¥ will.l.n& to reat with llr . Earq. Be gave out the 

a tateMnt and froa ~ standpoint 1t'a final. 

Q. .nat are you go.l.ns to do about collecting tuea on the Guffey Act 

now tbet the Supret<e Court bu decided? 

A. ••11, here ' a tbe situation. Herbert t ella 1118 tbst we have collectecl 

aocoth.l.ng like a lltUe over $650, 000 111d that ' • all, and tbe people 

ovor in Internal Revenue are worlt.l.ng oo H aod I u waiting for 

edrlee f r0111 tbe Bureau u to wbot 0<1tioo they rec.....,od ; I have 

recei ·~ no recoaa&-mda Uona ao t ar. 
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Q. Ha•• 10AJ cad a liZr/ expend! ture or ""' coneequance under tho eurr.,. 

!oU 

A. Do you know? 

Jlr . Cuton: No , I don ' t know; I don ' t thlnk they will uount to very 

II:IICh. 

c:. Will it affect your budget f1£Ura•' 

207 

1.\r , lloraenthall: I can't anGWer that; the thin& baa happened too recently , 

Q. twr eatwte wu tro,ooo,ooo that 1t wu ouPJ'O"ed. to bring in. 

A. I don't know - llerl>ert? 

lir. Caston: 1 don't know. 

llr. llorgenthau: I ' ll be per!ectl7 bonut - I wu at the "lhit.e l!ouae 

for luncheon rro .. one to three and thla baa happened ond 1 ... 

preparing for this (aUver) and I j uot haven ' t h&d any elumee to 

catch up. 

((. Any rulsnatione or proc:otiona 1o the Ooport.llent? 

A. Not tba t I know of - everybody ' a happy • 

~. '!'bore' a a report printed that llr. Oliphant lll&ht reaifPl . 

A. 1'o bo the mat mrpriaed o.an 1n Juhinctoo and the 1t0at- ..,u, it' a 

Juat out of the queaUon. 
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The Min1ater ot Pinance iasuee the following announcement 

tor publ1cat1on 1n Ch1n!l Mon<!-.7 morning , lla7 18 : 

0 The llin1ater or Finance announces that in the light or 

ex~erienca and or additional knowledge or monetary conditions obtained 

in China and abroad, the Chinese Government deem• i t desirable to 

adopt the following measures ot monetar7 reron. i n accor<!anee with 

the decree or ~ovembsr ' · 1935 : 
11

]., It will continue to be tho policy or the Government 

at all times to maintain adequate reserves against note 

ot fold, roreisn exchange and silver, t he sliver pertion or t he reael"\.a 
. ...,. 

to have a value equivalent to at least 25% or tho note circulation; 

11 2 . For the purpose of oomplet.in':!: the reform of the Chines e 

coinage ayatem, the 1ova~nent will i ssue silver coins of rirty cents 

and one dollar denom1nationa; 

"3. For tho purooee of further strengthening tbe position 

of the Chinese currency, def1n1to arro.nt;ements lw.va boen roads to 

the gold and foreign exohanoe portion of the note i ssue reserve; 

"The 111nist!lr expresses tt.e fir:: belief t;.at ~hose supple­

lllantary Mellaures or monetary reform and tbe arranger~~nta made will 

aoeure the oo.1t1nued main~enance of an indenandent currency system 

not li~ed to any ror&i~ conetary unit an1 tbe oar anent stability 

o~ the Chine~• currency which will inev1t~bl7 le~d to ~raater econo~1c 

imorovemotn t an~ prosperi t.y of tho Ch1noae peo9le •" 
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Tho ropreaonte.tivoa or t!to Chinooo taniotry or Finance w!to have boon in 

tho United Statoo to cake saoe studios or our oonate.ry and be.nlcinr; systoo, and 

to oxch&nj;o 'fie"• on 100nete.ry problOtU ot Dlltu&l interoet, hen coaplotod their 

llli uion and e.re return1nr; to China. 

Our conToreatlona 'A'1th the:l han beon :Nt\l&lly 1nttruct1n. I tool 

confident that tho ooneto.ry progrtJ:t boir" p~n~ed by tho !1atlone.l Govo,_nt ot 

China 1a not only along so~ li:>oa , ®t coJUOt! t~tos an IJ:'lport.mt step toward 

tho desired gOal of atabi lity Of T~rld C~TOD0101 0 

To •~pplomont their ottorts toward the.t objootivo and to ooopore.to with 

tham in thoir proGram of C\onete.ry rororm. o.nd curronoy atabill 1a.tion, and in 

accordanco with our silvor purchase policy, wo ht.vo dotinitoly indicated our 

1'd.llinp1oaa, under conditions cutually a.ccopta'blo, to tlakc purchase a from the 

Contre.l Bo.nlt ot China ot substentid 1.:10unta ot ailvor, au! also to :alto avail­

o.blo to tho Contro.l Bo.nlt ot China, ~or conditions lll'llch oato~rd t"'; intoroata 

ot both co\Ultrioa, dollar exchange tor curronoy ata'Olll&.atio:t purposes. 

Tho mioaion holldod by clr, Chon hal boon !nat.-.-:>tal 1n brin&inG abo~t a 

moro comploto undor•tanding or our outUAl conotary problaos . 

I bol!ovo that only throujlh ~11 and frw oxchnngo of views sloilar to 

that \11\ioh haa j~ot tokon pllloo botwoon tho roprooontatiwo of tho Chinoao lliniotry 

of Finance o.nd o~roolvoa will it bo poooiblo to !Jnprovo tho intcrne.l oto.b111ty 

of national ourronoios and with this o.ohioYo a groator International stllbillty. 

- oOo--
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JJay 18, 1038 

Tbe following 1& copy of cable received from Buck a t 
Sbanghai to tbe Secre~ary of tbe Treaeury: 
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"Kung anx i ous to give you d i atlnct recognition directlY 
or indirectly ~ougb your father, whom be alao knows by 
certain 1no1denta to be friendly to Obina, tor your friendly 
and helpful cooper at i on, but teare the present ia an inappro­
priate time. Certain other foreigners at pr eeent time are 
bei ng adoorded special recognition tor aervlcee to Chlna: 
Forbes and Newton Baker being among them. • 

• 
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IIII,Jr, called the Pree14ent at II: l5 tll11 aorn1ng 
Ke tol4 h1JI that on the torel.p eltu.aHon th1ngo are ' 
qulet, The Ch1neoe announcoMnt ••• S1,..D out 1n ClUDI 
'but heo not collle oYer the t1cker hero •• 7et, ' 

IIAY 1 8~ II .~z..... 

• 
SHANGHAI- MINISTER 0~ ~!HANCE ANNOUNCES 

THAT IN THE LIGHT o• EXPERIENCE AND OF ADD ITION­

AL KNOWLEDGE OF MONETARY CONDITIONS OBTAINED IN 

CHI NA AND ABROAD THE CHINESE GOVERNMENT DEEMS 

IT DESIR ABLE TO ADOPT THE FOLLOWING MEASURES OF 

MONETARY REFORM IN ACCORDANCE WITH THE DECREE OF 

NOVEMBER 3 1935 

1- IT WILL CONTINUE TO BE THE POLICY o• THE 

GOVERNMENT AT ALL TIMES TO MAINTAIN ADEOUATE 

RESERVES AGAINST NOTE ISSUE CONS ISTING OF GOLD 

•oRE I GN EXCHANGE AND S I LVER THE S I LVER PORTION 

0~ THE RESERVES TO HAVE A VALUE EOUIVALEN T TO 

AT LEAST 25 PC OF THE NOTE CIRCULATION 

2- FOR THE PURPOSE o• COMPLETING THF 

REFORM OF THE CHINESE COINAGE SYSTEM THE 

GOVERNMENT WILL ISSUE SILVER COINS OF 50 CENTS 

AND ONE DOLLAR [NOMINATION 

3- FOR THE PURPOSE o• FURTHfR STRFNGTHENING 

THE POSITION OF THE CHINESE CURRENCY DEFINITE 

ARRANGEMENTS HAVE BEEN MAO[ TO INCREASE THE GOLD 

AND FOREIGN EXCHANGE PORT ION 0~ THE NOTE IS$UF 

RESERVE 
THE MINISTER EXPRESSES THE ~IRM BELIEF THAT 

THESE SUPPLEMENTARY MEAsURES OF MONETARY REFORM 

AND THE ARRANGEMENT MADE WILL AS~URE THE CONTIN­

UED MAINTENANCE OF &N INDEPENDENT CURRFHCY SYS­

TEM NOT LINKED TO ANY .OREIGN MONETARY UNIT &NO 

THE PERMANENT STABILITY OF THE CHINESE CURRENCY 

WHICH WILL INEVITABLY lEAD TO GREATER ECONOVIC 

IMPROVEMENT &NO PROSPERITY OF THE CHINES£ 

PEOPLE 

-0-
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He also told the President, 'I have a praaa conference 
at tour o'clock and wlll glve the Treasury announcement to 
the boys at that time . I wlll 1nvite the Ch1neae to ., 
preaa conference.• Be also q~ite la~llngly told the 
President, 1 I received a cablegraa tree Xung offering ae 
the 'Order ot the Rising Sun.• (Copy ot the oablegraa ia 
attached.) 

'I think that silver will go ~p and that the Ohineae 
exchange will strengthen, partic~larly beca~se the Japaneae 
went short on exchange the last co~ple ot days. 

'As tar aa Saturday went , I gather our boys made a @Pod 
impression on the H111. They gave Senator Harrison a pre-
11m1nsry eetimate on hla plan, which wee in Saturday 1a paper, 
and that will prod~ce over $640,000,000, b~t t here are a lot 
ot things that counteract each other.• 
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_ST_M_C'_'<:!!_.T BY SECRE'fAI:'i ::O,:.:R~G:::m=•HA=U 

Tho ropreaentativee ot the Chinese J.anl.atry ot Finance who haft boon in 

tho United States to me.ke ame studies ot our monetary and banking system, and 

to exche.nt;e vione on monetary problems of mutual interest, hove complotod their 

minion and are return1n& to ChinA. 

Our conversations Tl1 th then have boon cutue.lly inatructift , I fool 

confident that tho :10netary pro,;ra.m being pursued by the lla tional GoTe""""nt ot 

China is not only alon& sound lines , but constitutes an important step toward 

t ho do aired goal ot atabili ty of world currencies , 

To suppl81!1ent their efforts toward that objective and to cooperate with 

them in their prograa of monetary reforc and currency stabiliu.tion, and in 

accordance with our silver purchase policy, we haft do!'ini tely indicated our 

willin,;naaa , under conditions cutuslly accoptablo, to ce.ke purchases trom the 

Central Banlc of China of aubatantiol amounts of ailTOr, an! also to me.ko t.T&il-

able to the Contro.l Bonk ot ChinA, under conditions which satoguord t~ intoroata 

or both countr ies , dollar oxohango for currency ata~ilitation purposes . 

Tho J:lissicn headed by !!r, Chon has boon instrumontal_ in bringin& about a 

1110ro complete lllldorate.ndin,; or ~ cutual conet&ry probleca, 

I boliovo that only throu!;h full and fran!< oxchon£0 of vicwa si:lilar to 

that which has jt:.st tet.kon pl~>cc botwocn tho rcprcaont..tivos of tho Chi.nooo Uinistry 

of Finance and oursolvoa will it bo possible to improve tho int ernal st11bility 

or national curroncioo and with this achieve a p-oe.tor international stAbility. 

- oOo-
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COPY 

'Kung anxious to giYs you distinct recognition directly 
or indirectly through your father, whom he alao knowa by 
certain i ncidents to be friendly to China, tor your friendlY 
and helpful cooperation, but tears the present ia an inappro­
priate time . Certain other foreigners at present time are 
being accorded epecial reoogn1t1on tor services to China: 
Forbes and Newton Baker being among them.• 

Regraded Unclassified 
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The 111n1ater of Finance of China laiNea the t'oll01ring MOOWlCGMnt 

for publication in China llondiiJ' 110mina, lla,y 181 

"The llinia ter of Yi.nance announces t.h8 t 1n tbe li&bt of aJtperience 

and or additional knowledge of 1100atary condi tiona obtained in China 

and abroad, tba Chineaa Govei'D.IIellt de ... it deairable to adopt the 

t'ollowiDg ~• ot' 1100et.aey retor. in accordiiDCe with tbe decree of 

November ~. 19SS• 

•1. It will conti.nue to be the policy of the Governcent at all 

t i mes to maintain adequate reserves against note iasue consis ting of gold, 

foreign axe benge and sliver, the sliver portion ot' the reaervaa to have a 

velue equivalent to at leaat 2~ o! the note circulation; 

•2. For the pu.rpose or cDitpletina the refol'll of the Chinese coinage 

system, the Govarncent will issue sliver coins of tUty cents and one 

dollar denomi.nationa; 

"3. For the purpose of further strengthening the position o! the 

Chi.nese currency, defi.ni te arrangUIOn ta bave been Ead.e to incre .. the 

gold and foreign excbange portion of the note iasue reserve. 

"The kiniater expresses the fino belief that these 1NpplecentaJ7 

meaaurea of monetary reform and the arrangellents IDB.de will assure the 

continued maintenance of an independent currency 87Stell not linked to 

8D1 foreign 11011etary UD1t and the pel'llaDeDt atabUity of the ChJneaa 

Curt'811CJ which will inerltabl,r lead to areater econoodc Uprm-nt elld 

proapericy of tba Chineae people. • 
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DOW lOIES - MaT 18, 19&&. 

{J )Ill" A REUTERS DISPATCH FROM SHANGHAI SAYS IT IS 

~· THOUGHT IN SOME F INANCIAL CIRCLES HERE THAT 

CHINA-S NEW CURRENCY REGULATIONS MAY INQICAT~ 

~ GR AN T OF AN AMERICAN CREDIT TO CHINA SILVER 

~ RELEASED BY CH INA BEING PLEDGED AS SECUR ITY- ON 

~ THE OTHER HAND IT IS POINTED OUT THAT N~GU-
~ LAT I ONS ARE INTENDED TO ASSURE PERMANENCY OF 

CHINA-S INDEPENDENT CURRENCY SYSTEM WHEREAS IF 

ANY AMER I CAN CRED IT HAD BEEN GRANTED PROVISIONS 

WOULD HAVE BEEN MADE TO LIN~ CHINESE CURRENCY 

WITH THE AMERICAN DOLLAR 
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DOll JOII' S - *;1 18, 195&· 

U S-CHINA GOLD AND 
I J4 

SILVER DEALS 
"llAYl~ 

--·--·"'I 
INDIClff'O 

WASHN- THE UNITEQ SIAifS TREASURY EVIDENTLY 

HAS~REEO 19 P~~HASE ADDITIONAL CHINESE SILVER 

THEREBY MA~ QO!D AND FORf i~~GE_AVAI LAS 

-LE TO THE CHINESE GOVERNMENT ACCORD I NG TO THE 

TERMS OF THE CH I NESE- AMERICAN MONETARY AGREEMENT 
ANNOUNCED IN SHANGHAI 

THE CHINESE STATEMENT THAT -DEFINITE 

ARRANGEMENTS HAVE BEEN MADE TO INCREASE THE 

GOLD AND FORE I GN EXCHANGE PORTION- OF THE 

CHINESE NOTE ISSUE RESERVE WAS TAKEN HERE TO 

MEA N THAT THE UN ITED STATES HAD DEFINITELY 

AGREED TO TRADE GOLD FOR DOLLAR BALANCES FOR 

ANOTHER LARGE BLOCK OF CHINESE SILVER- THE 

AMOUNT INVOLVED IS NOT DEFINITELY KNOWN 

I N RETURN THE TREASURY EV IDENTLY HAS 

OBTAINED AN AGREEMENT FROM THE CHINESE THAT 

THEY WILL NOT DUMP ALL THEIR SILVER ON THE 

WORLD MARKET THEREBY COMPLICATING THE TREASURY­

$ SILVER PURCHASE PROGRAM- THE CHINESE AGREE 

TO RETA I N SILVER EQUAL TO AT LEAST 25 PC OF THE 

AMOUNT OF NOTES WH I CH THEY HAVE IN CIRCULATION 

-0-
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DRI'I'ED PRESS - llq 18, l9l56. 

ADD SILVER 

PURCHASES ARt INTENDED TO KELP THE CHINESE ~OVERNKENT IN ITS MON£11 

AND ALSO TO FULFILL CERTAIN REQUIREMENTS OF THE AMERICAN SILVER 

Klin'~"L PROC:RAH. 

HORCENTHAU SA ID THE A~REEKENT VITH CHINA WAS OF A KIND, HELPFUL 

ACHI£VINGJNURMTl8tiAL. CURRENCY s.JABII IZUJ.QK. H£ INDICATED READI• 

TO CONSIDER MORE STABILIZATION STEPS WITH OTHER COUNTRIES BY SAYING 

H£ THOUGHT CONVERSATIONS WITH OTHER COUNTRIES , ONE AT A TINE, 

A BETTER METHOD OF PRO~RESS IN THAT DIRECTION THA N AN I~RNATIONAL 

• 
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OllttED PRF.SS - ..., 18 , 19!56 • 22o 

ADD SILVER 
./ 

THE u.s. IS PRIPARED ro P~! ~ WITH 'OLD OR DO~~AR CREDITS FOR 

SILVER IT WILL BUY, MORE!.JITHAU D~SCLOSED. THE AMOUIITS TO BE 

PURCHASED VERI KEPT ·stcaJ:T BUT liORatrrHAU SAID THEY WOULD START --
JMMEDJATILY AHD THAT THE PRICE PAID WOULD BE Till AVERA" fiOifTKLY lfOIU.I, 

l'IARKET QUOTATION. 
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UIIITED PRl.SS - 111.7 18, 19;8. 

TREASURY TO BUY CHINESE SILVER TO HELP CHINESE ~y PRO,RAN 

5/18- -RII37P 

HASERS OF SUBSTANTIAL AMOUNT OF CHINESE SILVER. 
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UNITED i'RESS - 1111)' 19, 1~8. 

VCNS 121 

SENATOR PITTMAN TODAY RECOMMENDED THAT SOUTH A~RICAN NATIONS 

ADOPT THE PRINCIPLES OF THE NIV U. S. SILVER AGRIE~NT WITH CHINA. 

HI SAID THE AGRII~NT FORESHADOWED OTHER AGRII~NTS TOWARD 

STABILIZATION OF WORLD CUR~ENCIES AND THAT IN THI .FUTURI , AS WITH 

CHINA, SILVER WOULD PLAY AN IMPORTANT PART. PIT~AN ADDED! 

•IT IS THE MOST FAVORABLE STEP IN STABILIZATION OF CURRENCIES 

IN THE WORLD SINCE THE DISRUPTION OF INTERNATIONAL EXCHANGE 

AR ISING WITH THE DEPARTURES FROM THE GOLD STANDARD. ·n IS A 

PRACTICAL EXAMPLE THAT SHOULD BE FOLLOWED IN ALL LATIN-A~RICAN 

COUNTRIES.• 

5/1~-R75 lP. 
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AIIEIUCAII SILVER PURCWES 

----------
.AI!IWIOE!.!EIIT WI Til C lllNA 

Prom our own Corraapondent 

New York, M&y 18 

Mr. llor~u, Seoretary or the Treeaury, 
am>OIIIlOed to-day a t the ancl ot a tortnight ' e 
oontarence ot Treaaury ottioiala with repre­
MDtatiTea or the Chilleae llioiatry ot Pinenca 
that the Un.ited St&t ea bad aueed to bu,y trca 
the Central Bank ot China "aubat&ntial .,.ounta 
ot ail .,..r and &lao t o make aT&ilable to t he Cen­
t ral Bank or China, under conditione which aate­
~d the intereata ot both oountriea , dollar 
exchange tor currency atabili&ation purpoeea . • 
Mr. Korgenthau would not atat e how much eilver 
would be bought , but aaid that paymont would be 
Mda at the average world price aaob mo.nth . 

The Secretary furthe r add he belleYed that 
caly through frank exohan~;ea ot Tiawa auch aa had 
paaaed with the Chi.neae -.ould it be pooeible to 
improve the internal stability ot national currency 
&Dd with this aobieYe a geater international 
atability. He ~:~&de it plain that be •• not ad­
TOO&ting an international conference at tbia tl..Joe. 
In an....,r t o a question he aaid be would prefer to 
oontar with one nation at a tl..Joe . 

----·----·-----

'l'he Timea 
(London) 
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U.S. SILVER DEAL 
WITH CHJNA 

"LAllGE AMOUNTS " TO 
BE PURCHASED 

STABn.ISATION TALKS 
Tbo Uolted Statu CovomaMot h .. 

.,.....S to buy Immediately 1•'11• 

.-ounta of , over ftom CbJoa, to provide 
doll&r txcllaDio In or<ltr to btlp China 
to otablllM bor C'ClfUDCy. 

Thil aa.oouncemmt wu m.r.de lut nlahl 
)J' Mr. -lhau. 11>0 1/ntiOCI 61&* St<­
mary of tbo TrUWry. In Wuhlnl100 laoc 
llilh~ .. ,. Rou1U. 

He disd OMcl that the Uh·tr would be 
DOld lor W:lh I<Jtd dOII&r Cfflllb. bot ,... 
haled to renal bow muda -.ould. bt pu.,... --Mr. Morp.othau w~t on \0 reJer \0 1M 
w hOle 5UbJecl or tntertii.Uonal tuntne)' 
Mabl1t5CLUOO.. 

•• I btllne. •• ht said. ··that only \hrouah 
1 fu ll •nd f.ta.nk u chant • ot \'leW1 almilnr 
10 tha.t which hes jult tlktu pl~ce between 
&he rtpnsenl&th·e of the ChlneH Mlnllltlt 
or F in&l\ce and oun.elvu wtll ll tMI po~-~1· 
b1e to improve tbt lnten\31 aU\bllh)' c.f 
a&Uon.J,l cutrtncy. a.nd. with lhll t.o lthle~o~ 
,....ter lnttt:nal.lODII Jta.blllt)'," •w oo•PIIIIMOII PL.AMMIO 

1l Ia tmpbulM<l hert:, hO•uer. that Mr. 
wo,..am.o was oot advouHna an lnl•t· 
uUooaJ cootertnc:e at lhe prtttnt momeut. 

Rep1yt.ac 10 a apedftc qut61J.on on th., 
-.bJecl. \be ~arr of the 'l"rUUUIY Nld 
lba& be •Mlkt pnftr &O coatu wUh ooe 
..uoo a& a UJN. but tt a utldtn:&OOd.. M~­cordJDI &o \be Genua! Newa. that t.tnLAih .. 
p&aas ba.,. taeu1 made for conJtttncet wlth 
_....__ 

Tbo ou- AmM»>40r. Nr. su. aatd 
Qtna woWd UM 11M~ of htr ather 
sales for a ltablllMtloa twuL 

81LftR DOWN ACIAIM 
~ton yellt'rdat wt... aom~:•·hal 

contuaM by the ne-w monett.r)' meuur .. 
announced bf lhe Chtnt.H Finance Mini• 
wr oncl reponecl In "The l"tn.aela' 
Newt.'· 

Cblnete aDd ln4tan quarter• ••ere bOth 
meUned to malnLaln a •• Watt Gnd See •• 
awtude, ancl bullona wu eonaequtndy 
a& & kaW ebD.. 11r1>11en red- prlcts by -/od •• the s pot 
1o ~· l*' ounc. and lhe forward to 
llfld. per ouace. more rrom \he abltnt:t: of 
.uiiPOfl"11a&A trocn the •ohune of •Itt. .. --~·-·- .. 
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LOMBARD STREET 
CHINESE CURRENCY: SIGNIFICANCE 

as P.C. SD.VER RATIO OF 
llloWDn EvDtu. 

8•nktnc eire* eoa.~eroed wtt.h Chlna 
and wllh lll"r are unable aa ye1 14 
lorm a dtftnlto opinion about tho olgnl· 
ftcanee of the lateat monetary meuuree 
onnouneld by Mr. Kung y .. u.rday. 
ln the ablolnce of any dtftnltt: opinion. 
tho prleo ol lll•or wu oUshUy lower 
to-day. Aa a matter of fact, the nform 
may probUIJ' bo ngotded aa being a 
bull point lor ollnr. Uavlns 
dtmoneUMd aUnr in t'\ovember, tbt 
Chin- Covommont bas now d.eelded 
llpon Ita parllal romonttioallon. Enn 
u tllw-er 1a only UMd for token mooer 
with an lalor!or md&Uic content, It 
tM&na tb.o.t the GovtrD.mt.Dl wfU not l.n 
&OJ dKutatl.aDC'et MH out Ill t:DUrt 
atock.. From a buda«o.ry point of •••• 
It 11 moro profttablt to taoue debued 
allnr tolna than to atU the sliver at. tt• 
metalHc value egaintt gold to be beJel 
aa a reee:rve for the nore ilsue. 

Another tlgniftcanl point In the 
mtuurea lt lht thing ot the ratio of the 
tllver part of the meto.llle l'tstl'\·c at 25 
per ctnt.--exacUy the ftgure chosen by 
tho Unlttd Stateo. Adrulltedl)", In tho 
cue of the United Statts :r.; ptr c:ent. 
rtprtNnta tht maximum, while In u .. 
t:aM ot Cblna It represents tht 
minimum. Tlllo Ia explained by tho lact 
that, ""'hilt tbt Ame:riuo authoritin 
hold ltM thaD !S ~r (t.Dt., the ChiMN 
authorltl .. hold a good deal mora than 
~ ~Mr ctnt. The alm of holh I!-. bOW· 
t•rr. ~ ftrrJ•e at that Ogure thrnuch 
tho ONJUitlUon of o,. mtt•l ")H)M 
rtrttnta&t· Ia uoder the alatutorr pro­
port.Jou. 

A BIMETALLIST 
VICI'ORY? 

The11 Cl1l be no doubt thnt tht 
Chlntoo dodaiGD constltuteo a \'lclory 
lor hlmotalllom. Whm 1111 year China 
docldod to abondoo tbo ollvu atand&rd, 
It lookod •• lbourb tho IJnlttd Slolt& 
would bt the ODIJ' rtmainlq com ' ry to 
n1ht 1 .. the ftiDOIIttloaUon ol oliver. II 
o ppoaftd aa tboltsb China had lhrown 
In hot Jo& with tbo 8terl1Dr Bloc. 1'111 
Rr!Uoll -ry a atllorllleo, porhopo 
to _ ... It f'lalo !hat tboy did not 1,.. 
lctld to •- Preld..,t n-••r• ox· 
........ ..-.till .. - potiiNly, 
......Uy ~J rod......S lbolr 
llhw -k. Tile _, ollltver colD 
Ia .......... ..,._,- .a..m .. 
..... - .... ....... • dtdlnt ol 

!810,0118 compared wltb tbo con-.J. 
1 .. ftpro lor tt31>. 

Wllb tht new mooetary meuur• tbe 
Clitn .. C'.ovemment bu broken away 
!rom the Sterllnr Bloc and 1\aa odoplld 
tho limited blmetalllom adYoe&ted by 
tho United Stateo. Pruwoably, tho 
Waahlngton AdmlnlllraUoo baa mado 
It worlh while lor the Nonldng Go•om· 
mtot to do eo by undutaklnr to con•ert 
Into 8J1Id part of tho taUer'o ao .. r llock. 
M a ""'" ollho tr.-<tlon, tlto c old· 
ollnr raUo ol both COilJitrl• will malo 
-• p,........ to-nil llo otalutory 
ftcvro. 

230 

Regraded Unclassified 



MONETARY TALKS 

United States Invitation 
to Other Countt·ies 

..... ·- ••• c.n.,.•·· 
Nsw Yoaa. llAT 19. 

TIM wiled Stoteo Secretory ol lht 
Trea.r;r. llr. Henry :W:oraent.ha.u, j1.1.n., 

1 
to-clv virtua.lly io\ ited bilateral 
JDODetar;y conft.rvlOU wh.b •AY a.ud all 
u.tioDa. 

Ia a.o.oouoeinR a new plan to aid 
u bilitation of the Chineae curreo(!y, 
Jlr. Jl~othau u.ld tho United Statu 
waa J.'Ms:'&red to etat.er upon • 11 fra.ak 
u:eha.Dff8 uf viewa" with aor othe.r 
eountg re«&rdin« monetaey matten. 
'rM United St&Wa. boweV'cr, oppoaed 
aay ~ral mone\&IJ cooft~tn« at 

~·-u ,.., the now tchtme whi<ll hu 
jaA beoa denloptd the Uoi<ed St&tto 
u ~ a au.b.t.anUal amounl o:f 
ObiDeM ailver, payina io 1old. and .................... 
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~ t,~; ..,\ -r. .... "', w .... , ~\) 11, '13'- . 

OBINA.'S SILVER 
COINS. 

TO CONTAIN LESS 

PURE METAL. 

Alll OF CURR'Jo:NOY 
POLICY. 
8R.l110B .\I , lllth lll•r. 

Chioa ia rollowiac the U.ut)llr ~~od by 
GrNt. Brita.iD .,.. ~,.. afO an 
U..j....._ new a:ii,.,.T coiu with a tiD&IIu 
P'U"' ..al,"'tr conll'ut.. 

At thlo .....e tiiiN', tlw Ocnontlmt'ftl. hu 
&IIDOtUM-.d otlvr eurrt-Dry Ht(Ulat.ion!t 
amon1 thnn brins t.M rttDOnl of the. 
rt"trirtion li.-id111 \o » Pf'' cc.r\. fuM-. 
.....,. the •ilnr u.wd ia uta and indu.!ltrJ. 

In ,.,... lo.DMtl ttK''IH hrr.-. tlw!le 
MM'lla&m'.C .,... f"t"•nlt..t •• lDII'ndt'd to furttk-1' 
AuM"ric:a'• d.rollolr•• Ct.r a l~t.d' C'I'WUnt<rt'Jal 
u,.,. of ttw> '''"h''" u~~Pill. •• nprc'flllllfd b)' 
thr U.~. ~·n•t!tt\• tof thr Tn,.,nrr. ltr. 
:\lur .. ntluw. ,., thr ,... .... nt. w ... blnaton eon• 
r .. ,..,._.., with W.din.c C'ht»Hf': bnnli:tn. 

In noturn Cur tht.c ,\tftHi(on, II I• tbo41•hl , 
mny c.•alrml • ,-n ... lil hl UbinJ. 'l'bu1 C.'hnlla 
11\ould he •h~ t() itw•· .. w ,6kl •nit fv«"t)ln 
f':llt•h•nllr! n• .. l'\t'll Ill( l in.\ llt'ilf' W.tH"¥11-tltt'­
•ttQlllbh• 1111 tbt- t'Xf't'""' (If •ll"tr, 

'f'hlo Jill.-'1' lhf•f't'h' l"f'lrollo~>~"'l "uuld 1wo plac<N' 
tn the- rrt'dit nl • tbe U111tf'd Stalf'4 • • a 
!II'Mtnty ,,.,. 1M- )Mft. •hhnltP tl ~oullt 
n•ttlllin in .\mt'f'irlll btnh tn Ah•nrhat.­
K•'1•tiC'. 
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OiiNA 'S CURRENCY IIIINISTU'S COIIFIDI!NC£. 

INDEPENDENCE. 

THRilB SAFEGUARDS. 

LARGER GOLD RESERVE FOR 

NOTE ISSUES. 

NANlUNO, 17<11 Kay. 
M...._...., ia&uded ~ to1'1rt the 

peraaaaQC7 of (..bJo.a•a iacletwudenl 
c.urreDCt Qt&aa wu.. a.aauounced b\ the 
Miautu of Piuooe. Mr. Kun1, ~ay. 
Under U.... ...... urea the cunenc:1 
ay.&em ia uoL t.o be linktd wh.h aur 
foreip IDObet.ary uah. Thfl meao~~ure~ 
a-re: -

1. 'Jllto Go'f'tmfMnl lo eontin•.tr 10 tualnlain 
.-.,u.re ,...,r\tll ••••twit tbe nnl~ ~..,.. , 
tM rutnf'l to cam.•tr ol ~d, tor!"lgD ex· 
thin~ tl'ld tihll't', 1'\t 111\tt pGI'IIOft 10 
bavco • "• hw cqutu.~t to It b~t 2S 
ptor ftf!lll. ol dw IN)tt ntC11t.tiOD. 

t.. 11lc ...... of .. h tt ('Oiftl af a) ('t'Db abiJ 
a.t -...u:a.t-a. AD ·~ ... tbt poW •M fom.p n· 
e~~.n ... ~ ot lbt .... (' -- "'*"'--· 1"ht ),(,,.,....... , .. ,.w .,. ...... .._..,. thr "'-

•• .., .... ..J tM tfttl'l\·IIOII • hk'b lumh'Ct &o 31 
~ ceat. filw:nnt \be ea.h t'f lftlt'4 1n wt• atu.l 
lftdWiiU'1· 

The minllna ol nt,lf rloll"' ""''b h 111ht'r 
dMI DOt implf de,-..luahon •• lf\t'CUIIIIIlni b~tcl 
l~~o~ tryina w m•k~ out, ••d )Jr l\ung. 
'l'he Dt'W dOilua ..oukl bf mt·rdy tok••n cur· 
rf"ft~~ timillr to le1al tcndtr Ant~ Hco eru• 
rhucwd &bat ainte 8nl ~o·~n\hfor, l(tl,j\ thf' 
Vltlue of the CblaifM CUfn'M!I h:;~d Mt"ll 
fli,OI'Qed tf'Oib t.be price of ~tthtr io rbt wodd 
cn•rtd,-llnter, 

rtllYIOUI ll&I"'a ..... 

\lr ~~~"• .. ,, thltt th."tt(' bMl "llfW""""' 
... \('1 hto. .. ""' ....... U!Pift lft thfo hahl or n· 
~ 11•1r11-.l ~nllt Ilk ttMoMI:a.n' n-ronn.t. 
•ntmduttnJ • numlrd ('ur,w v. ('11fQe ~• -m 
~l1 ~n\rrn""r ••~• J'Nr. 

l ie d,'<'l•~ hi• 4'01lvit'IIOt\ thlll thrv v.1ll 
,.._,,, tr~ -'I'Hif'r f'('f)ti(Jmic t!'npmnn .. ·n'r t n-t 
llfft~,.,.,,h , 

1lt11 ~tnrtfiUnN'nw<11 l I• ab\''tl'lu-.lv IOII'fllt. .,l to 
pnt • n •••MI 1(1 rwMn"' Oil U1 ih•· r1IIUIY' ,\f 
th~· OhuW"'If' tm•rv'l'lt,, In l'f'ta!llllll"'' rh .. p.-hJM' 
11( it• .. III'Hhh' 1n1l tn lnd14"111f" liM· '\~4 nf 

•ttwo mct.M~I ~arrtnc• int"•l~l "'' llw .-nd '" ... ,, '"' r,.eo •• o• ..,..., .. ,Mift" '" Wa..t.u•r ... 
..,........,. ("\,........,. t.n.k""" •M t1w ~ 
~tan tl tht ~ ... rT. )fr MOf'lti"Dthn.rt 
hM btom mfl'll'ldf'f'd thll ,...,. r .s. ...... '"'": 
tu otnrou.ttko f'hm• 16 to '-cok nn "'hf'lr'­
n rnln" 

U.S. SILVEA ~URCKAS£5. 
SP118LANCI. 0, A t..OAN. 

WASHIX(:'t'O:\. 11Jth )ln. 
H ill rurt~t,u•rd In ftn• nt'lill t•if't'b th1• !llr. 

l1n'JI'f:nlh~~tu it ool'lduc:tinJt nci(oiiJiinn• whtch 
4:1'1RiotfflpJii.4!; !he fHU'Cbhil! b1 the U.~ .. \ of 
Cbjonr t~l•er m • m•nnrr which u.oo~l 
ha'f"e th" -.:mhhtrt4'f' f)( • U.S • ..,_n tn ('bin•. 

h appNN lhiti i1 t. •u~rd thAt lhto 
U.S.A ..-,11 hu• lM ••~ trndl"f' t~ Purm-- .V4 tJI ISkN. hilt witl allow tb« 
tntt.l IO fT'IIM tn "' Uw C"UU'1ool \' ol \ tftrnrll• 
\tD" '"' •• lhr fnl....-nii!OI!Ul Srttkmmt • .abp-.1 
.., lb ,.....m In tM Mu....,.. C"..-Ha.._OI 
MI'J!WI n' .. 'tlinlftl of l.blo purrit .. ~ loootJ. 

lhb ..... t . .... """'""'" · ·n4 Chlftt"'lf' 
c~ di-rt" '" howw.,. rl 1br p8o. but 
IIOOW" llf'l'lf'IOift"L• mn,...,.,. it I~ b.. pl11111~ 
nn lhl> ,_, ... thll it W4'1uld .,-aiel thfo lf'ltm• 
inJt dn~ttllllltf" nl 1111.-.-r from Chin., wh•'r 
it wvuld lf'l"hnW.111t1 flbC".,. thfo t~ihwor lmd,.r 
11.it. eootl'fll.-1-!ac.:h•nlt.,. ' ft-"s:l"'rh. 
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u.s. 
~ r;,...,.~ .... ~ "· ..... ~, w ...... ~ ),1, ~~~t.. 

POUCY AND PRICK T11o -t to •h••h ·~ Ired!. 

OF SILVER. lloe &Dd pra<ti"" will pors11t •at ...... Jly 

Ia 1- of lhe 1 .. tumbroua modem 

-lhodo bat lllll to be -.. but 

oftlda.JJ1. at any rate, Chl....; haJ 

diminiahed ,....uy In 1mpor1ontt u on 
at.orlK~r or arilvtr, That il~tral'f'tlv in 

COftaM\an"• with the ori~n•l l'~itt"t'' 
SLit .. plohl to ,.,.,.. tht ... u,. or th• 

metal, but it. rf"m·l iuns doubt I~ wi11 

WLJke lbtnt8(.'h'N felt U\'t"r a mut'h wKlt'r 

field. Ont tll'•<l which _,. probeb~ 

i6 that it may Mrve to diviJe the 

lilve.r·produting tOUnlri~ and mo.:l of 

the ....t or the world into IIIU more 

doul7 dillintt croupo, whilo tichlfll· 
lac the bonds b<lwotn the. withi!l the 

produeing categorr, indudin1 the 
United Stotea. 

Tho l&tat devtlop-.ta uf Unil<!d 
!;Lit.. ail\'tt polity, ., far 11 u..,. 
h.ave beta f'eYealed, a" n1')' intf'ftll&.. 

log, but b7 no mteM conelllli• .. 

ReoulU... from diocuaoiono with rep,... 
ltlltativeo of China, the ~laiOIII ha .. 
had two tuiD ob)fttiv... Thq aN 

intended on tho one hAnd to ut1tt. Ia 

o~iac and ~~~ the 

Cllin-. <~Um!e)• oituatioa. Oa lbe 

other lwlcl, they will 10 far et in with 
earlier Amoricon id- u to provide 

...,....... opiDJt the untpecitled 

IJIIOIIJit of oil,..,. toneenltd-.I'UIIIOIIJ' 

bat ougtlltd 70,000,000 oun.-,... 
mainios u a potential thrtat to the 

marbt and, Ia th<Ory ot 1-, to re­
move a foret ltndiac to dop,.. the 
price of tbe melll. Actually a further 

fra<Lional dedioo to 201d ·.,.,.. OUlloe 

ooeurrocl y,.lcrdq, but thio ""'Y well 

ha•e ar...., out of nenousn .. recard· 
ing the J>O'itlon of tho Cllio­
)faritime Cuotomt under the lmpoct of 

lateuoiAed ....... li ... 

BroediJ' opeUiDc, the .,...meat 

... ,.. to be odvonta ... UJ for Obina oa 

b.lance. It il proftLI .. to <Onjeeture 

what the -periooa micht han beta 
but for the ill4LII'recl pri .. l"liaina 
polic7 oricinllly oclopled by the 
Uailed Sllttl io rteard to si"er. The 

Important poiot ia that Chino, horiDJ 

•u«ered dtftotion almoot. to breaking· 

point, &Dd in conteque..., abandnoed 

oilftr .. • .... ellr7 - · baa 
tnjc!ytd 1 tuholantial rocoverr on the 

buia of ill aow eurreney I)'Wlem. Tbol 

impro•emmt obvlouoly should ba 

furthered, 11 an oddiUonal link in the 

thaio of wwld Prot!'- .u.ioll..., 
in the mainlenance of utbanp 
otobility llhould heir• to atllin tho 

deairtd ad. F rom the allndpoiot of 

oil•·or, 011 tbo othtr hand, the aipift. 

tent eomparilon i8 between the 

o/lutliJif.gfl' Of I pottntla_l " Lip " and 

tiMI ....aidatloo or ChiD& '• detmai­

"''ion to ...U.Liill priaarily aold 
and fotelp .......... ,...... oplDa 

Ita ou.,_,., althoup U... wiD IMo 

IM...od 117 a mial•lllD .n-~ 

The authoritie. al Washinwtoa .teem 

t.eitly t .) have l't"C.'"CC'f"iMd the enormous 

extent 'to whieh Hih•er d1.wendJI upon 

their 1JIIJlf"Url tnd 10 hll\'t• ae«pttd the 
r<opot«ibilit)· whieh thot lmplieo. 

C• otralltwd ami almotrt. mortUJ~oUiistit 

bu~·inl{ arnnr.cemrutM wil h Mt•xlt'O lind 

• •ith Cauada ba,·e ~u • rontluded: 

anJ there h&\"e ~ indieati\KW that 

thew miJrhl bo tho rrelude to aimil•r 

l't'l.lltiOJ\1 with various South AmC!ricao 

coun~riCL S11ch support ia dlcLIIA!d in 

J'erl by motiveo both of polity 1DC 

of n•tionol eelf-inte~. The objeetivt 

.. , by Unil<!d Sllteo legislotlon is a 

aotd.oih~r rotio of three to one. p...,. 

eioe e,u... are t.tkins, but herdy 

t-lhirdt of the di•llnce-lwgthentd 

by ... .,. lnthu or I(Oid--mo to have 

been <<>Tued, aceording to r«tot <l'li· 
mattS Any rai~n~ of the pritf', euth 

... fmfl rtsulted from lhe sil\'tr.buyinl 
)lOih:y, mutt lherdo1·e ~•ave ihc diad­

vanta~ AI a.-in~ lhi:c. il would 

Uftpe"'r lht "'.,., I.~.OC•l.OOO ounc:oc 

ur lbc 81<lal ...... Lu ""'"' Ll~au ciultl 
,_. worid produetloa, ... &J...t;y 

IMicl, • that 101 fill in ...,.lei priee 

~ - a eeriouo to. in rt&lisohlo, 
11 diotinet from lnlei'IIAI tUrTI!JitY, 

Y&l-. Tbot point eoMOL bo !pored 

Ia relatioa to lbe priee "'"~ ..... 
lloouch it il an -.Jtmie - ., loac 
• the cou.nlryJs monetary poHc:r .. 
Ill p,_t laid dowD ia ...talliDtd. 

It ajpl """- ..,. for .......,, -­
lidoraliGII u.... lbe odYOJII or an 

Ad.awliotnlion with dilhrent ...-. 

tal)' •iewl, but that •• ---,. 
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TB! B'lOCJt IXCRAIGI OAZB'l'll 

~ u. 1914 

THI BUU.IOI IWID1' 

1Dter .. t1zl« de.,.lo~nta han tu ... pl&oe 121 the balllcm 

urnt, pe.rtioul&rl)' 12l ather, Dur1zl« the prertoua ......... 

porta t hat the 0 . S, 'lrMftr)' had -d• hrtber plll"obuea of 

ail.,.r troa tbe Chbeaa Ganonmea:t .ti..U&ted d.-nd troa 

Indian bu&&ra and epeoul&tore, and prioea &d'Niloed to 20 7/8 d, 

per oa , tor both apot &Dol forward deU ... r;y. With !Mqere dia~ 

olhed to toll ow the rile , tree otter1zl«• on CIWut. &ooount and 

rel&lu b:y epeoulatore eea:t pr1o .. b&ok q~~iokl)' to ZO l/15 d, &Dol 

20 l/8 d, per oa, tor o&eh and forward delher;y b)' Thureci&J. Oa 

lloncl-.y an &DD0\111-nt ... , ~· b7 llr, llorcctbau tbat the tlnited 

statu had a&reed to bu;y tna t he Central Bult of Cb1D& eubatu­

ti&l •o~~nta of aihu, and abo to .aka &'t'&il&ble to that 12l.t1-

tut1on dollar exohan&• tor ourreno;y at&bilia&t ion plll"poa... Aa 

t he -.rket aade no reooTer;y after t he n..,., tbe .rteot of the 

ave-tlt wollld ... to han been dhoolmted, 

A deol&r&tion ot ourreno:y polio:y b)' the ChinHe ao ... .._a:t 

baa oo.plexed tbe urnt. Tha n ..... ~ to be a 0011prcal." 

with the Onited Stat .. u & quid pro quo, Chill& will not retiii'D 

to a full ather at&ndard but, b7 ret&12ling & Z& peroent a1lnr 

oonr tor t he ourreno7, a-. to t&Tolll" the .&Mrioan i dea of bi• 

aotall1•, 

With the etren&then1zl« or eterl12l& the prioe ot gold hu 

fallen, On Tueada:y it wae fixed at 1S9e, 114, per oa ., the t i r.t 

tiM aboe .lJo&Uat l&.t Je&r that it had been below 107 per tine 

oa, Bo&rclin& dM&lld troa ContiMntal oentru baa Tt.ried, but 

the preaiua oYer the trano ah1pp12lc p&rit)' did inoreue to lOd,, 

t.laoat hi&h eaoup to induoe cold ahipaonta troa P&ria to London, 

OYer 102,000,000 ot the ut&l bee be• eold 12l the opea -.rbt, 

!he •·• 8t1rl1Jic C&.tle, due troa the Cape on June 1, baa 

IOl,OTII,SSZ refined &Dd lo64,15T anretined gold Oil board, Durlnc 

the .. ek ended~ 20 the !cDk ot lbcl&nd purohaaed lll,OTI,SlT 

of b&r &Old, 12lorMa12lC the WlllX tor the )'ear to date to 

105,1112,181, 
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CHINESE CURRENCY AND POUTICS 

TU riddle U..L wu ot1. wit.b Ohioa'• ~ t.om 
tbe oihw oWidanl lo CooL heine """"ond. Rooent 
de•..,....~t» an beciaalnc to lidicato Coirly .....,17 

" ""' • to t.lb t.bo .,._ ~ t.bo tndidoMI btR .... 
defw>et llilver ltiDCI&rd. n. r- ~ it» tnditioa lloo 

fortunately been _....;.ci ud lobe IMIAI lo to play • 

"""' bot.b in tloa com.,. ud in ..... -we ~ ~ 
the ........... ...,. .,_. a. ..... iDd liU: botfla 
tbe UCMD8" voJ,. ol lobe au- .........,. oM \bo 

bullion voluo of oilvor ap~ to bo pom>A ... IIyoovorod. 

TJoat thio ohoWcl be 00 - _...... M OUTprioe oM DO 

rept. Silvtr """ JII'C'-..d too 6oklo a JMI&I to -
..... OMioq.- • ..., ... I .. Ja JoiM ..... 
wlih gold it may still play a pan In t.ho curronoy ~ 
o1 the world ; illdotd, tbo iDiti&UYe t1bD by tbo Uaitod 
l!cotoo ud oo• f~ b7 Chiao in pooidiJis for it 

• dt&nod pan in t.ho metallic ,.. .... """"111 ,._ 
that it will. Aa a monomM&Uic 1t..nda.rd1 however, he 

dafl an OYer. 
1\o.........,. ........... •hiclt .... ...-.-.!by tloo 

w- Kiolotor of Wioaaee '" the ~DAinc ~ t.hio 
week include the iuue of token silver coi~nd the 
mail>tooaaee ol adequat.o pd, fomp ox• ud 

lih~r ,_,..,. ~ tbo - cizoulatioa. tloo 
~le ,_,ye at 1- 25 per Otllt.. will loan 10 
eooei&t of .Uver. At &.r.t tbe proportion will, oC oourM, 

be oooliderably """" U..n t.hlo &pre. but t.banb 10 
..,..._ .. whiclt an beiDa ...,U.tod wit.b t.bt Ullit4ol 

ec. ... it tbo1lld be pooou1>le to bri.a« the ~ do­
fairly ropidly, The dioc..,.;ona whiCh have been pro­

....U.., tn Wuhinp>n botw .. o U.S. T,...ury rep,.. 

IODtllmll .. tbo - lido ud Chi- boobn on 1110 
other ha, .. in fact made it -'blo to lr;ill two biJd.s wit.b 
one atoDO. The ....... of the agrotmmt ,...hod io 
that China wiU oella portion of htr lilvor rooorve to t bo 

Uoited Statio ~ pd or dollara. Thao ~ 

will bo modo ia roduciJis t.he poportioe ~ ·"-­
to toto! rooorve in Chioa toftrda the 25 per OOJtt. mark, 

while in t.bo 'Oaitod Slatoo t.ho t.ra...,Uona will help to 

Iii\ tloo proportio11 ~ oilver in t.he -"lo _..,up to 

tbo ..,. &pre whiclt lhroqil t.bo sa- "'"""" Act, 
io •mbodi.d in Amorioao l.platioo. The uloo ol oilvw 

are to be ellectod in u yet unapeoified amounlo 011d wiD 

be paid for at tbo a..,. world market price ol tbo 
mttll io t.he -thin whiclt -b opuatioo io oom~ 

China hal, fu.nher, uod•rtabo &o .. tobliah a price 
ntotrol book which will take ov<r the oentrol baold111 
fU110tioas aow porformocl by o.n.. Oovomm<nt boob. 

It will hava t.he ricbt ~ - ;... ud io t.hia ,..poet 

tbo qoootioe ~lobe fonip boab' - iooeing richto lo 
likely to oomo llOder dioo..,.;on at no diotlnt date. Tbo 

oow CIOiltai huk ~ 011 o81oo in New Yod<, wbicb 

"'AWtt that a C>Oillidonl>le portioe ~ t.bo ucha':'4" 
-..e will bo bpt io tbo ,._, ol clollan--M iDdood • 

tbo bo.W..Iion ol t.bo lfl'OOU"Dio boiDs made '*"­
d.~MIII A--.nt' u· 
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UcReynolda, Upham, Bell, Kent , Russell, Helvering, 
Haas, Seltzer, Turner, Gaston, Oliphant and Taylor met 
with the Secretary. 

I I 

Oliphant suggested: 1 TAere is no one thing more im­
portant !rom a leg18lat.1TB standpoint than that Vinson 
should be on the Conference Comc1ttee. As 1t now etande 
Daughton 1a first, Hill second, Cullen third and Vinson 
fourt h . Cullen 11 Just a layman. Vinson would be equal 
to anybody that the Senate send8 . He is a maeter or the 
subJect.• Oliphant 's implication wa8 to move Vinson UP 
eo th.at he would be aSB1gned to the Conference Committee 
and in order to do this, Hill would have to be transferred 
to the Board o! Tax Appeals immediatelY. 

HU,Jr'e reaction to Oliphant'• suggestion was: •uy 
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own inclination i8 that it 1s 'hot &tu!!' and~ advice 
would be to keep away !rom it. I would not suggest &n1-
body tor the Conference C~lttee.• Guy Helvering o!!ered 
as his opinion: 1 It is pretty dangerous to suggest anybody.• 
Continuing, HU,Jr . said, 1None or us are close enough to 
these people to make any suggestions. I think your point 
i o clever, but I think 1t 1s dangerouslY clever.• Oli ­
phant's replY was, •I cannot suggest J ust how to do 1t, 
but I thought 1t sutf1o1ent1Y important to bring it up.• 

The Secretary asked ur. Helvering to send hlm, today, 
a recomaenAation a8 to what he is going to do on the Gut!ey 
Coal 8111 ~axes in view or the Supreme Court's unfavorable 
decie1on. (Copy or Ur. Helvering'a memorandum 1s attached.) 

As the group wae leaving, Hl.!,Jr. asked Bell and 
UcReynolds to 8tay behind. Bell said that the Flood Reller 
B1ll has a chance or becoming law; that there were 
$315,000,000 involved as 1t passed the House, but that by 
the t1me all of the amendments are pa8sed he did not know 
what the tinal amount would be; that the Flood Relief B1ll 
is in the Senate now and Senator Copeland's Committee handlee 
this Relief B1ll. KU,Jr. arranged with Colonel Yointyre 
that Bell and he would see the President, but no de!1n1te 
hour was 8et tor the conference . 
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Seoretar,' llorce&thau, Je1M JODII, Mt.rrtn llclnqre, 
Nl4 Jlr. llc1le7D0lcla •t in tiM Ca'binet •- at 111111 
o'clock, - 19t!L, Nl4 4i~~CUea4 actiOD to 'be taken in 
the caM of Leo ! . Crowle;r. Ma11re. J-1 Nl4 llel•t:rre 
•1ntailla4 el..llce tbll act101ll d1aolola4 'b;r the 'baJilt 
"*•'neT' 1 1'8J)Orl took place pr1or to 1932 all4 &llT 
po111'ble erUd.Dal l1a'b111t:r ba4 'been w1pa4 Ollt 'b;r 
etatutll of u.1 taU CD, noth1DC turtbllr lhould 'be 4oDit 
all4 the c:aae ehoul4 'be cloea4. '1M llecretar;r took \loll 
po11t10D \hilt the acUou 41aoloea4 are of 10 eeriou a 
nature that llr. Crowle;r lhould 'be pT81l opport-&1\7 to 
4iepro.,. or explain th• u4 1f no_t claare4 vp be lhould 
not 'be permitte4 to retain hie preent poi1UOil of 
reepODei'b1Ut;r. 

AI a reiiUlt of th1e d1ucre-nt, tiM Pr11ldent wae 
eoneulta4 'b:r the entire CJ'OV;>• .t.tter •- d11oual1o:D 1t 
wae acreed that be would delq h11 dee1e1on 'UIIt1l a later 
4ate when be would d1eeu81 1t turtber. 

llc1l:pc 
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l!ay 19, 193t! 

Before ~ne 9:30 group came in , HU,Jr . asked Locnaead 
~o look in~o tne possibility of purcnasing gold 1n India 
and snipping it to London to be held tnere , 1n order ~o 
build up a s~ock of gold outside of tne country in case 
of an emergency. Tne price of gold yesterday 1n India 
was qui-r.ol low. 

We go~ a memorandum inclosing a copy of -r.ne Permanent 
Ucne~ary Policy compiled from studies made by t ne Business 
Advisory Oounoil. Koper nad sent it to tne President tor 
study as tno plan, ne said , was to make earl.y r eleaee ot i t . 
Tne Preeiaent, 1n ~urn, sent it to HU,Jr. to r ead. Tne 
latter took it with him to the Farm over the week- end and 
read it on the plane from Waenington. He was terri bly up­
se~ because ne t elt i~ would oe a great mistake ~o make i t 
public. 

Wnen ne arrived at tne Farm ne imoediately called Kannee 
at ~he Wnite House and told ni m to tell tne President tnat 
tnis repor t snould no-r. be given out. Kannee called back and 
told HU,Jr . tnat tne President nimself called Roper ana ~old 
nim "f.na~ ne, tne President, nad read tne report, considered 
tnat part e of i~ were good,, but. ~nat it. wae dynamite to give 
it out and told hi m to eee "f.ll&t tnie wae not given out. 

Late Saturday, Grace Tully called the Secret ary and said 
tnat ~ne President wanted KU,Jr. to be sure to talk to nim 
about tne t·eport on L!onday, but be tore doing so ne enould see 
Eccles on llondii,Y morning and aucuae 1t with nlm. Accordingly, 
HU,Jr. ~alked to Eccles wno wae very muon in a~eement w1~ 
tne Sect·etary. Eccles prepared ~ne &~•acned memorandum wnicn 
Hll,Jr . sent on to tne ?resident. 

HU,Jr. also talked to General Wood, wno is Onairman ot 
tne Committee wul on worxed on tne repor t , and t ne tollowl.ng 
i n a record or tneir oonverea~ion : 

R. E. 
Yiood: 

Hlljr: 

1'1 : 

BJAjr: 

&lay 18, 1936 

Hello 

General Wood -

Yes 

I have 1n my hand s copy of the Permanent Monetary 
Policy tor United States to be - which has been 
got t en out by you. 
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IU&jr: 

W: 

H!ljr : 

W: 

RIIJr: 

W: 

Blljr : 

W: 

Blljr : 

W: 

Hlljr: 

W: 

Hl4Jr: 

W: 

!Dijr: 

II': 

!Dijr: 

\'/ : 

RUJr: 

W: 

RJ.Ijr : 

W: 

Blljr : 

- 2 -

You mean that Co~ittee Report? 
• 

Yes 

Well you shouldn't have it boy . 

What? 

I say you should not have that . 

Why not? 

Unless - did Roper give it to you? 
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No the President or the United States gave it to me . 

Oh well then it ' s all right . 

Oh, is it? 

I mean that isn' t released for publication or any­
thing. 

It isn•t? 

No, because t he Council hasn ' t passed on it . 

Ah ha 

We always give a copy of those Committee Reports 
to the Secretary of Commerce and to the Presidtot. 

Yes. 

But the Council hasn ' t passed on it at all yet . 

Ob 

And won ' t pass on it till June . 

Oh, this is just a Committee Report? 

This is just a Committee Report to the Council . 

Vlell bow did - I didn ' t think that you were a 
member of the Council any more. 

Yes , I ' ve been a member of the Council . 

Well, isn' t there - isn't this sub- ca.aittee 
isn' t this practically tbe Committee of the Ration? 
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Hlljr: 

W: 

Hlljr : 

W: 

Hll jr : 

W: 

Hll jr : 

W: 

Hlljr: 

W: 

Blljr : 

W: 

Hlljr: 

W: 

Hll jr : 

\'1: 

- 3 -

No, no, Carl Calkins and Delancy Cook - Rand 
and I were the only members of the - the only 
men on it who were members or the Committee or 
the Nation . 

Ah ha 
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Henry Harmon, Delancy Cook and Carl Calkins were 
never on the Committee or the Nation . 

Ah ha - Well , I suppose ~arl Hardy did all the 
work - ? 

Well, he did all the writing. 

Be did all the writing and - of course the thing 
tbat sort of surprises me is that a •Permanent 
Uonetary Policy of the United States' should be 
gotten out without even llr . Eccl es or I being told 
or even consulted about it. 

Well l ist en - we don't presume to get out a 
•Permanent Monetary Policy • . 

Well , that 1 s what the tit le says . 

Well , I know it but I mean we don ' t have t he author­
ity - we're just submitting our views to the Council . 

I see. 
Now if the - and that cannot be released without 
the authority or the Council . The Council doesn ' t 
meet until June, see? 

:tes 
Now if the Council approves it it will be presented 
formally to the President with his approval . 

Yes 
Then i t is up to the President - t he President of 
t he Council agreed that none of these Committee Re­
ports would be published without his authority, 
see? 

:tes 
Then he can either pigeon hole it or do anythinl 
be damn pleases with it . 
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llliJr : 

W: 

llliJr: 

W: 

Hlljr: 

W: 

lllljr: 

'f: 

Hlijr: 

W: 

RL!jr : 

W: 

BliJr: 

W: 

Hlljr: 

WI 

IDIJr: 

W: 

- 4-

Ah ha 

I think it isn't up to us - those 

Well , it - it - it - it 

That's our recommendation . 

24 3 

Well, it 1 s 100)( Commit tee of the Nation work which 
is - has just been turned into the Council 
isn't - wasn't that about what you ' d say? 

No I wouldn't say it - read it . 

I have read it. 

There - there - for instance the Committee of 
the Nation reco•ended certain fixed prices tor 
gold - recommended raising the prices or gold -
there 1 s nothing of that 1n there at all. 

Ah ha. I have read it . 

Well, I mean there's a great many things in that 
that are different from the original views of the 
Committee of the Nation. 

Yes . I've also read the report by Sir Charles 
Morgan Webb. 

Yes 

And you - and I - and I can 1 t tell an awful lot 
of difference between the two of them. 

Except there's a good deal of more additional data 
1n there. 

Yes, but it follows a good deal that line doesn ' t 
i t? 

A good denl yes . 

Well of course I don't mind saying that when 
Great Britain and the English bankers are going to 
run the United States fiscal policy why it ' ll be 
over my dead body. 

Well good God l - it will be over mine but I don't 
see that they are goi.ng to run it. 
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W: 

IDijr: 

W: 

HK jr: 

W: 

HMjr: 

W: 

HKjr: 

W: 

HKjr: 

W: 

HKjr : 

W: 

Wljr: 

- 5 -

Well , if you do thi~ we just join the sterl ing 
area and we•ll let London tell us bow to do it 
and when to do it and so forth and so on . 
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Oh, I don't tnink that at all. I think it puts 
it in our own bands . 

Yes , wel l there' s where it is now . It' s in our 
own bands and we control if for the first time 
1n a century . 

Well - but my view 1n that entirely coincides 
with yours . 

Yes 

Because I don 1 t want to - and I fought any depen­
dence on England . 

Yes , but every quotation to substantiate this re­
port is practical ly an English quotation, an 
English economist, an English bank - English 
monetary report. 

Oh, just wait a minut e t hough. Those quotations 
are taken to show - l argely taken to show that 
English industrialists have had some independence 
in mind in monetary matters and that they worked 
guided by liontague Norman, of the Bank of England. 
That was the purpose of those quotations. 

Yes , but if you want to get out a report, Ur . Eccles, 
tor instance, testified for 11 days in the Bouse on 
the question of whether we should or should not have 
a monetary authority in this country. 

Yes 
And there isn' t a single quotation f r om Ur. Eccles 
in this whole report. Not one - not one. It ' s 
absolutely a one-sided report. There ' s 11 days of 
testimony of Mr . Eccles before Congress . 

You mean on that old Vosburgh (?) bill? 

Yes - on the question of the monetary authority . 

A!ter all , Mr . Morgenthau, we ~ew t his report 
would be referred to you. The real purpose of 
the report 

Oh pardon me, you didn't knOW 
t o ae. 
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Hlljr : 

W: 

JDljr : 

W: 

JDljr : 

Yl : 

lllol jr : 

W: 

Bli.Jr: 

W: 

Hlljr: 

W: 

IDIJr : 

W: 

Hlljr: 

- 6 -

'filly certainly I knew it would be referred to you. 

How? 

By the President. 

Well , it has been and 
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Why of course we knew it would be referred to you . 
Just re~ember that we 1r e thinkers . Those reports 
are made up by Committees; they go to the Council -
1n t hi s particular case the reports have been sent 
to the members of the Council and t he members of 
t he Council will vot e at their next meeting whether 
they r ecommend it or Qon •t r ecommend it . If they 
recommend it the report goes t o the President . 

I see. 

Now say the report for the Social Security Bill. 
We do it with the exception of the Secretary of 
Labor . Report on Housing will go - we know will 
go t o the Secretary of t he Inter ior. If t he various 
Cabinet officers t hink there is anything of merit 
i n the Commi ttee Report they tell the President and, 
by special agreement with the President, one report 
of t he Committee was published without his know­
l edge . It was agreed that no - none of these Com­
mittee Report s would ever be published 

But lolr . - General Wood - at the beginning of the 
conversation you - you - you seemed most surprised 
that I had the report and said I shouldn't have a 
copy . 

Yes , before the Counci l ac t s on it . 

Oh -
But aft er the Council acts on i t of course we know 
it will go to you. 

Ah ha well 

You understand it hasn 't approved this r eport? 

Pardon me? 

The Council you understand has not a pproved this 
report? 
Well , I didn 't know that . I did not know it aad 
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IDijr: 

W: 

l!Mjr : 

W: 

Hlljr : 

W: 

HIIJr : 

- 7 - 24S 
there was no way I knew it because the President 
sent this over to me and I have no way of knowing 
and I'm sur.e that he doesn't know that t he Council 
has not 

Well, he ought to know it because Kr . Roper should 
have told him. 

Well , I have Roper's letter right before me and he 
makes no reference to it . 

Well , the Council meets June 18th and that ' s when 
it will take action on this report. 

Yes - tet me Just read you from the beginning of 
!.lr. Roper ' s l etter . It suys , ' My - ' I mean, ' Dear 
Mr. President : - This report on 'A Permanent Mone­
tary Policy for the United States ' represents one 
of the cost extensive studies conducted by the 
Business Advisory Council . This study has alllost 
a year of intensive research behind 1t and represents 
the well-thought-out and concurrent views of the 
committee members listed on page one . The plan now 
calls for an early release of this study, for one 
reason, to foresta~ 

Wait a minute. I didn ' t get that - 1 the plan now 
calls for - ' what? 

Just a moment . 'The plan now calls for an early 
release of this study, for one reason, to forestall 
the financial survey or • • •• • • Well , it goes on 
I suppose that's confidential but he said the plan 
now calls for an early release. The reason I ' m 
calling you - in the last paragraph he says here, 
' As soon as the President has perused this report , 
it seems desirable to give it the earliest possible 
release , since copies ore in the hands of the Coun­
are now in the hands of all Council members and 
there is great danger that as usual there may be 
'leaks ' which would destroy the effectiveness of 
a general national release. ' 

Now, let' s be fair with one another - after reading 
that I'd have no - nothing t o judge by but what 
there was going t o be an immediate release. 

Well I - I - I agree with you from the wording of -

That's why, frankly, I ' m excited because if I 
t hought that I had time to sit down and discuss 
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the thing with you before it was released I 
wouldn't have called you on the phone but here 
comes a •emorandua over and it said - talka about 
immediate release and I frankly got disturbed. 
I mean 1f I could sit dom and discuss it with 
you for a couple of hours why then we might have 
a meeting but the fact that somebody just puts a 
gun to my head and says, •there ' s going to be an 
immediate release ' - it doesn't give me a chance 
to turn around. 

W: Well , listen, I suggest either you call Roper or 
I ' ll call Roper as his Secret ary has evidently Cor­
gotten that that report cannot be released until 
t he Council passes on it. 

Hlljr : 

W: 

Wljr : 

VI: 

H!.ljr : 

W: 

lilljr: 

'II: 

Hlljr : 

W: 

Hl! jr: 

W: 

IDi jr : 

W: 

Well , what I would suggest is this, if you don't 
mind, I'm lunching with the fresident and he asked 
me particularly to take this up with him at lunch. 

Yes 

Now after I've had lunch let me call you back. 

All right. 

How will that be? 

Of course I'm as anxious not to have it released 
as you are, perhaps 1n that if this thi ng was re­
leased before the Council passed on it 

And then t hey 

There' ll probably be a very considerable difference 
of opinion in the Council itself. 

And then t hey reJected it . 

What? 

And if they should reject it? 

Well , I mean if it were released . We'd - I'd be 
1n the position of double-crossing my own Council. 

I see . Well, if you don ' t mind - let me have lunch 
with the President - let me come back and then call 
you on the phone. 

But I ' d also suggest you call Roper up too . 
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W: 

HMJr : 

W: 

HMJr: 

W: 

KMJr: 

W: 

HMJr : 

W: 

HYJr : 

W: 

HYJr: 

W: 

HIJr: 

W: 

- 9 -

Well , I 1 vo had no communication from ~. Roper -
this comes to me from the President . 

Oh, I see . I mean - I t hought you said you had 
a letter from Roper. 

No, I' m reading you a letter from Roper to the 
Presi dent. 

Oh, I see, I thought it was to you. 

248 

No - no . Which Roper - here's a letter addressed 
by Roper to the President enclosi ng this book . 
The President sent it over to me and asked me t o 
study it with Ur . Eccles and then talk to him about 
it . 

All right . 

Now the President keeps his l ine straight, the way 
he always does on any financial monetary matter -
he sends it over t o me - asked me to study it and 
t hen advise him. But it went from Roper to the 
President - the letter and the r eport - and then 
from the President to me. Then I got disturbed and 
I'm calling you . I 1ve not discussed this with Roper . 

Well , supposing you t ell the President 

Yes 

That that report bas not been acted on 

I Will. 

- either by the Executive Committee or by t he Council . 

I will. 

And that it certainly must not be released until the 
Council has passed on it and then of cour se it ' s 
purely a question for him to release because the 
Council agr eed that they ~never rel ease a report 
unless be t old thea t o do 10. 

Well, of course last year we had a very unfortunate 
experience that was said about the Tax Bill - they 
had a report 

Yes, that was very similar . Well this was in a 
as a result of t hat that we a greed not to relea1a 
these. 
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Wl jr: 

W: 

IDljr: 

W: 

HKjr: 

11: 

IDljr : 

W: 

lnljr: 

W: 

Hlijr: 

- 10 -

You remember that case? 

Yes, I remeaber it . 

Yes , we1l - -

The President was very much upset over it . 

Yes, well thanks very much General and I 1 ll call 
you and, if you don't mind , I 1d r ather tbat you 
didn't call Roper until I have a chance t o t alk 
to t he President . 

All right , and also tell the President 

Yes 

- that I am just as anxious - I mean - I , for a 
different rea son , am just as anxious to prevent 
the release of that report as you are. 

I understand . You want to keep good faith with 
your members? 
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I want to keep good fa ith with my members. It 
would be a hell of a t hing if the Committee Chair­
man released t he report - had it released before 
the fell ow members had a chance to discuss it or act 
on it . 

0 . K. 

All right. 

Thank you. 
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THE SECRETARY OF COI.C.IERCE 

WASHINGTON 

Honorable Franklin D. Roosevelt 
President of the United States 
The White Rouse 
Waah tngton, D.C. 

Dear Mr. Pres ident: 

250 

'l'h1e report on 1 A Permanent Uonetary Policy tor the 

United States• repr esents one ot the moat extensive studies 

conducted by t he Bua1neea Advisory Council. This stu~ has 

almost a year of 1ntene1ve research behi nd it and represents 

the well- thought-out and concurrent views ot the comcittee 

members listed on page one. The plan now calla tor an early 

r elease of this study, tor one reason, to forestall the f inan­

cial survey ot the New York St ate Chamber of Commerce which 

will be highly critical of the Administration's monet ary 

policy, but the Council does not wish to release t h1e study 

until 1 t has had your perusal. 

The first four chapters of t his study strongly defend 

the Administration's monetary polioy. It is pointed out, 

for example, t hat the leading English authoritiee heartily 

agree that the acti on taken by the Presi dent at the t i me ot 

the London Economi c Confer ence was entirely sound and proper. 

The first part of the book offers a detailed comparison be­

tween English and American monetary policies and the emphasi s 

1a quite favorable with respect to what the Roosevelt Ado1n­

ietration has done. 

Chapter seven on 1 The Administration ' s Uonetary Prob­

lem• says 1n effect that money should be a tool and not a 

god and that the Roosevelt Administration baa taken the first 

steps 1n the pr oper di recti on properly to relate inherent 

monetary f uncti ons to national economi c needs. 

The conolueiona and recommendations are given 1n 

Chapt 6r Q, whicb begins on page 135. The general conclusion 

ia that we should have a managed currency and a specific 

recommendation i e made as to how t h1a can be achieved 1n a 

ausseeted draft of a bill, bes1nntns on page 148. Thia 

bill create• bri efly a f ederal monetary authori ty whicA ahall 
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issue a oiroullotlng currency 1l1 1uob amount.a as t.be authority 
troQ time to t ime finds nece11ery to carry out i tl power•, 

all other authority of law to is1ue or re-i 11ue currency 
gradually to be abandoned. 

The monetary authority would be e11powered to buy and 

sell gold and silver, to rediscount tor any rederal Reaerve 

Bank notes 1 drafts, bills of exchange, etc., bearing the 
endorsement of euch Federal Reserve Bank, to purchaae and 

sell foreign exchange and to purchase and sell in the open 

market bankers' acceptance• and bills of exchange. 

Ae soon ae tbe President hae peruaed th11 report, it 

seems desirable to give it tbe earli est poasible releaae, 

since copies are in t he hands of all Council members and 
there is a great danger that as usual there may be 1 l eaka 1 

which would destroy the effect iveness ot a general national 

release. 

Enclosure 

Very sincerely , 

(Signed) DANIEL S. ROPER 
Secretary ot Comaer ce. 
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Ka.Y 20, lG:5e 

!!E!JORAN!)UU ON COI.IUERCE CO!.nJITT£E 18 REPORT 0!! PEB!!ANENT 
l.!ONETMY POLICY 

I have given tall consider ati on to the report or a 

special committee or the Business Advisory Council on •A 

Permanent Llonetary Pol1oy tor the United States • and my 

views are: 
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l. Thi s i s only another rorm or the eo- called central 

bank scheme pro~oted by the Committee tor the Nation, by 

the Goldsboro1J8h Bill introduced in the House on January 2Q, 

1934, and by various others or the Professor warren- Vanderl1p­

Sena tor OWen school or quantity money theorists and commodity 

dollar enthusiasts. 

2. For this report to be issued with any suggeetion or 

Administration endorsement would not only be a repudiation 

ot the sound principles represented by Administration aonetary 

and banki ng policy so t ar, including the Banklns Act or 1G35, 

but would inJect at a moet inopportune time a dynamite-laden 

iseue which, in my Judgment, would have the most damaging 

poesible ettects politically and economically. It would 

literally shook the banklns and business community, 

:5 . The substance or these r ecommendati on• call• not 

only tor a scrapping or the existing banking system, i ncluding 

the Federal Reserve, but t or a revolutionary change beyond 

anyt hing undertaken or, eo tar as I know, even cont emplated 
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by any country in the world. 

4. This bears all the earmark• ot a roundabout atteapt 

to promote t hroush the Comceroe DepartDent a 1cheme on wh1oh 

neither the treasury nor the Reserve Sf•tea, which are the 

re•ponaible authorities, have been ooneulted. !o give it 

any color ot Administrat i on approval would, in my Judgment, 

precipitate a storm ot attack and be a blunder ot the tirat 

magnitude, 
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BUIIICAU 01'" INTmtNAL ltEVENUII 

OI'PlC&-

CHII!:P, IN't&LLIOKNCI: UNIT 

- 10, 19:56. 

JllMher illto,_Uoll w1 \II reapao\ \o tba New ()rleue 

altuaUOD ia ocak1De4 1ll tile aUube4 oop7 of a l eUer 
e44Haae4 to • b7 Special J&ell\ 1ll Cbarp -.rtol'll 011 

lla7 19\b ad \be OOP7 of \he ....,ra114,. prepu.a 117 
xr. Jll,lrtol'll 011 \be lUll 11latat. 

I ab"".a \beae leUera to llr· 1aakaon th1e athr­

llOOOl· B• 1a aalt1Jlc a effort to erru&• a ooatarenoe 
be- I:Wiaalf, Mr. Olipben\ u4 .. to d1aaua 'ftT• 

aJI4 .. .,.. ot baJI4111lc the" oaeea. 

)lr. 1&olt- \rie4 to get J'OU Wb1le I wu in h1a 
ottioe, but ooul4 not 4o eo. Be told M be lu&4 hlked 

witb tile Attorn.,. 04aeral, tba Solicitor General a4 
.. aia\ant AUorn.,. General KHil&l1; that the Utorne7 
o-ral di4 110\ Dow -ell about tile Mttar &114 len 
1t 1ll )lr. 1aoltaOD•a balu1a; tile\ \be Solie1tor Gelleral 

lU:m•• 414 not DOW sob about the 1ft QrlMila •1"'­
dioa; a4 Ill"· z:_., ... Y&r7 sob perturb.a about the 
aUuaUOD, eapeoiall7 witb raapeot to tbe part wbiob he 

1o allepd 117 11r. Vioaoa to beYe pla7.a in the diaieeal 

of til• - oca11lat wataa. 

)lr. 1&~ baa llOt :ret bMa able to deteraiJae & 

4et11lih cour" of action with reapaot to \be tlatura 

ba41111& of tlleae ..... , &114 1t 1o tor th1e purpo" tbet 

be plaa to -., ... the oODtere~~oa. 
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TREASURY DEPARTMENT 

INTERNAL REVEHUI! SERVICE 

Poet ottioe Boz lli!IO , 

lfw Orleau, Louidaza, ~ 1e, 19M. 

Ohiet, lntelligenoe Unit , 
Bureau ot Internal Rennue, 

laahington, D. o. 

In re~~ponea to our telephone conftreetion the tollooring 1e 

submitted ae t o tl» aethity or Mr. Vioeca ea it IM7 relate 

to tile tinal di11p0dtion ot the er11tinal caeae pending here. 

There 1e attacl»d a _,randua which I dictated ~­

ateJ.y attar the proceedings in tbll Louieiena ~&rl'J c ... &114 

whi ch wi th prior letter• giYee you the e1tuet1on ae it 11ppaara 

to ue. 

J'ridq nelliD& »e:r l!!th Gonnor llood7 telephOned ud 

said that Vioeca had written hill and bad telephOned h.UI tor 

an upre"1on ae to whetbllr he thOught tile cae .. aptnat Sey-

110111' Wei .. could be wcceeatully pro .. CIIted u4 wbatbsr or 

not they ahollld be proeeouted, I underetood rr.:a the Goftl'Dor 

t hat he propo .. d to tell Vioeoa eubatantially that the acquit­

tal or Shuahu had -ter1all:r redlloed the chanoee ot obtailliD& 

eonTiotiona and that probably the len1ed .. ntence illpoaed by 

11l4ge J'oeter would be l:nrluential on a jury; but that u he 

recalled tile ou .. tblly nre baaed upon aubetantial eTi.S.nce 

and that he belieTed U.. otteneea had been ooaoitted and that 

t he erldenoe ... 11\lttlolent to wvrant going to trial. Gonr­

nor Koody, u I underet&llll 1t tr<a hia, told Vioaca tbat he ... 

going to call ae tor - deta.ila. Since that ts. I haft not 

heard troa 11r. Vloaoa nor haw I - hia but Nol'aUI (ue1etut 

to Mr. Vioaoal, told • that Vioeca had writtc tl» Attol'De:r 

Genual • a Ottioe hoping tor - o-t u to whetbc !Ill aboul4 

eet the 1Uea1H1pp1 l'alle:r caH tor trial .l'WM 15th or let it go 

onr untU tall. He alae told Nol'aUI !Ill undentoo4 that Senator 
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Joeapb Robinson wae angered beoauee R. s . Wileon bed been re­

quired to enter a plea (it wee onl.T nolo oontendre) ae Senator 
Roblneon bed been g l'len to underetand 1n Waeblnston tba t Wlleon 
would not bava to plead guilty, 

I wes 1n telapbo1118 e01111111nia.t1on with Vioeca siOYeral U&ea 

J'rid&y, l!ey 15th, durina wbicb be eald tbet be waa JD&k1ns o .. r­
turee to counsel tor the Neleon Brothers and the Ex-Congreoeman 
Reid bad g iven him reason to believe late Friday that they would 
appear Saturday 1110rn1na and entar pleaa. 

Our ina enerel eontarene" I bed w1 tb l!r. Vioaea during the 
latter part ot l ast week he said the t he had b .. n 1n eOIDUDi­
eation with Aasiste.nt Attorney General Keenan wbo bad indicated 
to blm that, einoe Governor Lecbe was much interested in SeYII!OUr 
11'eiae and the otber caees, he gained the impression that it was 
tbe desire ot that Department to dispose of all or tbese caaae 
1n 8JlJ" manner pouible. He said the t he had dl.leuaeed t.be Dolo 

contandre pleae and said it wee eatistactory and that Jteenan 
had authorized him to handle the diem1saal or the Sa)'lllOur Weies 
indictment and the ~uarry case in any mallller be eaw tit. The 

conversation was bald tbe night betore tbey entered their pleae 
on tbe 14th. Aa previously related I knew nothing of these pleas 
until called by Viosca 1mlled1stely pr ior to bis appearance in 

Court. (See o:emorand\111 attached) . 

I learned in very strict cODtidence tram tbe party, as I t old 
you over tbe telephone, tb~t be wss present at a conterance with 
the Governor and otbere and it wee agreed tbet they would not 
disturb »r, Viosca 1n bis position and at the next eeaaion or 
Congreae tbey would eubmit hie nue tor contirmatlon. Re et.ld 

t be early dlapoai t1on ot tbeae cuss was at 1aeue. 

Aa a semple ot »r. Viosca' a .!'l!!!!l tactics it was learned det­
in i tely that be made a trip to Baton Rouge Sunday, llaY 17th, with 

the driver ot a laundrY route whose appointment be recommended 
s t rongly to Go..ernor Lecbe tor the position or Highway PatrolmaD. 
The party 1n question proudly told yesterday ot IU'. Viosca ' a 
action and tbat he waa present during the applicant's eo-called 

oral aum1nat1on tor the position. 

1.1r. Vioaca expressed ·~ concern to l.!r. Ottedal (Special 
Aaent) and Nortn~~n ot the ramarka wb 1ch the publ1 o have made gen­

erallY regard111& bia request or the Court to d1amiaa tba ~arry 
caae apinst s.ymour Wataa. I urged him juat prior to hia doiDg eo 

- 2 -
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to w.1t . 81• re&IIOD tor s.-diah aouoa -.. tbat ba whbecl 

to dhpoae ot tb&t c .. e o~~hlJ at tbat tiM. Ann c0111118 

out ot tile Conn rooa be a&ed • ,._, I tbo"Cbt abooat it ad 

I replied, • 1t c1oM 1>0\ .Ue UJ 41tterenoe DOW; U 1a al­

reedJ 41U1 .. ed and Wlcleratancl • oorreotlJ tboae lc1Dd ot •t­

tera ere JOUr, 'little red ,...on••. 

J. eertoua queatton DatUrallJ ariaea u to the attect ot 

t he aoceptenoe ot tbe DOlo couteadre pleaa &Del the lenient 

aeutenceo on a Jury iD the ~diate tuture llbeD cona1der1~~& 

wlletber the IIJ.aaha1pp1 vau.,. o ... abould be s-diatelJ brousllt 

to trial or held Oftr to the tall tam. 

Mr. Vloaoa callad • about tour o•oloolc thla attern<~on 

aDd said tbat Ban,. B. Releon end tillc1DaOD were eoe'D& in to 

aee hl.a 'l'hurada:y . He aaid that tbua tar J"ohD p, Relaon bad 

retuaed to acre• to enter a plea ot guiltJ. He aatd H&rrJ 

wauted to part1cularl7 oonTiDoe Ilia that the a.DUnta paid on 

the -Deled returaa t1lecl attar the oo"')letlon ot tbe 1DYaau­

ption were 1110re than tbeJ aotuallJ ond. 

llr. Vioaoa Mid tbat he tbousllt he might be able to woric 

out •-thiDa that would peratt bl.ll to dt-poae ot the -

perllapa bJ a 8Upereecl1118 1D41otMilt apiaet the Corporatioa , to 

wll1cb Barr,. u pr .. ldeDt 11116ht p~ad eo that the Connuoeat could 

be u...red ot the t.ax.a ad p-lUaa. He aaid be oould ooaec1-

ent1oual7 agree to dlaaiaa tbe oaae ap1nat 1 . 1 . Helaoa u he 

telt ha w.a hut little 110re 111-.olYed thaD the other brother• 'lllo 

,..,.. DOt 1D41cted. 

I ulced h1a it he d .. 1recl Bennue .&cent !Iowa and Spacial 

-'&st Ottedal to be aftllable tor a ooDte...,.ca •• to the liab111tJ, 

etc., and he aaid .,.. •• , but tbat he tboupt lfelaOD 1DteD4ed the 

conterenoa wHb hl.ll ellould be pr1Tate. I haTe nred 141lla~ to 

be bere toaorrow it poulble and 'J'hurecS&J tor a oertaiJitJ • 

I aa 1aaT1118 toDisllt tor J'aclcaoa , 141aa1 .. 1pp1, OD acooWit 

ot the urseacJ ot Sa~~& tor Herr1Aa' • Nqueata re Blllupe and nll 

be baolc 1D !few orleaaa ThuUda7 IIOrDill& and nll adTiH ,.,.. bJ 

telepbone it there are &DJ denl.op-ta. 

The Relaoa o .. • u a good oae •4 I do aot b&Uen 1t 

abould be 41apoaecl ot bJ aJ\hill& leaa thaD uaqual1f1e4 pleu 

ot guiltJ to an 1Jl41ot.ata bJ botb Barr,. ad 1ohD p , Helaon . 

I eee DO objeoUoD to the diaat .. al ap1aet 1. 1 . llel- it \be 

aboTe h oarrlecl out . 

- :s -

.a.. D. Bllrtord., 
S}leolal .ApJ~t ill CIIU'P• 
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... OJ'l ....... Louioi&~a, 

11&7 u , 1936. 

WllOIWIDIIII in re Ulfi'!ED STArES A!tORI!EY VlOOCA, 

My lalmr1~• tb&t pleaa were to be ctered o.a to KeJI!cy" the 

O' Dwyer• aDd the Karsera ia aet torth in prior, peracmal, o~ 

tident1al lel:tara to tb& Chief. 

A 4-.y or two pr ior to the Fen>a:Dd .. pl ... I wu told by 

Vioaca that Fe..-nd .. air;l>t be perau-.led to cter "' plea pro­

Tidiq the tax wu reduced , I nry pointedly told Jlr, Vioaca 

that the tax -.a baaed ... FenlaDda& • oa at&~ aDd there 

wcu.ld be 110 b&aie tor a r eduction ot it , He later called t.Dd 

aaid that FiniiOrn -.a ~ to rai.ae tha .-.at ot tax atated 

in the indic-nt, I wu not preeent nor notitied, but Ullder­

atood that Fe..-ndu entered a plea in the JUdt>•' a cbabera 

one dternoon and WOIIld be aentenoed the next 4-.y pr<>Yidiq 

he paid OYer to the Clerk the UIOUIIt ot _.,. le" the tsoo.oo 

otter in oompr010iae which tsoo.oo wu to be applied on the tax. 

I knew nothing or the oontarplated pl .. on the part ot 

thoae inTolTed in the Louiai&la Quarry C011p8.1ly except that Reid 

-. auppoaed to aee Vicaoa on Wednead-.y, Ma)' ll5th. (I learned 

atter the prooeecU.nga that there bad beec one or 110re oonterenoea 

held between the United State• Attorney aDd Cwnael tor tha d ... 

tenae ext4Ddiq O'f'er a conaider.ble period or t"-• I a lao 

learned trom Counael tor the detenae that they t.4 been here all 

day llay ll5tb, in conterecce but I do not know that the United 

Statea Attorney wu present with them on the lllth) . 

Thia dternoon about thr .. o ' clock, while I wu in an Uo­

portant oonter.,.,e a t Maaonic Ta.ple, Jlr, Vioaca called aDd 

aaid the pleu would be eutered. I • Uately ..,t to ccurt 

aDd tound ~~~'• Vioaca explaining to JUdse Foeter briefly .mat 

the indictmenta charsed. with reapeot to the liability ot 

Beuley the Court aaid on account or the d.Uae ot Beaaley h8 

-• not concerned with that tax liability u h8 aa..-4 the 

Oour-t could auert it at;ainat the eatate aDd then uked w11o 

would pa:r the ~ liability -reupon Atton>a:r Rouae ~ 

a .. t~ Wilaon atated tb&t they 'IIOUld do ao . The C<Nrt atated 

that it ._.ld uaert a tine onl)' tor the corporation beoa»aa it 

could not be si-nn a jail aente110e and ainoe the illdiTiduala ...... 

not charsed with ur;r datioienoy he -ld be nry lenient with 

tb_, The protter ot a check on a Little Rook bank wu ..de 
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but the Court deolllled it and Aalced 1r they could not eeoure the 

'IMJ'fWY by wire tociAt.y and adj0W'11ed Court tor thAt purpo1e . 

I aooCII!pAnied Ill" • VioacA to IU1 ottice and 1 .. n>ec1 that pl ... 

or nolo contendre hAd been entered And I ulced h1a why atrd~t 

pleaa had not been r.quired wher eupon he Mid that Wil1an -..ld 

not auH to tlat lt.Dd he UDderetood that SeD&tor Joe RobiDaon 

lut.d made an urgent pl-. tor Wilaon 1D Wuhint;ton And that he had 

been 1D cccw•n1ntion lut Di~ with AuiatADt Attorrwy GenerAl 

KoeMD who he.d aaid there wu no objection to accepting a nolo 

contendre plea. I eaid , "What about Weiaaf" Be oaid that he would 

not agree to entering 1.11¥ kind ot pl... Be then aaid that be 

did not belien there wu autticiont ertdenoe Ag&iDat Weiu 

and thAt he would not try the cue. I pointed out to h1a the 

d ... ging evidenoe, 1D perticular the.t Weiaa lut.d told a .. eley not 

to rue 1.11¥ return And lAid 1r tbet showed ~ at All it 11 

that s.,_,r Weiaa wu l"Npon.eible tor haTing conapired to the 

end that Beaaley would not only not report the Quarry gratt but 

would not report a:n;r inc...,. of a:n;r ld.nd. I then cAlled attention 

to hie f1Danc1al tranaaotiona and the n.luable other pieoN of 

ertdenae. Be then diacuued wklnr; aoae ldnd of atA~t to 

the Court lt.Dd getting rid ot it ~1ately. I told h1a that it 

wu hie "little red ~on•. Be anted to a.- .mat our o.p..rt.. 

Mnt thou~ about it And I told h1a that I would not only not 

apeak for the departMnt but not tor lll;)'aelt e ither And that I 

would not keep dlent 1r he made a atet-t the.t there ._. no 

,...idence. GenerAl lting the entered the r - And Vioaea uad 

h1a it be thought that Weill could be aozrricted and he oaid DD• 

(General I1JIC to Jill! peraonal a.-ledp doe a not know what the 

ft'idenoe 1a aa'V'e for whet Nichola might aay. Atto~;y Box told 

.,. that be hu not diacuaaed Sc!Utt• • t .. tboan;y at All tull;y 

with ltinr;) . 

Court theD ...mounced ita readine11 to blpoae aenteDe And 

After the tinea lut.d been paid , -ly tl, OOO. OO ae to the Quury 

And tloo.oo each u to the throe 1D4i•iduall, Mr. Vioaoa 1teted, 

&!ld the Court reporter _. tU1Dg it dCMD, that he ..,..14 to die­

aile u to Weiu u he tound upon 1Dveat1gation that the GOftn.­

-t could not ahow thAt Beule;y had not apt tor hie _, uae 

ell ot the t280, 000 allepd 1D the indiow.nt but iDatead a 

&mollDt leu t1an the tu,ooo,oo paid to the Quarry aDd thAt Weiae 

ai~t rai.. the det.,.e thet be did not think that thia wu 1D­

come to Beuley etc. The Court eut h1a abort And aaid, •u ;you 

w1eh to di..U. ' the oue the Court will interpoae DD objeetian. • 
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• • • • 

Atter-no 1A tu lw.ll u4 1A hill otr1oo *'• Vioeoa ber;u to 
out clollbt upaa tho •tlwlctb Uld 1Nftioiao1 ot tu &Y14-• 1A 
tho lli .. iadppi 'fallq ouo. I nplie4 tbat it aa Ul out­
otudt.D& ouo rr- a _,1rao7 atudpobt u4 u ow""s=M 
ot n-14-•· Bo oau. •x • &<>1Dc to r;et 1A toooh with WUiti.­
u.onow ~ u4 - 'llbat oa be doMo • 

.li>B/-b 

.lo l>o BurtoN, 
Spooial A&ont i n Char&•• 
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Uay 30, 1Q:S6 

The Secretary having noticed shipments of gold coming 
from India to the United States , he discussed with Lochhead 
the possibility of purchasing such gold in India and holding 
it for ultimate r esale instead or a l lowing these shipments 
to enter the United States. 

Arter study of th1e situation, Lochhead advised the 
Secretary that i t would be i mpossible ror the Treesury t o 
purchase this gold in India at a rate which would allow it 
t o be landed in the Unite~ States at $35.00 an ounce or lees , 
because of the keen competition among the commercial banks 
for tru.e business . In a great many cases they undertake 
the ori g inal transaction at a lose, being w1ll1ng to specu­
late that rates would allow them to make a profit befor e 
the gol d reached the United States . At the same time, 
LOchhead pointed out that there were considerable quantities 
of gol d being shipped from Holland to the United States and 
there was a possibility that t he Treasury could purchase some 
of this gold and hol d it i n Holland in the eame manner as 
was now employed in the purchases of gold ~ England. 

The Secretary requested LOchhead to discuss tbi a matter 
further with TI!IYlor and to place orders for the purchase of 
such gold 1! it was agreed that it would be feas i ble. 

Arter consultation with the Federal Reserve Bank and 
the cneck1ng of the figures covering t he coat of gold shi p­
ment accepted from Holland, it was determi ned that a price 
of $34.77 per ounce could be paid for gold 1n Holland and 
s till allow it to be landed 1n the United States at a t otal 
coat of $35 .00 per ounce. AccordinglY, the Federal Reserve 
Bank was instructed , on u.ay 26, to g ive an order to the 
Dutch Central Bank to purchase up to $10,000,000 of gold 
at $34 .77 per ounce and bold any auch gold purchased under 
earmark pending our ins t ruct i ons as to eitner resale or 
shipment to the Uni ted States . 

I t was understood that although t he initial order was 
for $10 ,000,000 t hat t his ordor would be increased to 
$25 ,000, 000 if conditi one warranted. 
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s.ne P't.u.aoe ~the Propo-.1 lo, .&11 

I . fax Prortaiaea 

1 . Ret&iJa preeeat t.De 011 l'tatut017 net u.- u ...,. .setille4. 

2 . RepMl nwpt1011 ot dh14ea4a trc. noi'Ml tu: 011 1n4h1dllala. 

&. l>etiM Mjurle4 net illo,.l u the l'tatutol")' net ~ leu 

ordinal")' oorporatiaa ill- tu:ea plwo 80 poro- ot dhid..Sa 

reoei.....S. Det1Jie ... uatrtbuted MJut.d nat 1no ... u Mjwoted 

nat in- leu tile di'lid..S o..-ds.t. IDCI. ill tba - ot o­

pon.tiona w1 th Mjuate4 net illooaee ot leu tball tl6 .ooo • a 

apeoial oredit ot t1.ooo. lllpoee a tu: OD \1Dd1atr11Ntecl a4-

j wote4 net ill- equal to the - ot the t oll...t.ac• 

0 OD t1rat 20 pero.t ot tba 111l41etr1b\lted MJWited 

nat h-. 
20 poroe~ ot the a110Uilt ot the llllcl1atr1b\lte4 adjwoted 

net ill a- 11hioh h ill axone ot 20 poroent 11114 DDt 

ill exoeu ot .0 poroeat ot the adjwoted nat ""-• 

ao porect ot the _....t; ot the Ull41atr1bute4 Mjuated 

...t ill- 11hioh 1e ill axone ot .0 por- ot t he 

a4juate4 nat ,_, 

II. Batbated RetaiN. CaleDdar T-.r 1116 

Orou eatbated illoreue ill rnenue o'f'U preact ln t 880 a1ll101l8 

Batbated re4uot101l cl,. to apeoial oredit ci'f'W .all 

oorporatloaa 

- zo. liM 

18 • 
• 811! • 
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I, !ax Pro't'ialou 

1 . Retain preeent tax .. on atatuto17 net I.Dc001e u now defined. 

2. Repeal exe~~pt1on of dirt~ troa 1101'Ml tax on 1nd1Tidnala. 

J• Det1ne a4Jueted net 1ncoM u the atatuto17 net 1DcoM le .. 
ordi.D&r7 corporation 1DcOM taxea p1ue 90 percent of dirldellcle 
receind, Define undiatri'bllted a4Juated net U.CO. u a4jueted 
net iDcOM le•• the di't'it!ead. cre4U, 8114, ill the cue ot cor­
parat1one with a4Jueted net 1DcoM 1e .. than $15.000 a ~1al 
credit of $]. , 000. 'IIIpoae a tax on udiatri'bo.ted &4,3\Uitad net 
1Dcoae e<[V&l to the .aa of the foUowiJI41 

0 of the POW>t of the undiatri'bo.ted adjuated net 
1ncoM cich 1e DOt ill exoue of JO percent of the 

a4Jueted net 1ncome. 

20 percent of the aJIOilAt of the Wldiatributed ad.ju.atecl. 
net incOile which 1a ill axoe•• of 30 percent and. not 
in exceae of 50 percent of the ad.j\Uitecl. net income. 

JO percent of the UIOWlt of the undietributecl. ad.juatecl. 
net 1nc0111e which 1a ill exc••• of 50 percent of the 
a4jueted net 1Dco ... 

11. s.u .. tecl. ~· O&lan4ar Ier 19}6 

latlated 1ncreaae ill reTeJIU onr pruent U. $ 515 allllou 

. ReduDtlon due to wec1al orecl.i t pnn ..U 
corporations -
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.&d41Uccal ........... 
:Jih ~ ~- 7 .:_ .lolcli u -.1 ........,,.. 

(aillloc 4ollaro) 
(ailliOG dollars) 

1. a.p.l copital atoclt tiDd .,.,.,, profits ta>. •••• - * 168 

2. 1.,.... ~oct oorporata tax ra.to (l:!t poreent 
to 15 pccant) on atatutory Det lncoee u clefl.neci 
ln i"••t J.e., ..Cicb lnclud.oa 10 percct of intor-
cwDOra*e 41.td8Dd.a reoeiftd . .......... . 

3· DatU.. aoljuatod. Det I.Dcoee u tho atatutory not in. 
OOM IAoo -.-•t.e I.Dcoee ~~ plua 90 percent of eli'fl­
._.. noehod.. Dafi.De ....Uatrlln&od. ad,ju.tod. DOt in­
.,... • aolju.tod. De\ I.Dcoee laaa tho eli 'fiolm>d aod.i t, 
laoa a opectal _u ... of $15,000 to all oorporaU<ma. 
~apo .. a tax .., ....Uotrlbutod. III!Juatocl not I.Dcoee 
•\.-1 to tho , ,. of tho followins• 

25 perceot .., the ...,...t of tho ....Uotrlbutocl 114-
ju.tod. ... t I.Dcoee ..cich Ia not in OltCOIS of 20 
pcceot of tbe oclJWI\04 nat lnco~~o: 35 percent 01> 
tho _..,t of the \Oicliotributod. III!Juatcd not incoao 
..cl.ch lo ln oucooo of 20 pccct er:>d not in oxcoao 
of <40 percct of tho III!Juotocl ""t ~: m>4 45 per­
cant of the _,,..t of tho ....Uotrl'but.od edjuahd 
,.., ~ ..cl.cb io ln uooao of lfJ percct of the 
IIIIJ~atocl Mt inOOM. 

nal4 of o1Jch taJ. <& \Oicliotdbutad III!Juawd not inCOM 
c4 of ourta>. "" eli 'fidcdo to incli 'fiduo.ls. 

'10'1'.\L AJIDITIO!W. llE'IJIIlJ: 

• 7.10 

S622 

1. Botaln oe.pl tal stock tiDd ucaoo Fofl to tax 

2. l10p010 proaant eor.-ato te.x ra.ta (12l percoot 
to 15 porcoot) on statutory Det lneoao u dafinod 
in prooont law, which lncludeo 10 perceot of inter­
eor.-ato c!.l'fidoncle rooaivod. • . • • . . • . . . . 

3· Doflna III!Juotocl not incoao u tho atatutory not 
inOOM 1 .. 1 _.,oratic:m l:ncoD6 ~~ pl..- 90 percent 
of eliYidcdo raoohod. Defino ....Uatrlbutocl aoljuotocl 
not il>ooco as III!Juotocl not incceo 1 .. 1 the .u.idm><l 
aod.it, lou a opeci&l exMJ>tlOC of $15,000 to all 
oorporatlCDI· l10p0so a ta>: "" ....Uotrl'but.ad ad,justod 
not lncoaa aq.-1 to the • ..., of tho followl"'• 

15 porcont on tho oao\Dt of tho UQcllotrl 'butocl ad-
j ..-tod not inc0100 wb1 cb is not in oxe<~oo of 20 puccmt. 
of tho adjuatod not inooDO: 25 porcant em tho oaouot of 
tbo UQdlatrl'butod edjuotod not inCIO• ..cieb Ia ln 
.,.,. .. of 20 percent er:>d not In acaas of lfJ peroont 
of tho adjuotod not lnoooo: tiDd 40 peroont of tbe 
UOlmt of the mcli atr I 'butod adj\lltad Mt lnocmo ..cich 
Is in .,.,... of 40 percent of tbo a4,j .,.t >C! DOt in.oooa. 

Tlold of such tox on \Oiclistrl'butod ad,j,.tocl Mt. ln.-e 
m>4 of aurtox em eliYidoncle to incli'fldoala • 

'l'O'rAL ADOITIQW. RLVIII!Al 

If tho poroctaao of lntaroorporah eli'fldm><lo """ aubj1t0t to _.,orate !DOOM tax 'be lncroe.sad fror> 10 peroont to l'}-1/3 
pccant, tho oMitlor>ai Jiol4 woul4 'be *5 cilUon. If froc 10 poreont to lf>-2/3 por-\, tho adclillor>ai Jiold would 

be •10 r>!.Uion. 

- oou-tH us,_ DO cbeDcoo 1.1> oxis\1."1 J.e. other than tbeso e:ltod a- ODd tho\ tbo...., bill 'fi ll contain proYisiCDI ..cl. will~· - &VOlclenoa of tho a'bova -· 

llq '1:1 , 1936 

* 6)0 

* 6)0 

N 
0> ... 
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Senate FiJ>Io>ce Cocm1 \ too hopooal .A.-1) 

1. 8o,.l a.pi\&1 otock 0114 .xceoo profito tax 

2. t.po.. ~· -JIOIMO tu rate (12i per'*'\ 

to 15 JC C&DI) CD ot&b\or7 DOt !...-. ao WUwd 

!.A pre-t a., obl.oh I..Dclwleo 10 peroent ot I.Ater­

COiJIOiaM 41rldd$ reoei.-4 

3· Doft.Ae e&ljuot.d ,..t iDooGe ao the atatutorr not 

~ lo .. -jiOi&ta .._-·pl .. ~ parceat 

of 41-.ldd$ rooei.-4. Dofi.Ae UD4iotribllted ad­

j•W DOt iDooGe u ad,j,.W net I.A.,.... lon the 

41-.ldd ore4U, lHa a apecial -Uon of 

u;.ooo to ell corporatiano. IOJIOSO .. tu 00 ..,.. 

~ .. ~- ....., .. t~- iACooe ~ "' u.. ... 
of the fol1owiaC: 

13 peromt CD the.,....,, of tl» UD4htr1buW.,!.. 

j~~aW ilet iDooGe which h not 1n ucua of 20 

pereeo\ ot the ad,j~~aW ""t iDcaae: 2; per'*'t oa 

the -• ot the UD<Iiatri1Nte4 ad,j.,.w ""' in­

-. obl.ch h 1n •-• ot 20 peroent and not in 

- ot 40 peromt ot the ad,j110W not ~: 

0114 40 peromt of tl» UO\&t ot tho un41atribute4 

edJ•W ut 1ncooe 'llhich h in ozoou of 40 per-

- ot the -'J•te4 - ~-

n.u of a \lOb tu on UD4btri butec1 OIIJuoW not 

iDcaDe- of •""-" ... 41'0l4clda to in41~id\10ls. 

4· - ....,ucm of din"-da froa 1n41nd..t 

DGnel-

mr&L .m>IYIO!W. Ri\IDI& 

Additioael 

'""""" (aill!on dollars) 

$ (-) 168 

$ 

' • 

~ 

144 

625 

Sonata Fio.oneo Co:IC/.ittae hopooal .1.-14 
J.ddiUODal 

~'~"""" (aillion do118ro) 

1. Retain eapi \&1 st.ock ao4 ....,.,. prof ito tax 

2 . lopooo prooct COI'JIOI'MO tax rate (!2i per­

'*'t .., 15 percent) "" otatutory ut 1Aooae u 

dlfl.ned 1n present 1•. which inclwleo 10 pe,..,..,t 

of intarcorporata dividendo roce!.ed 

). Wino ad,juoted not inocoo u the atalutorr net 

1nocco leu eorporaUoo i.ococe taaeo pl\a ~ per-

cent of dividdo received. Dot!ne \lldiotrib\lted 

.....,,. W not 1ncooe ao ad,juote4 ""t iDcaDe lou the 

41rldOD4 credit. leas a opocial oxoaptioo ot $15.000 

to all corporc.tiona. ll:lpooo a tax on \lldiatribuW 

e&ljuoted not """""" eq\al to tho •= of the followin&: 

8 po,..,..,t "" the uo...,t of tho .mdiatri1Nte4 1111-

juoted not incoca which h not in oxoo .. ol 20 

per<:ct of tho .,!Juo tell ,..t inoo::>e: 22 ,...,..., 

oo the -t ol tho \lldiotrib\lted ad,j,.ted ,.., 

inoo~:~o cieb h 1n ucooo of 20 pereeot - not 

1n ,,.,.., of 40 per<:et of the adj,.W ""' I.A­

cooo: llild IJfJ porcct of tbo oao...,t of tl» \lldio­

tr11Ntod ad,j,.ted not inoo=- w!>ich h in ....,.,, of 

IJfJ por-.t of tho ad,juoted :»t U:~. 

neld of ou:h tu on ....UatrilNW eclj,.W 1>1t in-

coco IIIOd of ow tao on 41 'OldOD4a to 1n41 rld-.1 a. $ ~ 

4- a-m. uoapUoo of 41rldlll0do froo 1n41'0lcl:al 

noroel tao 
a 12) 

row. .mllfi<IIAL RIVDIIB S 617 

II \1» peromMp of inW!rcarporato 41-ridondl now oubjoct to oorporata inc- tao bo !Dcr-ed troa 10 percct to 

13 1/3 ,..-, the ed41\!oael yield would be tlj l>lllloo. U t.oa 10 pereeat to l6 ~/3 porect, \1» ed41\!~ 

;rlold .,uld be $10 aill!Oft. 

on...o ooUooMo ""'""" no .,.. in oxiat!.ns 1.,. otbor \b(lp tbooo oi\0<1 o.bo'fO ond \be:.\ W>o now 1>111 mll -wn 

..-.&rca- wlll rrnct NlT -.ooi- of the &hew "-· 

., ... 1~ 

1'\,) 

en 
VI 
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tax tiabllltJ' UA4u eaeb of tbe t,., Jlr'opoaah Subloltted 1/AT 27 1936 
tor a Corpordlon with Statuto17 !let InooM of $1 000 oci;, ' 

1hic:b lletaina 1111 of 1 te 11\rDiDp ' ' 

I 

Ullcler the pro:P<>oal wbic:b would (1) repelll the preeeDt capltlll 
atock lll!d exceu protih tv: .. ; (2) retdn tbe preaent orcllnar7 c'lr­
por a tlon 1nco..e tax r atea; and (}) 1~~poae tax .. on tbe uncllatr1buted 
adjusted net in coM, after a fle.t exeii!Ptlon of $15,000 and a ere ell t 
tor 41v14en4e paid, equal to the wa of the followint;: 

25 percent on the e.mount of tba un41atr1buted adjusted net 
income wbic:b ls not in exceu of 20 percent ot tbe n4Justed 
net lnco .. ; 35 percent on the DIIOUDt of the uncllatr ibuted 
a4Jushd net incoce which 1s ln exceu of 20 percent and not 
1n exceaa of 4o P"rcent of tbe ai,Justed net 1nco-; and 45 per­
cant of the ..,.,unt of tha 'all<llatribnted adjuated net tncoM 
wbic:b 1a in exceaa of 4o percent of t he a4Juated net incoM. 

Corport!.t10n inco..., tax 
fax on un41atribnted &d.,juated net incoM 

Total 

II 

$ 149, 44o. OO 
?24.968.40 

$ 474,408.40 

Ul'lder the p ropo&&l wbic:b would (1) retain t be preaent corporation 
i ncome taxea; Md (2) bl})()ae taxea on the uncllatrlbuted a4Juated net 
lncoaa, after a tlat exell})t10n at $15. 000 and a ere ell t for 41 rtdenda 

pe14, equal to the r<llll of the tollowinc: 

15 percent on the aMUllt of tbe Wldlatribnted nclJullted net 
incoae whic:b 1a 110t 111 excau of 20 percent of the adjuated 
.wt incoM; 25 percent on tbe a110unt of tbe uncllatributed 
adjuated net mcooe wbic:b la 1n excen of 20 percent and not 
1n exc .. a of 4o percent of the adjuated net 1nco..e; and 110 per­
cent of the a=ount of the undiatributed a4Juated net lnCODO 
which 1a in exce .. of 40 percent of the &djusted net inCOM· 

Oe,pitlll etock tax 
Ordinl\17 oorporatlon l noo• tax 
Tax on undiatr lbuted a4Ju.eted nat lnco,.. 

$ 14. 000.00 
147,JIIO•OO 
262. 3D. 20 

• 423. 7ll · 20 

!he cat>l w atoclc tax na oolll"'-ted b)' aaa'QIIlll& a return of 10 per­
cent on tbe. cll,!)ltal J>akln« tbe capital $10,000,000• With a 10 percent 
rate of r eturn on ~eated capltlll , the con.,.I'D would be aubject to no 

axcaaa proflta taxa•• 

1111\T 28, 19J6. 
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The following met with the Secretary at 12 o'clock today· 
L~. Taylor, Ur. Helvering, Ur. Upham, Ur Bell Ur Gaston · 
Ur. UcLeod, Ur. Seltzer, Ur. Oliphant, ~. UcR~ynoide , Ur 'Haea 
and ur. Rueeell . It was Ur. WoLeod 1 s f1rst appearance sino~ 
he was in the Hospital and HU,Jr . greeted hi m cordiallY and 
aelted if they had kept him 1.\P laet nl.gbt and McLeod said no· 
he had left at s1x o ' clock. ' 

HW,Jr. proposed cleaning up miscellaneous things first. 
He asked, 1Where are we on the Guffey coal decision?' and 
Gaston hs.nc}ed hlm a memorandum from Guy Helver1ng (attached 
hereto). HW,Jr. said, 1 I saw that le.et n1ght. GuY very 
carefullY handed t hat t oUrs . Klotz.• Oliphant explained 
that Internal Revenue had sent over a telegram tor collectors 
to hold up collecti ons . He sai d, 1 GuY and I agreed to hold 
it up after we checked with Juotice, because in a day or two 
I expect they may be thinking about shoving through a very 
smart otatute that these are separate.• Relvering stated, 
1 I looked up the 5 Justices who ruled it was a penalty and 
Justice Hughes concurred in that proposition, so there are 
6 of them who thought it was a bounty and not a tax, so any­
t hing you do wi ll not affect th&t.• 

Bell asked , •you mean he has collected $650, 000 end 
doee not know what to do with it? cover it into the 
Treasury !' When told that ur. Relverins t h i nks it belongs 
back to the people, Bell said, 1 I would cover it back into 
the Treasury and let them fight tor it. Never give up 
anything!' Helvering added, •we got $11,000 on the 
assessment.• Bell Jok1nslY re~ked, 'Take that too!' 
HU,Jr. asked, 'WhY don ' t you and Dan fli p a coin?

1 
to which 

Ur. Bell smilingly replied, 'WhY flip a coin when you have 
it?'. The Secretary said to make a note that on Frid&Y 
he will again raiee the question as to what Helver1DS is 
going to do with the $650,000 of Guffey coal taxes. 

HU,Jr . told the groUP that Wideman •walked in here 
unannounced ab~ut 20 minutes ago, very much disturbed end 
wanted to know who was goi ng 1.\P tomorrow and represent the 
Treasury on th1s bi ll (H.R. 9940 - with reference to reor­
ganization of corporati ons in bankruptcy) and I told him 
that between now and 12:15 I would call him, atter talki ng 
to you, Herman. He wants somebodY UP there who 18 going 
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to plead on Section 77-B. Who will be up the t 
Oliphant replied, •we are go1ng up in full tor~: ~o~ot?' 
is going over to see Wideman ps rsonall,y about it • ~

8 

J er 
a t th1s po1nt telephoned to Wideman and aAve h1m.thi 1'rr. 
mat1on. .,.... s n or-

The Secretary sa1d, 'I have a lot 
things betors we get down t o business . 
trom the President: 

ot miscellaneous 
This is a memorandum 

"The White House 
UE!.:ORANDUK FOR Uay 19, 1936 

TRE SECRETARY or TRE TREASURY 
THE ATTORNEY GEliERAL 
THE SECRETARY or THE nrrtRIOR 
THE ACTmG DIRECTOR OF THE BUDGET 

I have approved s. 1432 An Act to amend ..•• the •war 
Uinerale Relief statutes.• It is noted that the Department or the Interior tiles 
no objection to approval or the bill, that the Treasury 
Department dose not believe approval would constitute a 
precedent, and that the Attorney General and Acting Di­
rector or the Budget recommend veto . Subsaquentl,y the 
Attorney General writes withdrawing his recommendation t or 
veto and mak1nS no recommendations . 

It is clear to me that it is contrary to public policY 
tor the Goverru:~ent to undertake to pay interest on cl81ma. 
Nevertheless , this particular b1ll does not, 1n QY Judgment, 
tall w1th1n t his rule , tor the reason that the interest to 
be pa1d was not 1nterest on a cla1JII against the Govertlllent, 
but was interest on money borrowed tor a war purpose and, 
therefore, was an operating cost 1n the eame sense that 
materials tor buildings were an operat1nS cost. 

This distinction should be kept clearlY in mind 1! 
legislation comes before us 1n the future . 

F. D. R. 1 

HU,Jr. inquired, 1 Wbat •s it all about, Dan?' Mr. Bell 
replied, 'I don't know whY the memo . • McReynolds asked, 

1
Do you know who wrote the memo? 1 and ur. Bell answered, 

1
No . I assume the President dictated it while a number 

ot Congressmen and senators were s1ttins a t h1s desk and 
probabl,y was an attempt to JustifY h1B approval or t he bill, 
but in my memorandua I pointed out that he could not yeto 
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tbia bill on the ground that t b ia wae interest on a Oovern­
~ent olai~, but you can veto on the ground that it i s another 
grnb out of the Federal Treasury 'and I so recommend ' . Why 
be eende a memo, I don't know. I tully agree with the 
memorandum. 1 HU,Jr. asked 'And who wrote t hat? • and wr 
Bell r eplied, 11 did. I t hink ur. Taylor signed it.• There 
were burete of laughter over t hi s statement. HU,Jr. remarked 
facetiously, "I am going to begin t o look into these things ! 
Do you ever meet yourself coming home , Pan?• ur. Bell then 
stated, •ur. Collins went into it very carefully and t hat's 
a correct statement . It does not constitute a precedent.• 
When Bell, 1n answer to HU,Jr ' e question ae to whether the 
President bad signed the bill, answered yes , HY,Jr. remarked 
1 It is water over the dam-- a precedent over the aam,• but 
Bell said, 1 No, it is not a precedent.• The Secretary then 
asked, 1 Who gets t his money, 1 and Bell explained, •Different 
people who expanded t heir plants during the war. Seoreta.ry 
Lane went out and encouraged t hese people to expand t heir 
mi neral plants and when the war suddenly stopped t hey round 
themselves with the greatlY expanded plant beyond t he neede 
ot the industry, so they loet a lot ot money, but they are 
in the same position as a lot of other people who acted 
patrioticallY and went out and expanded their plants and 
suddenlY round the war had stopped. • 

HU,Jr. wanted to know how many dollars were involved 
i n the bill and Ur. Bell answered, •one and a quarter,milli one; 
they have already been paid nine and a halt millions . The 
Secretary then asked, 1 Tbat 1 e t1nished7 1 and Ur. Bell said 

yes. 
The Secretary b.ad one other thinS t o discuss. He ea1d , 

•Whoever introduced and is t ollowinS that thins about .;\dJDiral 
Hamlet' s r etirement, I would like to see that go through. ' 

m.t, J r. then t old the group that be had talked to Joe 
Robinson. He said, •Joe Robinson was all d8:! ye~terds:! 
getting me and d id not get me and Wcintyre said, You have 
to talk to him' . I finallY got h im a t 8 o ' clock t bie morn­
i ng a t his house. Joe said, 'I put thr~ugll ~hat Omnibue' 
Liquor Bill yesterday' and I sai d, Swell. BY the way, 
Joe said •we missed each other all dBY yestsrdBYt h· .M You 

kn t b. 
' i t r 1n .. v State? I want to ge ..... a 

ow at nepec o ..., it to Harold t his morning 
ra1Be • WcReynolds said, 'I gave d t • IOl Jr 
and t~ld him to check back 1f be could reoommen i 'th i ' . 
remarked, •or course, , the bil~~dt~b~h~a~~=s~~~tn~d ~ 
t o do with each other. I ab d· h t bo .. -~t it was so runny.• 
t hought be would drOP out. of e , e ...,... 
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Conttnuing, HU,Jr. said "I want 
you have given b~m the raise: that be ~~tw~n ~~ut~~l ~ 
our reorgani~ation bill.• UoReynolde remarkedp •y ugh b 
got the other bill through before he got the raise oude:e, .. ~h 
t o give us another bill • Russell 8 an e o~t 
raues for the trut bill: uggested g1v1ng h1m two 

The Secretary also told the group , •Robinson does not 
want us to take on the Stabil1~ation Fund now. It i s a bit 
dangerous. UcUary said everybody was all right on the 
Stabil1~at 1on except Vandenburg and I don't f eel 11ke go1 
t o Vandenburg and say 1ng please don 1 t. So Robinson eaye ~ot 
to worry. We w1.ll all be here in January and get 1t thrOugh 
the first t n1ng. 1 Oliphant wanted to know about the e11ver 
trut and Hll,Jr. sa1d, 'He' s going to sound out some c1 the e1lver 

boys . 1 

Turning to George Haas, HU,Jr. sa id, •you came 1n here 
with a worry . Spread 1t! • Haas had the tollow1ng to say : 
"At the moment, on this program, we go up at 2 o ' clock with 
some es timates . We have about 8 finished a.tter a fashion. 
We could go up with them, but I think we are taking too much 
risk. They ought to go through my shOp. The boys worked 
all night. But 1f we don't go up, Harrison may be somewhat 
unhappy. But my own opinion 18 we might as well r ace that 
situation rather tban bav1ng to leave them s omething t hat ther e 
m1ght be error in later on. So that ' s about how we are s i tu­
ated.' HU,Jr. said, •I would like to hear a little diaouoei on 

on t h1s thins. • 
Helvering said, 1 Rueeell wae up there t n1s morning. I 

would like to ask him if he got anywhere thi s mo~.• Russell 
answered, •Tnis morning, we took up a memorandwa on w1.ndfall 
t ax. When I left, they were diacueelnS tore1sn tax-payers 
and one of the senators asked senator Harrison ~ they would 
take up the fiscal bill this afternoon. He said yes, and tney 
are to meet this afternoon at 2 o ' clock 1n the District coamit­
toe Room in the Capitol. Tbat 1e Senator King ' s committee room.• 

Oli phant stated, •wnat t he committee i s doing now is br1ns­
ing up all sort s of possible schemes t hat now run into a do~en 
or more . You can think of a eoneme in a couple of minutes and 
ask our shop to estimate it, and it t akes time.• HU,Jr. called 
ot wr. Helver i .ng t1.ret after eay 1DS, "Let' s Jus t go around t he 
table. • ur. Helverins's react ion was, 

1
UY tneory about it, 

wr. Secr etary, 1s tn1B: as l ens as theY are Just herding around 
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and setting this estima~e and tha~ eatima~e end the other 
eatima~e , the boys getting up those estimates are Just 
!urnieh1ng the r ate s t hey ask tor and no recommendat i on of 
~he Treasury at all, and Ltr. Haas and myself or yourself 

271 

first ought to approve any of t hese estimates as estimates 
tor the tax bill; that we are standi ng firmlY on the propo­
sition tnat we have agreed to go a long with them on a flat 
tax but that additional revenue has to be raised f rom the 
sUPerimposi ng o! a graduated distribution tax.• And HU,Jr. 
added, •I! we agreed to go along with them on the flat tax .• 
Oliphant re~rked, •we have said nothing about that.• HU,Jr. 
explained, In this room, though, we have. To quot e Yr. Oli­
phant , •we are going to reluctantlY and gracefullY yield' . 
But ~ha~ does not get down to George ' s quea~ion. Should hie 
men go up there w~th this etu!f? I t h1nk we should deoide 
it this way: Should we withhold it on the basis that we don't 
believe in the plan or should we withhold it because the figures 
are not sufficientlY sure? • Haas agreed, say 1ng •That 

1
a tho 

question. • 
HW, Jr. in~uired of L~. Haas, •Have you any tlgurea?• end 

Haas replied, Yea, we have them , but they are all in that state. 
We have about eight seta of figures. The situation is this : 
~he boys worked all night (tour of them worked) and some have 
new innovations and they bad to make a deci s ion and we are not 
in agreement in our shop aa to that. We have not had t i me to 
go over it. So I am quite fearful that at~er we have had the 
time to check them, we may change our minds. Even the boy a 
who made ~he decision laat night, because they were foroed to 
make the decision, may change tneir minds.• RU,Jr. wanted to 
know which Senators bad asked tor the material and Seltzer 
replied, •Harrison he.B asked for most of it. King is very 
anxious to get an easy one on flat corporation tax. sarklay 
and connallY asked tor tour.• 

Asked by the Secretary what he t hought, wr. Upham answered, 
•on, well, I think i! it were my problem I would talk to senator 
Harrison about it. The cownittee baa Just about reached the 
point that theY have to make a deoiaion on the kind o! tax bill 
they are going tor and, of course, Seltzer more or lese aeaured 
the Senator that he could have these estimat es by t his morning 
and they will be expecti ng them and if theY don't get them it 
will be the Treasury holdinS up the committee. I would be 
inclined to give estimates with reservations instead of not 
giving them any at all. We can explain tnat theY are still 
not 1~ sure, but the beat we bad.• 
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The Secretary next asked UcReynolds what he thought. 
Hie answer was, "It ' s pretty hard to decide . uy personal 
Judgment 1s tor the kind of estimates they are getting and 
the k1nd of bills they are propoeing that an estimate that 
stays within the definite range of guessing -- you are Just 
estimating the beet you can, aa a pr elimi nary esttmate and 
it you so label it I don't personally see any obJection to 
giving them to the committee in t hat form.• 

HU,Jr. expressed himself as follows: "There ie no 
possibility or going down there and labeling it •tentative 
estimate• . We have tried 1t over and over aga1n. We bad 
the same experience with the House committee. If anybody 
goes down tnere and says we tentativelY estimate, theY will 
finally hang it on you as your estimate. I think the answer 
is that I had better call Harrison. Otherwise be will Just 
send word to me that the estimates have not been received.• 
Helvering added, •you can't expect the boys to get up a dozen 
estimates because a little onanse in this and a little change 
in that might make a big difference in the tax. If they will 
settle down on two or three estimates that theY are seriously 
ooneider 1ns ae a committee •.. • ur. uorgenthau interrupted 
him to aek, "Don't you think I should call Pat?•. ur. Helver­
ing replied, •yes, I would explain that it ie physically im-

possible.• 
At t hiB point, HU,Jr. called Senator Harrison and the 

following is a record of their conversation: 

Hloi,J.: Hello. 

H. : Hello, Henry. 

Htt,Jr.:How are you? 

H: Oh, fair. 
KU,Jr: Well I - I (laughter) I sound - I reel ab~ut the way 

you sound. (Laughter) 

H: What's that? 

HU,Jr: I reel about the way you sound. 
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H.: 

HU,Jr.: 

H: 

HU,Jr: 

H: 

Hl4,Jr: 

H: 

Hloi,Jr: 

H: 

HU,Jr.: 

H: 

HW,Jr.: 

R: 
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Pat, I've got ~ gang here w1th me on tn1s tax bill. 

Yes. 

And - been going over - we ' ve got about 8 different 
estimates that they've been working on. 

Yes. 

Now the crowd that's doing the estimates work right 
straight through the night and they're still here and 
they're not in agreement after their estimates. Now 
what I 1 am afraid ot and tearful la to eend you up some­
t hing as important as thh and maybe I 111 be out 150 
million dollars. 

Well, Henry, I think it ought to be passed on an approxi­
mate proposition. They can't be absolutely sure on 1t. 

No - but supposing we're out 150 million. 

Oh, well, 150 mill i on out if a blg out. 

Yes. 

That's a big out. 

Yea. 
But I th1nk they ought to oome up here at 2 o 'clock 
and give us what they've got. 

You do. 
ot course I don't want to get a lot of estimates and 
different ideas on them but the - I figure they'd sub­
Ject the Treasury to some criticism 1f theY dl~~·t coae 
up here and give us some. 

Well, that ' s whY I'm calling you. 

Yes. 

1 could I do t.h1s. If our boys say 
And - wel now sure ot these figures• it you'll - I 
now •we're not 
don • t mtnd. 
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H: Jue~ tell them that you ' v~ got them up as beet you 
could, it's a hurried Job and it ' s - it looks like 
approximatelY this. 

~,Jr: 

H: 

HU,Jr: 

H: 

HU,Jr: 

H: 

~,Jr: 

H: 

HK,Jr: 

H: 

HM,Jr: 

H: 

~,Jr: 

H: 

HU,Jr: 

H: 

HU,Jr: 

Well now, suppoeing atter working all night a&&1n 
tonight they come up tomorrow morning and aay •well 
now we're ott 160 million on one ot these•. 

Well ot course that's bad, Henry . Whenever they­
an expert has to admit being wrong that much. 

Yea. 
That's whY I say it's beat no~ to tie theo down to 
exact amount but to aay 'it ' s approx1catelY this'. 
All we want is a rough proposition. 

Well could they a~, tor 1netance that--

What'ethat? 
Could they say "Plan A produces between eay 2 and ~ 
million? 
Well that ' s a pretty wids breach you know. I'm Just 
saying that they might criticize your Department up 

there. 

It we didn ' t tell themT 

Because t hese newspaper tellows are Just -- everybody 
has been wa1t1ng on these ee~1mates. 

I sse. 

You see? 

Yes. 
And I don't want them to get in on you up there. 

No . 
And that's what they'll do. 

I aee. 
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And they ought to aay approxi mately this. 

Ah ha. Well they'll be up there They won't put 
on a very good show though. · 

Well they 'll Just have to do the beet they can. 

All right. 

But that would be 1113 idea about going around on t.he 
thing. 

Now let. me ask you th1a. Have you got any gueea ae 
to when you think you're going t.o t.ake a vot.e on i1.. 

Well we may do it thie afternoon. I was in hopes that 
I could get this thing out or the way. 

I see . Well the boys will be up there but they ' ll have 
to qualify their !igureo. 

Well that's all rigbt, 

Ah ha. 

Give us the beet you've got. 

All rlgbt, Pat. 

H: Yes. All rigbt, Henry. 

IW,Jr.: Th.anlt you. 

The Secretary wanted to know who !rom the Treasury would 
go up on the Hill and Haas annwered, •selt~er is going up. But 
I suggest he take up )he one that we are surest of. • HU,Jr. 
aeked Ur. Seltzer, 'Are you tiaid about going up this afternoon,• 
and he replied, •No. 1 ASked by the Secretary if he thought an,y 
ot the est1aatee could be off ll50,000,000, Selt~er answered, 
1 I should be awfullY aurprieed. 1 1 Po you f6el you oan go 
up and make a fairlY decent preeentation1 1 the Secretary aeked 
bia, and he replled, 1 I think I can quality the figure. ae auoh 
aa they need. " HM,Jr. then told the group, "AD Harr1aon 
talks , I don't think we oan afford not. to take the gaable. We 
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can ' t be put tn the position of holding up the bill. ' 

Speaking to Seltzer, t he Seoretary said, •I bear that 
in your testimony you have been doing ttne . You go up 
tnere and say that on these things we are not sure and 
there are some other t hings you have asked for and on those 
we are not sure at all . Is t hat what you are going to say? ' 
Seltzer answered , 1 Yes ; that ' s rignt .M Continuing, KU,Jr. 
said, "And suppose they press you f or the ot her material?" 
to which Seltzer repl1ed , 1 I will tell t hell1 s implY that we 
can 't give them figures t hat we have not worked through.' 

Addressing the group, t he Secretary said, 1 I have a 
tentative date for tonight wh i ch I can br eak f or a tax bill. 
I will check in between 5 and 6 o ' clock tonight and find out. 
It thle things breaks and they do somet hing t oday and you do 
need me , I all1 available tonight . UcReynolds , I will call 
you up between 5 and 5:30 and by that time we shoul d know.• 

Upham rell18rked, •one thing that may interest you and 
Mr. Oliphant is that Harrison read a letter fro111 the Secre­
tary of State t ransmitting a ll1ell1orandUil1 troll! the French 
Alllbaeeador pr otesting against t he rate of tax on foreign 
corporations and non-resident a liens . The Coll1ll1i ttee was 
not 1mpreeeed with it.• KU,Jr 1s r eaction was , •But it 
isn't playing ball. Did they say anything about br inging 
champagne in cheaper ?• Upbnm answered, 1No , it did not 

mention t hat .• 
Upham also r eported the fOllowing: •TurneY presented 

eom~ amendments on the windfall tax. Pat wanted to ltnow 
what tAe eettmated decrease 1n r evenue on account of t hose 
alllendments would be , but of course TurneY bad not hl.ng t o 1 

say about that, so t her e will be anot ner little esti mate. 

HU,Jr. then told the group, •When I call up Wao between 
5 and 5 : 30 - - I am going tor my horseback ride - - so111ebody 
please tell uac how t he t hing stands so Usc and I can decide 
whether I should come back tonight . But it may be t1~: 
Saturday I tnought theY would do soll1eth1ng and ge 
out and ~be th1B afternoon they will come in with ten new 

ideat. • 
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In llsht or the de<:iaion or the Sup..­
Court holding the Bituainoua Coal Connrvation Act of 1955 
in<ralid , I prepared a telecraa addreaaed to the Collectors edYlalag 
tb• to suspend tb.e collection of taxes i.lq>oaed under th1a Act, 
which telegraa ia - in llr. Ollpbant' a office. llr. Oliphant 
co~cated nth Justice, aDd the Solicitor Generel requested 
that the despatch or this telecra- be poa~ned tor 8 dar or two. 

After clearance with Justice, Collectors 
will be instructed, on beb&lf or t.o.xparers, to rue blanket cl&iaa 
ror abatement coYeriag all outstanding easassments r elating to tble 

tax. 

Collections up to !.1&1 1 , 19l56, IUIIOunted to 
$674,88S.49 ; this SUll plus the collections l .n llay are subject to 
refund . Following the usual procedure r elating to r efunds, tax­
payers nu rue cl.a1.loa !or the refunding or taxes paid. 

The appropriation .ade tor taxes erroneous1r 
and illegally collected coYeriag the current riacal yeMr 1a suffi­
cient to Met tbisodditional expenditure. I t wlll , therefore, not 
be necese&l'7 to ask for a daticiencr epproprut1on. 
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MEIIORANDUli FOR 

THE WHIT& HOUSE 

WAaHINGTOft 

ILny 19, 1936 . 

TBt SEORETARY OF TBt TREASURY 
THE ATTO!UfEY GEllERAL 
THE SlCRETART OF THE INTERIOR 
THE ACTING DIRECTOR OF THE BUDGET 

I h&ve approved 8. 1&33 An .lot to 
amend •.•.• the •war Minerals Relief Statutes.• 

It is noted that the Department o! 
the Interior !ilea no objection to approval 
ot the bill , that the Treaeury Department 
does not believe approval would conetitute 
a precedent, and that the Attorney General 
end Acting Director o! the Budget recommend 
veto. Subeequently t he Attorney General 
wri tea w1 thdrawing hie reoo~~:~~~endation tor 
veto and making no reoommendat1ona . 

It 11 olear t o me that it ie contrary 
to publio polioy tor the Government to under­
take to pay in~ereat on olaima. Nevertheless, 
t hie particular bill doee not, in my judgment, 
tall w1 thin this rule, !or the reaeon that 
the intereet t o be paid wae not intereet on 
a olaim against the Goverlllllent, but na 
intereet on money borrowed tor a war purpoee 
and, therefore, W&B an operating coat i n the 
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THit WHITIE HOUR 

WA8HINQTOH 

eame eenae that materials for building• 
were an operating cost. 

Tbil dietinction should be kept 
clearly in aind if similar legislation 
comes before Ul in tbe future. 

F. D. R. 
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