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I should like first to aay that I appreciat e this 

opportunity to present to your Cocmittco my '~ews on necessary 

revenue le.;islation. You have hC4rd the s¢n& that "no year 

is a good yeax to sucgest a tax bill" . Certainly this relllal"k 

110uld seem to be an accurate forecast of 1940, a year in which 

a national election will coccwu! the a ttention of. the country. 

Therefore, 1!!/1 appearance here to<!ay may well be "'Y last before 

this CO>m>ittee on the broad aubject of tax l egislation, 

For that reason, 1111\Y I dii(I'oos a mment to thank 

this Comnittee and especially its Chairman, Representative 

Dourhton, for the cooperation and con:;ideration ..micll have 

been extended to ~oe throu._;,out ey torm in office. aGprcsentati vc 

Doughten, your Comrl.ttee, SCMtor ilnrrison and t.'1c Senate Finance 

Cotr-ittce have loyally 3en·ed the vreli'are of this country in a 

mann.u- of w:.ich o.e oay alJ. bo proud. iior ld.nll with this Comttl.ttee 

and :·:ith the Senate FinD.nce Cor.lmi ttee has been an experience 

l'l'hich I shall alY.-nys r emember with pl easure. 

The Opportunity for Basic Reforms 

Yfuen I appeared before this Committee on llarch 24th, I 

said the t the l'reasury was reoey to supp:cy the appropriat e Con

gressional co~ttees with its rccomcendations for chanGes in 

2 
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the tax syste.o. The chairoen o! the two Congressional com-

::littees have expressed their interest, and their de sire to 

receive tho rocoornondations as pronptly as possi~le, !or 

action at this session. Some revenue le~slation durinv. this 

session is a roco;:n1 zed necessity, since tho incoae taxes on 
,, . 

r.orporations expire at the end of tho year , and excise and sales 

taxes yielding about 0500 millions expire durine the sum:ner, 

I hope that Congress will take t his opportun1 ty, not simply 

to extend the expirin~ levies nor simply to adopt the usual 

series o! technical changes to meet particular hardship:. , but 

to adopt those few bnsic reforms thnt we badly need to put 

the revenue system on a just foundation. The fundnmental 

refoMl\3 that I want to sug!!est can bo adopted, as a practical 

catter, cn1ch better this year than next year; and t..!o,e encouraee-

ment to the taxpa,yer3 of the country by their adoption at this 

tL~ is a factor o! real importance under present business 

conditions, 

Develofl!!!Onts o! the Past Decade 

In order t.o achieve l asting reforms in taxation it is 

essential to cot a proper perspective, a perspective that 1<'0 

are in dan!:er o! losing througll the close attention necessarily 

etven to tax developoents day by uay. Before considerin~ specific 

3 
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measurea I therefore suggest that we look at ~~e development 

of the tax systecl during the last ten years , 

Durin:; the period 1926-1930 the Federal tax systecl was 

producinc about three and a half bi Uion dollars a year , The 

Great Doprossion drove the yield down to two billions in 19)2 

and government expenditures increased. The re3ult was the 

aevenue Act of 19)2, the first of a series of revenue acts 

all desiznod to strenr;then tho tax systecl in one way or another. 

The l9J2 Act put. the income tax rates bru:k to t he levels 

prevail:lnj; shortly after the ·::ar . I t al~o doubled, rou3hl:r, 

the estate tax rates, and imposed a gif t ~~ and a series of 

manufacturers ' excise taxes . Nevertheless, so po-.verful lfere 

~'le forces of depression ~'tat tho tax re•tonue did not rise 

above two billions in 193J. ll"~t for the next five :rea:s it 

increased to an oxtcnt pra~tically unprecedented in the recent 

history of Mtional covernnents , reachin;: an all- tL11a record 

fo r this country of six bill ions in 19JG. 

Among U1e measures passed since 19)2, about equal shares 

in achievin~ Uus result can be assir;ned, first, to the to.xat ion 

of liquor followin;; re;>eal of prohibition; secood, to the social 

securi t.y payroll taxea; third, to the fUrther increases in the 

incone taxeo , tho estate tax, and tho gift tax in 1934 and 19)5; 
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and to tho processing taxes while they wore in existence. 

Sooe revenue was also obtained, in the pressure of emergency, 

by disallonnc certain well-grounded deductions, that aro 

reco:Jt..endetl below tor reinstato:nent. Finally, th.e ereat 

recovery in revenue has of course boen achieved in large part 

through the recovery in businesa from tho depths of 19)2 and 19)). 

Despite tho ere at increases i!'l income tax and estate tax 

rates and the introduction of a gift tax, these ta:"<es produced 

only 50 percent of tho Federal tax revenue in 19)8. ntis co:11pares 

with 68 porcont in 1929 to 19)1. 'l'!le tact see:o.s to be that, 

i:ltportant as hava been the developments in direct taxation in 

the past decado, they have been in large part but thA necessary 

structural work, wit.'> muc" of tho content yet to be added if 

direct taxation is to pla:r t.>,e part it ahoul.d. This point is 

especially 1:11;>ortant because, after all , the ?ederal goverrnent 

collect" less than half the country's tax revenue . nte St ate 

and local tax systems depend on the property tax for two-thirus 

or their ta~ revenue and on the casolino and motor vehicle taxes 

tor lJ percent. Thus they make vory restricted use of direct 

taxes ;;raded to take account of net differences in taxpa;,ers' 

power to support covern:oent. 

A~ of Tax 1evision 

Amolll.l the ai1113 of tax reform, enco11racement of businAss 

must of courae rank high. This is partl y a matter of specific 
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measures dedgned to lighten the tax load at strategic 

points. It is also, however , a matter of formulating a 

' definite fiscal policy. '!'his policy, rus I explain later, 

calJ.s for a strengthenin<; of the tax syst<la. 'nle system 

ca..,not be s~rongthened with much russurance unless it is 

first i:nproved with respect to siroplici~y, justice, and 

Federal-State-local coordL~tion -- points that therefore 

ha·te direct beari113 on b>.1Siness recovery. 

Sinolicity 

Amonc the desirable :;oals of the tax policy, simplicity 

is one of the most i:uportant. The cost of acb:dnistration should 

be kept wiU1in reason, and the collection of taxes should be 

as little l>urdenaooe to the tax?ayor as possible. 

Re~ional A~encies . The Treasury has considerably aL~plified 

tax adminiotration by establis.IU.111; re~;ionnl agencies to setUe 

controversies localJ.y, and to speed up the work. It is no lonr.er 

necessary to come to ~ashington in order to settle an income 

tax or an eoto~e tax or a gift tax case. I have no illusions 

about the possibilities of eliminAtinc coupletely such complexities 

as the elnborate provisions on corporate reorganizations, or the 

even :nore deto..Ued sections added in 19.38 to pend t uti11ty 

companies to reorganize in conformity to the holding coupany 

act wi thou~ unduly heavy tax liabilities. Tax laws cannot be 

wholly simple in a complex society. Uoreover, the sections 

I have mentioned apply to the few cases, not to t."e many, 

6 
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The Four Kinds of Corooration Trus . Ther e is at l eaet 

one compl exity, hOI<ever, of general applico.tion that can be 

r eaoved, · .. e now have four dil'ferent taxes applicable to 

ordinary business corporations: an 1nc0!:10 tax, :1n undistributed 

profits tax, a capital stock tax, and an excess- profits tax, 

The inco~e tax is of course an excellent fiscal instrument, 

Tne undistributed profits tax, on ~~e o~her hand1 has been 

reduced to a point r.hcre it possesses litUe significance 

in either obtaln1n~ revenue or incroasin3 the fairness of 

t:.e tax system; it see:os oainly to serve as a business 

irritant . The capital stock tax is not a tax ou the actual 

value of corporate pr operty or evon corporate stock, and the 

excess profits tax is not really a tax on excessive profits , 

9oth taxes aro in practice based on tho euosses of corporate 

officials as to fut'-lro corpornt.e incono. The corporation tn.'< 

s::sten •10uld be ~.;reo.Ur simplilied, o.nd its justice neasutably 

increased, especially in liGhteninc the ta.x load on deficit 

corpcratl ons, if all four t axes were consolidated into o. 

si!"gle nat tax on cor porate net i ncones , w1 t.~ so,., concession 

1n rate to corporations having less than perhaps ~25,000 net 

ineooo . 

Fairness 

Another ossantial goal of tax policy is f airness in tho 

distribu t.1on of tho tax burden, Agreement •11 th the broad 

objective, however, has not alwnys been follo.ced by the spoeillc 

., 
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otops necessary to accomplish it. Tho imperative budgetary 

necessities of the present decade have bean allowed to override 

a number of al.lo•ancea to the t axpayer that experience has aho~ 

are essential to a f air system of taxation. On the other hand, 

in some cases undue concessions havo been Cl&de to certain uoupa 

of taxpayers; these concessions necessitate extra burdens on 

other taxpayers and shoul.d be removed. 

J!et Los a CarrY'OVer . Among the allowances that in 1117 opinion 

shoul.d be reinstated for purposes of the corporation norcal tax 

and the individual. ta.'< is that whereby a not business loss of 

any one year can be carried forv1ard end be used to reduce the 

taxabl e net profit of a later year. At present, a business 

..-.hich has lost ~50,000 a year for three yeo.rs and has then made 

~150,000 in the fourth year lllllst pay tax on the i'ul.J. ~50,000 

mthout any allo-ance at ell for the losses of t.'ul first threo 

years, althou&h the plain fact is that the business has Cl8de 

no profit at all over the four year period. No income tax 

should be payable where there have been no profits. If the 

Government •ants investrr~nt in new businesses -- businesses 

llhicb cannot suarantoe a profit every year - the le83t the 

Government can do is to provide that only net profits over a tem 

of years will be taxed. The same rea>arks apply to the heavy 

industries producing durable goods - industries that are partic

ul.arl y sensitive to the business cycle and in which unemployment 

is most pronounced. Under the present system of ellomne no 

carryover of business losses, the tax ayetea is loaded both 
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agai.nst now investment and the durable noods industri es. 

Unfairness hero, as so often, acts as a deterrent to the 

business enterprise. 

Capital Losses of Corporations, Another example of such 

loading is the present restriction on n corporation that incur s 

a loss when it sells a capitol asset . This capital loss can 

be deducted only at;ainst the capitol gains , if any, that the 

cor poration has nade in the snme year (plus $2, 000) . In ~:~any 

cases, thoroforo, the corporation does not in practice get an 

allor.ance for it.s capital loss . Thus ngain the risk- t.aldn8 

type or businoss is discr iminated against, coopared to the 

safe and stablo business. 

Dividends Recei ved by Individuals . Another allowance that 

should be roinotated concerns dividends received by individuals , 

P.t present a COJ'P.Ot"ation• s income is taxed, and then ,men it is 

paid out in dividends the stockholder ~s the full individual 

income tax on the dividends ldth no allowtlllce at el.l for the 

fact that the corporation has also paid an income tax, Thus , 

an extra burden is imposed on all income from corporations, larco 

and small , >:ore ser i ous, perhaps, is the fact that this arrangement 

gives cor porations a strcnc inducement \o raise coney by selling 

bonds or borrowing at a bank rather than by salli.ng stock. This 

is so because tho interest that the cor porntion pays out on this 

borrowed money can be deducted from ito sross income in computing 

its net income; but it cannot deduct dividends paid out; and both 

• 
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dividends snd int erest ere taxed in tull to the individual. 

A remedy is to give the 1ndi vidual taxpa,ye.r some relief from 

tull taxation on the dividends he receives, in acknowledgment . 
of the fact that the corporation has already paid ta.'< on the 

profit s whence those dividends come. 'n1e relief need not be 

so larr;e as to oqiUil the corporation tax, but it should, in my 

opinion, be sub11tv.ntiel . Befor e the relief was eliminated in 

1936, it took the form of exempting dividends f~om the nomel 

tax (leavinz them subject to tile surtax) . t .'hether this device 

vrould be adequn to now oust be consider ed in the li;;ltt of the 

10 

fact that while the nomel tax is only 4 percent, the corporation 

tax, except for small corporati ons , has been raised to 16} percent 

nt a minii!IUln and will be even nora if tho rate is increased upon 

elimination of the capitol stock and excess-profits tax, ss 

~Jgr;ested ebove. 

Consolidated Returns. Two provisions in the inco:re tax 

law ere aimed directly at corporation subsidiaries. One is the 

provision forbiddine two or more corporntions to . fil e n joint, 

or consolidated, r eturn even though they comprise a group con-

3isting of a parent corporation and 100 percent-owned subsidiaries. 

Thus a loss incurred by one of the croup ca.nrwt be used to reduce 

the profit of another in the group, though so far as the sharehol ders 

ere concerned they are simply one lerge corporation. 

Intercorporato Dividends . The other provision makes a 

corporation include in i ts taxable income 15 percent of the 
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dividends it receives, althoue;h these dividends come from profits 

that have already paid the full corporation income tax. This 

measure haa nothing to do 11'1. th tax evasion through personal 

holding companies, a problem solved for the present at least 

by the series of prohibitive taxes worked out in 1937 on the 

"incorporated pocketbook" 1 v.hether foroien or domestic . Instead, 

this partial to.xation of intercorpornte dividends penalizes 

parent corporations, ordinary holding companies, and the 

ordinary type of investment trust. 

There nre undoubtedly reasons for controlling the growth 

of such types of corporate structure, but it is also true that 

there are many cases where those typos are legitimate and oven 

desirahle from the public point of view. The tax penal ties 

strike the deservinz and undeservinr: alike, making no distinction 

of either motive or results . I t is tl'lereforc pertir.ent to nsk 

whether 'In) nre not l<ieldinz too blunt an i nstnment in these 

cases 1 harming so~:~e unintectionally and unld t tingly allo,nnn 

others to escape too lightly. Cf course , any system of tax 

laws is bound to affect business prnctices, and it is not 

sensible to s~ thnt taxation should in no circwnstances be 

used as an instrw:lent of social control; but tax laws are cocaplex 

enough and hard enoU(;h to oake fair aa revenue producers 11'1. thout 

being asked to take on the task of socio1 control. It remains 

a good eenora1 "'Orking rule that whntevor govc.rnmento1 regulation 

is necessary should be att~pted1 in the first instance at lenst, 

by other menna. 

• 
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Surtax Rate Structure. The present rate scaJ.e of the 

individual. incoce tax reaches a peak of 79 percent in the top 

bracket, td.th severaJ. percents added by State incoue taxes in 

m.aey cases. From the view;>oint of an equitable distribution 

of the tax burden I do not believe t his rate scale is too severe; 

but to run it up to such high levels ln the top bracket s ie to 

IIIB.ke scarcely "'Ol'th,'lhi.l.e f or the wealthiest taxpayers any r i sld.ng 

of their capital in hazardous ventures . I therefore suggest that 

the .followint; co:abinlltion of measures be considered as a meana 

of preservinG tho fnirnoss of the tax system whil e leavinG more 

encouragement for risk-ta.'dn[l enterprise: let the rates in the 

top brackets of the i nco1110 tax be substMti3ll;:r reduced and, as 

noted below, l ot the capitaJ. gains provisions be ti(lhtened, tha 

estate and gift tax rates increased, and future issues of tax 

ex~t securities prohibited. 

Tax-exemet Securities. It is obvious that the progressive-

12 

rate feature of the individual incooc ta.x - the keyst one of our 

fiscal policy - i s distorted and in l1lllllY ca3es completely nullified 

by the existence of a large amount of tax-free securities. Now 

that recent Supreme Court decisiona indicate a chAnge in attitude 

to=d the problem of intergovermental 1mrnnrlty, it seems to me 

that t he inclus ion of all future govel'lllllentlll. bond interest i n 

taxable income is one of the most obvious next steps toward 

tax justice. !!ore than that , it should tend to push into ntrrt 

enterprises t.he kind of private capital that can afford to take risks. 

• 
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I have discussed five types of allownnce that, if granted to 

taxpayers, muld, in rrq opinion, increase the fairness of the 

tax 3)'Ste:>, and encoura~:e investment , espec~ investment that 

is willing to take risks . I now come to t !1e other aspect ot 

business: undue concessions that have been made to certain typos 

of tSJ<Payer . Removal. of these concessions will serve the double 

purpose of improving t he equity of tho system o.nd counterbalanci ng 

to 801!1e extent the decrease in revenue thnt l\'Ould result from the 

allowances discussed above. 

Capital Oains nnd Losses . A cain J.'rom a sale of a stock 

or a bond or a piece of real estate or any other capital asoet is, 

if the asset has beon h cl.d more than two year a , taxed at a maximum 

rate of 15 percent. In the vast oajority of caaes the tax rate is 

even much less thnn this . Alongside of the ordinary incooe tax 

rates that apply to sa.laries, interest , dividends, and rents, 

the rates on those long- term capital s;ains are absurdly low. 

One reason e;iven .for setting them so lo'~ ia thnt the deduction 

of capital losses is somouhat restricted. A fair ta.-.: system 

13 

cannot !>e achieved, however , siJ!lpl.y throu&Jl JJB.tehing an unjustii'ied 

concession by a hnrGlt restriction. A more sensible procedure is 

to recove both the concessi on and the restriction. Hence I sugcost 

for consideration an increase in tho tax rates on long-tenn ccpitel. 

~:ains, and possibly nJ.so on intermodinto ¢us (nor. taxed at a 

ClllX1mum of JO porcont) , coupl ed w1 th more liberal al.lo•mnce of 

capital losses, possibly by letting them be carried forward 

several years to be offset against .t'Uture cap1tcl ;;ains . 'nlo not 

result should be no deterrent to genuine long-tore investment 
Regraded Unclassified
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(especially in viii" of the sugceation above concerning oru.rtax rates) 

and a great increase in fairness acong individuals , 

Depletion. The present law allows excessive depletion deductions 

to oil and ~:as uells and cortain types of mine . As the Treasury has 

often pointed out, a lArge amount of revenue can be recovered by 

clo~in~ tr~s l oophole . 

Estate Tax and Gift Tax COOrdination, The estate and !lilt 

taxes together contributed only 6 .9 percent of t r.e !'edernJ. revenuoo 

in 19)8, and only J . 9 percent of total Federal., State, and locnJ. 

revenues . One of the reasons l'l!1y the so "ta."<CS do not plt.y a lArBcr 

role is that ,-;ea.lthy persons can aplit their f,ivinl' betweon lifo 

and <leath in such a 'laY that the transfers fe.ll only in the lower 

brackets of each of the two taxes . Uoroovcr, there are t1ro oxc:nptions, 

one for each tax. The relllCd;r for this situation is not merel3• to 

increase the rates , nor even morel,y to cl.il:linat e one of the cxe:q>tions. 

':'ho air.l, it seer.s to =o, should bo to cocrdinete the .;1i't tax end 

the estate tax so that, .from tho transfer tax point or view, it 

make:~ practically llD di.fference to the donor ~~ether he gives 

durint life or at death , Of course if so:ne tax incentive to give 

durinc life is deemed desirable , it can be given, oven under the 

coordination suggested below. At present such incentive ns exists 

may fairly be crul.ed erratic and f ar too costly in revenue. 

This coordination •.oul.d in offect consider gifts and the 

final. distribution at denth as a unified series of transfers. 

At the present time succesaive cifto are cu:tUl.ated for tax purposes. 

It remaina nerely to ciiiiii11Lte the estate as if it trere a final. eift . 
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There t hen •-.ou1d be one exl!lll;)tion and one rate scale. li it 11ero 

desired to g1 ve new induceJ:lent to gi!ta it cou1d be accompliahed 

throur)l special credits. Furthermore, any undue hardships at 

death cou1d be el iminated through special provisions . 

With tt.i s l oophole of avoidance closed, it wou1d probabzy 

bo desirable t o increase the yield of the estate t2X still 

further throu;;h socermat lowr ext::r.!ptions and higher rates in 

the lower and middle brackets. The l'odernl. estnte ta.-.: at the 

pl'eoent time applies to a very :rn".al.J. proportion of estates and 

tho tax on all but the t op portions of very lsrge estates is relA-

ti vely small.. In cy opinion the 1·atos on the hiehest brackets 

of the lsrgest estates are alroaey sutficiontzy high and shou1d 

not be increased, althour)l the total tax on those lsrge estates 

wou1d, of course , increase es the middle and loTrer bracket r ates 

"'Oro increased. 

Estate Tax Insurance :C:Xc:;;ption. The exemption &ranted to 

lile insurance (up to 340 , 000) under the estate tax pves a 

preference to those fortunate cnour)l to be abl e to seve in this 

manner over all other oavers Md other f on:w of saving. Removal 

of t his discrimination is in cv opinion hie;hly advisable. 

CoordiJ!!l~!on •d. th State nnd Local Taxes 

I n a fodernl system such ns ours, coordination of federal, 

state, and local taxes beco:tes one of the oajor eoa1s of f iscal 

policy. 
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Growth of Conflict . l'lhil.o the nati onal GOvernment has boon 

obliged to strengthen its rovonue system, the StateD have been 

faced with a similar problOID. They too have experi enced drastic 

declines in r evenue and increo.sing demands for expenditure . To 

! 6 

ceet their revenue needs the-J have reached out for new tax sources. 

Taxes on incoocs 1 retail scles, Ill coho lie beverages 1 tobacco , nnd 

chain stores, nnd a variety of business truces have boon n~ im,?Oscd 

in oany States . As a result, there has been en enl.argement of the 

c;roup of taxes that are ir.lpooed by both Federal and State govern

ment:> . Tr!ll'ISi'ers of property at death arc taxed both by the 

<ceeral Coverrm:ent end 47 o! the States. lnd1 vidulll. income is 

subject to the Federal income tax and 34 State income taxes . 

1:otor fuel i s taxed ~J the Federlll Covernmcnt and all the States ; 

t:"lEI Federal. C-o~-e=nt and 44 States eerivo revenue £roo sl.cohollc 

beveraces J and in 31 States the Federal. and State Oovornments true 

tobacco . Si milar duplications exist in liiMIY other taxes. 

Results of Conflict . Tho si.tlult..noous expansion in the revenue 

systemo of both tho States and the Federo.l Oovernmcnt has t;reat:cy 

increaced the connicts bet~n national and State t axe:> and betmlen 

the taxes of the various Stateo. 'ibe reaulta are incrCSDingly 

unsatioi'aetory to overycne. 'ibo various units of f10Vert11:1Elnt find 

their r evenue:; ad;-erse:cy affected by COJ:IPOting taxes of other 

governcents . 'l'h& costs of collection are hi(lher in proportion to 

revenue than if thio competition did not oxiat. The types of taxes 

that States have folt obll~;ed to impose often give rise to 8JIIUIU:].ing 
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across the Stato lines, necessitntin~ practically the setting up 

of custo:u of.rices by the States. The ta>cpeyer is also advers~ 

affected. l!e is often subject to two or more taxes on the SAI:le 

incw.e or tho S&l:!C transaction. Theoo taxes are frequently imposed 

ll'ithout regnrd to each other so that the l.evies are unequal. and 

onerous . For exampl.&, in some StateD combined Federal., State QJld 

local. (,1\Solino tax l.ev1.es reach 10 cents per t:al.l.on . The trucpayer 

must preptu·c numerous reports which must often be cOIT.pUed in 

different >:tJ:/O to ~atisfy the macy requirecents of the diftet·o!nt 

taxi.ne authoritico. J>ven the stUaricd individual. lllUSt tUl. out 

several. foms tor income tax (incl.udinC duplicates) in maey States. 

T"ne llext St,!2. Al.though in a Federal. system of covernmont 

the tax structure will inevitably be coJl1)l.ex1 the existing 

confusion and confl.ict cnn be dil:linished. A variety or auccoatiol\8 

have been c.ade fro:n different sources. Thus, it has been proposed 

that unit oro return:; be used by different States and the Federal. 

Governrnent in collecting the same tax and that uniform apportion

ment .fonnul.as he adopted to avoid taxing the srune incooo or 

transaction twlce by different states. In the case of some taxes 

it has been sugceated that the Federal. Oove=nt ~dminl.ster the 

tax and distribute its proceeds aoong the States 'llhence the 

revenue con.ca. Another suggestion is that the FederaJ. Government 

leave some of the revenue sources to the States and that the 

States l.ellve othor sources to the Federal. OovermJent. l'edoral. 
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collection of taxes accompanied by grant s- in- D.id to States has 

also been suggested. 

It is high t ilDe to consider seriously how the nntional 

and State Govcrnment3 can coordinate their taxes 1n such a 

nan!1cr a:~ to r.d.nimize duplications nnd contllcts , to reduce 

the taxpayer 1 s cost in complyine 1'li th the tax lar;s end to 

assure adequate rovenuea t o all governments . r ne existence ond 

ser iousne.s of the problem have been t:idel.y r ecognized nnd 

there has bee!' n r.ood denl of tali: about 1 t . To date , however, 

little ha:~ been nccol:lj)lished . 

In my opinion, the nost fruitful approach to this 

difficult and complicated probl em 18 throur.h the appoint

ment of a n.~tional co~ssion ~~do up of nen having the 

hif:hest po:~sible level of ~illty and public confidence. 

The:r should represent oot the Federal 1 State or locel 

Governr.ents as such, but the na tionel interest at large. 

They should have nt l east one year 1 mor e probably tmo or 

three , 1n which to hold hearin;rs nnd prepare n r eport 1 

and ample funds should be provided for staff r:ork . The 

function of tho Coroission wuld be to study the intor

GOvernnentC.: fiscel problUt in its ..any ram.tications and 

report to eon::rccs. I su:;::;est that Concress consider the 

creation of Duch n Commission. 

:18 
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Adequacy of Revenue 

It is trite to sa,y t.lult a ta:t syatCtl should yield ade-

"quate revenue. Tho real <!Uestion is, what is "adequate• in any 

given yeru- and place, Yet this quostlon is at the root of 

our tax problom, Unl,.ss ,..,. answor u; all our specific 

recom.nendations for changes in tho tax syate•1 asswne at boat 

an air of temporary structures rooti ng on foundations apt to 

be shifted at a mo1119nt' s notice . Here it beco:nes necessru-y to 

co-n!)l =nt tho backward z].anoe over t.'le past decade given at the 

be;:innin!: of rey stater.tent with a l ook into the future of the 

next five years or so . 

As we look, certain !Jrobabilitico tal<c form, To v~1ot 

policy they should lead :!>.tl.Y not be entirely sel f-evident, b'J.t 

it is clear that we must resolu~ly face the pro!:>leos thAt they raise, 

'l'"ne Prospects for a Jal"Jlced !lud~et.- The present tax system 

is power!'ul; but it is :~ot so powerful thot 1t "·'ill stop nll in-

creose in the public debt over the noxt five years or so , oven 

{!ivan sooe l!IA03ure of business i mprovement and some reduction in 

expendlturoo. In a year of great proopority, nth a national tnco::~e 

of so:oe SO billions of dollars, the current :-ev8lllles mi. ;)It r ise to 

8 billions; and, depending on the course of expenditures, a 

lllOderato a.'lount of debt r eduction, perhaps not more thatl a billion 

dollars and conceivably less, could result in such a year . But 

over a loneor period, ~:ood years and bod, the present revenue 

system will result in a substantinl imrease in the !7<!blic dobt, 
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asswuing no radical change in expendi turos . The crux of our 

expenditure problem lies in relief and national defense . 

Together those ite:n:J aro accounting for ___ or our total 

national expendi turos for the current year. 

l:l'ven with t.'le lowest expenditures on relief and defl!nse 

t;.,a~ can reasonably be expected, it is in my opinion unreal 

to talk of belanoinc the budget next year or even the year 

afte::- next; but, unless no are to cot:nit ourselves to a 

philosophy of continuin3 in~reaso in debt , it will be neces

sary to enact this year ::>easures that will, wit.'tin t.>tree or 

four years, brin~ in added revenue. Those measures are 

i ndicated in detail below. It is not so much the exact date 

of budcet equilibriun that matters, or even the precision or 

the balancins , as it is the adoption of a progra.ot that co::nits 

us to a trend in this direction durin'! the next five years . 

f'no l:ecessity for a Coll!!l!it:nent Toward a Balanced DudPet. 

Such a program seems to me to play a vital part in increasinn 

the national income. 

The heal thy .t\lnctionin~ or the countr-J as a .mole depends 

in the last analysis upon the healthy functionin!: of the 1'111 :a

earners and the businesses of the country. ife J:\!St rely upon 

b-.1sines" to provide enployment !or nt least the great bulk 

or our men of workins; age. I have suggested some C~E~a<Nres of 

20 
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tax fairnea~ thnt will remove specific obstacles to busineos 

recovery; but tho problem i s much broader than that . T.hen the 

uncertainty of conditions abroad are coupled with the un

certainties of an unbalanced national budget, and ...nen measuros 

to produce a blllance arc hopes, not realities, it is not sur

prisinc that the man ,.,no has saved money, whether a few dollars 

or a million, roruses to take a chance on an investment in 

anyt.~i."'; save tho soundest, best established, most stable 

securities. lie knows t."'at business must sometL-.e face now taxes 

heav-J enou-:J'I to bring the bud:;et into bala."'ce, ;>crhaps evon heavy 

enough to rotiro some part of the debt , and he cannot know Where 

they wi l l fllll . Since he cannot forecast the future, he marks 

time. The relllllt is business stagnation, not the steady business 

advance Which has been characteristic o£ the countl"'J. 

Sources of Added aevenuo.- h definite policy lookin~ 

toward the balancing of the budr,:et soaotime 'lli.thin the next five 

years or so sooms to me to imply t.he .tollowing steps: 

First , a decl aration of tho policy in unmistakable te~s . 

Second, U1e continuation of tho sales and excise taxes 

that otherwise expire U1is year . 

Third, e progra::~ of readjustaent within the several taxes 

as sugeested in the sect.ions above . The net effect of these re

adjustments will probably be a loss o! revenue , but they are 

essential because of the very fact that the systeJ> as a Whole 
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must r aise toore r evenue . l'ihen t he tax burden becomss severo i n 

the aggrocato, injWJtices within the aystel:l that mi(lht otherwise 

as a practical l!latter be i gnored mJJil beco:l& intolerable. 

Fourth, an increase in rates and a decrease in axll::lptions, 

in a Cllll1ner calculated to cause tho least i:lr10diate disturbance 

t o consumer purchasinc power D.lld to capital ' s 'lr.l..lJ..inznoss to 

i nvest . Hero the most procisin!: points ot attack seem to be: 

(a) '!'he rates ot the es tate t.a.'< D.lld gift tax (coordinated 

35 SU!:~ested above) in tho middle and lor.er brackets. ~A tulJ. 

revenue !rom increases in these brackets will not cooe in until 

three or tour years have passed, but wh"n 1 t does arrive 1 t will 

be a powerful !actor operatinG to bo.lance the budj;et. 

(b) The exemption ot ~40,000 under t~e estate tox-r,1tt 

tax. 'i'his coal:!, in my opinion, be substantially lonerod. 

(c) Tho middle brac!•ets in the individual i.'tco-..e tax, 

especially those between ; 5, 000 and ;so,ooo. An increase hero 

rather than elsov:llere see:ns indicated by the manne r in 'll'hich the 

weight of tho tax system as a v.'holo is at pr esent distributed. 

It must be remembered t han even tho weo.l thicst man has po.rt ot 

his incono in the middle bracko~s , oo an increase thoro would in 

part directly rocou9 t.'le loss incurred by reducinc th9 rates 

W'nere they are t\OSt. restric tive economicilly, that is, on tho 

top parts or his inco:JIO. 

-
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(d) Tho exe~nptions under t.he individual incomo t.nx. Dy 

l owerine t.he s ingle exeapt.ion from )11 000 t.o iP$00 or thoreabouta, 

and the married exea;>tion tro:n ,.2, 500 t.o :;2, 000 or thereabouts, 

oot. only will a new class of ~ers be awakened into con

sciousness of t.ho needs of the eoverru:>ent., but all exiatinf: tax

payer s will be required t.o contributa sor.~et.:Un~ 1noro , 

Thia proera~ reco3Qizes U1o dos!reuility of 1nc roas1nr. 

the rolo of direct taxation in t.hB oysto11 or the national 

government • 

.. h .. t.~er it r.ould prove adequete . to balance t.he budqet at 

t~e proper time ~oulJ of cou~se depend on many factor s , some of 

t..'lem adduced llbeve , t.hllt cannot be examined i n detail her e , 

At tho very least , ho·Never , it would be a prol:l"a.'D, no t n policy 

of dritt1nr: that is in itself n sort or choi ce by default; and 

t.'le achiovo:aont of a carefully for::wlated progra<~ cust, in 111;:1 

~pinion, bo the cornerstone of our fiscal policy. 
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Tho ccrits of the es tate tax enti tle it to an imoortent 

role in tho inderal tax system. It permits the application 

of tho princiul o of ability to pny althoUGh on a come~hat leas 

oxc.et basis t ''en the individual income tc.x . It ia the best 

nv~ilnble >noMs for p r eventinc tho pet-potuntion a.nd inet·eaeit~~; 

concentr:.tion of grea t fortunea . Aa compa>·ed to other taxes 

it :.:u~ rclntivel;r little effect in diacouracing entc"!'ris e. 

:Zhc conte::nlntion of the distr.nt t\lture 1a of leas i"'!'<>rta.nce 

in 'ctcr~ni~; one ' s o~tincta docisionc then the real ities of 

t:1e i::mocHnto present . Such effoch nn thoro are ten<: to 

offcot ooch other. Tne u rospoct of oetntc texea ~ d i scourn&e 

co:no pcraoll!l fro1n tr.ring to e.ccumulnto f ortunes t~hile it mey 

cncourr.t;o others to e.ccumulate not·e than they othenlise ~<ould 

in order that they ma;t leave c competence to their dependents . 

Chnnccc in the la\1 durinc the p!18 t fou yeQl·s have gol'.e a 

lo~ wny to :mke the estate te.x tho !t>ctor it should be in the 

t·cvonue syste:> . ~e exe"='tion hne boon decr eased to $40,000 

r.>:d tax roteo 1\:!.ve oce" incroN>ed to o tllll<icrum of 70 percent 

on nmounts transferred in excena of $,0,000 ,000. ~e plece 

o!' t ho eatnte tax in the tmc eyetom, ho11over , is still not as 

lor~c no it should be . In 1926 the t cx occount cd for ---- ( '~ 

porcent of the Federal revenueo wldlo in 1938 it accounted 
,.r 

for ---- percent . As a proportion of totol Federal , State 

24 
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ond local revenues, eatnto end inheritance to.xea amounted to 2 .0 

oorcent in 1928 end 3 ·9 percent in 1938. One o:f the reasono why 

tto estate ta% does not yet fill the posi t ion it should in the tex 

nynte"O iG t !u;.t it 1e wi dely avoided by lDOidng (;ifts before death . 

In llll <ltte1pt to end t hia avoidance . e. s i ft tnx >lOB i "'Posed in 

1932. ln>ile tho c:i :ft tax h~.e reduced tho incentive to avoid the 

cn t n to tax , a. l c.rc;e i ncentive re•oains . There ore t 1.'0 exemptione , 

o~e f or the r,ift tnx and one for the estntc t nx . Li~o~ise, thoro 

ere t'.'O rate ncrles , ench be{;i:m!n,e: o.t ver"J lov retcs . A person 

•·ith a l arc;e f ortune can reduce his tex ccr:tcdly by ta!ti~ 

ndvontnce of the t1~ exemp tions and the two rate scales. 

~e avoidence cannot bo offect merely by eliminat i~ the 

,1ft tnx exe~tion and increasinG t he r a t ec of eatnte and c ift 

texea . Inequities neon~ t~ers vould be increased it only 

those s t eps were t alten . Maey persons ore :10t nblo to dispose of 

lnr cc amounts of their venl. th b;r o;ift . Sooo nsed to retain their 

vcnlth to oaintain cont rol over t heit· buninoesos . Others feel 

t:1rt t hey c:mnot t,;i vo O.IICJ;f their nro, e rty because of the 

uncertaint i es of tho future and the desire for ~rotection in 

old nee . 

In ~ opinion the aolution lies in conci dering o;i:fts nnd 

the final d is tl'1but1on nt d ee.th es e. unified aerie& of t r e.nafere . 

At tho p r esent time auccosaive c ifts aro cumulated. 
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I t (:nerelY lr e,ce.ina l to cur.rulnte t he oatato "" if i t vere e. final 

1ft . ':'here t hen •·ould be one exeaption nnd one rete scale. 

I! it .:ere des ired to (;ivc nC\: imiucGment to dfta i t could be 

~cco:::?lishcd t:·rouch npeciol credits . PllrthorC>Ore , an:! unC.uo 

hcxdchi~s ~t deeth could bo cli~ine.tcd throUGh cpocial ~rovisiona • 

. :ith this l oophole of ~·,o id:mcc closed , i t uould pr obe.bl ;r 

be desil"<lbl c tO 1:\Cl'O<lOC t he r iol d of tho COtntO til-"< still 

~thor t.'>roucl> so:10uh:>t lo· ·er e::c::rot1onc end h ic her rates in 

t~"'e lo•Jcr rn .. · :li tklc ~rre":ots . 'Z."'te ~dcr~ c ... t:l.te t:O-":: ~t the 

'l't""·en4; ti.=e n.}>pli oa to .o vcr; t:tall :>ro..,ot·tion of oata.tes 

rn ~ tl:c !~..x o:t ell ·out vet:• la.rc e est;-_ t ee io rol "'.t ive l:f s :noll . 

In r"V' 0"1inion the rntoe on tho lm·ce::t ont~.tco !'Ire nlready 

cuf~icic!tt~t hich r .. .'"ld n:toulc! not be i.ncre~aed . 
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\al1le t he national eoverDJ:lent haa been obliged to strene;t hen 

ita r evenue ayate:o , the States have been to.ced 1.1.th a s1m1le.r 

~roblom . They too have experienced drnetic declines i n r evenue 

and inct·oc.oine de=nd.s f or eT.pond i t ure . To meet their r evenue 

nee do thoy hnve reached ou t f or no11 tax sourcee. Taxes on i ncomes , 

retail col oo , alcoholic bever ascs , ~obacco , nnd chain s tores. end 

~ vc.rioty o! bu~iness taxes have been novly imyosed in cany Statca . 

An r reoult. t here has oeen nn onlnrceoont of the croup of t axes 

t hnt a.ro io:><>se.- b;r both Federal and State covorncents . 'l'ranaf era 

of :>ro- erty at de: t h are ta>:ed both by t ho ;'edernl Go verncent ond 

117 of the Sta tes . Indi vi du:U. income is subject to the llederal 

i ncomo t:>J< Nld 31~ State i ncooc taxoc . Motot· fuel nnd a l coholic 

bcvorneoa oro taxed by the Feder a l Gove r nmen t and 31 States. 

Sioilnr dunlicnti ons exis t in many othe r t axea . 

The aimult nneous e~aneion in the rovonue sys tems of both 

the Sta t rs r~d the r ederal Governoent hee g reatl;r increased the 

confli cte bet11een national and Sta te taxoa and be t t!een t he 

t"-"<Os o f the vc riouc States . ':'he result& nre increesingly 

wuatlofactor-; to everyone. The =rioua Wlito of t."Overnoent 

find t he i r r ovenues adversely affected by coapeting taxes of 

other gove r nment s . The coste ot collection aro hi gher in 

p r oport i on t o t he r evenue than it this competition did not 

exiat . Tho types of t axes that States have felt obliged to 

1mpo ee of t on g i ve rise to smugGling acroee State linoo , 
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nocee81tat~ pract1eall7 the eett106 up of customs offices by 

the Stotea. The taxpayer ie aleo advoreely affected. Re is 

often ou'bJoct to two or core to.xea on the some income or the 

nome trnngoction . These taxee are fnquontl7 illlposed without 

rc1~rd to each otr~r so that the lovi ea ore unequal end onerous . 

For o~~-~le , in ooce States cocbinod Federal , Stote and locel 

caaol1ne taT. levies exceed llp per sallon. The taxpayer CIUit 

·~•·e~e nuoerous re_:)Orts ~·ll.lch cuat often bo coe~piled in different 

\:cya to entiB!"J the :oe.ny requiro:Jents of the d i ffer ent taxi,.; 

nuthol'i t1ea. 

~thow;h i n a Federel system of covc rnr.umt the t ax structure 

Hill i novitnbl y bo compl ex, tho oxiGting contueion and conflict 

cnn bo di oiniGhed. A variety of S\1G60&tions have been made from 

dif!'ortmt sources. Thus, it has boon p l'01Jooed that uniform 

•·e turna be used by different States end the Federal Govern::ent 

in collectine t he ae:~e tax and that uniform a1J!>Ortioll!!lent 

f or::rulag be adopted to avoid tnxinc tho Bll.CI(> incoce or transaction 

twice by ditfer<>nt States . In the ca8e of some taxes it has boon 

8UI;(tOOted that tho Federal Government collect the revenue and 

d1et1•1bute 1 t lll!lOn(: the St"-t OO , AnothOl' 8\lCGeBtiOn is that the 

Federal Government leave some of t he revenue eoUl·ces to the 

States end thnt the States leave other eourceo to the Federal 

Covornoent. Federal collection of t axea accocpnni ed by (:Tanta-1n-n1d 

to Statoe hae also been sucgested. 
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I t is hi6b time to consider aeriouely how the national and 

State governt~enta can coordinate their te>Xee in auc:h a manne r 

aa to oin1oi&e duplicntiona and conflicta , to reduce the tax

!>~er's cost in coCIJ)l.)'1ng lrl. t b the tax lnwe ond to assure 

adequate revenues to all governments . The exis tence nnd aeriouonaea 

of the problem have been widely reco(lllh ed ~nd there has been a 

r ood deal of tall< a.bout it . To date , howover . little has been 

nccooplished. 

In rq opinion, t he CJOGt f rui ttul. approach to this difficult 

end co~licatod problem ie throueb the np~ointcent of a national 

coumi ssion cado up of oen havins the hiGhoat possible level of 

ab i l ity and public confidence . They should represent not the 

Federal , State or local governments na such, but the national 

inte1·cst at lart."' · Thei r function would be to study the inter

governmental fiscal oroblec in i ts aany ramifications and report 

to Colll.'l'eas. I recoC>TJend that Congrcae provid.e for auc:h a 

cor.c"!!is sion . 
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In ay statement ot , I said that the 

Treasury vas ready to aupply to the appropriate Congressional 

oomait t eee ita recommendations for ohangea in t he tax ayetem, 

to improve. ita fairness , to encourage business to go forward, 

and to meet present budgetary requirements on a better basis. 

The chairmen of the two Oongreeeional oomm~ttees have expreeaed 

their interest in these obJectives, and their desire to receive 

the recommendations as promptly as possible, for action at 

t his session. Some revenue l egi slati on during this session 

i s a recognized necessity, sinoe the i ncome taxes on cor

porations expire at the end ot the year, and excise and sales 

taxes yieldi.ng about $500 millions during the summer. I hope 

that Congress will take this opportunity, not simply to 

extend the expiring l evies, nor simply to adopt the usual 

aeries of technical changes to meet particular hardships, 

but to adopt those tev basic reforms wbioh we badly need 

to put the revenue system on a Just foundation. The fUndamental 

reforms which I want to euggest can much better be adopted aa 

a practical matter this year rather than next year; and the 

encouragement to the taxpayers of the countr y by their adopt i on 

at this time ie a faotor of r eal importance under present buei

neea conditions . 
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I wish to divide thia atatement i .nto two parte: First, 
a abort aummary ot the fundamental tenets b:r which a tax 
ayatem may be Judged; and second, a list of the maJor changes 
which I recommend tor Congressional consideration at this time. 

Fi.rat, SimplicitY . The collection or t axes should be ae 
little burdensome to the taxpayer ae possi ble. The Treasury 
has considerably simplified tax administration by establishing 
regional agencies to settle controversies locally, and to speed 
up the work. It is no longer neoesaary to come to Washington 
in order to settle an i ncome tax or an estate tax or a gift tax 
case. I have no illusions about the possibilities of eliminat
ing completely euoh complexities, ae the elaborate provisions 
dealing with corporate reorganizations, or the even more detai led 
sections added in 1938 to per olt utility companies to reorgan~ze 
in conformity to the holding company act without undully heavy 
tax liabilities. Tax lava cannot be wholly simple in a complex 
society, and the eectiona I have mentioned apply to the few 
cases, not to t h e many. 

The complexities I would like to see eliminated are those 
in the taxing provisions ot general application. We now have 
four different taxes applicable t o ordinary business corporations: 
an income t ax, an undistributed profits tax, a capital stock tax, 
and an excess profits tax. The income tax i s by all odds the 
most productive as well ae the f a irest. The undistributed 
protita tax hae been reduced to a point where it no longer 
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poaaesses muoh revenue significance; it mainly serves as 

a buainess irritant. The capital stock tax is not a t ax on the 

actual value of corporate property, nor is the excess profits 

tax really a tax on excessive profit s. Both taxes are really 

based on t he guesses of corporate offi cial s as to future 

corporate income. The corporate tax system would be greatly 

simplified, and its justice measurably increased, if all 

tour taxes were consolidated i nto a aingle flat tax on oorpo-

rate incomes, with some concession in rate t o corporations 

having leas than per haps $25,000 net income . 

We should not mix t axation and t he regulation of the 

busi ness of t he country. Tax laws are complex enough and 

it is hard to make them fair as revenue producers without 

giving t hem t he added freight of social control . Of course, 

any system of tax laws is bound to have i mportant i ncidental 

effects upon our economy; and the laws must be so drawn as 

to prevent evasion. But it is fundamental t hat t he prime 

purpose of tax l egislation should be t he raising of the 

needed revenue with t he leaet possibl e dislocation of the 

ordinary bueinesa and social life of the country. Whatever 

gover nmental regulat i on is necessary should, as a gener al 

wor king rule, be accomplished by other means. 
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Our present tax provieions have been so tramed as to 

encourage corporations t o acquire capital through borrowing, 

rather than t hrough the issuance ot stock. Corporations are 

allowed a deduction tor interest paid, but not tor dividends 

paid. Interest and dividends are taxed alike to t heir 

recipients. A corporation which has t6oo,ooo ot bonds and 

$500,000 ot capital stock and surplus will pay muoh leas income 

taxee than one with the same income and assets which has no 

bonded indebtedness, and $1,000,000 ot capital stock and surplus . 

I do not thi.nk that the tax laws should aot as an incentive to 

t he increase in corporate indebtedness. We can improve the 

situation by giving stockholders a credit against t heir normal 

taxes tor the tax the corporation has already paid on the 

-

protita distributed to t hem as dividends -- a credit which existed 

all through the history ot the income tax until 1936. 

We have sought to discourage holding companies by a tax 

ot about 2i percent on dividends received by one business cor

poration trom another. The problem here is not one ot t ax 

evv.slon through personal holding companies, a problem solved 

tor the present at least by t he whole aeries ot special prohibi

tive taxes worked out 1n 1937 on t he 11ncorporated pocketbook", 

whether toreign or domestic . The question is whether the 

revenue laws should be rounded on the poli cy or discouraging 

business men trom organizing subsidiary corporations to exploit 

Regraded Unclassified



- 2 (o) -

new pahnh or to 4enlop 1'107 entel'p1'11... In 111 JUI!pent, 

it i1 w11er tor the tu: lawe e1.llpl7 to hol4 the eoalee enn, 

to withhold U7 Judpent upon the aer1tl or deaer1te ot 41t

terent killd1 ot bua1neee organization, to leaYe th11e aatter1 

to leg1elat1on which 11 openl7 and &YOWedl7 recul&tin, 

B7 the adoption ot euoh a policy, 1e1ue1 are kept clear-out, 

and we do not run the r1ek ot muddling tu: obJeot1YIII with 
' 

regulatory polio1ee, to the disadyantage ot both. 

~r:; --
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second, rairneea. Everyone asr••• as a matter or course 

that the tax system should be ta1r, that taxation should be 

levied in aooordanoe with capacit y t o pay. Agreement with 

the broad objective, however, has not always been followed by 

the speoitio stepe necessary to accomplish it. The imperative 

budgetary necessities or the present decade have been allowed 

to override a number ot allowances to the taxpayer which were cost

ing money, but which experience has shown are essential to 

a !air system ot taxation. Thus, corporations are allowed de

duct i ons tor capital losses only to the extent or capital gains 

in t he same year, plus t2,000 -- an entirely inadequate pr ovi

si on tor any corporation wh1oh has been forced to sell oone1der

able amounts ot its capital assets at a loss. 

We would like t o see more capital invested i n new i ndue-

tries, to put more men to work. It 1s certainly the part ot 

wiedom to encourage such investment, tor we have immense amounts 

ot idle t unds, and we have all too many idle men . Yet the 

i ncome tax law as unfortunately loaded against new investment 

and risky businesses, not only by the capital lose provisions 

I have referred to, but by the eliminaticn or provision tor 

ottsetting the current operating losses ot one year against 

the operating profits ot a later year. A stable business, 

reporting annual profits, is i n no difficulties i n this 

respect; on the other hand a business which has lost t~o,ooo 

a year tor t wo years and has then made $100,000 1n the third 

·· year, must pay Just as high taxes on the t100, 000 as it every 

Regraded Unclassified



- 4 -

year had ehown a profit, the plain t aot is that the bueineee 

has made no profits at all over the three-year period, and no 

income tax should be payable where there have been no pr ofits . 

It t he Government wants investment in new businesses - -

businesses which cannot guarantee a profit every year - - the 

least the Government can do i s to provide that only net profits 

will be t axed. 

Third, Adequacy. Over the five-year period ending in 

1940, tor which budgets have been pre sented, expenditures have 

exceeded revenues by an average of over $3 billions a year. 

I n 1938, the Gover nment r ecei ved the largest total of receipts 

tor any year s i nce 1920; and the expenditures still exceeded 

receipts by $1,394 millions . The anticipated budget defic its 

tor the fiscal years ending in 1939 and 1940 are $4,072 mill i ons 

and $3,426 millions r espectively. It may be that expendi tures 

can be reduced. It may be that tax r ates and provisions are 

oppressive 1n some i nstances, or that the tax system should rest 

on a broader base. It may be that ways and means can be adopted 

tor a market increase in the national income, and that then the 

present tax system will produce revenues to balance disburse

ments . The first essenti al i n my judgment is t he f ormulati on 

ot a dependable plan t or dealing with our budgetary pr oblems 

over the peri od ot the next five years. There is l i ttle, i f 

any, possibility of balancing the budget tor two or three years, 

but it action to increase revenue s a.nd curtail expenditures i s 
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not taken at this session, t he possibilit1 is pushed ahead b7 

one and probably two years more. Mere inaotion at this time 

oonstitutee a ohoice ot one torm ot fiscal policy rather than 

another. 

The healthy functioning ot the country as a whole depends 

in t he last analysis upon the healthy functioning or the wage

earners and the businesses ot the oountry. Ve must rel1 upon 

business to provide employment tor at least the great bulk or 

our men ot working age. Ve ought therefore to remove any 

specitio obstacles to business recovery which remain in the 

tax structure, but the problem ie muoh broader than that. 

When the uncertainty ot conditions abroad are coupled with 

the uncertainties ot an unbalanced national budget, and when 

measures to produce a balance are hopes , not realities, it ie 

not surprising that the man who has saved money, whether 

a tew dollars or a million, retuaed to take a ohanoe on an 

investment 1n anything save the eoundeet, beet established, 

most stable securities. Re knows that busl.ness must sometime 

race new taxes to bring the budget lnto balance, and he cannot 

know where they will tall. Since he cannot forecast the 

tuture, he markl time. The result is business stagnation, 

not the steady business advance which haa ~:?een characteristic 

ot t he country. 

Second, the maintenanoe .ot the Federal budget in its 

present conditi on makes tax reform diffi cult or impossible. 
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Most of the essential r eforms will oause lossee of revenue. 

I believe that t he adoption of eome of the changes which 

I want to recommend will promote healthi er business conditione, 

and in t he end increased revenue. But changes in t he tax system 

alone wil l not greatly i mprove business , and in any event, t he 

effeot w1ll not be i mmedi at e. It i s t he part of wisdom, 

therefore, ~o plan a t ax system more adequate as a whole, at 

t he same time t hat we act to relieve specific inequities. 

We cannot spare t he revenue from the expi ring excess and 

sales taxes at th1s t i me . At the eame time, we must realize 

that t axes of this sor t are not good measures of ability to 

pay, that t hey have been increasingly resorted to by the 

States and cities as well as by the Federal government , and 

that therefore further increases in t hem are undesirable. 

In 1928, t he i ncome tax produced $2,176 millions out of 

$2, 900 millions of total Federal revenue, or 77 percent. 

In 1938, it pr oduced $2,686 mi lli ons out of $5,660 mi llions 

of total Federal revenue, or 45.6 percent; 1n other words, 

while total Federal receipts were doubled, t he i ncome tax 

increased about 20 percent. Relatively we are depending too 

heavily upon indirect flat-rate t axes, and not heavily enough 

upon taxes wh i ch are a more aoour~ts measure of ab111ty to pay. 

The tax system in this respect has moved i n the wrong dir ection. 

Under these conditi ons, t he oonolusi on i s inevitable 

t hat t he base of the income tax should be broadened by lowering 

Regraded Unclassified



- 7-

the exemptions. J'urther, there should be an increase in the 

surtax ratee applicable to incomes in the brackets in the 

center of the r ate ecale, roughly those i ncomes between $20, 000 

and $100,000. Fina~ly, our etudies indioate that t he upper 

surtax rates are too high for the greatest productivity; and 

that net revenues would be increased by a small reduction 

therein. The incentives to embark capital in new enterprises 

1s noticeably dampened. When the State and Federal governments 

together demand a pnrtici pation i n profi ts of as much as 

89 percent , with n much smaller parti cipation in losses 

(go on Estate and Gift Taxes 

State- Federal coordination) 

The merits of the estate tax entitle it to an important 

role in t he Federal tax system. It permit s t he application 

of the principle of abi lity to pay although on a somewhat lese 

exact basis than the individual i ncome tax. I t i s the beat 

available means f or preventing the perpetuation and increasing 

concentration of great fortunes. Aa compared to other taxes 

it has relatively little effect in discouraging enterprise. 

The contemplation of the distant future is of lees importance 

in determini ng one's business decisions t han the realities 

or t he i mmedi ate present. Such effects as there are tend to 

offset each other. The prospect of estate taxes may discourage 
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some persona trom trying to aooumulato fortunes while it may 

encourage others to acouaulate more t han they otherwise would 

in order that they may leave a competence to their dependents. 

Changes in the law during t he past tew years have gone a 

long way t o make the estate tax the factor it should be in the 

revenue s yst em . The exemption has been decreased to $40,000 

and t ax ratee have been increased to a maxi mum ot 70 percent 

on amounts transferred 1n excess ot $50,000,000. The place 

ot t he e st ate tax in t he tax syste~ , however, is still not as 

l ar ge as it should be. In 1928 the t ax accounted tor -!~§

percent ot the Federal revenues while in 1938 it accounted 

tor -~~~- percent. As a pr opor tion ot total Federal, State 

and local revenues, estate and i nheritance taxes amounted to 2.0 

percent in 1928 and 3.9 percent i n 1938. One ot the reasons why 

the estate tax does not yet till t he posi tion it should in tho 

tax system i s that it is widely avoided by making gift s before 

deat h . I n an attempt to end this avoi dance, a gift tax was 1m

posed in 1932. While t he gift tax has reduoed the incentive to 

avoi d the estate tax, a large incentive remains . There are two 

exemptions, one tor the gift t ax and one t or the estate tax. 

Likewise , there are two rate scales, each beginning at very low 

ra t es. A person with a large fortune oan reduce his tax 

mar kedly by taking advantage ot the two exemptions and the two 

r at e scales. 

4! 
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The avoidance cannot be ottset merely by eliminating the 

gift tax exemption and increasing the rates ot estate and gift 

taxes. Inequities among taxpayers would be increased it only 

these steps were taken. Many persons are not able to dispose 

ot large amounts ot their wealth by gitt. Some need to retain 

t heir wealth to maintain control over their businesses. Others 

feel t hat they cannot give away t heir property because ot the 

uncertainties of the future and the desire tor protection in 

old age. 

In my opinion the solution lies in considering gitta and 

the final distribution at death as a unified series of trans

fers . At t he present time successive gifts are cumulated, 

It remains merely to cumulate the estate as if it were a final 

gift. There t hen would be one exemption and one rate scale. 

It it were desired to give new inducement to gifts it could be 

accomplished through special credits. Furthermore, any undue 

hardships at death could be eliminated through special 

provisions . 

With this loophole of avoidance closed, it would 

42 

probably be desirable to increase the yield of the estate tax 

stil l further through somewhat lower exemptions and higher rates 

i n t he lower and middle brackets. The Federal estate tax at the 

present time a~plies to a very small proportion of estatesand 

the tax on all but very large estates is relatively small. 

In my opinion the rates on the largest estates are already suf

t1c1ently high and should not be increased. 
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While the national government has been obliged to 

strengthen its revenue s7stem, the States have been taoed with 

a similar problem. The7 too have experienoed drastic declines 

in revenue and increasing demands tor expenditure. to meet 

their revenue needs the7 have reached out tor new tax sources. 

Taxes on incomes, retail sales, alcoholic beverages, tobacco, 

and chain stores , and a variet7 of business taxes have been 

newly imposed in man7 States. As a result, there has been an 

enlargement ot the group ot taxes that are imposed b7 both 

Federal and State governments. Transfers of property at death 

are taxsd both by the Federal Government and 47 ot the States . 

43 

Individual income is subject to the Federal income tax and 34 "· 

State income taxes. Motor fuel and alcoholic beverages are 

taxed by the Federal Government and 31 States. Similar dupli-

cations exist in man7 other taxes. 

The simultaneous expansion in the revenue systems ot both . 
t he States and the Federal Government has greatl7 increased the 

oontlicts between national and State taxes and between the 

taxes of the various States. The results are inoreasingl7 

unsatisfactory to everyone. The various units ot government 

tind t heir revenues adversely affected by competing taxes of 

other governments. The costs of collection are higher in pro

portion to the revenue than it this competition did not exist. 

The t7Pes of taxes that Statee have telt obliged to impose 

often give rise to smuggling across State lines, necessitating 

practical17 the setting up ot customs offices b7 the States. 
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The taxpayer is also adversely affected. He is often subJect 

to two or more t axes on t he same income or the same trans

action . These taxes are frequently i mposed without regard to 

each other so that the levi es are uneq~al and onerous . For 

example, in eome States combined Federal, State and local 

gasoline tax levi es exceed 11~ per gallon. The taxpayer must 

prepare numerous reports which.must often b e compi led i n dif

ferent ways to satisfy the many requirements of the different 

taxing authorities. 

Although in a Federal system of government t he tax struc

ture will i nevitably be complex, the exis~ing confusion and 

conflict can be diminished. A variety of suggestions have 

been made from different sources. Thus, it has been proposed 

that uniform r eturns be used by different States and the Federal 

Government i n collecting the same t ax and that uniform appor

tionment formulae be adopted to avoid taxing the same i ncome or 

transaction twice by different States . In the oaee of some 

t~~es it has been suggested that the Federal Government collect 

t he revenue and distribute i t among the • States. Another sug

gestion is that the Federal Government leave some of t he 

revenue sources to the States and that the States leave other 

sources to the Federal Government . Federal collection of taxes 

accompanied by grants-in-aid to States has also been suggested. 

It is high time to consider seriously how the national 

and State governments can coordinate their taxes in such a manner 
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a a to min1mi~e dupl ications and conflicts, to reduce the 

taxpayer ' s coat in complying with the tax laws and to assure 

adequate revenues to all governments. The existence and 

seriousness ot the problem have been widely recognized and 

t here has been a good deal ot talk about it. To date, however, 

l ittle has been accomplished. 

I n my opinion, the most truittul approach to this ditticult 

and complicated problem is through the appoi ntment ot a national 

commission made up ot men having t he h ighe st possible level ot 

abi l i ty and public confidence. They s hould r epresent not t he 

Federal, State or local governments as such, but the national 

interest at l arge . Their function would be to study the inter

governmental fiscal problem in its many ramifications and 

report to Congress. I recotrunend that Congress provide tor such 

a commi ssion. 
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::~ing tao: c o urse o f tllb .,·eek, to outline £ t lccst 
:. s ful l y : s I c .>ulci my o .. n tntcories ~ s to wlu .. t sho~:la 
go into tais s t:ttment, not merely i n th"' f orm of un 
o~:tline but l n tht. f o r :3 of : &:~ore extended document . 

•·nci befor e v. e .;o into tuis, I m:..y s ay this, th: t so 
fc r : s 1 cc.n see ''e a r e no., in this oosi tion : t m .. t 
tnl.! re h: s betn so<~l)thing .. ,ri tten up iu ,re on certainly 
t ilt t: rt<. t e r par t .>f the t o l)lcs wnlch I \IOt:i u su;);•ose 
:fvU1 .i .:cnt t v inc.Lude .!.n the s t <± t ement, <. nd th!. t it 
11111 llv• be ;>o s~ibl<~ f .;r, l s hou l d think, ;)rim&rily 
J r . ::>h vu ;> ~au ~lr . ~uffillid to tl..ke 11h11t 1 s been n•it t en 
nere :..nu t o .uol u it. l uto u CJ U,)le t eu rolll!h dr t..ft . 

'-': v., it r e:. ... .:, !'o r " u t: Fri<JLY . 

No .. , I •v;, jSOt ; b~tter iae< ? n t ais Fria Fy tnin& . 
1. t just ;,ccur!·eu t o - 1:! 1 in vie.: vf t nis oellgntful 
c.ay anu ul!. "II ) u on ' t ~ ou go u,~ to t :1e f<. rm v ve r 
t his <~t:e.<-ena , •· .. 1-y frv.n t his hull;,b;.lov ,,._r;,'? ~to thing 
ft'oulv. ;~ leus;, ,J,. ,u\l r e thun for m;, t o go u p to t he 
f-.r·m una g.> vv~ r tnls httn yvu. 

L n&l)pen to n~ve b Criair on uinne r t his ~aturday 
night . Jtn.;r.>i se your :;ur;gestion woula b e perfect . 

I s ee . 

Ko·.7 .~e hr ve nere a uoaument Nbich is sti ll pr e tty 
r oc:.gn . 

Dut not smutty . 
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1;ot smutty e nough • 

.. e ' ve a l so go t a n outllne by Brotaer l.luffield 
,,·hicn I t h ink l s ' vr etty good i ndication of the 
o r der in which t h e ma Jor topics s hould be pr esent ed , 
bu t wnich needs to be filled out quite ll bit ln 
uet ail, bec au se we Just - Ae nca lunch toge ther 
ond the outline l s the l t. test product . 

fl o .v , are you willilll; to listen t o me re&a the 
I onger document? 

.. ·.ec ple!.St.r ; ,vn!cn ::letons lita pleasure . The 
"'"tur .!r ;, Lvenin.; lost 1Ltt;<J IllY Fr e:1ca ;>r onune16 tion, 
~o ! ' ~going to use it f reely . 

•lo,: let Ct;. s ty a .,;..ln tn-. t l t nlnA t.tis ls - no t " 
ve ry _,.,,e:st tning to Soy - .i. tt11M tnis will sound 
norse t-.> y ou th:•n it is, b t.c:.use it needs 4Uite c 
lot o f ..:or.nec t i ng luni.(Uat:e &ad polishing U,J a nd 
vc r i..)us tiling:. ,Ju t in . 

oo ell , I ' u bt: OVdl'COoi\8 i f it Wer e perfect, or 
I'"' Ushea . 

•·ell, it .. on ' t be ,Jerft.c t . ..ell, I 1 m go i ng t o 
ret." - ~to l.ll..fl' lel ... ) leuve m« 1-lone acre , boy -
I 1m going 1.0 r e<.u t his tning lllOre or lt:ss &S I 
tn~= it wi ll fin~Lly be, ou t > OU .3<.) "tnt it 
So;;!e other . t.y . 

"In .:1)' s tl.tC:h.;nt. of ,bl:.n.t u& t e) , I S< i <.l t m.t \.he 
•re .. s ..ry w&:~ rct.<l)' t.o s u ,J,.ol; to t ht <. ,>propria t e 
-.ongresslom. l comml t tet;s its r eco:nnene& tions f or 
cn~ngcs in tae t r·x sy:;teJl, to i.ap r ove its f t.i rness, 
t o .,ncour~gE buslnes:~ t o go tor ::e. rd , <. nd t o mee t 
~r«sent bu~getary r ~4uirements o n a be tte r busis . 
• ne chairmen of t.le t wo '-ongression~l com.-:tittces 
na ve ex or esseo t.1e lr interest in t hese obJect! ves, 
-.nu tueir aes irc t o r ecei ve the r ecommentlr. tiv ns a s 
l'r ompt ly e.!l pos s i b l e , f or ~t ction a t this session. 
Jome r e venuo legislo tl~n during this s essi on i s ~ 
rtcobni~eu ntcessity , sine~ the income t~xes on 
co rpur o.ti Jns e x j)ir e 1 t tile ena of t ne fCb r , u nd 
excise ana s<.les t~x"s ~ielaing a bout ~5JO millions 
.J ~.tring th~ .su:n.ner . I nope thr t '-ongr ess wi ll t uke 
tnis o,>i'ortu:u ty , no t simply to e xte no t ne expiring 
levies, nor sio.ly t o utio, t t ne usual s~ries o r 
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tecuni..:al ..:nt-nges t o meet po rticul t. r horasllips , 
but to uuvj) t t bose fe.• basic ref or :as wuich we bvdl y 
neea t o ,.,ut t he r e venue syst~m on a just t'vuna&tlon. 
•ne l'unu:-aent~..l reforms which .l :i&nt t o s ugges t c&n 
::JU.:n Ut'tto.r bt- &Jopte" t::l 1.. , r <.ctic<.l Oliitcr t11is 
.rt:'-1' r o tnt~r tnt 11 next Ytl r; Loa tat:< enCOUl'Lt'I..Utmt t o 
tn ... t -. ..• A'.;tt<rs of t a.: c:>untr; b) t ht i::- rdo,tion t t 
tnis tim£ is ~ f< <:tor:- of r c:., l lm;>Jrt< net unue r ., resen t 
o .... ~1ne~!l cJnGit ions . 11 

·.nen tnis .~oulu go in - ~o:ut:tnin~: liKt: tuis : 

11 ! :;uoul« lik<- first to S t.Y taat I <>.>vr ecir.. t~; this 
o,..ort ... nlty to ~resent t o ; .>ur collllllittee my vie'hs 
on n&cesst r .r revenue le,;ls l ution . iou hLve ae::.r c! 
t.h s~>lng th:.t n.::> yet r is ~ .;ooc yeer t o sug~;e .. t 
1.. t t J. bill . .;ert .. ir.ly tnis r e::u .. rk :·.o~;ld seem t o 
!:" ~n t.CI!t;rl.. tE: f Ort:!t .; t Of 1~4J , <. YEbl' it. .,hlcb 
' u, Li; r.t 1 e le.:tlan .. 111 c oL.::l<nct tat { ttentio n of 
tne co,.r.try . ·.m.refurc , my 1 :J,l'-> ~' r.cc ttc r ... Looay 
w y ;1..ll bt wy t...~ t bd'v~ .. tui:; ::o"u!.ttee o n the 
br~•~ Jubj~ct of t Ex l .. glslrti~n . For th: t r~Lcon 

n:.c.y I 'o.l igre:;s c =-.J:n~..nt t o t tlL!l!< t rti ::> commi ttee and 
c!liJe\.!it• l L;)' 1 t s ..;he= lr .. u. n , ·\o, CtSEntc ti ve VOllg hton, 
}'!')£" tn~ t.: .JV r-h .. t' i.- t.i "'ln ~ nc con::;lut:r~ tion wnicn ht z 
Cc.t;;:. t:; t.t..z~\lt;.\,. to J::e t.I.lr JU""hJUt .. l.j 'tcr:a. in "'ft'ice . 
•\ct'!"t.: .... at.: t,1 v.; i.o .> ~nt. Jt., :,·our c ~.o...;1i ttet 1 ~ent.' tor 
u:. r1•l:: vz-. , t.!~"" tn.; ~£UL t.t.. t lr1: LC~ v .>!.l!Ji t ttt: .1t V t 

L..,;, t 1-Y s .. rv"u ~<k ~;lfL t•c of t ul::. C01.:lltr;,; in :1 

"' ::n~r of wnicn -;;t .J<Y ell Ot .. r oue . ··or.<lnt .. itll 
tal~ <.!J•·•itt.st :.no. .. itn tn" "'tr.:.te <'ir.H:Ct:. .:.J.llalt tee 
w ., btc1. r n e>.pe:icnce ~h lch I snbll : l ::t•~ s rt.m<.mber 

1· :!. tn t-'l~t- .:Ji.lrt. . 1' 

" I I, or .;t. r t~ ....... " - no .. , ~ don ' t ~:r.o:; .. hetntr .... 

"':" , .> .J .. r i ~;e tm.t.'t •nr t 1 s wonaerful. 

(Heart) u U;lnttr) 

i:.:..~t tim€ I did. someth ing llke t hat, hiO sdd 1t 
~ounded like a New Yo r k 11mes cti1 t or1a l . 
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Notning in he r e , I think, i s wonderful . 

•<ow, this next block I r ead y ou i s tile 11istorical 
block . ••e ' v e got some 4uestion whet her t llis should 
co~e nex t o r th~ next thing a fter it s boula come 
ntoxt . I ' 11 re6d 1 t in this order. ... t ' s tne nis
t orica l • ••• 

I ncidentt.lly - ms.y I interru1>t yo u -you d on' t like 
to fly 1 UO ;)'OU? 

No , !Jut i f you g ive me : <.:oust Guard pl ane I ' ll f ly • 

••ell , fi nd out ~:here yo u 1 r e going t o be . 

... c<n be ncre Frida y morning , if y~u want . I ' ll be 
c.o.m at '-Olu., tous •hurs~:.:y, but I cs.n tt.ke a night 
tn. L'l . 

.;olumbus - t uer run in ner e in tnree nours , don 't 
tney 'f 

vh yes , on 1.. pl<ne . 

'.'ih;. t? I me: n y.-~ c oulu come in here ~nd spend a 
llit>ht in Ilea: - fly ne;re; . 'L'ninl< &bout it . 

"'1 .1. right . 

loba t? I rr.":m y J t; c~ulu g e t in he re - I tniM 1 t 1 s 
t Ho nours , sou:etoing lik~o tna t • 

I coul d use on e of t nesc nigh ts in bed . 

You could ge t i n h e re a nd sleep . ~eriously . 

Al l r i ght , I 1 11 t ninK ~bout it . 

"In o rJ1.r to &chieve lusting reforms II 

If Y·~u • a nt t o do it , just let UUffield - c6ll up 
r utfield . I ' ll s~nd ourke out f or you. 

"In o rder to llchieve losting r efor ms in t axation 
it is es::.ential to get u !Jr oper p., r spective , ~ 
tJE< r $, ecttve tha t "e a r e in dance r of l osing through 
the c l vse ottention necessari l y gi ven t o t ~x devel
opments tiDY by day. oefore considering s pecific 
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measures I tncr•ttfore suggest tna t "e look , t the 
development of the t ox system during the l as t t en 
yet. rs and even try to see 11hat possibilities lie 
uhead in the next ftve yea r s o r so . 

"Dur ing th« periou l 92o- 1'1JJ the Federl' l t ttx sys
t .;IJ w~. s pr vduclnt> 1. bout three &nd e h~ l f billion 
Jolh. r s D Ytw.r . 'l'he C.reu t .Del)r ession drove the 
y.i.do co::n t o t .1·o billL>ns in 19J:G und covernmont 
.. .r.;>enu i tur es incrtt•::.oa . 'lne result ·Nos the ·~ovenue 
•-ct vf 1-1).:<, the first o r 1. s.;rit:s of r evenue acts 
1.ll a esigneu t .:> s treng t ilen th« t~x system in one 
•• :...y or e:.. nothe r . 

"'-he ... '}J2 /.ct ~ut tue 1nco:ne t<.x r ates back t o t t1c 
.L evels prev~:o ilil~ s .. o r tly r.fte r the liar . 1 t also 
uot.tblec , r oughly, the cs t~te t <.x r <. t es, and !m~osed 
t. ~1ft t~x ~ r,~,. t :;"'r1es o f mt.nufr..ct~rers excise t t..xes . 
.-ev .. r tnelt.:..:; , so , o.;&rful v. e r e t n., f or ces of de pr cs
si .:> n tn&t the t : x r t: vtmUt~ did not rise ~bout two 
billions in l -1JJ , b ut f or tne nex t n ve yeurs it 
inc r et• seu t o ~o-n ext~nt ,>r ucticr.lly unprecedent ed in 
the r ecent h i s t ory of nutiona l governments , r eaching 
&.n <•1 1- t ime r ccor·d f v r tnis country ol' slx billions 
in 1138 . . .:non.; thE: ClCl s ure.s ;>>.ssed s i nce 19JZ, 1 bout 
e.,-..:;;1 silur es ln t•Chlt:vin& tn1s r esult c ::.n be lSSi gned, 
;"irs t, t o t •• e t~xu t1.:>n of lh,uor followiJ16 r epeal of 
,_~rouibi tion; s e:conu, t o tu~ soci2l s ecur ity ,.&yr ol l 
t bXE:S j t nir, , t o tne fu~tocr incre2ses in t ne income 
t <x.,s , tne est~o.te t&:: , and· tne gift t <.x in 19) 4 
te nd 1135; 1 nd t o t he processing t 1:xes wulle t ney 
~<ere i n exis tence . ;,o:ne r evenue ·:;c.s :: lso obt ained, 
in t he ,..r e!>su~e <>f cu.~.;rgency , by <iis<:ll01dng certain 
.. «11- g ::-ounded ueuucti.ms , t hLt a r e r eco:nmended be low 
f o r r eins t< t er.~ent . Fimll y, the greft recovery i n 
revenue n>s of c vurse b~en a chievea in lc.rge ~vrt 
1;Clr o ugh the rc~vvery i n business from t he deo)ths 
of l'JJ~ ~nu l~JJ , 

"Cur i=usly envut;l L, t11is ,.o.verfu l fi sct•l eneine, 
built U;J pll:l.:e by piece i n ttu, t pas t seven )' <.& r s , 
lovks , on tnt .mole, :;owewh~o t d ifferent from whe t 
.. e :ui t;;ht expEct i 1. t o , ln vie./ of toe kinu of pi<.ces 
t.n<ot n;.ve gone .l.n t o i t . i.Jespite the greot incret ses 
i n i ncome t .:.x &llt.. <.Str. t e t :.x r ates c. ru tne tnt r oauc
t ion or & t: ift t t. >., t nese t~xes proauceu :mly 5J 
,;ercent of t h., Feuel'E.l t hx r evenue in 1:1)8 . 1nis 
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cor.Jphrcs v.i th oil ,;ercent in 19:.09 to 1931. T11e 
fc~t sec~s t o be tn~t, import~ nt ts n6ve been the 
oeve1oy•O('O'S ln ..iir.,ct t ;.xc. tlon in the. j)C ~ t dec~oe, 
tnt)' 11:. "" bC;tn in l~rgt: .J• t"t but tne nee esse ry 
>.tt>~.:tur:.l .. v t>.<: , wi th tou..:n of the. cont .. nt y,t to 
t., tuue ... if ~irc.:t t to::L tl Jn is to ,>hy tht: ..lr:rt 
.a .;n.;iJl,.;. '.Lai s ,...,tnt 1:. especi a lly tmt'Orti>nt 
bee: !..Oo tfttr :::.11 tt1e l' c.ucrt l covert-:J~,;r. t colltcts 
lc..:; .... l.l-uu tli ll' t tlt. cvuntry 1 d tt~:-: r ev~nuc , t no t.ht: 
~ttlo:. ;.. nu lJ~:l t , ., s~:;t.:ms UJ;a<t very r Eotrlc tt.J 
~-~ ~ 1' d~ru.:t t~xcs ~rLut ... l o tu.<:e Lecount of nt: t 
.... ll'!"...,r~.;ut.:c.~ _n tt. j.t'c-;yt.r~ ' .J~ .lL.r t o support t;;o vtrn
!~.h ... l1 t. • 

1'n .... •. ~ 1~~~ 1~C3~~~ , cert.Lin ~~~b~biliti~s tb~e 
1 .>r.:J . .J :;,.._ t }vli~y tnc. .. t pr<>bLbili li"s snoul\J 
£.Lu -L~ n.;: l~ .nLirt:l~ sclf-tviat:nt, b ut i t is 
cl~< !" tnt' "" wust r(~olut.,.L, ft ~" t:lt: , rothra~ 
tuc t ttn:J rt i~f::' . 

"1m ;ro..~c.n t t t:. s~ s tE.n. i& P-' .,n..,1 ; hilt it is no t 
.;o , CN/~ rfill t.hat lt .. 111 s t.u~ : 11 in~r· <ouse !n tnij 
~~oll~ deb t ov .. r tnd nt~t f!v~ y .. ~rs ar s~ , c vtn 
.t,.l Vl: n ·-··ib utt;.:..s .;.r~ 01" u:..J.:nE:!s.s l.n_,Jrovt.atnt c.nU 
s ,..J_,, l' t-<..u.~t.i v.L, .;.n c: .... !"lj;JJuiturcs . J. O c. yci·r of 
!"'rus,..er!.t..,~ 1 .it.ll t r.c ti .... n: l inco:;,t: Of SOr:lC .:SJ 
b _ lllar,s l.lf wOll::r, , tu~ t:ll!"rcr.t rEVC:r.UtS IDit;nt 
t>l:.c to l! lill:ions; : n.:, ClC,J(;IltJirlb or. t u- c our se 
of ~ ... , enol tures 1 ~ .uoutrL t.~ c. cot=.n't of Ul:Ot. r t.;c.twc 
ti<Jns , .~rn<.~s not .Jore t•'li n ' t i lliun -.olh.r:; 
"-'~o ~"'r.~eiv" bly lt=s::5 , c v .. l- rb&t..lt l n sucn ' yt.L~r . 
- ut OVt L" t l on.;t r ~.,rlou , ~jOU y~.ars 10 nct btd , the 
" resent r .:venut ~ys te~, ·:: i ll re~ul' in t subs tt r.tial 
ln~r.,r se l n t ne .JUblic debt, LSs..:r.:i ng no r uJ.tcr l 
c.Julj;t. 11: ~.xpenuit~o:l·~s . In l1Y oplnior: , it is Wlre~l 
to t u l/. .. ,r· b~1.:nclTI!: tne bu(..e;" t next yur o r l ven 
tne ~ etr l fttr next; b~.:,, unl~;:ss .:e v r E t o co:.rnit 
.Jw:' "" c lVt.: tt.) ;. :--ull-'.3.J,_ny :>:"'" continu!ni in,.;r~l. se in 
.. .;ot, lt ... .:.il tC; nece:>.>l r, t o en~oct this >"~~" c..~L 

a .:·c ... ln< t .• .:.1.1, .i tn_n tnr~<t or four y.,trs, bring 
.1.:. t..:"""' t· .. v~nu~o . ·n~~e :ne~3ures ;:. :-e 1n.:.t1c£ tee in 
u.;ttl.l. b"l~t . I t is not s..> rJuch the exu:t utte of 
ouu.;t!t Ec.wU.ibr iwn tn<.t .nt.t t e r s , or t!Vcn tn c ~rc

cist\>n .Jl. Lne bb.l<n~inb , t 3 it i s tne tooption of t.: 
proert m tht• t co:nn:i t!l us tv 1 trend in t uis d irection 
-..urir.t; tnc nex t fiv e )'t:!.I'S ." 
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L~cellent . I s t bht your s? 

Th~o t 1 :~ l:>bou v ' s • 

Tnis is very funny . Hones tly, 1 uope I s trike 
so~etn:ng tn~ t ' s Uacill ' s . 

The f irs t ..,ut;e .vas n1s . 

l 1 10 jUHt LO e~ECUtive ner e . 

Jll, 0olly . 

52 

v.>u 1 t ;-.>u Ln~uk 1 1 m a pr etty inspirat i or:al l'ig ure, 
t,l.>U(;h 't Lood: 1.na t tue.;;e boys can turn out ;:hen I •m 
~o rouna . I don ' t evengtt c r eui t f or tnt. t . 

u 0 1 b l.CL\Wt .1. tb.inA 
t heLl . I 1 V t •lhU L lo t 
but t nis is beginnir~ 

You U kc t hu t . 

bl e .. tb.: i ns,;in tion i n t o 
of uocum<.nts e r oun<i her e , 
to i ooj{ lid:e something . 

I think wha t you did i s •t:onderful , Ros . 

'.o. h t.. f ir.;t j:t..,e . 

:~.:~;~ .. c ' ll & c t t ne sec.mJ , age . 

.. .., .• , I ao.>n' t .u1.:>.v :;netnt:r ... b e t t.o: r t tll nim t nis is 
tt int .:> r no t . 

~e tLer WL iL 1nc see . 

~hl !l l s no t going t o b e ~tne unl ess you like i t . 

I like tn~t l£~ t ~t.Jt u lo t . 

Th is next .,.>&r~:<e ro:.pu is no t rignt ; it will ha ve t o 
be cu Lng, ... l . :.ut ::e r.eececi soce kind of introc.uction 
ner e . 

11 ! VI l:.h t o ui viae tnis Stt. t ement int o t v:o ;>forts : 
First, £. s nort SU!Ilm;, ry of the fundamen t &! t cnc~s 
by Ylh tch ;. tux s;;-s t em may be j udged; e nd s econa, 
e list of tile rJ6 j o r ci1Lng~;: s 'llh i ch I r ecommend f or 
Cong r essional consLle r :.tion n t t h is time . " 
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.:.~y 1 just stop :. moment? I tninl!: .1. ougl\t t o jus t 
ScY - "I r e coa:uen<.t for y our co nsi aer c t lon" - i s 
to<. t. •h1. t I s ay·t I w oulur. 1 t use the wor d 11 recom
o ~or.d " c t •·ll. I ' d SLy , "I brir.g t o your attention 11 

i f y.>u d .m•t .uinJ . I woul .. n ' t ln ~:r.y wBy S l } "I ' 
r <..c;>o.uhmu .' I me1.n if you c 1. n p<.r<.~Jhrt se 

J. m .. t ' :; .me t llll16 , o ... 11l uc..,u tv cut out. 

i OI.i c :. n >'o r Lphr<.!.o. t.a~ >:v r a - "I bring t o j OUr 
h t t;;t,tivn . " 

"~ l :-s t, t.i.n.>U.::l ty . ! Ill. collection of t~xes sno uld 
UL · s li ttle burcens~~c t o t hh tcx~fyer ~s possible . 
• ne :.:•t sur>' hi.f co o • ..; ! ... .,ro l: J.y s ! tt;>lifi ed t tx r•dmlnis
tr; tt ·•' b, e.;taiH1l':n tn,: ro.;r lon<J l a genc!e:s to settle 
C.:llltr~vc r .;lts J...>:::..l t ;,•, a t. I to S 0 E:eu t!;> the work . It 
i:;;i t.v lvnJdl~ r:~;ce..;so_ ry t ~. .:o:th ... t .J .. , s i't int;to n in o rder 
t o s e ttle <n :n~J~E t :..x ur ~n e s tLte t1.x vr t g ift 
t o·. <.::·3 tl . I hL v~ n .J ll-u;;h,ns abo'-l t t ne .•o:ni.btli
t !EJ f elt .• :~: tin~ c~n.l•L~ly such uomJ•l~xlties 
•.; t nc "l' J,.,t·~ tt , r vv i siunl! .:~c: l ing .,i t.n co r por:· te 
r toJr<.: :l-4' \.! ;, ,.; , _, ,. tu~ tVLh uor., d etaile.:J sections 
tuu~..a .r. 1-J;,J ~.) ,.tt~:...~t. c.ti..L.lt.J co~_Jc.; nlt::; t.J r tor
b4-n.:_c ,.. .. .!JLl.)r.~i:;j t-> t...li.; nol.:..!.nc;; co:J1)( T,U. act 
.. it.n lU t ..Jaau.~..J .. a.t. vy t~ ; . L~:.uilit.its . ·"-t.X lt. .. s 
.:t m.u t tt. ..n oJ.l:; s io~l, , n ; coa,>l~ox soc ir. ty, and 
th" St.ct_ >ns I m.v .. :Ja<.ntloJr.t J h,JJ.Il.- t o t <h. f 1. .. Cf,S£S , 

" " t t u t m: -'" r:y • 

1111l<J c o.aph.<lUe's I No ulu llo<E to s ec elimln~ i<.d v r e 
t.tu:; <. ln th(. t &xlng pr o v lsl•Jn ~ of g enen l ~<Pplicc t i o n . 
"'- r.vw •• o..v.; f .>ur d :L fl'<..r~nt t t'-t.S L,>1>llc~blL Lo or d i 
m. r)' bu:.lu.ss cor,.torr tl ng : vn 1ncom., t 1 x, r.r: unui s 
tr ibt:tt.l 1 r oflts t E.:, , ;.. ~t•yi l.~l s t o.:.< t E.:t , &nJ ~n 
E .•Ctl. s , r .:>l.i ts t~x .. ··nc lnco;:~e t :.x is t. o..l l oaas 
tac :to:.t 1>r O\lt;ct1ve ::s ,,£11 11s tne f~ il·est . 'Ihe 
una is tr 1 bu t eo pr ot' 1 t s t~ x h; s been r ea uceu to I' 

.• oint :.he r e 1 t n" l onge r 1;ossesses :nuch r e venue 
:>lt:ntl'lcOJnce ; i t w&lnly serves ~o s ~ busi ness 1rri 
L:.nt. • ne c&pit~l stock t ux is not " t r x on the 
< ctu£• 1 vl! lue o f c or j>O l'!o te pro ;Je rty , nor is the 
e xcess ~rofits t E.x r~L lt y b t 1.x :;n excessive pr o-
!'1 t~ . Bo t.h trxes L r e rel<lly b• sed on the t uesses of 
.: ..>r1•o r·o:. tt: offici< l s ~>S t.o future corpor :<te lncllme . 
• b ey c. rc .,., :-tlcul~orl:> b lll' ... cnsooe t o yo ung Lnd devtl 
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oping businesses . 'J:ne corporate t ax system would 
be g r eL tly simplified, end its justice mevsurably 
incrE:LSed, if all four t uxes were consolida t ed i nto 
L singl e fla t t ax on c orporate i ncomes, 1¥lth some 
c~ncesslon i n r c.te t o corport ti~ns n~o.ving less than 
p .. rhaps t\25, JJ.) ne t i ncome . " 

J..xc use me - c <>ula s~:nebody mcke a note - you ' re 
going l o t uld: about the d eficit c or por e. t i ons , oren o t 
y.Ju? 

.I. Es , got tnat nere in just L little while . 

"It is fund<.ment !>l tnllt tnt: ,..rime pur pose of tiJX 
lehislt ti~n saoulu be tne r t i sing o f tae needed 
r.;v~:t.uc wlln t he le&st J.OSsibl e disloca tion of t he 
or .. inur) business ~ ui sociL l life of the c ountry . 
·•ha tever govoorn:nental r egul1. tlon is n~:cessery snould, 
t s L gt:llt:r~ 1 wor &.ing r ule , be. uccoo,..lished by ot her 
me<. us . • ::.x l<.u~ a r € c oc;'llcx enough and it is hard 
to mt ke tnem I':..ir F s r evenue ,.,rouuc e. r s .~i thout gi v 
ing t nem tne Ladeu f r eight of soci s.l contr ol . Uf 
c.>urse, a ny syst~:m of t 1.x l ;.ws is boun'" to hbve 
i 11vor tunt ln~; ident.;o l .. rrects ..t,;un our .. conomy ; 1 nd 
tue l&hS must be s o drto 11n LS t o ,,r event evosion . 
cut t t.x l u,vs t re oroin~>rily not the best means fo r 
t Lle ~o.cco•n;.olishment of soci a. l <.nu eco nomic obJectives . 

"vur present t <.x ;>revisions :u ve been so f r :.med &s t o 
encour~>se cor ,Jor a t i ons t o bC<,ul r e capi t <. l t nrousn 
borrollill!S , r u tner tnan t uruugn t he issua nce of a t ock . 
vo r por a tions are c; llowed L deuuction for interest 
~~> io , but no t f or uivi dends paid . lnt e r est ond 
uiv1denus are t<~xed alike to t heir r ecipient s . Thus 
corpor a t e pr ofits pt i d out i n d ividends a r e t 1•xed 
t ·:ice; i n t e r est is t t. xed onl y .Jnce . h corpor a tion 
,fhich hu:~ ~ 5JJ, .).).) of l:~nds ond \>5JJ , .)J.) of ca 0Jita l 
stoc:.. t n..: :::ur j)lus will p~y ouch less income taxes 
t,u n one .vith the s ame income and ~>ssets which has 
no b nded in~ebtedness , Lnd ~l, JJJ, J)J of ca~ital 
st~c.t ~ no s urplus . ! d o not toink tila t toe tax 
1&.\S sn.>ulu ~oc t L S an i ncentive to the increase 
in cor por a t e i ndebtedness . •7 e can improve the 
:~ ituation by giving s tocltholo.iers e credit against 
tne1r nor lllal t t>xes f o r the t ux the corpora tion hus 
blre~>..:Y ;.o;.io on th~ profits aistrlbuted to t hem us 
dividends - - t credit which existed a l l tnrough the 
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t1!.st:>ry o f toe inco:B~> t~>x Wltil 1936 . 

n•:: .. a .. ve s ought t o d1scour&ge no l-l in& c o:n,>anics by 
t. t ;,>: :lf :.bvut. 2J ..,ercent on u ivluends r&celveu by 
vne bu~inesn cvrpJr~ Uon f r om a nother . ~he problem 
nere is not one v i' t t<X e vus1vn t nrough persona l 
nvlu ing compt.nies , a ,..r oblero solvea for the p resent 
• 1.. leun t by the ./hole seri es of speciul pr o!1ibitive 
t~;< ~:; «Orll:th.i ..>ut ln li137 on tnt: 1 incor,>orbted 
,)OCl<c tbOv.C, 1 ./ht:th o?r f .>r e ign or QO!l!estic . 'J.he 
-. ~"sti )n is iho:tae r the revenue lass should be 
f ounoeJ on the po llcy ol' discour~>ging business 
me.n f r o.n or;;~:. ni~lnc :a.:bs i uiory c o r por e ti :"ns >'lhich 
rre~~:ently a r& use- for s ... ca l egitim.te e nds £S to 
o:x o>l o i t ne .> ..,~ t ~;n t s _, ,. t o d evelop ri s.cy enterprises . 
I n my ju,._;m<.nt, it is :.l;;cr f o r t he t ax lcws s imply 
t o h :ll- the sc,_l.,s c v r:n , to withholu any ju .. gruent 
u ,..on the :cu·!.ts or dem .. rlt:; or d ifferent Kinds of 
buslne~ 3 org:~i=~ ti _n , t o l~:.ve these ~tters to 
l o.Jgisia ti:>n r1nicn l s o penly , ""' ~ vo•·edly r egulc t1 ve . 
r;,y tne ;.do:, t i:m o f such a policy, issues ~;re kept 
clt:ar-c.Jt , Eno.l 1.e do no t run til., r i s k of muddling • • 
t a x objectives 11! th r <'&U l•. r polic i es, to thtl d is
a tiv:.nt<. ge of both . " 

l s thc.t y.Ju? 

Uh- nuh . 

,. •h!J ,.a rt tur.>ugh ne :-e is Lll cl ine . 

.._.c:_y ~ s c. ;,· l t 1 s ve ry eo" .... . 

"~very.:>ne q;r.,.,s t•S ;. .nuttt:r of course thu t the 
t 11 x sys t em s noul<l b e f~o ir , t n:: t t <.xt. tion snould 
l>e levied i n .. .::cor o1 n ce wi tn c o.;)acity t o ,ay . 
><gree!llent .,.1 tn the broiJd ob j tlCti ve , ho·.vever, h~ s 
not ;,l,.&y s been l'ollo.veo by the speci fic s teps 
necess;.ry t .:> uccomplish it . "'S I nr.ve c. lret•dY 
i nu.icateo , t ne i!llper ;. ti ve budge t a r y necessl ties 
o f the ,resent aec~ue n&v e been ullowed to override 
tt nu.nber of ~: ltoNt.nces to t he t e xpayer .1hich 'N ere 
c osting coney, but ~hlch experience h&s sho~~ a re 
essenti&l to 1 f &i r system of t a xa tion . I t hink 
toe ti!lle .~s come for th~ restor ati.:>n o: tnese legiti
dl<. te o.ilo .. <.n;:es . Thus, cor;>ore.ti,ns a re to llo.1ed 
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ueductivns for capita l l osses only t o the extent 
of Ct.j)it!Jl gains in t ne swne year , plus ~2 , JJJ - 
an entirely 1nade.,uat e ;>rovision f o r any c orpor a 
tion wnich nas been f orced t o s ell consider able 
&counts of i:s c&pit£1 a sset s a t r; loss . 

" '.'le would liKe to s ee more c &pita l invested in 
ne .. lnaustries , to ,>ut mor t .1tn to work. It is 
certtdnl> t he .,~rt of 7; isaom t o encounge such 
1nv~;; s tmtt.1t , for .. e i1~ ve illlJllense runounts of i a le 
funds , and .Ye :1r. ve • 11 t oo m:. ny idle men. Yet the 
income t <~x lL-~> is unf .Jrtunt. tely loaded <•g&inst new 
investm~nt <nd riSA) businesses , not only by the 
Cfpit£tl loss ,>r ovisivns J. hnve r ~o ferred t o , but by 
tne t;li:nim. tion o f ,.>r ovlsion for of fsetting the 
current ~pcru ting losses vf ne ye~r 6ga inst the 
o;>ert• tin& ,>r .Jfi ts of c. lo ter year . 1 s t uble 
bus~n~ss , r o::ort!.ng a nnu11l ;>r oflts, is in no dif
ftcuttles !.n tn!.s r es;ect . vn tne oth~r h&nu a 
bJs l ne.;s wu.lcn h<.s lost ~5J , JJJ '- yec r f or two 
y .. t'rJ <-nu nlis t nen made tl)J , JJJ in t.1e tnlru 
, ~ :.r, ::uJ t tJ'- :1 ju-.t ~s ul&n t: xes <lr. tne "'lvJ , JJJ 
:.~ .l f """' ''Y yerr n: o shown b pr ofi t . ~he plE.in f eet 
l>~ tm t tile business l" !l awae no ,.>rvf.i.ts &t u l l ovt r 
t..~.., tnrc i..-YCI..l' ;>e r l.Ja , :mu no i nco!lle t£-x sno -.~lu be 
_tty:.blo .mere t~ere .lL V" beEn no profits . if the 
Go vern.Jtnt .. :.nts ir.ves t:~ent in ne:: businesses - -
0\.Slr ..... s .. s wh.i cb c<.m . .l t gut rantec 1: pr:>fi t eve r y 
t et r -- tae leas t tnc ~vv,.cn~ent ct~ d~ i s t o ~ro

vi-e t.lt• t ~n:.y net ,Jr ofi t s v.-1 11 be t~>.xtd . 

xou .ue;m "net ,>r ofi t~ ov<.r t t erm of yeu r!l . " 

" :> Vt r 1 tt.r:n or ye~o rs ." Tn: t 1 s zot to be .,olisned 

s,.,eaking :.b.Jut ~or,.>or~< te t &xes vnly? 

I Nould ao it f or 1n-iv1dw.ls , too, tos f~<r as tm:. t's 
concerneu • 

.l w ~;:; wvnder i ng C• bout that . 

~idn 1 t mHke t ha t clear . 

"Ovor the fi ve-y eE.r peri"d ending i n 194J, for which 
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budgets h~.ove been !'r esented, expenuitures n~.o ve 

exceeded r~v~nues by an a vtr<-,;e uf ~v~r ~3 b1llivns 
~ year . I n 1938, t he v overn ment r eceived t he 
l:.r!,tSt t o t t. l of r ecei,>ts for ~o.ny yur since 19:!J ; 
10!:£1 tnt. e>:,,enditures still e xceeded r c c e1,..t s by 
41 , >&4 ~illiJnS . ~ne t.nt1~1pb tea bu~b"t deficits 
f o r tnP fi scal ;re<.r.; endin,; in 19.) ~ <-r.<i l'JI.J sre 
· ~ , J7: ·"Ul.Lms <-Od ,3 ,426 ~•illi.>ns r es;)ec tively . 
It .. .'·;,· b .. tm.t e>..•enultures er n be r eauced . .ll m&y 
be \.n< t t<•X r < t~s r,nj .• r ovls t ms a r e o;>,J r e:;;;iv~; in 
s,, IE: Lns tt.nc<.s, o r thc. t tne t;,:: s;, ste;tu sn:>uld r es t 

n !. \.J r ;><-uel' bt sco . • t .u:y bt tn&t way s ; nd melons 
~ .. u Lt.. c_..;...,~t~t~v. f ..;r o .m.r .r<:~u l n..:ree:s€ in tr1a nt tional 
ln..:" .e, (l,.J th< t t nen t m: , rt: :;eu\. t ;.x s ys tem .vill 
-~· .... uu..:t. r~...vt.::.uc- t J b: 1.t.J.Ct: dlsbur!>E::~ent3 . .L ne 
f l.r - "··~"•·t,;,~ 1 ln ~> jUut,.3<;r.t L; tne f or mul& t i.:~n 
.>1" 1 ~'- ..... .J: b .... ,.ol<.n f.l:- _._:. llng :;.i tn .:~ur buo&etury 
:J:"..>Lleo.~,., ov c:r tUt ... t.cio"" ..)f t~lt: next fivt. )'t:~rs . 

• tl£r .. l ... d . ttl~, if ::nj, ,~ss ~biltt;; o f b:.l~on.:lng 
t;n.: b ...... ~t r .. a· t ·0 ..lr tnt't:t< ;e<..rs , but if :.ctlon t o 
ln~r~""'~ rt venueJ c nu c~rtt11 ~~Jenditures is no t 
t< :a.n a t tl1:,; sess.:.Jn, t " " ,..~ssibil i ty is ,>US hed 
>. d o;;l • ..l L, Jl1E , n"' ,> robe blj• t t:o y e:~ r s ... u r t . "'ere 
1nt.:tlon LL t uis tL~t c~nJ Litu\.ta L cn01.:c ~r one 
f .>rm .> f f 1sc~l y)ll.:y r :.t.h,·r tn<.. n :.no1.her . 

u•ne ""'' lth> fun.;t;1 .; llin., ..J!' tne count r y :.s 1. Anole 
u~,>enu.; in tlie ... as t <-rot· l ysis u.1on t h .. ne~>lthy 
l UO..:tion_ng of th£ Wt;,E-L: !'nt,;l:'.l <ll<.l t nt. b~:Jlllt.! SS£5 

j l.., tnt: ~vw·atry . ..£ ~o~lo .. St. rcl_,• ~)l~n Lu~ir.t: J.; to 
,,r.>viue e:n,.l.>y:n .. nt fo r t t le-.st t:te gr~o t. t bulk 
.Jf' iJur .,lt..n Vf .iOrAlng t.." t . ut tJugnt UH. .. r twfOr e t O 
r etJove t n;,r s ,..ecific :>but< cles t o b1.:siness reco ve r y 
t~nl.:n r >ilr.tuin .in the t~ x :;Lructw·e , Lut the ,>rohlem 
is muc h broaut~r tncn th1.t . " n€n tnE. unc€rtc int)' of 
~ .)n., 1 tt::>ns : bro<" ls <:<>U,>lt.. tl .. ·ltn t ne 1.:nce:-tr .i.nties 
o l' n ,mbclt need nh tiJnLl b udt,e t, 1 na wnen :ne11sur e s 
t:> .•:-o .. u.:., 1- b~!"-1,-:t; c. r c nojles , not r e< l lt.ics , it. is 
.1~\. JUr.Jris:n[' t llb t; t ne u: n ;n.> n<.s s t vcoc ~on£y , 
.. ~ ... ~.1"1' ; ft.: .:oll; !" !: ~ [' tl .Jilli~n , r efuse:: to uke 
' ..:.1 • . ;cc .>n : n .:.nv .. stmcnt in an;;t.lir.( s;.vc tnc souna
~-t, blat estL~l~!~eJ , c'~ t s t oble securities . He 
o<nh~ tht• t bus~r.e;;s must so::tetime f L.:e ne.·. t &xt<s 
t.> br ine tne bu.:.g~t into bt.hnce , t- nc. ht: ~a nnot 
.... u, ,; .\iter>. tuey •Nill f Lll . v ,lnce he cen n.)t fore-
~: :1 L t •Hl f~,;,tur>o , ue .1:1 :-k:J t lm<J . • ne r<. s u1t is 
bt~..i t:t ... ~ st uru ti .Ju 1 no t tdc steady business edv&nc " 

.m'l..:n 01: b,.o;n cn<..r<.ctt. r.l3tic :>f t he ccu:'lt r) • 
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11Secona, the mainten~nce of the ~edera l budget 
in i t s pr e:;ent conoition mt.Kes t ux r e f o rm 
dif f icult o r 1m~ossible . ~ost of toe ess ent ia l 
r ef.J r .ns Nl ll c&use los ses o f r evenue . I believe 
t nt. t tnc au.Jpti..m of some of t nE. c il~nges .~hich I 
.vent t .J bring t .J ,.uur & tt~:ntivn wi ll ,1r o.note 
~&e~oitiller business conditions , .. nd i n t he end 
incr~~ seu r ev .. nue . out ch~ongts i n tne t Ex system 
E.l.Jne .:11.1 not g reutly imp:•ove business, 1-nd i n 
any ever.t, tue e f fect Ni ll no t be itlllled i a t e . It i s 
tne .•u t•t o f •. l sdo:n, t<le r e f or e , to plan o t r•x system 
mo r e t.<.le4uv t u b s a 'Hllole , at t he same time t 111 t ::e 
&.ct t o rt. ii<.f o>,>ec11'ic i ne,.ui t i es. 

"•·e c< nr.<>t Spi<~.'e t ne r evenu<.. from tne e xpiring excise 
ana st les t txes a t this t i:ne . "' t t he s ame time, 'e 
o u" t ret l!.:t t.~<. t t &xes .Jf this s ort a r e no t good 
oea sures of .bility to ~cy , th~t tUty Oh Ve been 
in~.· e1 sinf l Y t' <..:;..>rteato by the ... t;;tes t oe. citi es 
&s ,.,ell d• by tue Jo'eaera l cove r Ment , e nd thr t 
tner ~e fore f urthe r inl!ret ses in t hem ere unoesirLLbl e . 
In 19:<:d t uc l nco:ne t &x . r ouucea .., ;: , 175 m1111 Jns 
OU't of .2 , UJ J :niLllons vf t ot Ll l."e<.ler al r evenue , or 
77 per cent . • n 1938 , 1t , t•ouuceo ;.. ;< ,586 millions 
o u t o f 5 , 660 ll illions of t ot&. l !' euerbl r evenue , 
o r 45 . o percent . .1.n o the r wot' <ls , while t ot11 l 
r eoer &l r ecei.•t s ;-er e doulled , t he incooe t cx 
lncre~sc~ bout :CJ ;Jercent . ""1' tively .1e 1 rc 
ue,>enuin& too ••eLvily u.~on ina irect f lat-.·& t e t LLxcs , 
on,. n.Jt. uu v lly tn.JlJ6n upJn t L xes .:hlc:l a re r mo r e 
&c.;..;r<.te aetsurt: .Jt' billty to 1' '-Y · ~he t .. x sys t em 
in 'this !'Csp£ct h;.. s move:o in tne .. rong ..l1rec t1on . 

"Unu~;; r t hese con>1l t ions , tiH: con.:lusion i s in~: vi t t ble 
t m. t tn,: b~s t: of t he lncome t :.x s n<:>ula be broudened 
by loh~rint; the exe'll,Jtions . F urth~r , ther e should 
b~ tn incrctsc in tn~ surttx r a t es bppllc<bl e t o 
in.:o.ne ;j in t he bro .::.te t :. ln tne centtr of tne r LLte 
scale, rougnly t a-:>Ee lr.comes bet .leen ;;2J, uJJ <.nti 
-.l.Jv, JJJ . Flru. lly, our s tuuies l ntiica t e t n<o t t he 
u,,.."r sur t<.>. r~<tes a r e t oo nigll f o r t he gre& t est 
;>r oaucti vi ty; t. nu t nL t n1. t revenu~os •.oul d be 
inc r easeu by L so~ll r educ tio n t herein . The incen
t i ve t o embllrk c~:. p 1 t e l i n ne.; enter pris es i s 
r.o t ice&bly ot.mpeneo , when tne <>ta t e a nd r ederLl 
gove r nments toe;~otner de111a nct v pa rticipo.tion in 
.• r ofi t s of us much a s 8~ percent 1, with : much 
sm~ller par tic i pa tion i n los~es . 
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Mt y l interrupt you'i I ' d e;~t the figures fr om 
;:) . L.C . o r s ome place &s t o nett capi t al - I mean 
t!1e flo t c tions , y ou see . i. mean I ' d tnro .1 in 
~o~e fi~ures taer~ . 

N~~ . tnc t' s tnL e na of mine . 

'uel l 

••oc1 .:e 1 
Vt. bot t .:o other .,iec~s thu t snould go in 

nl! r t , a t l~os t: one as t o tn ~o e s t a te t Ex r.nd one 
;;s t o tnis st~4te-< cdercl o~oroinvtion . Snl.\11 I 
r l!t.O tu::>se? 

•• ill j ou ,>lease? 

b l..>lll'h f b.tc ~.J tnl!se , ,>res en t~;c tnese t :ro . 

::ho .... 1ct? 

<>lc~ ugn . 

11 '.'/n~l<' t he n~ tio n<Jl gove z·nr.atnt nt.s l:een :>bl 1tec.l to 
s tr~.. z.gthlll it:; r o: vtnue S) sto:w, tne cit< t t!!i cw ve been 
!':..;:.,u ~<1 tu s i.uil<-r 1 r ;,b lt:n . They t eo h~o ve, exper
.!..;n~e;~ d. n s tic ceclir.e s l n r .. v-.nue end incr e1 :.ing 
ut.Jtn11s !'o r e>.,..er.cti t:.tr e . • :> :neet t ueir r r vonue needs 
tn.,:y 1:.1 VL r e;. che- :mt for nc:: tL >. sources . '.L ilxes on 
inoo~cs , rltLil s~les, Elc . nollc beve r cges, t obvcco, 
n ou cil:.1n s tores, <n<.l l "Vttriet;· ot' !:usine ss t r.xes 
n& vc been newly i oJl,>ose o ! n m~>.ny ~t<. tes . " !I •· result, 
tne r c olt.S been r.n enl~> rgement of tne group of t ~;xes 

th;; t ~rE: !::l,>oseJ by b o th 1-ed.er vl ami "ta t~; 60vc rnmcnts • 
.L r<.ns!'ur~ of ,>r operty ~ t deu th a re t &xed both by 
the •·eaen l u c ve rnment <na 47 o f t he st~tes . lnaivi
"''-"'l ln~oLlc i s subjec t to tn~; Feden.l inco:ne t 01x una 
34 Stnto.: .~.ucorue t a xes . !lotor f uel ~no 'lcoholic 
be vert .,es ~; re t &x eo b;,. t11C Feder <. l " o vernoent 1 r.d Jl 
vtt.to:; . !j!GJilt. r uu,..licc t1- ns exist in :nany other 
tc..xus . 

"'l ut: .- t:::ul tl ne ..> '-15 t:XJ)l' nsion i n the r .,venue sy s te~s 
of botu tn.., .:. t a t e:. <.nJ t ile fec..er a l u o ver runo..nt has 
l rt<L t L:r in.:rea .;t:d the con!'11cts be t :1een na t1onu l 
<no .. t Lte t r. xes ~>no bet ,.ecn the t~xes of t he va rio us 
S tr. ttl ~ . '.lhe r ~:~su lts a r <J increllsingly unsa t i s ft.ctory 
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t o evt:<r; .. me . Th~ Vl r Ln.s I.J".i ts Jf goverEmc nt 
fiuu th6ir rev~nueM ~uvursely afrec~tu by com-
pE tinJ \.<.xes of o ~n .. r ~.oovern:ne.nt» . 'lnc cost s of 
<! ·.)llt ~~ i.ot. arc n.!.t;h!>l' in ,.>r 0porti.)n t o t he r ~venue 
tm 11 if tnls ::o:ljlc•tltion l.l l u noi exi s t . The t>;Jes 
o f t t xus t.u.t ::h .. tu:; u: v ... l'f it oulit;eo t o im,•osc 
vl'ten tlve rl:;c t o ..>ttuggli~ a cross ~t .. t e lin.,s , 
r.~.cecs.Lt< ti:•J i>r:-ctict;lly toe s .otting u;> of customs 
V1 1l..:e., b! t1l t: ftL. tl c .. .1.0~ t: xvt:~·er is 'lso 
-.~v~rs,.l) af ... c t~" · "'" is of~en S<Abj.,.:t to t:.o 
..;r _.v :-e t :...j:(;.., \,o'n tJlt. S l :De in...:olt"" o r toe.: SLmc 
tr< l.s:.cti:m . !llt.:H. t11.t.:l < r~o; frc~uently i:ll,>osed 
.. itn~ ..:t ro:g< ru t o e• • .:n )tnc;- so t.:u ~ tne lev ies 
t.r€ ....!lt. ... "":.._..i. : llt.. vl•l.r""US . . o r '-'XC..O::!Jlc;. , in SVJle 
.:: t~ t"':;) ~J.ubint:""' r C,..\.:1': l , ~t:::. !.e c:r:d locLl tt sol tne 
t C> . .1..:v.h ~ "·'"'"""' 11: P• r b:..llon. lnc tt x,..t yer 
::.us t ,_ rt,-<.:t r . ..L.t. r.J .. ; r<.,-o :-t ~ .. nic ... must ;,ften be 
:!.J.Il,.iletl .~.n .>1.fl ~orcnt '•" r:: t;, s < tisfy t ile mr. ny 
r e"uireruer. t.; ol' ~nt. u1f • crent t : xing <.utoo:-i t i .,;s . 11 

I ra ;>rctty ne»rly l.!.o<:<. )'OU to • ut in t a:. t thing 
.i' v" SHiu t o j 'vU . l ' v~ ,>r~,1L red J(.' o .. n ~nd IT•Y 

. 1."6 1 s tc: rl:.tt:rno; th~y : r <o t ne :mly r"'tt.rns I 
,: r el)<. r e . • n<.! b e t .. e~n t,c,. ~ or" anu tnt Feucru! 
ti:>ver ll.lEmt I ; r <.;,J: r<. t .. n r Eturns fo r ;cy w11 e : nd 
:ny:;Llf . :;o t ru:.t:> or a r.yt;.i!L: else . 

~Es, I h:;~ t.) _:..!" J .. t t <.n r tt.urn for!ts, t en s .. ects 
..J.:." ~.:..,.-er , l,cc"~J::;(.; <~ Jt. •-"".Jto~lL ·::t.r .. t t .. ;.) Of et-C~ , Glid 
t.1~t .. :. s ~ , ...or; l 1(4,;,. t '- co .. o. e;..c:. , .. nlc.l .-::. s 
six; t!1U. I .u·Vt: to -:rAt. t •.v e~ch .-~ '"'t f.)r t ... e st1 tE. 
,; Jvcrn.J. _nt . J.u· t .. 1:.. '"<-.::.; t..tn . 

No c•rbvn ,l<P- r? 'l'r\u t ' z whEt 1 was going to s~y . 

~r ~uurse, if~ J U n~~n 1 t ~~nted t o CL~e L SE.~Lr6 te 
rL tun., " ..... c .>ul..r n ve c~t i t in half . 

I J ~.>n I t ~t t J. t . r l :ll .; LLt: ) >U JlCl . tionea t .lt c ' r bon 
i-''- ~.:t r . 
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ti~d a lot of trouble with ~ he c a rbon pLper . 

"Altllouch in a Feder a l system of ;:o ve rruncnt the 
t a x s tructure Rill inevita bly be com~lex, tne 
existing confLSi on rnJ conflict can be dl~inished . 
,_ Vt. r ~cty of ;;uggestiv ns h& ve been mcde from dif
fer~n~ ~ources . Taus, i~ nLS been ~roposeo tha t 
W11L>ro n turns be ..:se-. by diffe :-e.nt Str; tes and 
tn" ~·caenl uovernment in collecting the same t a x 
<-nu tn"t unll'vrm <-rl!JOrlivruucn t fv r mules be ~uo,>teci 
t o • VJlu tt..xing tnc s <om<: lncorn.: ot· t r ansac tion t .vice 
by al l"l'c r tut St o.tes . In the. C ~>se of' some t L~ xes it 
nes b~en s ..:ggest ej t ha t th~ Feaer a l Gove r nmen t col
lect the r e venut anu ai:; tribute it i>C!Ong thll St~; tes . 

~> l•.:>tbcr s ugg.:stion i s t n11 t tne Feder t.l Gove rnmEnt 
let ve some of tne r c v"nue sources to the S t a tes 
t.n~ tn~ t tn.: ~tt.tes leave otne r sources to the 
re1.1ertl uov .. r r.:n;mt . Feaert>l collec tio n of t~;xes 
accvm~nn!~a by grLnt~-in-: lu t o ~tetes nas &lso 
been s ugg"stcu . 

"It 1~ n.i.gh t ime t o cvns ic.ier serio usly how tne 
ru. tion~o~l a nu State govo:rnments c&n coora i na t e 
ta-.i r t tJxes in such to manner < s to minimi.::e CJ upli
c~otion~ t.nu conflict s , to r~o:duce t n& t <.xpryer ' s 
cost i n comJ)l)ing Iii th the t a. x lllws ~>nd t o cssure 
aae~u~te revenues to vll gover~ents . • he exi stence 
11r.:1 serlu~:sness of the ,>roblem h<.ve b.:en Kiaely 
recogni~ed cnu th~re t Ls been ~ good aeal of t Llk 
~obout it . -' v d cte, no.~ev&r, l ittle ncs beE-n t. ccom
vlishea . 

11 In u,y ovin i vn, the tcos t f rultful a" t'Ot.cn t o this 
ulfficult ~ncJ cuutJ,Jlica t ed problem is t hr ough the 
"p;:J!nt munt o f u m. tio m. l coctmiss i o n mvde up o f 
,uen hnving t ne uigne!lt ,JO!Sibl e level of t bility 
at:u .·ubll.: c.-nfidence . Tney ~houlo r epr esent not 
tae ~ ec!l:r~.;1, :,t L t e or lac~> l gvver~euts t.s such, but 
tne uat l omJl l l•t e :-c:st • t large . "heir func tion would 
b~ tv s t uu) tne inter-6over~ent11l fiscel ~roblem 
ln its IDbi\Y r . J~!.fic& tions c.n ... r eport t o .;ongress . I 
recom..enu tllli t l,;::>ngress provide f or sucn a co1DJ111ssi on .• 

l•v • .. , Htr .. ' s the est tte t>nd gift, w-hic h shoulu go ln, 
I tllinl<, probably b e f ore this . This probably would 
come a t t he end . You r eady? 

Uh yes . 

• 
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" ~ne merits o f tnc e s t <. t e t ~.ox entitle i t t o un 
iru,..urt~.ont r ole in t ne Federul t~ox syst em . It 

C2 

,.er.Jit:. t h e "•;>lic:. tion uf tne , rinc i ple of 
~bil: ty t o ;>~>) <.ltn ough on l :;oue·.vm: t less ex&ct 
b:_si:~ tru.n t ile inu1Vic!u:.l in.:oJI; t~.x . I t is t.ae best 
1. v<. l l; .Pl~ weuns fot· ,>rev .. ntine; the ;er pc tw tion tna 
incr.,; ::i nb concent r1-t i..m of ~; r-c<. t fortunc:s . ••S com-
~ ru ... tl.l -.> tncr t<.X~;» it .. ts r o.htiv.,ly li t tle .:; f fect 

in ,.l..;..:.:>urL.;ing <Onte r pr i s " . 'l.'ne c onteJ.JplL tlon of 
toe .Ji.S t <.a . t f <.lt ure 1~ of less l m,.•ort:.r.c e ir. d e t or 
l.oininL .. m .. ' s bus iness acci ~ivns tn<. n t no r et l i t i 6s 
vl' tnc i:n.ncdi &~., ~r«:;£nt . ~ucil effec t s nS tht.. r e a r e 
t cnu to off set e&cn o t ner . • nc ~rvspect of 03 t b t e 
t~oxes .• r:,- ~i sc.Jur<.t.e z ruh: persons from tryint: t o 
ccc wJ~-:.tc f->rtunes w:1ilo: it w~ y o:t.courq;e o tn .. r s 
to L c cwn .. l~ I.e ..:or e \.Ill n tncy otner .·;ise .:ould in 
o :-"er t •. · t t ;, .. ;; -•·Y le• vo; l co:.l,>c t ence to t ht i r 
:l€pt.;r..J€~.t!.. . 

" Gn:.r.li~o~ 1n tn"' lr . .; crur ins tne ,>1s t !'e.; ) ellrs n~ve 
g.).h.; : 1Jrl( .. n .. .;; tv ,.;u- ttl. ln\.. t.vtr t t; t c.x th~ f t1C tor i t 
s .. . "~" b E! :~. t.-1e r . vd:Ut ::;yJ teon. . • he cxtm ;.~ tion ht s 
b~ en ... cc:-~.: . ..;cu t J .. ~ .J , J.J.J unu t ;. x r u t .. s h• v .. bt:en 
i ucr .. t "~J to a ..• .,;.. i :tu:n :.; [' 7.J ,t=r~ent ->n umounts 
tr:.J • .,f .. rr~u ir . e .<::e:, :.. .H' ~sJ , JJJ , .JJJ . '.l.ne ;Jlscc of 
t .1 .. e ... t :..l. .. tu._ in t nt. t: >. ~y..;tc:. , .!.:> .. ever , is s t i ll 
llvt 1 s .l.hl't,€ ;::, i t Sl\.)"lu be . ... n 1·~;,"~ tnc t l X 
~~~ ~ -nL\..J i~r .... n 

.JO t <0~ cifUt-tt..~~S . 

11 l . d .urccn~ o( toe • c.JCI'I L r t v enues .. hlle in 
1~.Hl it t ~;cvunteo f o r " 

" ··. u . ~ ,>~rcent . Ls • ~ro,>ortion o f t ot1i Yeuer a l, 
~t.<.te 1 nu loc~ l r even~t3 1 cStLte ~na ir~crit1..nce 

t <.xc" Cu.JW1ttu t o 4 ,>ercent in 1'1:0.:> ~m: J , ? ,..c rcent 
i:l 11.>:!. "'ll'- vf t nc r t< sons wny t ne e ::;t~ te t l:>. does 
not y t fill t he ;-oslt i -> n i t s hould in tnc t Lx syste!ll 
i" tm t 1 t is ;:i uely c. voiced by miMing g ifts b£f ore 
IHH. tu • .1.n <.D .. tte.;~J' t t o ~; nd t uis <. voiu ... nce, :. g ift 
t 1,.:: 1\bS im,>os eu in 19JL. 00 1\ile t ile g ift t lX hil S 
r eauced t nt: incen tive t o avo i d t he e s t ate t ux, a 
lEr ge inc entive r cm&i ns . The r e a r e t wo e xemption s , 
.me f o r t ne t;ift t r x f nd .me f o r t ne e s t e te t t x . 
l.iitel'li Je, tner e ere t ··;o r ete sc~; les , e &c b begi nning 
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~ tv e ry lo.v r <o t es. 
can r euuc" 11is t «>: 
t ne t wo e xe:nptior.s 

~ per son ~i th c, l e rge f ortune 
m~ r-kculy by taking «<l vt-nttge of 
£nd tne t .• o r L te s c .,les . 

• • h<; • vol .. a nee cumot be offset :~erely· by e li:ninl< ting 
tne g1 ft t~:x exo:m,. t ion «no increr.sing tl\" rt. tes o f 
est;.. te ~no ~ 1ft t <>xe.. . .1.ne .. ,u1 tics r.mong t1 x,r yers 
::..> ~ lo Le incr ec. se.;. !.f .. >nly t nese s t .:: )S wt. r c t t ken . 
·••ny ,.,l>rsons r.n not : blc to oispose of l t.rge £!mounts 
u f t ueir .. t!<. ltn b~· gift . cior.te need t o r ut ul n ~llt.i r 
.. .. t ltn to ... t. ~ntt.i!l con tr .:>l ove r the i r businesses . 
utnor J rc~ol tht t tucy c t.n r.ot t:i ve aw~y t nclr ,..r opt:r t y 
Lc.-:t u:.c ..>f the unc e rttlntit.J ol' the f uture tr:u the 
... e:.lrc: f<Jr j)rvt.,.;!tiutl l n .>1" v ge . 

11 .1.n '-'Y :>aJiniJt: tae :: .... luti~n liE~ !.n consiaer illf 
,:1ft .. 1111 ... tne flz:&l .Jl!:Lr1but1.:>n <.t ae~>tn as a uni
r.:. ...... SCI' it; Jf trr.n::; Ic.r. . "t tuC ,_ r eSEnt time S\.C
ce:;s.iv,. ~oii't:; r.:-e cu..nulr.t~... . .o.t r .. wcins u .. , r .:llf t o 
.::UJ••ul~ \.• ~""' es t~o tt ;. .. b it m;ro; t fitU 1 g lft . 
ThLl'< t11._r. v.o..,.lu be .>nL C XtilllJ ~.i. "' ' &no one r ;. tt> sc~ le . 
.!.1' i t ~~ t'C ue:;irt::: t O c.iV" t1t:•l iu.;UCtment tO Sifts 
1 t c .> ulu b e .:ccor:l!Jlishe.J t t.rough s,Je.:: i t 1 c r t:dits . 
i ' ur tn~:rt:t:l re, ~ ny WlC!UIO m !'<.lillit>s < t u;;'"' th coulJ be 
elimlm tc ... t n rough s,cci < l provisi:~ns . 

".litn tu.:.s 1->.:>,..uol .. 01 L voi ... ~nc., closea, it hould 
t>l'vLt bly DE de: sin bh to ln.::rcL st tnt yiclL of the 
est;.. t.t: t o.x .;till f u rtnt.r t nr::n.gh s oc:e whr t l or1er 
o=xera t l.>ns tna i1i:;h e r rr. teJ ir. toe lo.,er tna :ni ddle 
brac:t lts . • at r eceNl C JtL ~e t•x a t t n<o ,, r esent 
t 1Qt E~j)lies to~ Vt: r y sme l l pr oportio n of t:d t<tEs 
&na tnc t ~ox vn ol l but ve r 1 large est~ tes 1:; relll
Lively s uu 1 1. I n .nj' oplnivn tne r ates 0 11 t ilt: lar ees t 
~ost~ t. e» 1 rc 1 l re~ul s u1'f1c1ently n i [:h a nd Sllot:ld not 
be inc ret ~~oo . " 

r.s I •vt: ;,<.lu to n oy , • tnin.< there ' s & little too 
.;&U~o.!n VJ!.~r.!'1CE. 1 !: t tl.O t l::::.t 9C !'"t. 

nc:. t lt .,;t t JuE: is :.. 11 t tlt ro~o, ~ny~:~y . 

lb .• , :..:; i•'U ' v e n.>ti C<.oJ tht r e , l originally aes i t'ned 
t.ll:. , .-tlt:l; I 'N bS t rl .:.r.Ain., >JUt .lVn I 1u put it tog,ther, 
~. s ,, • ~ut:rt. l !l t <. te:ncnt 1\,llo:I E:oo by ~ Stlries of com
m<;nt~ o n ,( rti c ult r pr ovi s i ons . As 1t 1 s 1 c t ur lly 
•or.t .. u .~ ut , .1e

1 ve g ')tton ln, I t n1nk, mos t of t bo 
tni ••i:S on :n i.:! ll yo\. s n<Julu c o=ent in nc r e , anti I 
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think ln the course o f Shoup' s wor k on it 
t omorrow he 1 l l pr obDbly put in most of t oe r est . 

You going t o have h im work this evening? 

l.lig h t f s velL 

First time ~ he~rv of t hbt . 

.1. hr•v•m ' t seun wnt't tncre i s ovt r a t Keith ' s 
t onig ht . 

rlt: 1 s g<Jt you ("nour) •orking t onigh t. No11 , l 
dian ' t :.sk you. 

llo,·., )' 0 1. 1 ve still got uepletivn ~nd co!lllDuni ty 
,>ropert> . ~ th.in..c you migat ~s .eli suy t. fer: 
tnings a bou.t t ;, x-.,xerJ,..t s t.lt.rits :.nd securities . 

~es , .1. t aink ) O U o"(;nt to s:.) thtre is th i s big 
,oo! 01 sixty billion .ol l :. rs of tot~ll> t~x

~>-tOjits , const:.l.tly gro.ling . 

64 

les . hnu consolid~ted r eturns ougnt t o b e stuck 
in here somewher e , : nu Cl.pit:.l ~; :.ins- th:. t ' s t he 
o the r thing, big tnint , that snould go in. 

But t hr t ' s 

~hrt 1 s i t. 

I thin.< it 1 s ;;, cor.-:ns govo s t<> rt l'or one ur.y . 
J.ne r E: a re somt t hlrll!s ln tn~re tnat I don't know 
AhCthio!r ! Ct.n re t :H,y tht. t ! I d oYS nt t O Sit d0'.'/11 ~ ll0 

t.r.;uc t bout; and .vhen th" thing is in smoother form • •• 
.1. uon ' t .• uo·,; .. nt:th"r I ' m JJt'Cpbr t.:d t o a ccel't c vcry
t n!.nt: thtre, ana I don ' t ::ar.t to t a o<& t ne time t.ow 
tog ~ into i t . But ther~ ar~ b number of tnin&s 
ttlcrc tnat - no:. , for in:;t~:nce , f o r oe to scy thnt 
I d on 1 1. bell eve tm. t tae t 1 x route is toe Wt'J for 
r.,for::l .. <>O.Ila be som~thing new . 

vn-huh . 

Bt!CiiuSe cer t!iinly .ve 1 v e follo.veCI the t extensively 
up t o now • 

.• e ae;>urt from t hat in o ne pt~rticulnr. 
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o ur d lscussion of e $tl. te t t.,(es v.e str ess tho; social 
prin.:lplc of .• r ever. tine the l<.rge 'cctmulutions • 

.1c:., tut.l. ' s .me t hat- L f lno. th<-t .>t,e d ifficul ty 
tn"rG. 

I tnl. r:..t - I cecn r thirL< .lwt j ou s <., i s t n is . 
I , .. cl n .;n tn-. t - just t v u:;c t!'.i5 < s < mtl sure -
t. .. • t tn'.: is . nilo::v. :t;,· : Hu ::o t - I uon ' t think 
ttl..t'~ l s t.n;; 4'- <=~tl..>:< tut t tr, for instc.nce, £> 

.t:.u Lclivv~:; t.t.-. t bitlness ls somct l1ing II C .sh ot..l d do 
t•L• with, t ••• w&y t v d~ it is t v ~ass leuisl~ tion 
•. u i .:h ·•i1l "1~ ko: it c. if li.::ul t fo-:- h r gto cor ;ur u tions 
t o u.> b~:.lnt:ss, ~ nu cto lt , bovebo~r ... <. nd not. neces
Rt 1· ~1~ ~o 1 t tw·ot:.gu t. ~ ..... t ' x field . 

~-t~ t 1 s r t..ll-L;, tat y\J~nt . 

nnu I tn :, . .< tm t - I ,u,..>;, ~nt.t v~ rner n; s betn ti.Lt-
1::.: ; ,Jilt fll.' t, ~ .. .;;.!~ ..:,mtr._.l ... :n, t11is ~ .untr) ever 
.3Lnc, \.. 1 Vt; bc~n n '"":-c . 4 ••• .J v1· c uurst" tr~l. rt i::;- tne 
~u L l-t..· , .J t. \.nu _.f tnl:, nU.IIIir~i::t re;ti .:>n t:; jU!Jt. 4;ero . 
No .: , t.n, r~L.ll'" ' :)Lvple l.l.,tl.. Vll,;m r. t , rcttl ng ltlt'~ 

t.:cr,t, cnt ; t i t tu-:-o .. ._n l•h t !.;: r vutt: , ~ r.CI lnt, r 
~v:- \J L'i.t.e:- uiv_ ... u ... n ..... c- s >l•t.. v i' tu ... tJetnous ..,,) t 1..tt \!k 
oi: ia . .::o , uut I -e<. n l\. .. ;:n' t tu, w1.y 1. 0 Jo 11. . 

~;o ., th~ t 1s ~..., .:a .. t~t::~,£; ! .. , nt ti .. 1e t .> tn1r.tt t bout, 
;, ... ... se , , ~ t..:L u..;e .1.. th!.r.i't t,lt t tn.c:.t. l s very, vt. ry 
:.:.,,.>rti nt t n J tn< t, if I sq· it, woul-1 be ht :; . 

'J.nc re~ t .> r t .• E st.uff - I me!.n t n~;re, ' s t. l o t <>f 
tn...,L.> .o.!. t..t<.l'<. tn~ t. ... " ' nt t.> ., ~ into V(. ry c:.re
ft.l ly t.ftc. r t~lL t,-.!.n.; ~ s ~-~Or l. t-ollsneu, CJ r\U th&t 1s 
·::11~ t. I •a litt., t o uo . ..c .-;, rc j o.dn> b~rort . »ut 
if lt ::t.!) 1~oss ibh t o C J.ue b~~rl; FriOt.) 'nJ Llll.. tnir.;:: 
ur ~ r ""l~.o)> '- nc.. ~.:> ll~J~€t.., t.H.I. I ' a. !.ikt: t o rru r•Jt the 
t:lint, S .• 1hi...:tl I .!~V(. C • . Ut.. :; \.1-.J n ::H rk t boct : tlt Sit 
J.O n Bl.ll i r t:-e tnv.>ro fr.>::: ; nilos o;>nic< 1 s t( n<l 
,.o ~ r. t, H<>t fro:zo tu-. ::tt.t.~,J<>int .> f - £11, : n. o t.nE r 
st.1 nu>.Jint . 

"ell , t ut. t 1s :.n;,t. .1. ·Noula lilt~< to ao, 1f tnis tr.lng 
c:. n t. .. snt.,leo t..,.> . 

•nc r" t: r e definit~ tnings th~.- re which I nt.V< ntve r 
S(.iu bcfort , an" ,s .• .. rbert :;;. i ti , not a l l t11~ t hings 
",;ec" tith£ r. 
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Bl ough: 

n . :.! . Jr: 

~.. uffield : 

rl . ;t . Jr: 

li • • ~ . J r : 

n . .. 1. Jr: 

Ji.ne> i ll : 

~ ~ - . . Jr : 

H . .. . J r: 

'lie don ' t a ll a gr ee. 

#ha t "! 

••e d on 't 11. 11 cgr e e . 

26 
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J:.xc use rne :: sec ond . I d on ' t by &ny mean s s ay tha t 
.1. ag r e e . I 11<. ve n • t ned time . Th e r e e r e t oo mr ny .•• 

"ell, I t h tnk 1 t sho ulCt b e sa i d . 

nre } ou t tklng & f our o ' cloc.t'l 
ri~o t . 

t:o , it. 1 s &11 

J u :; t a s Y•.H.I sill. J. c t.n t <..ko:: t he five . Doe s n 't 
:n<: ..ct 11n, -ilf~rtnce . 

l."• v Ai ele y) wr . !!&gi ll wlll b ~ le~ ving n cr e 1.bout 
J : JJ . n o l u ::. c <.. r f o r u im f o r <. bout J : J J , please . 

I won 1 t go unless we .•.•. 

ib , n .:> , i t. dll b~ all r l g n t. !'o r th i s d~y . '-'U t 

t n er c l.; t.:l u s e to.>:.y , f o r ins t~; nce , o r t omor r ow 
,;e tti r.; o o.:n - it ' s ::luch Le t ter to iwve too muc h 
~r. tn.,re t n~ tnr o • .;u t SC!l4i o f t n._ t nings , : nd t. l l 
tot tn ings &rtm 1 t ln y e t . 

'I'al' t 1 s r 16ut . 

t t n irU< t n e nost i m, or t &nt t hing f r om c,y s t u ndpoin t 
.vh ich wo uld be ne w anu I 1 u like t o s s y , l s tha t we 
do - : f t~r l l l , I av bel1~v t. t ll:. t ~> e s hould bnl o.nce 
the b uage t t.nd toe. t i t' s 1.1 4 ues tion of ' 1'1 ve -yea r 
plc.n t o b ;, l <..nce t he b uugct, f nd i t 1 s a t l east two 
o r thr ee , E~rs of f, anu the l onee r the a elay th~ fur
the r off i"t i s . 

~o .; , I t n i lllt to is, r nd I ' c. li..ce yo u t o ge t t hls 
int o toe t h ing - thLt o ne o f toe deter rents tha t 
I believ~ 11 smdl business mt•n i s l'orried a bo u t i s , 
he doe s n 1 t t h i lllt .'ie' r e do ing any pl a nning he r e t o 
e ve n t ual l y b~lance the budg~t, s nd I t hink t he 
f ell ow i s perfectly r igh t . I mea n wher e a r e we 
o eaded t o on this deficit t, ues tion? I rue:.n is t he r e 
any pllin? hnu i f ::e coul d sho.v him t n:. t 11 e a r e 

• 
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..lagill: 

~.! us ton: 

.!Ia gill : 
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planning in t erms of Cive yeors to ~radually bring 
our expenses together, I think that s rem~ing one 
of the business deterrents, Lnd I ' d say so; and I 
don't thin6 that•s plain enough. 

I know that isn•t taxes, but that ' s fiscal poli cy, 
and I want to weave tha t thing into it. I think 
that ' s very important. I don't think there would 
be any disagreement amongst the five of you on 
tha t, would there? 

67 

J ust one ~oint I wanted to r aise about t hat. ~ou 
can ' t commit anybody . You talk about planning f or 
budge t bulancing in the future, and indicat e you 
need mor~ r evenue, but of course, you c an't commit 
anybo~y over v period of five years . And will that 
be encouragi ng to business men, t o know tha t you 
have an idea wnich is sound and logical and t hat 
taey knoN the direction you ' r e tbinking, as to wbere 
tais ne·N revenue should come from, and if you bed 
poHer t o vut your pl ans into effect i t woulan't hit 
t hem badly ond it would be reassuring ; but there is 
complete uncertainty ~ s to who is going to do tbe 
future planning, Lnd is that reassuri ng? lJoesn1 t 
it r 6thcr uisconcert them, giving them the idea t hat 
more revenue has got t o be r a ised and no assurance 
as to where it's going t o be raised? 

No, I thi~ you ' ve got two or three answers . ~he 
first one I• d make is this: that •natever you did, 
for example, on either income or estate tax is 
really pl a nning for the future, because you don' t 
get the money right away . 

... f it wer e done now , yes • 

You could do it this minute und you ' r e not going t o 
get the money for several years . 

~econdly, if what the ~ecretary says here i s 
correct, LS I strongly believe it is, I wouldn't 
wor ry t oo much about t ile next Administration keeping 
it in e ffect, because I swear I don•t know what else 
they're going to do, for one thing . 

"'nd t lleu, in the third pluce, I wanted t o sey t o t lle 
~ecretery t ha t I ' m very anxious to see him say some-
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thing of tha t sort, because I d on ' t Nant t o see 
this appeasement to bus iness pr ogr am run a way wi til 
you. Now, that ca n e Bsily become a progr~~, as 
•:e !ill ~no::, wnere tni s t ax r lite is reduced a nd tbat 
aeduc tion i s pu t in and tbis exem~tion is included 
lin~ the ne t r~sult is y~u• ve got a tax sys tem like 
c. sieve . Nv.v, I tala.< it ' s icp:>rtant t .;> drive bo11e 
th:. t "th1 t isn ' t: .vha t I w&nt; I want t o see e tax 
:~>ste..'l tn:. t :till yl~ld 1nore :noney, but bec~: use I 
v.t nt it to y i.;lu wore .li<..tn6Y I 1 ve go t t o t.;ke out 
ta(;S€ ruut;h SJJJts; ttwt th~ wuy t o uit.kc it' yield 
mor~ nvncy i s t o give u decent d educt ion ~nd n 
.1E:~:<:nL exemption <• H-' lncrct.sc the r a tes if you 
n <..v e to ·" 

l<oN , 11' r JJ>-Y s<. :; so~etiling - I ao in co:nple t e 
~cc:>!'.l , anJ •n<. t I • :nt t o s t. y ·jn tnis :,uesti.;>n o f 
b"l:.ncint tne bujg.:t is this : I n" ven't s a i d 
t.n~ tn ing on this tiling s ince No vember ' ) 7 . 

·~hht ' s right . 

~he f'eO!>le of tnis co untry t. r e entitled t o Know 
.vne r e I s 1.t• na . I ,vo.nt t o StJ Y s omethi ng . 

nna I c&rt~Jinly d .>n 1 t tntn.< tb!Jt i t •II.I S construc
t! ve :.hen lilr . '-CC les dt reo ..;ongress to economize 
b~:cc.us"' t::u. t u~ p,>o;.ns to b., tn" !:enti::~ent . 

iio;r , I tn .l.n.t wa .,;n you ' r t! t t.l.tin.; ;.l:>ng es bro~>d n 
bss1s f~ I •ro t ulklng , tnr t t nis is th~ time f o r 
me - cer t{;inly ir I s t.y 1 t o nce ln a year r nJ a 
hrlf, tn~ t inn • t sPying it t oo often - whet ls tile 
llut .::o;ne , wn" r e is this th i ng? I want t o know . 
Nv<v , tne f ::.c t t hat I cun 1 t u nd m.ve n ' t got t he 
~J utu w l ty to enforce t n.i.s tning - I d on 1 t t hink 
tn~t. tn<. t sn ... u1::. -.·o n'i ,•eople . Lut i t hink .·e:>ple 
.i l- :n :,, " .. ell, t n;.n.t Go ... , :Uoq;entnuu at lcest 
i s ,>:>.l.ntin.; the Nay," t.nd t nu t • s r.ll I c~n ao :md 
t a <. t 1 .; ;.ll I nmt t o :l.J tn this l'ihole thing: s i o,>ly 
,Jv,;.nc t 11e r oute . N:> .. •, lf taey aon1 t .-:&nt t o t li><e 
the ::or&entheu r o ut., a nll t ney Nant t o t ake the 
- ccles r ou te or tne X r oute or tbe Y route, t hs t ' s 
tnc:ir business . ~t le&3t I na ve fulfillea wna t I 
!'eel ls my obligati on; I 1 ve pointed the 11ay 11 s t o 
:rhut l hone:~tly bell t:ve , u!'t&r sitting ne r e f o r fi ve 
c.ne1 1 n1•lf years , i s tn,. r o ute tha t t hls country 

• 
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u: :; t.m: 

" . . . J -: 

·'- · . . Jr : 

fi • .l . Jr : 

soo uld tt ke . Anci I want t o s:.y it, rigot o r 
11rong . 

hO.'I, I .tno.v - I ::lE;:m if - I 1 :D Norriea ; I wt.nt t o 
:tr.:>., - HEo r bt.r t u;.sto~ s t ys t o is :nor nlng tha t l"e 1 ll 
r~~cn 5J b illi~n uollur s ~nd never go belo~ i t in 
.:>ur lift.tillll:' . uell no., , tnE. t sc~res me t .:> det.th; 
t he t :n~ .<t!S mt .cnt to st.y this thing mo r t. tncn eve r • 
.• i<.yb., t 1<1 1s rignt . But at lecst I c ould j)Oint the 
'.'II~ t..> S1 10 .v t•lo. t thrOU!lh b~lrnces of r cce1 pts und 
el(,..enaitut·es • •• •·na I 1u s ay s ome thini; a bout toe 
c~st ~f ~ rmLments . 

''!IJ the cost :> f r ellt,f . 

"Oul-. y ... u l:e :fi lling t o a u v:>c:. t e ... 

J u:; t t lll.i.nute. , tJlec.se . I lllttn I 1 u s;.y some thing -
I meL n tn: t tnese t ;.o - r uon I t .cn..> :l \'in! t t he 
. ro~ortions Lr e of :rmamtnts •nu reli~f- you c a n 
ge t t hem from '-'o.nny Bell - but r t hin.< v.t: mullt use 
<-bout H tn l ru o f i:>Ur t:xpunui t urcs for t:ws~:: t:10 
1 t.e:us • 

..lore tnLll tm. t . ue figu r e-. it tile o toEr d by a t 

.:10:re th: n t oa t . 

" ell, thr t muc o .::lor e . ··n;t woe. t ::f: clave in t his 
.;:;.~unt ry ts .:>nl;,· - ls a UJ)lict. t.;.;~ .J< r.y times in 
~uroj)e . "e a: v" f .i.gUt'tS nu ,, tnt.t s h o:; lb ll t yet. r 
uermu ny s pen t be <;v. e"'n OJ :. nd 7 J percent o f iler 
bu.;~.oL ror .~ r ~urp~~•s . I 1 v~ got 61 1 th& fic ures , 
ln.:lu.:nL:. Uy , ol' the .,r ln~i;Jt.l countries in tht! 
.;orld on ~rm;;;ment:; . I toink we C«O point o uL i n 
pbs s i n10 tn: t tu;; t i s Mtl.'e ,te lla ve t nc bul .t of 
..>ur exptm.J itures EO M tll;; t i f .ve ge t : st.ner Karl a 
~:n.; 11' this <o r Jlomeot r~:cu st.:>jls , .vily, ove rnight 
.>n., of tne biggest e xpena.l tures Ni l l a1:~cjl;JCLr • 

.,ut I thinA .iilb t you (Mtg111) s&id - I :nec n tht t 
this 'ls tac t.lo e to pr e pbr e f~r tne thing, co ne! it 
t &Kes five yea rs to tJr epurt: for it . nna t think 
it 1 s time l'o r me to s a. y .1 t, t<llcl if I sn1a no t hing 
"'lse I 1 d consi der it 'tlorth while going up on the 
rilll Jus t to s ay to&t . 
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~o my mind tha t's the most important thing in all 
t his business, c s I ' v e had 11 nything t o do with i t. 

1 1m willing t o go up on the Hi ll and sey tha t one 
toing LOa ~urea do~n ag61n , tnd I'd consiaer I 'd 
uvne d ye br t s ~or~ . 

I q;ree t o ; our sc:ying it . I Just wc;nted to si1ow 
.'.hbt u i gilt b e toe 1Joint .:J l' att~>ck there . 

I No nJor lf you woulu be wi.lling t o . • • • ~<ow 1 •los 
. speaks t. bout ,JUtti ng into e !'feet immedi a t e.ly those 
es t a te ~1ft t ux r u t&s, which will mean r e venue 
not illllilo::dlutel :; 1 but in u yeur or t wo . "Ould you 
be 111l11ne t o open up the c,uest i on of fur t her 
miud.le bra~ket lnco~P t Lxes , to m&ke £ s ta r t on i t 
noi·;? 

..Jh ye:; . 

... rneon w.>ulu :1 .>u be .• ill tng to auvocn t e tilt. t some
thlnti b e do ntl in tnat .. drcc tl.:l n no.v? 

-o f 

I :J"t r. t.v t I s stuff "tl c1 n go int o . .out l me e n I 
l!n:e tal .; fis c Ll ll)JJ'roucu to 1 t . '! he " . F . of L. ' s 
s;.. l o ,Jrt...:t ically tnis, blot OL vtm 1t sbi<i it 10s ,;el l, 
~> t tn.,ir ~unver.ti ~n . 

:.lLy I :.< y "'n" .J r t .. o s,Jecirt..: t nings ·,,hlcn will nelp 
guiae ta~:se boys? ~here urt: t ~o tllin.;s .. e 1 ve trlea 
t o do tm. t t re nLrol t o ao; th~o t is to wea ve this 
pnl!.?SO,JIIY anu some of t ne specific reco=endo t i ons 
tog t ther . Ho .v do you tn!nk - wtlli t do you t nink o f 
ti1e: b(.llince of it? '-'u you like more S;Jeciftc stuff, 
more philosophy 1 or ~.<re you pt· ~:tty well SL tisfied? 

I ~ o t J.t too rr;st . 

Ye:i , yo u did . 

• ncy can a e t >- t me 6g a 1n tomorro·;; aft~:rnoon . ! 
me~n Y.?U 're shooting a wful fast . 

.. es . 

.i<nd the re • s s ome t e rrifi c a lly i mportont things 
there . l • v e got - from three o 1 cl ocK on tomorrow 
! 1 11 S!lVe . 
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Fine . 

Tnree o 'clock t omorrow. 

Come in at three o •clock. 

I ' ll save from tilree o ' c l ock o n . But I mean you ' re 
snoot ing t oo f as t, ::md I can• t - t nd & lot of 
t hinl!s , Herber t, I don't ..;no·;, , but a s t o t his fis

Cijl thing, yes . I mean I cun' t a n swer tha t question, 

"os; I don ' t imuw . I've got to live wi th it more, 

j''lU KOOII . 

• f you .,a ut. the so men to 1.10 it un d if they can do 

i t , they uit:ht sena me up t.hatever r o ugh draft tney 

nLVl. tomrro:t <. i'tern.>.>n . 

ne 1 .J.l (~h\l U,J) bring lt ::i tn h1111 . 

r.nJ I ' ll go over it >~eanesdty . uell , t. ll. r ight • 

v r put it ln the t ir !ll<dl . ..ant i t ::. t )'our no:ne 

or office? 

"oulan 1 t ca..Ke ::my a i f ference . ..i ther one. 

·•eli, Blough, see tlla t i t get s ther e . 

'-'ene , i' .Ll let.ve tn_s stuff .1itn you, I guess . 

l cun ' t bns.~c:r . . .11 I cen S«Y is tit;, t for one 
u&~ 1 s w.>r.t .;e ' ve tallae .. onaerful p rogr ess - I 1 m 
Jellentea - f or on t; day . ror on~ day, I thin.t 
it ' s wonaerful . This is wnat I w~nt a nd t n i s is 
what I t hin.t will contribute t o ssnity - finLDCi al 

sLni t y . I mean noboay na s to a g ree to anything f or 
tod~.oy , but I do t hink for one day tha t 1 s wonderful . 
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In my statement of I said that the 

Treasury was ready t o supply to the appropriate Congr essional 

comMittees i ts recommendations for changes i n the tex system, 

to improve its f airness, to encourage business to go forward , 

a d to neat present budgetary requirements on a better basis. 

The cbahT\en of the two Congressional c<XIIU ttees have expressed 

their interest in these objectives, and their desire to receive 

tho recommendations as promptly es possible, tor action at 

thiS sessi on. Sooe r evenue legisl ation during this session 

is a recognized necessity , since the income taxes on cor

porat ions expire at t he end or tho year, and excise and soles 

taxes yielding about ,500 millions during the sll!!llller, I hope 

that Congress will take this opJ>Ortunity, not simply to 

extend the "xpiring levies, nor ai~:~ply to adopt the usuu 

s eries of technicel chsnses to meet particular ~ships, 

but to adopt those few basic reforms tmicb we badly need 

to put the revenue system on a just foundation , The f undan:entnl 

rofonna which I want t o suggest can muoh better be adopted as 

a practical matter this year rather thnn next yenr; and the 

encouragement to the t axpayer s or the country by their adoption 

at this tice is a factor or reAl importance under present busi

noaa conditions . 

72 

• 
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In order to ~ohieTe laating ret'or:oa in taxation it 1a 

oaaential to get a proper perapeotivo, a perapeotive th&t 

.,. are in danger of loaing through the oloae attention 

neoeaaar i l y given to tax development• 4ay by day , Before 

oonaidering apooifio meaeures I therefore suggeat that .,. 

look at th& deTolopment of the tax ayatem during the l&at 

tan year• and enn try to soo what pouibilities lio ahead 

in tho next fivo years or ao. 

Duri.ng the period 1926-19:50 tho Federal tax ayatea •• 

producing about t hree and a half billion dollar• a year , 

The Great Depreoaion drove tho yield down to two billiona 

in 19S2 and government oxponditurea inoro~aod. The result 

was tho Revenue Aot of 1932, tho f1rat of a aeries of 

r evenue aota all des~ned to st rengthen the tax ayatem in 

one way or another. 

The 1932 Aot put tho inoo""' tax ra t ea baok to tho leTela 

prOT& i ling ahortly a fter tho Wkr, It alao doubled , r oughly, 

tho .. tate tax ratoa. and impooed " gift tax and a aorioa 

ot mLnufaotur ora exo1ao taxea, Novertheleaa, ao powerful 

wer e the foroea of depreaaion that the tax revenue did not 

r1ae above two bill ions in 1933, But for the next tivo 

yoara it increaaod to an extent practical l y unprecedented 

in tho rooent hiatory ot national gove..,....nta, r-ching an 

all- t!Be reoord tor thia country ot aix billiona in 19S8. 

• 
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(a) 

A=on& the meaaures paaaod ainee 1932, about equal aharea 

in aehiovins this reault oan be aaaigned , firat, to the 

taxation of liquor following ropeal of prohibition! oeoond, 

to the social aeourity payroll taxoa; third , to the further 

,inaroasoo in tho income taxea , the ea~te t ax, and the girt 

t ax in 1934 and 1935; and to the prooe aa i ng taxea while they 

'"'re in exiatence . Somo revenue """ al ao obtained, in the 

prese~re of emerg&n<>'J, by diaallo·:dnt; certain mtll-grounded 

dod~otiona , that aro rec~~onded below for reinatatomont. 

Finally, t he ~reat roco7ary in revenue has of oourse been 

1\0hieved in largo part through the recovery in bu&inoa·a 

f r om tho de~ths of 1932 and 1953. 

C·~iouoly enough, this l?O'rrorful fiaaal engine, built 

U!> piece by piece in that paot aoven yearo looks , on the 
I 

•. ,..,l e , IO!ll8'&ht different fro:o ''rh&t we :ni~t expoct it to, 

in view or the ~d or pieaoo that have gone into it. 
I). l 
3ooi8e t)lo great inaroaaea in inaoN tax and eatate tax 

ratol And t ho intr oduatio!1 of a t;irt tax, theGo taxes 

pr oduced only 50 peroent of the Federal t ax ~•venue in 1938. 

Thia compares with ~8 poroont in 1029 to 1931. The faot 

oeema to be that, importlln t ao have boon the development• 

in direot taxation in tho paat decade , they have been in 

large part but the neaeaury otruotural 110rk, wit!l - h 
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ot theoontsnt yet to be o.dded 1t dinot taxation h to play 

the part it ehould, Tlda point ia eapeoio.lly important 

beoauee o.tte~ all the Fede~o.l goTernaent oolloota leaa than 

halt the oountey•a tax ~•nnuo, t.nd tho ato.te and looo.l tax 

ayatema at.lco 'O'ery reat~iotod uao ot direot t o.,xea graded to 

taJco o.ooount o f net ditteroncoa in to.xpayora' power to 

Aa we look forward, oerto.in pr obo.bilitioa take form, 

To What policy t hese probabilities ahould lead may not be 

entirely aolf- o..,.idont, but it is oloo.r tha t we must 

roaolutoly fo.oe the pr oblema that they ro.iao , 

Tho proaent tax aystem h po•.oerful1 but it ia not eo 

po•;·rorful t hat it will atop o.ll inorouo in the publio debt 

oYer tho next ti .... yoo.ra or eo , onn ginn ao""' meo.aure of 

buaineaa Uq>ro....,.,nt lllld ao,.. roduetion-in expollditure a, 

"'~ ln o. year of pr o aperity, with o. na+·- 1 inoo,... of aoae 80 

billlona o f dollars , tho ourrent rOY..,uea al.r;ht riae to 

8 billionol t.nd, depending on the oourao of expenditure&, 

o. modoro.to a mount of debt roduotiona , porhapa not more 

than o. billion dollo.ra and oonoeivo.bl y loee , oould roault 

in auoh o. yoo.r, But OYer o. longer period, good yoo.ra and 

bed, tho preaent r .... enue ayatom will roault in o. aubeto.ntial 

inoroo.ao in t.~o publio debt, o.a alllli~ no ro.dieo.l chango in 

expellditurea. lD ~ opinion, it ia \IIU'eal to talk of 

, 

15 

• 
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b&lt.nOiD& the budget next y-.r or run the y-.r alter 

next1 but , unleao '"' are t o oollllllit our .. lTeo t o a phil ooophy 

of continuing inore&se in debt, it will be neoeooa ry t o 

enaot thio year meuure o tlat will, within three or four 

yea r o, bring in added r&Tenue . Theoe mea oure a are indicat ed 

in detail below. It io not so much the exaot date _ot 

budge t equilibrium that m&t tero , or even the prociai on ot 

t ho bal anciD&, as it is the adoption of a program that 

oomml.to ua t o a t r end in thio dirootion during the next 

tive yee.r a. 

c:_S 
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I wish to di rtde this statement into two ~a: l'irat , 

a Short SIDOa%7 Ot tbe f1mtlanental tenets b)' which a tax 

syst• DaY be judged; and second, a list or the major chaDgea 

~~ b , .. , "- <l~ 
Which I recOIIDIInd tor CongreaaioMl consideration at this tiae , 

l'irst, S1npl1city, The collection or taxes should be aa 

little burdensome to the taxpayer as possible. The Treasury hAs 

considerably simplified tax adminis trat ion by establishing regional 

agencies to settle controversies locally, and to speed ~p the work, 

It i a no longer neces aary to Co:lfl to Naahington in order to aettle 

an income tax or an estate tax or a gitt t ax case. I hAve no 

illusions about the possibilities or eliminating completely such 

complexities. as the elaborate provisions deali ng with corporate 

reorganizations, or the even more detailed eeot1ona added in 1938 

Tl 

to pem1t utility cOlllpaDies to reorganize in oontoral.ty to the holdin& 

compell7 act without unduly heavy tax liabilities, Tax laws cannot 

be Vlholly simple in a complex society, and the aectiona I hAn 

mentioned apply to the ten oases , not to the lllaeyo 

The complexities I •rould like to sea elWnated are those 

in the taxing proYiaione or general application. We now hAve tour 

ditterent taxes applicable to ordinary business corporatione: an 

income tax , an undistributed protita tax , a capital stock tax, and 

an axoeaa proti ts tax, The income tax is b7 all odds the moat 

productive as well as tho tairest . Tho undistributed protite tax 

has bean reduced to a point Where it :bl no longer pe1aeaaaa 
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muoh r~ue oigaitioanoe; it maialy 11r.eo ae a bueiaeee 

irrit.nt. The oapital etook tax 11 not a tax on the aot~».l 

Y&lue ot corporate property, nor 11 t he exoeea profite tax 

really a t ax on exceosive protite. Both t&xeo a re really 

78 

ba .. d on the gueuea of oorporata ·ottioialo a a to futl.lre 
~~~ ~-tt t.;···,o.......,) ~ ~ 

corpolate iaooJOe. Th'e corporate t ax •Y•~ 110\il.d lie greatly 
A 

li~lified, and ita justice .,.aaurably increased, it all 

tour tax<11 ·•ore oonaolidated into a eiagle f lat tax on corpo-

rate iacomoa, w1 t h oace oonoeuion 1a rate t o corporationo 

having l eu than perbapa f; 25 ,000 net i ncome. 

Jw.e.iaeu ot tlli!r!!l!tmtl Y• A Tax l awo are complex enough and --it 1o hard to make t hem tair a a reT.,Ue produoere w1 thout 

givi.n& them t he added freight or eooia l oont r ol . or oourae, 

any eyet em ot tax laws ia bolllld to haYe illlport&nt iacidental 

erteota upon our econo~; and the lawe 1111.14t b<l so dra- aa 

\. ----to prOYent eYaaio':~~qt 1o fundulental that the prime '. 

purpose or tax legislation should be the r a iling of the 

neo<led r eTenue 1d th the leaat pouible diolocation ot the 
I 

ordinary businJas and s ocia l lite of the country. Whatever 
I 

gover~~JMnta l r egulation io neceasary should , a a a general 

working r ule , be accomplished by other moano . 
I 

/ ---r·-

I 

,, 
' 

1~ ~ ovu... ~~ ~ ttt l.......r 
~~~ ~,~~~ 
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Our present tax pronsiolliS ban bean so trllllllld a.s to 

ancourase corporeti ollB to acquire CIIPi tal through borrowiJie:, 

rather than t hrough the iesuance ot stock. CorporatiolliS are 

allowed a deduction tor interest paid, but not tor dindende 

paid, Interest and din.dends ~ taxed ~ to their recipienh. 
~ ~ ~ ~ ~ ...... ~ oL'\.1. ~,::__ •• 
..\ corporatlon which ha.s $500, 000 ot bonds and $500,000 ot CIIPital J 

stoek and surplus will pay lllllCh leu inco• taxes than one w1 th 

the laJ:UI income and a.ssets which has no bonded indebtedneee, 

and $1, 000 ,000 ot capital stock and surplus. I do not think 

that the tax laws should act as an incentive to the increase 

in corporate indebtedness, We can ~rove the situati on ey 

GiY1D8 stockholders a credit against their normal taxes tor the 

tax t he corporation has alraad;y paid on the profits dist ributed 

to the~~t as dindanda - a credit which existed all t hrough the 

history ot the illco• tax Wltil 1936. 

We have sought to discourage holding coJII)8J11ea ey a tax 

Qt about at percent on dindenda raceind hT one business cor-

poration trom another , Tha problem here is not one ot tax 

evasi on through personal holdill8 COliiPaniu, e probl• solved tor the 

present at l east b7 the whole aeries ot special prohibitive taxea 

worked out ill 1937 on the • incorporated pocketbook" , whet her 

toreip or do•atic. The question 1a whether t he rennue la" 
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should be tollll4ed 011. the policy ot dieoouragi~~g buaineae •n 
trca orsanizina eubeid1ery 

or to daY& lop rialc1 enterprises. l:R rq Jlal!.slunt, 1t is wiser 

for the tax laws sillq)ly to hOld the aoalea eY&n, to withhold 

~ Judgment upon the merits or demerita of different kinde 

of business organizati011, to lean these matters to legblaUoo 

which 1s openly and a'IIO'tr8d.ly regulati:"' • B7 the adopt1011 ot 

suoh a pol1o7, isaues are kept clear-out, and we do DOt 1'l1ll 

the riSk ot Jllllddlins tax objeoti na with regulatory polloiee, 

to the disadvantage ot both. 

80 
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Second , ~nirness . Everyone agreeA 08 a matter ot course 

t hat the tax syst en should be f a ir, th~t. taxation should be levied 

i n ::ccord:11\C8 m tb Oapaci t y to pay • Azreooent wi t h the broad 

obj ect ive , ~o~eVPr , has not elweys been tollo>~d by t he soecifio 
Q.A ~ ~ :...k~ck.\. , 

steps neces s .. ry to occom~l1sh i t . ;.. Tho i mpor .,tl ve budzet nry 

neces si ties or the present decade ht\V8 been ~llowed t o overr ide 

~ number or ollow-mceo to tbe t•-"!l~~r which were cost in~ money, 

but which experi •tnce h-.~ s ho>m • r e eescnti ~l t o a f a ir systeJ:I ot . . 
~t.. ~!utA 1-MU. ~-o..... l-4o~ ~~ 

t !Xet ion, .. ':'hus , corport\t i ons ere hlloved deduc t ions tol O<tpital ~ 

lOOSOG only to the OxtP~t Of Capital C~ine i n tbe S3n0 ye~, . 

plus -~2 , 000 -- e.n entirely inadequut e prcvi ~ ion for !mY corpora tion 

\ hieh hes been f orced to sell considor o.bl e IUllOunts of i ts oapi t al 

nsset s at a loss • 

. :e r:ould like t o soa =ore capitol invested !n n.,., i ndustries, 

~o put !Xlro r:en to •JOrk . It i s certoir.l:; the onrt ot >tisdoa to 

~~courase such invostnent , f or we havo ~ense amounts of idl o 

funds , and we bnve all too r.w.ny idl e mom. Yet the incone t ax 
. 

l •!W f.S untor tunut el y l oaded ncainst no11 i nvestment end risley 

bus inesses , not onl y by t he e~pi t Al l oss provis ions I hove ro~erred 

to , but by :he el~in~tion of provision ro~ orrsettlng t he current 

per nting loss es or one yoar-a;ai nst the opera t i ng prof i t s or n 

l~ter year , A stable busines s , reportinc annual profits, is in 

no difficulties i n this r eapeet0<dn t he other hand a business which 

has lost ~50 , 000 ~ yonr r or ~·o years and ba s then nade , 100 ,000 i n 

• 
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the third year , must pay )ust as hi gh taxes on t he $lOO,QOO 

as 1r every year had aho>m a prot1t1 1he plain t act is that 

the business h~e m~de no profits at al l over the three-year 

~eriod, and no income tax should be payable Where there have 

been no profits. If the Government wants investment 1n new 

businesses -- businesses Which cannot SUI\l'entee e profit 

every year - the lenst the Govertlllent cen do i s to provide 

thet only net profits Ifill be taxed. 

Thit~, Adequecy, Over the five-year period ending 1n 

1940, for which budgets have been preaented, flXJ)enditures have 

~xceeded revenues by un average of over ~3 billions a year. 

In 1938, the Govornr.ent received the largoot total or receipts 

for ~y year since 1920; end the ex~ond i tures still exceeded 

receipts by }1,384 uillions, The antic ipated budget deficits 

ror the r1scnl years end i ng in 1939 end 1940 are $4,072 millions 

and ~3 , 426 mil l ions respectively. It may be that expenditures 

can be reduced. It may be t hat tax r ates and provisions are 

oppressive i n some instances , or that the t ax system should rest on 

~ broader bose , It ray be that r.eys and Mans can be edO.Jlted 

fo:- 11 =kel increase in the national incof'le, and t hat than the 

present t ax system will produce revenues to balance disbursements . 

Tbo fi rst essential i n my judgment is tho rormulstion or a 

dependabl e plon tor dealing wi th our budgetary problems over the 
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period or tho noxt f1 ve years. There i s 11 ttle , i f any , poeaib111ty 

or bsl encing the budzet tor tv~ or throe years , but i f action 

to increase revenue9 and curtail expenditures is not taken at 

thi s session, tl.e poss1 bill ty is pushed ahead by one and probablY 

t>~o years more . !.!ere i naction at this time constitutes a choice 

or one ronn or fiso!tl policy l·athel· then another . 

The healthy functionin~ of the count ry ns e whole depends 

in t he last sn~ysis upon the healthy functioni ng of the wage

earners and the businesses of the coun t ry. \7e cust relY upon 

business to provi de ecploynent ror at leeot the greet bulk or our 

n·en of I\Orkill6 age . ~le ought ther efore to r~move any specific 

obst '3.cles to businoss recovery which rellUlin in the t ex structure , 

but the probl em is much broader than that . :,ben the uncertainty 

o~ conditions abroad are coupled with tbe uncertainties of an 

unbal=ced national budget, and '"hen ~:~ensures to produce a 

bnl~ee are hopeo, not reelities , It is no~ surprisi ng that the 

t~an ·,1ho haG snv~d tnonoy, whether a rev: dollars or a million, 

refuseS to t!ike a chance on an investment i n anythin<; save tho 

soundest, best eotablished, !:lOSt stable securities . He knows 

tb'Jt bu .. iness Must eonetil::a !:ace ne11 taxes to bring the budget 

into b".'.lance , nnd be cannot kno11 ;lhore they will tell. Since 

he cannot roreoaot t ho future , he marks time . The result is 

bus iness stagnat ion, not tbe steady busineu advence l'lhicb has 

been cbarac terietio or the countr.r • 
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Second, t he maintenance of t~e Federal budget 1n its 

pr esent cond ition ~~es tax reform difricult or icposslble. 

!!oat of the essentia l reforns will cause lo~ses of revenue , 

I believe that the ndoption of some of the changes Nhich I wont to 

rocomnend '•111 !'l'or,oote healthier businovs conditions , and in the --end i ncreased r e venue . But c hanges in t he t nx system el one will 

not sreatl.y lr.!'rove bwiness, =d in ~· event , t he errect wtll 

~ot be ~ediate, I t is the part of tdsdon , therefore , to pl= 

-. tex systen nore ~dequo.te M n ,n,ole, nt the SI\L'lll tln:e t hat ue 

ac t t o r e lieve specific inec:uities , 

lie ca nnot spar" tho revenue from tl:o expiring exc h 6 and 

sales t e.:res at this time . At the sene ti!'le , \:e must realize tbat 

t•·xes of this sort are not sood neasuros or abillt'; to pq, 

~hat they have boon inoresslngly resorted to by the States and 

cities e s well ns by tho Federa l f!Overnmont, o.nd tho.t therefore 

further increases in them are unde~ireble . I n 1928, the ineomo 

t'\X produced .)2 , 17~ millions out or ~2,800 millions or total 

:.>oderal revenue , or 77 percent . In 1938, 1t produced $ 2 , 5e6 

millions out ot J~,660 millions or totel l'ederal revenue, or 45, 6 

!'Orcent ,._Cin other ' ords , while total Federal receipts were double<! , 

tho income tax inornasod e.bout 20 percont . Relnti vely ne are 

dopendl.ne too h~nvily upon i ndirect rlnt - r e.te t...:xes , 'llld no t henv1l.y 

• 
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enoll8h upon taxeo which are o moro accurate measure or ability 

to pey. The tax system in this r espect baa moved in the wrona 

direction. 

under these conditions , the conclusion i s inevitable that 

the base or the i ncome tax should be broadened by lo.-:erina the 

exemptions . Further, there should be on increase in the surtax 

rates cpplionble to i ncomes in the breckete in the center or the 

rate scale , roughly those incomes between $20,000 end ~100,000. 

Finally, our studies i ndicate th.at the \lpper surtex rates are too 

high for the greoteat productitity; 9nd t hat net revenues -ould 

be incr eased by n small reduction tborein. The incentivel to 

embark cap1t11l in ne>~ enterprises i o noticeably dampened} jlllen 

the State end Fodernl governments together demand a partici pation 

in profits or eo !'luch os 89 J>&rcent , \71th a much s=l.l er 

part1c ipet1on i n losses. 

(SO on Estate and Gift Taxes 

Stcto-~ederal coordinat ion) 
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April 10, 1939 

For the Secretary 

Murray Hansen, Washington representative of the 

Investment Bankers Conference , Inc ., spent a week 1n 

Hew York City recently, mostly in touch with invest

ment bankers and other financial people . 

At breakfast a day or two ago be volunteered 

the information that he had been surprised a t the 

number of people who commented with a h igh degree 

of favor on Secretary Morgenthau. He reports that 

they seem to be uniformly of the opini on that the 

Secretary knows what he is do i ng and that he is doing 

the right tbine, and i.s proving to have very real 

ability 1n the Treasury field . 

Upm 
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DIVISION OF SAVINGS BONDS 

April 10, 1939. 
To : The Secretary 

Froo: l.:r . 3ryan 

Literally, 1n many millions of letters mailed to 
date , and 1n approximately 150,000 letters now going out 
from this Division every busi ness day, the Secrets~y, 
over hie personal signature, has asked for "your criticism 
and ~ny const ructive suggesti on you may desire to make", 

These personally addressed letters reach into every 
religious, racia l and political group and fraternity, and 
ansrers are received from every part of t h is Nation and 
ecce 30 foreign countries . 

Generally when you ask for it you get it, and this 
Division has viewed criticisms ranging from mild admonition 
to violent vituperation of many of the officials, acts and 
policies of the Administration . Also, numberless sug
~eet1one have been made--many of t hem of actual value, and 
some of t hem adopted. 

1'/hile serious concern--yes, genuine anxiety--is shown 
over Governr.ent spending and t he i ncreasing public debt, 
t here is scarcely a word criticizing Savings Sonde, and, 
a lmost without exception, our mail reveals only friendship 
and admiration for the Secretary. Th is continuous approval 
and response from one of the greatest of modern audiences 
can rnean but one thing--a Nation-wide vote of confidence 
s eldom given to any public official. 

87 

Obviously , the public feels t hat the Secretary has a 
single purpose, •to aid recovery, and to that end to do t he 
best t hat can be done i n his Job" . •tto oresidential aspira
tion is susoected of controlling t he ac t or coloring the 
purpose•. i~enry Uorgenthau 1s an able and sincere servant 
of the people". 

A:lD FURTHER: 

"You occupy such a high and important poet in our 
Government and have handled your duties with such 
outstanding success that it must b e a matter of 
extreme satisfacti on to you to see your depart ment 
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moving along to greater and greater accomplishment.• 
- Howerd B. Bi shop , Treasurer, Calvary Church, 

Suomit, New Jersey . 

• •.. permit me to say that I greatly appreciate t h e 
effor ts of the Treasury t o distribute U. s. bond.s 
among t he oiti~ens , and I r ejoice to learn that 
your efforts ar e crowned with a good measure of 
success.• 

- Rev. Oluf Tandber g , Dover, New Hampshire. 

"Thank you for your nice friendly letter telling me 
of the benefits of Savings Bonde • . • • 

- ~e . Cl ara B. Sage, Delavan, Wisconsin. 

• ••• I think your plan is t he only one for t he aver age 
individual who wants to buy Gover nments. • 

- J . H. Ellie, Lincoln, Uebraeka. - Broker. 

88 

"I read in the Reporter with a greet deal of interest 
your r eport of the results or your Direct lmi ling 
Ca~pa1gn on behalf of the sale of United States 
Savings Bonde . It is a gr eat r eport and I •nant to 
congratulate you on t he r esults you have acoo~plished." 

- R. E. Fort, Jr., Nashville , Tennessee . 

• ••• I thi nk your personal letters calling attention 
to t he desirabi l ity of t h is kind of ! nveetn ent have 
been a very fine thing, both for the Government and 
f or the i ndividual ." 

- E. L. Keenan, Lansdowne, Penns ylvania. 
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Why More Than One Million People · 
Have Invested More Than One BiUior. 
Dollars In United StaleS SatJinga &nd,, A 

Soi~Y ot Pf\nd;pol oAd Ia· 
ttl•lll d..U• 11:1 own o qoY• 

IIIUIIMII bold 

••••••••••••••••••• 
II 11111111-1 
Ill JIIIIIIII R"II'• 
1111111111111111'··1 
1111111111111''<1111 
111111111':·•1111111 
••••::.ollllllllllll 
... 11111111 111111 
rt.,.a.._blcoaM 
So'r\ltlp ao.dt 4le ~~· 
oble I• llud co.h •ahl• 

a.n.-ncuy 1110y bt no:m.O 
le w!Mm botld II poid ln 
..,.,_. .a deoth • I O'WIIer 

J.aec.otlnq In volu• e\'ery 

y.at odd1 33\1 iM'ICeJII '0 

iav<Htmeat In 10 yeatL 

Boods en• r-oitst1td oftd 
dupllco'" ore lautd U lol1, 
t~oleo or det~troyed 

U NITED STAT~ SAV!NCS BONDS have made inveolmeJII lliJ. 
tory. Ia Amtnca DO ol.her fin&le aeeurity ;. held by u aMY 

....,...,. Since M1r<h I, 1935. ud lhron&b February 1, 1939, more duo 
I~.OOO people hne bo"Jht more lha.n 8,150,000 SaYi"&J Boadr. 
With • IDitUrit:r nlue in tX«N or $2,260.000.000. A quettiooa.&itt 
tto~ to all OW'l)f.T& of Savinp Bonda hat provided the i_nlormatioo opoe 
whoeb the picto · J • • • • b ··' na tllhlltca on th._ and folloWID.I p ases 1r6 ..ca. 

---------~----

Reasons Given By Individual Owners 
For Systematic Saving Through Savings 
Bonds - And Amounts Invested. 

a.LL 00 0 00000000 0 
.._. Retirement 

~00000000060 
..... Emerqe ncy 

0000000 
Caab Eatate 

0000( 
Education 

000 
Home BulldinQ 

( 

Dependonta 

u 
Travel. R.cr.atlon 

0 

) 

Each d1sc: represents 
SSO.OOD.OOO maturity 
•alue of Scrrinqe Bonde 

SA VINCS BONDS are ue&au:red pouatiou io a million American 
homes. The-y are primarily intended for citlum deU.rin& to 

lay &fide fuoclt in imalJ amounu for the Cvture. To aafqu.a_rd them 

for thU: use. oo ooe owner may bold more than $10,000, malurily 
nlu~ as issued iD one ealt'.Dda.r year. S.'li.op Boach ba·,..e 6ve 
deoominatioru (m1turity .. Jueo): $25, $54), $100, $500, aod $1,000. 
Their t tspective purtbaae pri- ue $18.75, $37.50, $75, $375, $750. 

---=------- ·- _, ----------
• 
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Why More Than One Million People · 
Have Invested More Than One Billiot. 
Dollars Jn United StaleS Sav ing• Bond,, 1 

SolttY ot P• ID¢1POI aDd Ia· 
-.r • .._ d" ll• to own a QOY· 

ern••• bortd 
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y.cr oddl 33~ J)411C.IU lo 

le•••tmeDl ID 10 yeora. 

BoDdt ote •eoi.tlere<l a nd 
dupUeom a1e i11ued it lo.1. 
.-loin or dMbOTed 

U NITED STAT~ SAVlNCS BONDS h .. e made illveat- W. 
tooy. In "-na no otbe. oiope oecurity ;. bdd by M 1D1117 

';""' ... si- Ma~th I, 193S. and throusb February!, 1939, moret.Ua 
.500.000 JI<Opk b.,.e bousht more than 8,150,000 Saviap Bo..Jo. 

wrth • maturitr 'l'l.lue ia txcat of $2,260.00CMK~O. A queetiouain 

5ta~ to all OWIH:n or SaYlnp Bonda hq provid~d the inlorm•tioa. \lpol 
wb1cb the plclo · 1 • • • • b --' na tlahtiiCI on thts and £ollOW1Jl3 paset are ~ 

-----·-~~----

Reasons Given By Individual Owners 
For Syst-ematic Saving Through Savings 
Bonds -And A mounts Invested. 

.. ~ 00000000000 0 
~ Retirement 

~00000000000 
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0 000000 
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£diiCCitlon 
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Home Bulldlnq 
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Travel. R.a.atlon 

Each diac repre•ent• 
SSO.OOO,OOO maturity 
value of Savin~ Honda 

SA VlNCS BONDS are tr-euuffil poaoeaoio111 in a million Ameriun 
homes. They are prim•rily intended for citiunl de:Oriq to 

l.y uide fund& ill tma.U amou.ntt for the l u.tu.re. To tafquud them 
for thia ~ oo oae owuu may hold more thu $10,000, maturity 
nlue, u iuued ia. one cale:odu year. S.ri.np BoadJ bare 6re 
deoominations (maturity valueo) : $25, $50, $100, $500, and $1,000. 
Their r .. pective purebue priceo u e $18.75, $37.50, $75, $375, $750. 

----=--===------------- ·-"~' --------------==-=----
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The !Vationtoide Diltribution Of Savu.g, 
Bonds I• Made Through 16,000 p011 
Offwes And Direct By Mail. 

Lo:roer Cities 

&B88888ggo 
Jlll&. oooooo 
111!1] 00000 
Sma.U" Otits 

~. &BO 
Rural America 

&aeh disc repnsentt 
$50.000.000 maturity 
value of Savinqo Boada 

u~ITED STATES SAVI~CS BONDS are oold on a m-oat 1Noi< 
. For uarnple. il1!tu d of P•yins $25 ro,. a $2S bond and rcedf'i:lc 
::~:"'11 1;1

1~~ttd interval&, you pay SJ 8,7S for a bond of $25 ftce 
you e~ill : ~~ IO yeua the bond DJIIurct, and, upon due aurrc:ndtr, 
•1 ~nt • Covernmenl el1eck for $25-a 33-1"' I"W'!f «DI I w:ru tt on you • · aJ . t • r~ 

I . r Ofi(IO lbVetlmcnt or Sl8.7S whieh it eqw' va.Jc.al to an lltU:lUt lnterear · ld I 
fJe 0 2.9 per cent compouoded lellli.ao.oually. --------------

How Savings Bonds .Are Regutered On 
The Records Of The United Stale& Treaa
ury .At Washington, D. C • 

=== 

<=== 

••••••••••••••• 
••••••••• ••••••• 
DIDIDIIDI 

illiJ 
eee 
ii 
j Each cbarac,ter repr•

Hnta S$0,000.000 maturity 
Yalue ol ScntDq. lk>Dda 

A SAVINGS BOND may be oWDed and ~ ia the name 
of a man, womam. eblld, corporation, 6ducia_ry, or any other 

lq:al entity. Normally no dJttioction it made in bond ownenhip 
between an aduJt and a minor. Two individuala. bu1 not more than 
two, may own a Sa ving• Bond •• co-owners. and either may redeeD:l 
the bond; or, a bcoc6c.iary may be dcaignau:d l o whom the bond 
will be pa.id or reiwucd in the event of the dea1b of the owner. 

• 
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FEDERAL 

A CTIXC .. IUcal ·~··u for tbe United Sut.., tbe r• 
, ~ul R~n-e Ba~ U.Ue Sa.u.p Boodt pW'Chaoed 117 

mail '" ~htu ru~tn>e distr~ll. Likewite. they will hoW 
••r11 S•V~nc• Bonds preeeoted Cor u fek.eepin1 and, 001" 

'"' l'· • ill n:d<eru S . Bo •"'"~' nd-t praeated for paymta 

DISTRICTS 

SA VINCS BONOS are direct obli5atioou of tbe United 
Stales Covern.me.n L They 1n17 be purehued at 

all or the l.ar~ aod many of the tmalle.r JM* olicea 
or direct by mail from any Fede.nl Reeen e Bank or 
the Treaaurer of tbe United S,.ta at 'IV ..hi"51on. D. C. 

-----------·-
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The Smaller lneome GI'OUJM o.c,,. 1Ttt 
Great Majority Of All Uni~ Stale, 
Saving• Bon&. 

[() !M~lUMWM 
J. MAIAtliAtAtAIJ 

~~ilUUt 
Li'!!~HAAAU 

-----..... _____ _ 

Studonto 

Each llqwe repNOOnta 
ownonhlp of 100,000 -... 

SAVINGS BONDS are ialalded for tho ....U iD-r, ....! tile 
omall u.... ... on oWll them. M~n aJid women &om tile ....U 

.. laried p-oupo, with their c.hlld.~n, bold the his majority of Sarinp 
Boodo. M- o£ th- are hD,.U.s Sninp Bonda out of c:urrart U.. 
oomc, and the honda are tho nuelou1 of fuoda for tho education of 
ebildren, the purc:hue of ~ eme~iM. md for old as• -..rity. 

Savioso Bonda bousJ>t ayatematieoUy under the Replar Pun:baoo 
Plan, more fully explaioed in the eocloaed order form, can be made 
to meet many or the ue1 of an annuity. Neither age nor condition 
o£ health need be CODiidered to enroll W1der tbit plan; alto. without 
obligation or penalty, you may continue •• Ions u you like and 
diKootinuc whenever you pleaee. You may incrcaee or deaeue 
the amount of Savinp Bond. you rcsularly buy, chanse the iaterYal. 
of pu.rdaate., or you may ceaee pu_rc.batet alto&ether and beJia qaio 
wbeDeYer you deaire. 

WhateTer you may do under the Rqular Pun:baoo PlaD, the honda 
bou&ht are the iDcliYidual propeny of tho re""tted oWD<n ....! may 
be redeemed for eub at any time alter 60 daya from reopeeti'"' '
dateo. The eub redemption •alueo are neff< '- tbaJI the parduao 
priee and iaereaae at the <nd of tho fint year ....! each .U moatba 
tberealter until each hood eoatureo in 10 yearo (or 33-1/3 per cent 
..,..., than yoa paid f.w it. 

-.... --------=-
• 

• 
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The Cumulative Sales And Redempt~" 
Of Savings Bonds Since First Offered On 
March 1, 1935 -To January 1, 1939. 

The Great Majority Of United States 
Savings Bond Owners A re Systematic 
Investors In These Securiti&. 

MOHE than 72$;, of the io\eltOrf in Unitt:d Statea S:n;~s Bondt 
are wakinA repeat pure_huet. 1'he Rf"~ular Purehuc Plan 

ofere!d by tbe Treasu_r')' vt-rruil.t )OU to ael~t the im·e5-tin& pro!ram 
-u1ted to your ncede.. You may purc.hate Savin81 Bonds each ""«k, 
~o~th nu>nth, or at other resu.Jar im~nalt of your choice, and ~-ou 
ma)· plan with eonfidt.oee for dayt of lc.iiure ahead-for the eDJOY· 
anent of fiunny day• witboul concern of immediate tomorrowt. 

---~-~-=---- .. ., lHn• --==--===--

Regraded Unclassified



TA.LE OF REDEMPTION 
VALUES OF UNITED S TATE S 

SAVINGS •oNDS 

ISSVE PRICE 111.75 sn.so 175.00 Ul5.oo 17$0.00 
Rede.ption velu1 after tbe h.e:ue Ute ; 
Fine , .. , . .. 118.75 tl7.SO 175.00 1375.00 USO.OO 
I to 1\i rean . 19.00 :18.00 76.80 :180.00 7~.10 
1% to 2 yean . 19.25 lt.SO 77.00 315.00 770.QO 
2 to 2 ~ yee.rt • 19.SO 39.00 78.00 l90.00 780.00 
l~ to S )'Nfl . 19.J5 39.SO 79.00 S9S.OO 190.00 
3 to J% years • 10.00 40.00 80.00 400.00 100.00 
1% to 4 yan . 10.25 40.SO 81.00 405.00 110.00 
4 to 4~ yean . 20.SO 41.00 81.00 410.00 810.00 
4~ to S ye•r• . %0.75 41 .50 8J.OO 415.00 830.00 
S to 5~ yun. %1.00 42.00 84.00 420.00 840.00 
s~ to' yean. 21.25 42.50 85.00 425.00 850.80 
6 to 6~ ya.n . 21.SO 43.10 84.00 430.00 840.80 
6% 10 7 1 ..... %1.75 4S.SO 87.00 4SS.OO 170.00 
1 to 7~ ye.,., . 22.00 44.00 18.00 440.00 880.00 
1% to I yens . 22.SO 45.00 90.00 450.00 900.00 a to 1% yean. 23.00 ..... 92.80 460.80 920.80 
1% to 9 rean . u.so 47.00 ..... 470.00 940.80 
9 to 9% yean . 24.00 46.00 96.00 480.00 960.00 
9~ to 10 ye•n. 24.50 49.00 98.00 490.00 980.00 
Matarhy value . 25.00 $0.00 100.00 500.00 1,000.00 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATIO N 

DATI: jpl'U 10, 1131 

lain ef Vat loy•••• Memt 

Jpr "'I ••M Ptrtt4 wa• Aprtl 1, 1m 

llvi• \M \lane ...a .fu\ o.pleW, \M en•~• ant\ liN 

1IHa latlMMM 'i7 \wo 4hwcat fenea . jl~ tiM p111-c 1IP of 

u:oe81 Malt tu4a baa uw \a t one prl"a upiiU'Il, anerel ~ 

4ne1o~••• baft \at.4 \o f oro• prioea 4owa. n. .. , Nllll\ •• 

that co••nuaea\a o1oae4 S..\v.riq, Apr11 1\h, aN!l\ 1/4 poia\ allo.,. 

llaroh 18\h. !be latter 4a\e, howner, woe \be re-\ low fol lmiiC 

t ba O.NU allaorptha of Oaeohea10'f'Uia, ~•17 \1M \he -..rop.a 

piotve \eD4a \o olear, sn-• prloea...,.... qodall17 vpaM.. J.a 

\ a r a ... u , \M ude~ \oaa ot \M arlla\, MU14er1-c .,.q lMal 
\ 

tactora, h tla, 

IIvi-a \lie paa\ wek, ~ lloau nn off &lint 1/ 4 pola\, 

curaa\..,. 1a- wn ._ allft\ \lie -· wllile frealnU'7 ao\ea wre 

1/8\b pola\ 1-. 
,., ••• PtrVtlltl 

IIvi-a \lie \~area ...a, &alan' llooUl-c• ...,... ~ • .al'l'ft 

nap, j].U•,.P at- \1M fl 1•17 1IoM lloltl.-ca wen "P u _.. 08 

$11 a1111ea allen p~\ fl&VM, ~ ol ..... \M per!.M ~ p. • 

ailllea w .. \M lloaltl..- ef ._.. 11. 
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Pttl'"' ''"'!J''' ia.UUou ........ 
'''Ph 11 

1'1'~ lloll4a M,O 
1'1'~ aowa (1 par) aa.a 
freaaGI'T aotea (1-& Te&r•) '·' fr~ "t11h 10 .'7 

"· O. L. o. llollda '·' r . r. M. C. bow i.a 
1011.0 

hell: e~ 
.Apdl I "' "h'an 

aa.• - 1 . 1 
38.8 - 1.? 
14.0 ••• 1 

&.1 - &.I 
8.1 - 1.1 

11.2 ~ Za2 
9'7,8 -a.• 

Dealen' nl-e fipNe iaU•w o~ aCIUft\e aoUrl'J. JIDr1a& 
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tho lad ... k , !rMftl'T boJa4 't'01- U. a"ncef. U...i $10 a1U1• 11a117. 

In' rtU ''D'' 

~e oD17 ..., oorporaie lloll4a ot uq coanquaoe otferet 1D il>e 

IIDI'Di nre lanea ot $33. & a1111oa lailoaal D1aU11era aDd $1'7. & a11Uea 

l or\ben 8 \eiea Power oa llucb 3l aa4 22 reepeciln l J, boih of wbl.olo ftM 

n ll rece1n4. 111Dce ihaa there bu 'Mea cA17 oae other larp otfenac, 

a $36 a1111oa hau of coa .... rUllle "*""• ~ Oc canalth Jd.hoa. 

QOi -e 1aio iM •rilli 41recilJ. ~ oa1T 1arp ottertac a:pecW 1a 

'ho Mar til~• h a $40 a11U• • hau of 1~ ~ faa• CorporaUoa, 

which UJ bo offeret olariac il>e -"DI 'I'Mk. 

Oppogtt lepA MerR' 

the c-...t irad of il>e corporate 'lloa4 ~ai o .... r iM per1ecl llato 

beea U...ar4, u a renli of c-ral 'UCeriaiai;J 11114 of a IIJIIpaiheilc 

ao-i w!.ih the aioolt aarai • .Al\loncll ~ai 1"4a ......_. l oei allni 

1 potai all4 ..u- cn4a lloD4a ..._, a 1/ a petail, iba a"J'IICH r ·h 
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tile rwa\ ....... .nee\ ... :pl"blli~ 1eee .. euuc \he Uane 

nella were 1a ..U• ea4 8JIIS:1•Un lrMe nUa. 

hM.nn '"''""' 'rgaat• 

2t>.e olll7 truaacUoa ia. the -.rial t tor frea8UJ7 acC<rO.a.t da.riiiC 

tb• tbre1 ,..a eD41Jic ~r11 au. •• U.e aale ot $2.5 a11Uoa frea8UJ7 

boll4a of 19-U t or Poatal Sa'rillp, !bh 1 .. n1 a )aluce of $7.15 a11110D 

to be ao14 of aa or1C1Aal $10 .a1111oa 1e11 oi'Mr placed. ri tll the 

Je4arel a.1ern ot .., York. 0 \her trauaeUoaa 1aol114e4 $la a1ll1• 

1Dn1aeat 1a 8pec18l 2'• tor Po1\81 Sa'riJ~Ca, brliiCiJic \he total 

S~el 3'• l:le14 bJ U.il acCOQJit to $88 a1111oa . the .. "" alao 

pvcballl of .. a1111oa Spec18l a•· tor ··-' of Oonnalllt Lite 

wblcb now bo14a $115. 3 a11UOD of \hue DO \e1 . 

!edenl, ltetnl lnW MPDB' 

fraa.aacUODa bJ tM JMeral .... ne Spt• aoc-\ wa UmW 

llaoet nt1ra17 \o rephc-•t ot •nriiiC fre&8UJ7 billa. ot tile 

$136,730,000 billa •ariiiC 1a. the Uane 'liMit per1o4., $30,840,000 ,... 

replace4 l17 ..n .... !re&ft%7 DOtH a4 the Mluca of $9<J,880,000 liT 

n., aa4 oU..r fraanr)' billa. Ia a441tl•, U..ra wa a $10,130,000 

m tcb lle\ftan two fraa8UJ7 ll111 llnu. 
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.!L Tf..X STATE!.!EN'l' " Pril .Lo, 19J9. 

9: JO a . m. r'resent: 

..lag ill : 

d . 'J . J r: 

..lz.gill : 

lAr . Gas t on 
:Jr. Duffiel d 
Ur. Blough 
lir. lllagi.ll 
l.lr . l>boup 

•lell, whot r asked you gentlemen down for was 
t o assist m~, in s trictest of confidence , to 
prt!ptor t! h s t htement for :n .. to muke before l•&ys 
and weans . I d on' t &no N boN much t i me I have . 
;..r. Gast.>n or :.Ir. Ucneynol ds said t ney thought 
I mlgnt nz.v"' t~o or tnree .~eeks , .. llich would be 
very good . But I tnought .1. might try t o do t l1is 
tnis .veell: . 

Now, I th.>ught I ' d t hl k a t you j)eople and t ell you 
whot I hl•Ve in mind, you s ce • 

Gooci . 

.i. don 't o<now Nhe t her we ht d u t ex bill which the 
hdministr~ tion was rt!Syonsible f or in ' JJ or no t . 
1 1 m not femlli~ r with it • 

'J. her e •asn1 t any , no . J.he N. I . R. / . baa some t 6xing 
~revisions in it, but tha t ' s all . 

But toe w&y r t hought .ve ' d &pproacn it Na s some
t hing liKe t his : Mr . rloosevelt ' s been ~resident 
for six yeor s . Now l et ' s t ake a l ook at wha t we ' ve 
a ccomplished during the l a st s ix year s t hrough t axes . 
"hBt 1/SS the problem? ln "')J OUr r evenue .Vl!S t NO 
billion uoll:srs . ·•e had the necessity of increllsi ng 
it to s ix billion dol l ars . do.v did we accomplish 
t his? 

and then l ist the various woys that we accomplished 
the incr euslng of t he r evenue f r om t wo billion to 
six billion. J.hen I'd go on to tal~ Ebout •.vhot 
we 've done to s t op t he va rious loophol es . 
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Gnston: 

J:I • ..! . Jr : 

..!ugil l : 

94 

-2-

ln ot her wo r ds , l ' d like t o ma ke a - oh , if you 
N& nt t o cull i t - a s t a t ement o f a ccomplishment 
fr~m ' JJ t o da te of wna t we 've d one, you see, t he 
t hings th£ t 11e ' v e - t he va r !~us s teps t ba t we 've 
t&~ten a nd noov ,,e ' ve accomj)l i shed tnem, etc . , e t c . 

And t hen, for i n s t ance - t nen I ' d say - I d on • t 
Anow Nnen t no s e darn nuisance t axes 1:er e put on, 
I Ulevn •••• 

In •n . 
- ton..! .;out we 've cone t o r emove t hose , see ? 

I ' d f or 11otten t hey 'lle r e done i n ' 32 . 

'•nen I say, "Thi s i s r;tlh t Ne' v e done. n 

·•o .. , tnls ·1111 unaoub1.cdly be ay l<.s t o;>portuni ty 
to address tnis new '-ongress, because no one would 
be so l'oolisn t o tnink '1e co<1ld do it next year -
t o r~vie:1 t he t ax j)r ogr t> m. "Ana a s I Sll i d i n No
vetaber 1 ) ? ... " - then I ' d like to bring i n ~t t ha t 
point whlt t I s a i d in Novembe r ' J?, 11h e r e I end up 
anu say, " l f ~>e nave .nade 6ny mis t alt es, I am r eedy 
t o s &y &0 !'Ublicly . " "nd I SIIY, "I s t and jus t 
whe•·e I a tooa i n 1 J ? . 

"Let' s t~kc a loo~ c t - in tn!s V&St accom~lishment , 
11her e .<e nave <.n"uest! .m-.bly tr!plea our r e vttnue, 
y . u .:tn ' t .1el;> but do c e r tl!in tnings whicn a re un
fair a nd wnicn are deterrent~ . " And tuen go down 
t ne .1.ist ~no sa:; one t hing after another th~> t .;e 
t hink a r e deterrents . 

Now, til c r u a r u t wo ways of dol r~g t h is t hing . We 
could , f or i ns t a nce , say t ha t " .1. t hink t ha t vhcn 
you hx a ma n ?9 :>ercent tha t t na t 1 s t oo c uch end 
you :~hould o nly t a x h i m 6J percent. " 

Ur you can say t ha t "the present tE.x r a t e on t he 
highe r inco~es , 1n my opinion, di scourages ~ man 
o f neeltn f r om t aking any risks , ond ther efore I 
recommend t ha t t he Congress r e -exa mi ne tha t ~nd 
s tudy 1.. t. wha t l evel they , in t nttir opinion , t oink 
l t should b e se t to e ncourage a man who i s i n t he 
hi ghe r bruck e t s t o put his mo ney t o wor k ." 

I l ike tha t better , d on ' t you? 
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H. :.I . Jr: 

:Jug ill : 

tl.A . Jr : 

Sn:>up: 

li . J . Jr : 

.llugill : 

Shoup: 

Cas t on: 

R . ~ . Jr : 

li<.ston: 

B. !l . Jr : 

nhat? I do too. 

I like the t one of the arti cle ~uich ha s been done 
for r ortune; there wer e a number of things i n it 
which I'd like to crib - not us t o t heir soeci f i c 
r ecommenda tions, b ut ns to their tone. -

"o f a r so good? 

Uh-hub. 

" hE t? &houp? 

:a. es . i.<. ter, ;;hen there i s a lot more discussion, 
I •d na ve so!:le t hing to s cy r.bout tae aistor ical par t 
o f it . 

~o ell, let me just 
thut I like here . 
zeen this Fortune 

t~>ke u look a t what I underlined 
l t bke it you gentlemen have 

a rticle . 

" o , I haven' t. ric.ve you (:.houp)? 

I •ve not seen it yet . 

I haven•t. Mr . Dlough hbs . 

ne r e it is . Fifty pages . Yo u can boil it down t o 
t nree . 

toho d i d th<..t - Duell? 

It ' s a sym)osium. Lot of d iffe rent people submitted 
memor anda ; then he synthesizes the various memor anda . 
:l.es , Buell. 

••ell, tnis isn' t the t one, bu t this is the sort of 
thing . " oreover , corpor a t e profits are t axed 
twice if pa i d out in dividends . The co r por a tion pays 
the t ax on the profits as pa rt of the cor porate 
income, and the stockholder pays a t ax on such 
pt•ofits in the form of dividends . I n contrast, 
bono. interest is taxed only once . " 

• mean tha t isn' t the t hing , but - aere, I under lined 
tais . tt:Joreove r , tae c&p1t a l s tock ~> ad excess 
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Sttoup : 

\lug ill: 

Gt.s t .:>n : 

:.: ... gill : 

Glos t on : 

Shoup: 

H. :.!.Jr: 
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profits taxes a r e burden:~ome to young llDd 
developing enter pri ses . lhese t a xes y i e l d 
co:np&r otively little r ev enue ; Lnd some of us 
believe they e r e not only ine4uitGble but 
c:.reless.ly edtnin1stered . Young enter prise &nd 
business generally would bu nolped by th~ repeal 
of the;;e t.1o t axes . n 

n <.re toey make the s t etement, for instance - "The 
first FJ rtl.lne nound 'iablu r eached t tl ., conclusion 
tat. t 1Jn.;- t.,rrn r ecov., ry is being tle l d back, partly 
buChUSe the prospects ol' profit are ruuch less than 
1..1uring the pre-aepress1on. 11 

1"hen h&r e ' s toe v1hol ~; progr llm. 

"l. '.lhe >.10ption o r t.u~ c11rryove r of lossc.s , tnd 
t,,._ :~t~.ody of toe principh of " ve r aging income. 

·~ . 1ne udo~ti~n of toe conso.liaa"ed r etur n i n 
so f~r a s closely r eluted en terprise under common 
~ar.,nt compnnie~ is concerned . 

11 ) . LX 1 1l riment ;vi til more r .;t sonabl e <Jllo..-unces 
for depreci t. tion . 

"4. LJ. i :nim .. tion of ::.ny unf<-l r m. tnods of t t.x 
;.ccounting." 

~~~ey SLY t ru. t Sweden a b&naonca its expf. riment 
with t he undistr ibutea ~rofits tLx ::. number of 
years vgo . 

1 a on ' t •. no•.v 'Nhethe r ~>wed en 

:then i t' s NorW«Y tha t still hils .me . 

Uiun• t t hey t.uo pt t he ~ritish scneme, which J. s hn 
waai~tributeu pr ofits sche~c in reverse? 

I d or. ' t .mow IHI<. t ~r1tc1n lias . 

Bri t ain has tha t ~74 normul ~nd then give you credit 
~n the indi v1duc.l t ax , don 't t hey? 

Yes . 

I though t this s t atement wns int er esting . "'1/e wish 
t o reiteru t e that excessive t axation upon the rich 
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L~vied i n the nLme of social Justice ma y have 
the e ffect o f continui ng unemployment. !f so, 
sucn t a xes a re pa i c f or not by th~ rica but b> t he po.>r . • 

Nice s tE. tement . 

1:e11 , >ltu .. t I n'unt t o gt. t ove r is this. l think, 
lookiub u ~ 1 t in c. broao w&y, tha t this whole 
tning - f4Y ;.ppr o•.ch wants ~o b e f r om the stand
point of r ecovery; tha t nc r e 1.e. 1ve got this vast, 
bacKed-up, p~nt-u9, money - b&nks loaded with 
mor.,;y . l don ' t beli.ove .:e ' ve ever g1 ven 

1
>ri va te 

ent.,r p1·t se & chence t o go t o work . I nonestty 
bE>li .. v._ tnl>t o ne of tne r e-sons ,,,q t ney tlhven ' t 
<:->nc to uo r k ls on account of tne present thx 
str ... ct...t·&; t.t.,~~ c.re certl'in tuings which e r e 
.. etcr·rcnt s . 
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" e ' :e l'LCC<J , ... tn~n.t, • ith ~ •• o [lt er nctiv.,s . t.ither 
.te ' r v so inc t o fix the t bXes so tna t - as bvs t .,e 
c"n t o encourage: the j.leople t o risk tneir monvy blld 
le t th tm fimmce : or tnc only otnor ;. it~rnative ls 
m-.>r e u efici t 1'inbncing . lond ~hile I <m here l want 
t o tO&Kt< onto lest efi"-.>rt to tncour&!iE ;>rivn t e capitol 
to g-.> LO o'lOrk, tec;,use it .. ill b.o my l &st cbLnce . 
It ' s toe lost Ca<"n ce of t11ls .. aainistrati on to do 
it - no., . 

•·n<. this .hole unea;.>loymt nt thing - ..mless 1e do 
encour&t;e ,..riva te c;.pita l to go t o work, the only 
otner way is bigger ' na blgge r &;.>;.>ropri&tions by 
the uovc rruJent . 

Now, th t• t ' s my whole phi l osophy . l coul<i tr.lk ubout 
it h 11eeK ; it ·;oulan' t chnnge c. ey . 

P.na I' or responsibl e f or the t ax s tructure c.nd I .. hil t 
to j)Ut it S<jUarely in t he l &,.t of '-ongress :: nd I t:&n t 
t~ point out ~nat I thinK the de t errents a re, sugges t 
possible r emed ies . I ' d like to keep i t as i eneral 
a s possible, .11 tnout being t oo specific, but still 
oo it .••• It was the President who s uggested giving 
the1o f our alternative s on the Soci a l ~ecurity, and I 
.cnew beforehond the one they •a t ake : the on e \'ith no 
t ex rise . Well, if we cuulu l>e as cl ev<;r abou t it e s 
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we wer e i n tiocial cecuri ty, why, I •d be very 
happy. Having had fifteen people work on t he 
Soci al Security s t a t ement, I cen say it was damn 
good , &nd I •d like to have thi s one as good . 
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But I mean ~hen you g~t through ~nd done - I mean 
tfiLt was the way - you have four alter natives, but 
sor t of point to t he one tha t you think. 

But the r eason tha t I am so de t er mined and so anxious 
and w<mt t o do this so much ls tha t - I mean I can ' t 
see anything else but t~ither ma ke it worth these 
f ell ows ' whlle . .. ;;nd ns ! •ve t old t he Presi dent, 
I •m willing to go just bS f a r as it ' s honorable to 
go . ne ~skeo me ~oint blo~ whether I was willing 
t o l et t oe baruchs ana t nos e people make more money, 
Ana so f orth a nu so on, ~:.na Sllid yes, but I also 
po~atea out that I had never broken br eaa wit h »r . 
ilcrucn, wntcn is more then 11nyboay ln t he ~oh1 te House 
can say , becsuse they ' ve s ll accepted his nospitali t y 
o r i nv i t ea ni m. 

nna if t his is ll capitalis tic system, why , I want 
to try a nd mc.ke the thing work . "'nd t be t hing tha t 
.l. cl w11y s sci d t o you - tne thing I was afruld of vtas 
that I had one foot on a bot·se <!lilled •..:api t a 11st1c 
$y stem" ana the otht!r ont! on b norse called "State 
Socialism,• ana ~o.s tht: t.vo nor s es a i ver ge ~ fall 
bct neen t nem and a m trampled aown by both . I t hink 
t ha t ' s tne thing we f ace t oday - neither one thi ng ' 
nor the other . nnd, believing in the capital i s t i c 
system und having been her e now since the fall of 
' 33 , I um cer tainly going to put t he combined .rnowl
edge end r esearcu - no t only 1r easury, but.peopl e 
like yourself (lolag i llJ - at the dispos<Jl of t he Vleys 
and ~eans ~ommittee . 

tlow I •m rt~£ ·y t o be ..,ues t1oneo . 

nell the m&ln tning tho t I would like to ge t fro:ra 
you f t nink you' ve given us , end that is, you migbt 
say, no,. you wt..nt t his sta tement foroula t ed bod 'liba t 
you nbnt in it . So f &r as tbe particular matters 
in the t t~X sys tem wbicn we ~ould r egerd as business 
deterr l!nts, I don ' t t hink that t her e are any gr eat 
differ ences of opinion among any of us . I'm sure 
t here isn 't among any of us her e i n t bis r oom. 
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Now, tlr. !la nes 1s office gave me :1hen I wa s here 
on Frilit>y a set of memor llnda from the "Us iness 
huvlsory l,;ouncll a na the ti . J. . ll . a nd t he Chamber 
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of '-OIIIlllCrce . uell , they sound jUSt like that 
Fortune business, und tncy also sound like t he 
~~~lll-~nou~ r eport , a s f a r £5 tnat ' s concerned . 
l :nt:IJn tne boys - I 1 11 ,'ut in this t,ualifica tion: 
t hut eLcn t ime t he boys work in something speci a l 
o f t hei r own tb& t 1 s going to do somebody a parti
culur piece of gooa; but the gen ervl et,uituble 
obJ~ct.ivcs I d on • t think the r e 1 s very much " uestion a bout . 

J:.ve ryb..xly seerns t o b e - but what ' s nappened is 
th<. t .ve find ourselves i n tne position nnere 11e r ve 
b~€n ut-trt.aeo a na we •ve gotten ooNn to a bout one 
tnir~ , a na tha t is that <.11 of t.he t<. xes on corpore
tions s ho .. i.J be co:;;bincd into one and ·•e • sooula hove 
o t rx of 21 or 2~ percent, gr udua t ed . 

You .aun •t need tnat much . 

Anu c a rryove r on eorport•t c t o xes . Tho t • s r. bout 
~he t it 1 s boiled do1vn t o . 

J.. ft:w o th t:r thing s of tho: s cmc generd c ha r acttr . 

o'oell , with t het 

That' s r i gn t . 

" ""• for tae to ~u U!J on the ttill ana t l! l k f o r tha t 
ll<>ulu be just plain nonsense . 

t<o~ , !lOme of the t hin:;s yo u ha ve m~n t i unea on your 
his t. ~ ry ,>r eposition - I t nlnK you wc.n t s ome nistory ; 
I ' m not sure t nu t I • <>uld ol.i vise you as ~:n 1ncividuol 
to ,, ut ln v ery mucn ai:; tor y , f or t ni s r e;..son: I don 1 t 
t nlM tn c. t your histor y is going t o b" p&rticu!t rly 
ettrrc tive , a nu I d on•t tbinK it ' s going to do you 
c.ny ,>articulc.r good . 

Jloy 1 interruyt you the r e'! 

1 thi nk you 're go! ng to b e uumlttlng E whole lot 
o r blunders; that' s about ell 1t may amount to. 

• 
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~ay I interrupt you there? 

:>urely. 

.! 00 

Tn~ re&son tnct this stLtement on Socia l Security 
.:u! s u.:h L gre~ t succe::s - I s a i d , " .1. s..ld in 1935 
tm.t. I recocmen<ied th r t .ve should h.: ve this rese rve, 
e nd so f urth anti so on . I said tois in 19J 5 Lnd 
~ .~:,:; .1rong . 11 llo.: , when l s&id t rw t and put th&t 
ln, ~01 ~ S;>e.:ificelly I .vas resp nsible, l Just cut 
tno t~rouml right from under e ve rybody t nd nobody 
could come bCJ ck aft tl r r et<ding t llc s t a temen t ond say, 11\'/ell, 111\Y aidn 1 t i.lorgentnt.u Sby he aid it?" nnd 
ths t· e ru.sn 1 t been a single criticism becau s& I t ook 
it r ight out from unaer ••. - "I did it. " 

Non, I 1a much r~;th~r gr.. t up the r e ana sa y, "Yes , 
.1. did r eco:hnenc toe .... 11 - let 1 s tc..ke t hl! .vor s t 
.me from tn.: s t <..napo int of t n., Cnamb er of Commerce 
and tne r es t o f tncm. 

Undlstrlbuted profits . 

... he ur.uiu trlbutEu pr <Jfit.s . 

" l«'~ , I die . ;.ay? bect u~ .. .. .. f~lt that ... 11 - ::ho t 
... ;. it, J- ... - ·lfb.s lt .>JJ? utu.t wt.s th~> s ection? 

nUt tt. Vd' i t olfbS - n t ue Ol<J OOC S ;/OUl..ul It .10rk 
o.n<J h .. re w1.s ttle s i tu1. tion v.e '"r e f ~ced v:lth: pri
Vf.tc uold.ing comp<> nies, <.tc ., e tc ., t.no 'le f el t 
tno t tuls was t oe wc.y to ge t tnis a 1stribution, 
get tnis money in c irt.:ul!' tion. Well, 1 t di dn 1 t 
work th~ t Nr.y . •ne refor u, ln 19 J8 we g o t t ne 
f ollonlnil legisl a tion through which will hke c o re 
of that s l tuc.tion . 11 You tell me: tnt re ls somt~tblng 
.. ~ g;> t tn.·ougn .••.. 

1.37 . 

~>n& tevcr i t is - ••• wnich will t ake c E. re of that 
s itua ti on . 

But, rlos , I t hink i t is mu.:h better t o s ay , "Yes , 
uuring my time l maae t ho. t mistake, I made tha t 
mis t oke, I made t h& t mi s t 1<ke." 

• 
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Vf course, there is this to be sai d in your 
favor: they didn't adopt your recommendati ons 
on undistributed profits t cx; what was passed 
was woolly di fferent . 

101 

I think it ' s much be tter t o say, "I did t his; I 
did this t ha t wes ~~rrong. n 

~xcuse me- may I •••• 

No, I mean because the f ac t I was r esponsible for 
putting it in - we we r e f a ced with t he thir~ . 
•Well, I•m the f ellow that r ecommended the big 
reserve ." I 'm trying t o find out Gho sold it t o 
me . "But I d id it; 1 1m the heed of the Tr easury.• 

l still tnink it wc.s rignt . 

olha t? 

l still tllln.t it vrns rignt . 

Well, tha t's over the dt< m. 

.but in t h11t tiocial Security speech - i n tha t state
ment you pointed out th&t tnere was some knowledge 
you c ouldn't have had c.t tnat t ime • .• 

Right. 

••• which you hllve now, so tha t it "asn•t something 
thllt wus li mis t ao:e ~ t tll8t time, but somet hing t ha t 
you di dn 't lulve infor ma tion on on which to make o 
different decision . 

.~ell , lf you can find thut , all r ight, but I'm 
tell i ng you gentlemen I •m not afr aid to get up ond 
say t ha t ouring my tenure of office certain t hings 
Nere passed that I recommenoed and I now sey they 're 
wr ong . I •m no t afrai d t o s ay it . I'd much rather 
say it than have someboay else say it. l mean it 
doesn rt bother me, nos. oee? I mean the purpose 
is this - I meLn if ~t tha t t ime - I mean if Ne can 
sBy, • .Vell, t his i s the informa tion we had," it ' s 
very much nicer ; but if I made a blunder I t hink 
it's much better t actics to s ny so . 
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nell no)l7 , do you want a kind of c c omplete 
history? 

I t nought so . 

;.02 

.. s :; .Jl t t_,r of f~ct , Y<>U 1v e don~ r ,;:>ad many things 
ln t he w~;y of t ex revisions tnu t :L think ~o ll o f us 
n~r(. lNvUl<.. s till tninK arc. r ignt . 

I tn.l.n.t so . rlos , I don 't c.;are ,,hethet· it ' s five 
thJUSt. nJ .'IOt"O~ or • • . • 

~ thli1K tn., ' 34 ... c t is pr c ttj· gooo . •-s a mo tte r 
of r, ..; t, I u.:>:1b t i f ;,-'.I ' ~ recent much .m tne ' ) ?; 
l t l~l. : t, ~ uon •t tn.i nA l woulu . 

ror instLnce , I f or Got th~~ tu., ' 32- tbe nuisance 
t t.X\..S \'Otre .. e:~ssec. L.lll~.ocr ..tr . Ho..,ver . 1. uon' t t nink 
it ' s t:encn lly r o;;,lizeu tuc.\. ~e 've tripled the 
r e v .. nuc . In thct ,>•·oces:; tt.x deterrents have 
t.risen . 

l olbo t t o S•.y SO:Je t n.lllr{ •hiCn -
ll:. s be .. n -:nt.i .r21Wl tlo1·1 l ong? 

Dough ton 

He ,,csn 1 t .;nt.i r Ull.n i n 1 J:G • 
n«; d i d .:o in . t.nriscu.n .. t.s 
n .... isr.:t~t t <..Aes :;~re- ~"'Liss~ci . 

I uon ' t .<nor; ju~ t .:nen 
-:nt.i.r.'lcr. t.t til~ time tne 

I wt.nt t o ,.>c) " tribut~ .lh6n I first ge t .;p to 
Louehton ~nd ret tt< rrisvn- splendid cooper: tlon, 
so f o rth &nd so on . 

lJoubu t.m, t'1. t tl1:r riso n, and v a rner Ylere vr 1ncipally 
ros ponslble , I tninK, f or \.tlt.t 132 •·Ct . 

'inc . :le$ I •v<o 1:o rk£d ifi t.h . I ";ent t o get up l'nd 
SL:t . 11 Nuw GEnt l emen, nerc. ~ 1 vc r:.:> rkea wi tll t he 
.. ~>ys t.n"' -ec.ns Co..l:littt.e ...naer ..:nsit·~n Daughton 
anu the Sen~te Finunce ~der rc.t n~rrison, t nd 
-.lt..ring t nose t i mes , in :.:...a~bim. tion wit a t he 
'l ret.sury , ln combination with tnese Co!!!Jllittees, 
se nt ve tiCcomplishea the f ol l o dng . 11 You s ec? 

.ht•e )'t>U willlnG to sby ~nuther tiling on your 
history? I tbi=, specltlng brocdly 1 ono of the 
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:1ors~ fec, tures o f tht t~x system i s this : You 
c ollecttd !n 1,2S pre tty neur1y as much fr om the 
incow~.c t nx >cs ~><.S collected i n 1931:1 . rlot>~ithstand
ing :. 11 tae increuses in r t. t es &nd exem;>tlon:J and 
~vtryth1ng else, in 19Jg t here w~s collected - I 
tlliM it .;c s a bout :<:J ;.ercent -Ore from tne i ncome 
t;.x tnun Wf s collec1.eu ln 1928 - very much tne s cme . 
~n tht: .ilct ntlmt the nuis~ncc t c:.xes 11ereo :nor e th~on 
... oublt>u - ill" !:.!!!Ount Of col lections , 

In o ~h.u .. orcts , the r eu son why ..•• c'ut another 
l'.t.Y, ln l 92d 77 ,>( l'C~nt of tne ~·ecler&l r e venue 
collec tio ns· .~ere income t ttxes ; in 1933 it go t down 
t :.> 4J p~:rceut . So it ' s just ;; noth~r ""'Y of snylng 
tm. t in tnc me~nti.L.e the :'lUisc.nce vnd so: l Ls t nd 
io'h<.t not t axes ll;..ve go:1e up z: b.,ut tnree billion end 
n< o d -.>ul:leo ..• • 

'l'.vo- thir .:s of it ;.. l conol •. nu . ob:.cco . 

Thut ' s v ery inte res ting . 

.•• '1/hlh. t he incom~; trx u:•s s t<->ed tn~ s1-me . In 
e> the r worus , t oe to: systtm :11,:; gone in the • .. r ong 
d!r~ctl ,n in t en ~E~rs . 

l t hi llA l l. JU~nL t :> S <.J t nr t . 

i tui.lK ~o tvo . Jus t no .• much t uz: t 1 s going to 
e-..p,H .. \ .,-=. bu~ir.ess , I d tJn 1 t nno~·t , bt;;C~t.se wn-..t i t 
l oo.ts l'e>r .a:. r u to is mor o l ncvm" t; x< tion . 

••ell, looK , w.: 1v e got u con.binatiou job t o do . 
vn tn~ ~ig broLJ front tnu t I ' m t< l king 'bout, 
tc1is s t1 to;~aent ·..:111 not t nu ohould not J)lellse 
e vtrj·bouy . ~ver,·b-.>a:t shoul" find s ome objections 
t " it . uut , on tue otho..r htn>J , , ver~body should 
fin>J s o.nt tulflb 600u in it. 

J h y~s , n-.> ~uestion <.bout i t. 

"'ee wn" t I mean·: I• no on t his bro&d front, I should 
think the President would be plecsed with it . 
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I feel this w&y . I 1 m going to t <: lk in the greatest 
0f confidence . I 1 l l come bLck t o business cppeese
ment in a minute . ~ nu ve c. r esponsibility l nd 
L ftcr five ye£rs wht. t 1• ve learned here t<1rough 
the t.ss1stc.nce of the s ta1f Lna t ne Unaer :>ecre
t orles, &nc so f or t h - l snould put it at the 
d i spusiil of Congress . '·lld t llis saying "It' s 
never t. good year t o l111 ve L t c x bill" - y;>u (:.!agill) 
and I uesperc.tel ;; tr!Eld t o do it yea r r fte r yea r 
£<na 'I. e 11cren 1t permitted t o do it . I •m not going 
t o end vf t er sev~n yea r s in the 1'r easury and not 
have t rken this ~>CCWlUl!.t!on o f kno•rledge ond !JUt 
it t t tne disposal of the Congress . I • m Just going t o uo it . 

tiure, I tbiOA you sho~ld . 

llo.;, :>ut .>f this thing - it :'ill:y not in tht! snort 
run, f or the nex t mo'l th or tl'.o, st£rt off the >.'heels 
of tne f Lctories turning f t a nundred p~rcent, but 
if 1 t 

1 
s 1 good st~ temer. t 1 t o ut;ht to over a l)eriod 

o f f .>ur >J:· five ye!J rs llElp . 

uell, tllet ' s r.,c.lly Nh:o t ~ Wunt ed you to see . In 
ota~r NOru~ .. . . 

I ;)0n ' t *~nt y ou t..> be w:slE... int:> tu1r>d:1ng, • s 
I • ve ~f. en s ot.•~< docum.;nts • r•ounc hE:re inuic~ te, thLt 
you -'-lt~ tuis s t<. t.e.-t.nt bud sugt;cs t tu .. t tnis ond 
t 11is ~na this btl u:>ne :.no immedi >J tely business is 
going to bta'st int o f l £.roe . I t hi= tha t isn • t 
going to occur . 

uell, it can • t . •nere a re t oo many o~h"r things . 

I •m not a rguing for ~ m~nute tha t t hese things 
snould not be advocated, should no t be done. But 
I don • t ~ant you t o be ~ut in the position of 
s&ying , • ;:ell, boys, if you Just do this, e very
tning .vi ll be a ll right . " 

Well , t hRt ~<ould b e s i lly . 

Yes . 
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I mean I'm tickled to death t o l ook back after 
t en years and look forward for five years . Tbnt•s 
tbe best you ca n do, isn't it? 

•hat ' s wbbt you should ,do . 

~ake a l ook 
a t t ne next 
at tbe last 
next five ." 
NOUl dn 1 t l t? 

a t tbe l a st ten years and take a look 
five . •Gentlemen, let ' s t ake a look 
t en year s and l e t ' s t ake a l ook ti t the 
I t would be a very good way t o start, 

No11 , the Jisr.gr eesble t hings, cert a i nly, like the 
deplt tion on the oil wells tha t you say loses us a 
huna r ed million oollar s ' yer. r, ou&ht to be in. 
The f <..c t tnct ei ght st&tes percit COIDClunity j)r operty 
cert<..inly ougnt to be in . The estate and gift 
t ux should be consolio<.. t ed . See? I•ve been aoing 
mor e ,f;)r.t s ince you've left then when you wer e her e 
on this t hing - because you did it so ably I didn ' t n<..ve t o do it . 

Tllonk you . 

So ••• 

llut e very good teacher, i s whc. t it looks like to me. 

You left your m<. t .,rial. You left your :nark benind 
you - you and Shoup . No ~ues tion we should point 
t o t he middle br~ckets us tne only pl ace the f a t ls 
lef t. No ,uestion we should try, if possible, to 
~ouble th~ number of people t ha t pay income t ax 
and muke them Federally t&x consci ous . :t.ou can 1 t 
over look the fa ct t hat , if t he fi gures are correct, 
l ess t han 5J j)ercent of th~ t axes collected are 
collected by the Federal uovernment, 6nd wben ae 1 re 
talking c.bout sometning we 're only talking about 
less t hc.n 50 percent of the t axes that the Federal , 
state und co~ty and city must ge t t oget her, and ••• 

Are you ~illlng t o advoca te definitely legisletion 
by ~ongress a t tb.ls time t o s et up e commissi on t o 
do t ais s t a te ~nd Federcl Job? 

uef1n1 t ely . 
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I t ninK you should do it . 

t-to fin! tcly . 
" Le t ' s t r.,;., 
tb.<e t. loo>< 

No, I thi n>< wnt. t you• r e s&y1n& .•.• -
t. loo>< ~t tne last ten years ana l et ' s 
c t the next five .• 

J l ' t:.:lUt"se , there is <Jnt trouble . "orne .,ues t ion 
..:ol •. Cs 1.10) there; lf )iou 1r e goinJ t o t ake tl look a t 
t h e next five , t nis tning i s going t o b" pr ospec
t ive . l thin>< mos t of us woulu s &y t twt you vug.lt 
t o l"v.< for .<c. r d t o an incnose in t ne ) ielci or the 
t &xes; tht.t is , mor ., tr.x~s ..>n the b~sis of ony 
,>&rti.;ul~r ye~:r's et.rnings . l h<.t is, t he streng th 
..>f the t E.X stru~tur" IJt.._u~ t" be incre&sea, >1il1 
u.-v" to,~ be increc.seu . l d.>n' t .mo.v vmetht;r you 
"'"nt t " tt..-e tact subJect o r no t . 

1 til ill" .1h0 t you might SLY iS this . iou Could 
leove '' •' ' r cgr «ph - lift. it out 1f necess~>ry -
"Il' , f o r illst~nce , .:ongreso ls going to consider 
lncn: .:ing t ne agricul ~.lrlol u ppropria tion by f OW' 
o1· J' ive hundrui mil .lion dol!lors, I f eel s ure t h<t t 
tnliy ~o 1 11 Nt.n t t o consult t ne Veys end -"eans 
Cor.tnittee t s t" no. toJ of.r~et t his by incre~sed 
tt.xt:~ . " L menn soJle tb ing ..• 

If • ccy SLy so, I'd rLtn~r do it in whtt I gc th~r 
!s Herber t ' s ~> .:. y . ••O.V, yoJu r ec&ll thc.t lost yeor 
I f_,~nt >-11 tnr:>ugh the yccr .~n tnis line: tha t 
:;t. "1u~t not d e.!rc' .:;, tnu Feaer~ 1 r event.es tud, 
.>n tu t other he nci , we mustn ' t incre• se th~m any; 
.II! .nu~t C.)Me out Jus t 1.x~ctly e ve n with wht. t the 
.,ru.;ent t .. ,. sys tem proau..:e:~ . ••ell, tnat ' z u nignly 
tnevrvti..:<..l .:>bje;!tive, li' l :nt•Y S!ly so . I uon • t 
tu: lu\ tht.t we 're ever in the ,;orlu going to ~P t the 
Ft:ut. r t.l ex,Hmaiture~ ao.m bt:lo ·1 s.:>:n&thing like seven 
bil:i.l.:>r.s .:>l' Qollnrs . .1. c.lso don ' t t nlM t h1 t yo!! can 
aependcbly consider tb&t you •re going to ha ve 75 o r 
dJ billi.>n uoli.<. rs of n&tion~e l inco:ne ;rear sftt.r 
YtEcr, so tllat you CWl depend .:>n tne present system 
t o ,Jrod~o:ce year after ye&r toe amount of .:Jon .. y ,,hich 
y ~Ju 1·r e going to nave. t o hvve i f you 1 r e going to 
b&lcnce the budge t . 
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»ow, personall;: , ... feel Just ;, s I Know you d i d 
11t1en I first came down here, tha t this b&lsncing 
tne bu.~g.,t ought t o bt: much more nearly a r enlity 
t n1.n 1t is no:v . 

'lrue . 

hno tn: t the one big thing >l'hich CWl be don~t t o 
incrc~s~t business c onfidence is not to bul unce it 
next yeur - you c an ' t balttnce it i n the next t vto 
or t hree ;·er·rs , but y ou can no11 take measures 
IIIl ich wil l lead to -. bt.lunce . And tne g r eat trou
ble, I think, r. t the ~J r t:sen t time i s t hat nobody 
sees any such mee s u res o n the horizon. 

Now, tht. t. 1s t nt: sort o f tni ng, it seems to me, 
tlla:. t you ought t o s ay . Tnis business o f belit:ving 
t m. t so.a,;no.v or o the r J ou 1r e going to g e t " n Ill) 
bi l l i on ~oller nationo l inco~e ona, f ur ther mo r e , 
tht. t i t ' s goill€ to continue >·ear c fter ye&r at 
8J bllliun doll&rs , i s Just believing i n f airies, 
if y ~u •re t El.<ing in t e rms of t ne ;Jr es e nt price 
level . 

Wo uld you get tll~ t :: t &tcment I s <.w ir. the Sunday 
Tim~;s - evl~ently N>..tiom.l Intiustrlr.l "'car d , was 
it, tllt>t st.i~ t hat ~nly b? percent of th~t uolh r s 
s.ent - so~etning - Just ~ littlE b~x . 

1 1 11 looK f o r i t . 

"ht: t wos it, ~<ationul Inuus t rial .... 

~a tiontl Indus trial ~onference Board . It come out 
IJ bou t Fridcy ~r Sa turu: y morn i ng . ;•:e J ugnt t o 
cu1v .: th< t f ull r epor t, b~CLUS c. t hr. t box isn 1 t very 
int elllgible . 

l tbin.t l m.ve th::. t n"re . 

.. net d&y i s it, Shoup? 

J.t ' s - let's see - go t e vt- rything except the d£y . 

~e t ' s l ooK c t the dute on one of these d ispa tches . 

" pr il 6 un<l April 7. 

• 
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Lt came out on the seventh; the date of the report was the sixth. 

Xou want us to get to work. 

Before you do, I want to let Shoup talk a little bit. ••ha t do you think, Shoup? 

About tne ••• 

I mean what we 're talking about - what are your i dens bow I should appr oach this? 

ies . ~ell , I Just have one or t No specific comments first, and that ' s with r espect to t oe history. lhe f ects, as I recall, s~em t o be that a s f ar as the trebling of the r evenue • • .• 

The whc, t? 

• •• LS f a r as t ne trebling of th& r evenue is concernect , that the maJor ~art of that was due to the 1932 Act, which no t only imposed the nuisance t axes but also 
made the biggest single increase in i ncome tax r ates that any I..c t in our W.~tory has ever made and formed 
the basis f or t he big revenue yiel~s from t he income 
t~x in l ater years . ~ considerable part of the trebling was, of course, due to business recovery 
t hat occurred; and then, a part, but I think perhaps on the whole a minor par t, of the increase i n yield was due to laws passed a fter ~arch_4 , 1933. Now, 
b) minor I don't mean negligible; • Just mean pernaps less than half. And the biggest thi ngs were the liquor t ax, •••• 

•hree big things : your increased rates of ' 32, your 
business recovery, and your l i 4uor taxes; ~nd those were toe three big things . 

Xes . So I merely put out a comment that perhaps the trebling of the revenue would not be as good 
a point to start With a s possibly some other things. 'lhen on the other points I don't think that a t the moment I have anything to add to what's already been said . I feel s trongly that we shouldn ' t try to give the impr ession, a s Yr. ~agill warns against, that 
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ther e would b e any big upturn in business mer ely 
because net loss carryo ver NOs all owed or somet hing ll.<e tha t . 

• here is ~ b~siness mir&ge that pr events too t . 
'Hut ls t .> tais effect : tnat there is going t o be 
" cn«nse of f>ac inistrL t!on; e ne.• administra tion 
Nill b,. v" ry .i:lnd to business, and everybody con 
t,.J t neuJ . 'i'he r e<-sJn tat t ts o mirage is, J' irst, 
th:.t t • .cr e muy n.>t be c. chc.nge of a dminis trati on 
e nd , s econd, t m•t uny a umlni:Jtr a ti.m 1:; going to 
u:.ve t o , if tney ' re golns to accomplish the two 
thln~s • • • • .o. hey ' rc confll.:t!ng t nings : b~.<lanced 
bu<lt.i. ~. Jecreu.s.;a t a:>-es; tney j ust don 't go tor; ether 
:>ne .:1 t.h the o tner. 

"nc., mor~;ov<:r, I' a li.<c tl.) r ee::;>!lt.size the ~'O int 
-'!Lue tntct e ven 2 SSa:Dil\, •;c ;:.: t t,lis 8J billion 
uol.L:or .!.n.:ome no>l' ~nu tnen, Nhicn -~e presu:u~obly 
vr.Jn 1 t 6 vt ... nless tn,;r{. 1 s 1< f.,v.,r lsh s,;eculi. t1 ve 
uc tlv 1 ty, .111 lch th& Go vcrn.nent is mor e or less 
co:nJaltLed to oppose, 1 .:>r esume - e ven if we ge t 
it it ts not liKel y tnt.t in such a ye~r the re 
,·,ill b e mo re tnan t: modest ;.,aount of debt r educ
ti.>n , l1' r. ny, so tb<· t ov,;r toe Y"ars , unJer 1.ne 
pres"nl. syste .. 1, .;it h tne ,Jresent expenditure 
trenas ' s t,<e:r no .t e,,,.>e6 r, the aebt r'-lns l i .<e -
.• ell, lio<c t.,is : up, 1 nJ t ;t~;n lev,;l fvl' • y.ol-r, 
"P unJ t.len ""-:fbc ao.·o , r n..i tnen u;> ; ta~ t .. inc 
or~ c,cl.;. Tn:.t, l thiru<, is so:nething t he 
;>ublic doe:m • t r ealize . I don ' t thin;{ ,>eo;>le 
grmer&Uy tniruc of it tnLJt NCJy . • ney tomu to 
t hin c of t oe posslbi U ty of t n dJ bi llion doll,, r 
ln~o'lle t na t hey someho.v ht. ve tne laes -t n•• t 111 th 
tha t .vo tn en get !l !'Cductlon 1.nd tnat cancels t11e 
uebt .Ln~rcc se it1 .:>tner y e:. rs . 1 think possibly 
tnnt la tote ,uen uu the strtlt<t 1s r e<.ction . 

.1. d on ' 1. tnino< tney 1 vc cvtr t.1;>ught of i .t tha t 
t. ; y t~l: t y o 1.1 

uel.L, if n.:> L toe w< n in tilt street, toe business 
.. 11-n. 

I don ' t know c bout t ne business JJ::>n or the mun 1n 
tho street, but mos t of tne p,;ople here ln \\'llShingt on 
n~ ve uone .u l o t of IVi s hful tnirucing, e nd they j ust 
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hope and pray tbat this thing will work out al~ 
right. How we •re going to get 80 billion dollars 
or ho11 Ne 1 re going to r educe the debt, nobody 
knows, and I haven't made my contribution. 

The f ac t is the deb t •••• 

I haven't made my contri bution, and that•s why I 
Nant to do this thing. l 'his is to be my contr ibu
tion as far as this whole thing . I don' t care how 
many words it is or how broaa it is, or how pleasant 
or unplea sant, you s ee . 

" realis tic propnecy is tha t the debt will go above 
5~ billion dollars bef or e it stops and it wil l never 
ge t below 5J billions in our lifetimes . 

~el~ , l don' t know, but ••• •• 

~hat ' s all I ha ve to s uy a t t he moment. 

Well, do you t hink from t he very brief t alk 
here tha t this is the way t o appr oach it? 

Yes, I think s o. 

blough? 

I 1m immensel y encourbged by thi~ general approach. 
I 1m very na P?Y to see you t ake it . I have only 
one point . •ie tried t o write toe histor y the other 
day, a nd it looka:i so ghastly ;vhen we got done that 
.1·e tnougnt it r.as a Republican capaign document; 
so we put it in a f ootnote of that little preliminary 
s t atement, jus t for thLt r eason. And •••• 

Don't Republicans r ead footnotes? 

u'ell, f or the Secretary. And I just put out a little 
word of warning: that it may be uifficult to write the 
his t ory in an a ttractive form. 

••ell . ... 

I thinl< 

••ell , I aon•t think this ••• • 

Regraded Unclassified



d • . ! . Jr: 

_, •ili : 

:i • • • Jr : 

... ~ogi u : 

- 19-

I •DU~ n I - til t w,.y l feel ls, 1 t ::~~y b., r. b1 t ter 
;Jill f o r me, but I ' o h~r .: """ I ougnt - I s1.10 
111 1 ;7 I •·oulu ~=tt :ny ml::tu.{es . I don • t see 
;;uy tn1 t snould uu;.r(; 1 t Loo~ U.re " :le;JubllcAn 
uOCUllltin t • 

.i: .. on 1 L me~n toe mis tr.kes - I tnin_-t tn:> t • s " minor 
t~)kct of it- but tne lncr.;~ses in r ttes, the 
suc..:dsslvc inct•e<.so;s in ttte t£x r £ t es, t.no tnt! 
t llt~n::l.m .>f tne tt.>.C $ to otlwr sourco;s , mtK~s & 
11 tt lE ui.;co url.gi ng re~uing . l t 1 s much l)lut.so nter 
to tt 1.< 'buut t .te incrt~t seu stt•tmgth of t no: r ~::venur. 
.;~st.,ro thl•n l t is c.bou t 1n..:t•t!&S1ng t t1e rt.tes from 
& LJ ~= ~~rcent . 

1 ttl.!.i!.{ " - 4.4 ct.n Cle\..t 1,<..rt ::>f t.lt.. t, do:, , ln l .ILY 
tu~ t I bc.U.;v'" tnt St:.:r .. t c r) ;:r:>b;. bly ilt. s ln •. tnd . 
'l'u t L;, if }ou- I woul~n't su,..,Jose tnat for pur
.JOSt::l .>l' hie st<o t eaent t.11.- b~s;, ::Dy to fll'f:Ser. t the 
.tistllrt- msybe uc lllsull rdt: s s ith lll"- .•oulu t~: t o 
,>rbS-.nt i t ;.s on" ol:>c.:.<, t s one unit, but, t•:.thc r, 
lf you wcr" t o. lkinJ - it Ct•me ti•D':. t o t :.l.c; about 
~Jl'!J.> r;.ti Jn t Lxes , you ' a s ~:.y , "I n 1936 I r tlCO:ll:nended 
t he l.l.n..Jistr lbutea vr ofi ts t &x in s uch a n1.1 s1.1c n " 
f '-':J•1lor1 cnu C0n6rt::!..S L.u\J 1J tu~..o. sucu und. S UCll t.ll 
unJ!Gtr-lbute~ ..J rv1'it s t a >. . •n" r esul t s .. er~ no t 
o)CU l. ••C €J>:~C-:t~~ !.n t;li!) tnu t.tliS ':.'iJ.:i 1 t.nJ ttU..rt: 
fOrC, I t n !.OA sucu a n-.i s"'c" O\llOt t o b e a""" · " 

'
1bt.t , & to n:tc..t .:f:! ·.~...r .... b~ttin,e; t. t, .va;._ t ,~t! :;ere 
trying to acco::Jplisn ::~s t J · voiu tne no: r o 1ng of 
tnis -Jney u.nder tut- form of : cor ,>or<> t i on . 11 

lieU , S•ou r ob j ective ·" s even b .. tte r t ho n tna t . 
l.our ob j <) Ctive , LS you s t~rtea out ~·;ith i t, 'LS 
t n.: stmc objective t nc t you ' ve c;ut t Jcit·; , t:.J th~ t 
oVtJ S tm: S 1JI,J1lfict: tion Of t11t! Cur por t. t., t~ X<iS . 
TOL.t 1 s .. n~:r e :e s t •· rte\J on t.nls t tllng, t. s you ma:, 
rt.,,a ~ .... . 

'.i'ru tl1lb t.,t:t as ~it.n._l.> lc.J.n~ tc.xe:s, Ya!cn tney 
or~:;.1..< lly stt. rteJ to h .. . 

I t nin.< lf ~ uu ;>ut t.ne t!rD,>ntsis on thut sort of 
t.11ng , yo u .>ol.lldn 1 t bo lnvo! veu in t n .. troubl e 
I su:,ccs teo; b1.1t if .:e get t o trllcing the 1ncr~1 ses 
i n r c. t e:. ~nti tuin,;s l.l.Ku t act , tm t t .u. t rrt·kt<s n 

Regraded Unclassified



G1•ston: 

H •• J.Jr: 

l>uoup: 

.!:.gill : 

a . J . Jr: 

Jc.g111 : 

n . . ! .J-r: 

H . ... . J r: 

... gill : 

Gas t on: 

H. J . Jr: 

l.lugUl : 

.-:-.. 2 --
- 20-

r a the r una ttractive pill f or the • .. • 

I tnlnn the rea l aefense - ~r. Dlough hes brought 
out :. real ;>olnt - ve na ve lncrellsed t he burd en of 
t o xes tremendously, e nd tile re ls & defense to 
tb.bt . nay have •ve done it? ~o suppor t and meke 
!'OS Sible tn4:' broad num&n1 t~or ian progrcm of this 
ndminis tra tlon. It &ets down t o a point of, W&S 
t he prog r~m of toi s Adalnl s tre tlon justifiable, is 
it L worthy thing, toe things for woich we ha ve 
r o; ised tnls gr e>.t amount of r evenue? nnd " ur a nswer 
mu s t b~ , •kes , lt was.• 

Oil yes. •·ell , I •11 say t nat . 

~ou•rt og&ln outs ide tne li~uor t a x. 

I uon • t think y ou •• • 

Loo:t , if tuis t h ing was et.sy , I wouldn't ~sk you 
gentlemen to come down uere. ~he f act remains 
I 1 ve neve r attempted to do somet hing like this -
noboay for :Jr. •toos e velt nus , I mean. 

·:•ell, yo u hav e lt t t empt ed t o do it. 

'liell , let's put it this way. ne 1ve a ttempted 
t o do it, but I never Iff s ,a.r::sl t teJ 

d &ven 't been a ble t o do it. 

I•w 8"11\ll t o do it now . J.nJ ) Ou peopl e were a .. re 
f or : couple ->1' >e&rs; tn i!l is your life ' s work. 

I t Ju•t le~us me to one oth~r tning . Is the re 
;, nybouy ulse :;. rouna t he c ountry tht~t we ought to 
britll! ln t ;.> tnis thing ,,ho c oulu contribute l•nything? 
~s tals m"n .• e a-.u doNn from nc. rv&ra - would he be 
a t <..11 <lel ,Jful'? 

ubv I S tW. t ? 

McGuire . 

t.JcGuire? 

llo , I d on't talnk - he ' s & l t.wyer, fricwrily n latv
yer . lie nnsn ' t go t any •••• I don t t hink of 
anyone . 
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no,; &bout r.a&t 1 s -h1s-name ov e r on the Boar d of 
Tllx Appea ls? 

'l r EJj nor ? 

flo , I wc.sn 1 t 

vp,..er? 

Op!)cr. 

.>p;er . 

·• .luld Clarence bt hel ,>ful? 

tof.ll, I doubt 1~;; I d on ' t .:n:>~ . 

.1. don•t Know h im . 

t•ell, of course , ne lft nt :.11 t11rough this a t 
Oil;Jh< n t 1 s e l buw . 

'.l:r: ynor ? 

h0 , I chltl 1 t t nlru: s o . l.IO j' .>u t uiM of t nybody, 
Sbou,,)? 

l.o u oe< n su.Jeont to s .>r t of nt!lp on the details 
of tne tn~ng? 

" :> , :>n tae ~uestion of 1.ne pnil.Jso;>ny . ~.>ot 
euOUI;O ,.eo,>le •• ere i n the Tre&sury on d etllils . 

:.13 

vf cours ... , I 1 ve t 1>~1-YS a r1 ~m a good dea l of iaea s 
~o.n..t .;~.o1u::.nce from Prof'ts.:1o r tic!~; at '-'olu:Jbb . 

I uon 1 t thinK n t; ig is t v:>11 t b l~o !'or t his pur pose, 
do y0u? 

I tnlnk J.l t!rll<o j)~ not . But I d1dn 1 t wan t t o let 
tne t lling go by withou t m.:.nti.ming him. 

liow <bout tn!e man from "isconsin that I didn ' t 
t e ke'? 

Groves '! 

I dno;v Grov es very .vell. ae 1 d c ert<.i~ly do no IUlrtD 

• 
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in a meeting of tnis kino, and I think he ' d be 
ve r y valuuble • . J.t t he same t ime, nis ,>hilosopny 
might not be q uite in hormony with tho t at pr esent in this r oom . 

Have y ou (~agill) Norked <ith Groves cl osely? 

I d on • t otno.~ nim; I H.: ver m<; t hiiD . 

rle t Qught ille school . 

J. d -JU 1 t tb~JM - !Dt.)'bt~ i t olOUl , be bett;er no t t o . 

:.ty ;, ... n ft.,.: l:n;; L; tnu~ .;h;.t :.e neeu is more people 
;>n tn" or ... er of Guston a n(t uuffiulo tnan anyone 
else . AS I iwve s~lu, I .:~on ' t tllink t here is much 
,.isq,ret:roent as t o the concrete t tx ideas; thu t 
,>c rt ls n;>t nc r a; but t he job of ccst ing t nis in a 
br;,o.<i f o rm .vh ich c un be under stooo by tne intelligent 
leymo.n, wnlcn r e&lly clicks - tnat ' s e re~ol job. 

.. ell , b., t or~: - nerbort, ;>ou .vont t o s ay anything a s 
t o how 11<1 s h;,uld C!,J:JrOLCh this, other tha n 1vhnt we 
nvv e s;;. i U? 

tlo , I thin.< I•vt SLiO I> .,ooo uet.l. I •ve got t 
general ide:. of whet. .e .~ant to a:o . 

\iene? 

The vnly thi ng I w oulu soy i s, ~ thin.. it ' s t ne 
right ~~pronch, r n a ln SU)port of tha t r uon ' t 
thi not you need t o worry too mu ch tbout em~hcsi~ing 
t ne poi:tt .Jr . Gc.s t on r.s~ kes, of neeuing to r~i :~e 
the r e venue . I frankly wc s sur9r1sed , on t his trip 
of min e , o t t ile utte r l<.ck of ob j ection to the level 
,)f t a x&tio n e nd the r eoented stctciDent : "Taxes e re 
ni6h; .1e .m;,:: t hey 've go t t o be hign; .:e •r e •lilllng 
t o P&l tncm. uet ' s just iron out s ome of these 
things ." I mea n t n~.<t W>'S ju~t universe!, ~nd i t 
s~rpriseJ oe t:> de;. to. I must !u ve seen toe :vr ong 
people ; r uon ' t <rno.v . 

••ell , I ' m surprised ..• 

lou ::er e in .11nnea;olis ~ona J.Jes 111o!nes? 

1 •,n:s in llinne~opol~s; Ut.oison, uisconsin; .. ooas t oclt , 
illinois ; ~ewt;,n , Iowa, - you tolo ~e t o stoy out of 
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big c ities - St . Louis a na ~cmpnis , 

... d -.>n 1 t .mo .v 1.n~ anyboay s u oulu ob ject t o t ne level vt t Lxes . 

The levo;l of t Lxes .1~s juJt so~ething t n& t N1.13n ' t 
~s s ucn vbJectea t~ . 

''el l 11011 - l see - .vel l , now du y ou like t his 
~PtlrO~· ch? 

I thinK 1t 1 s fine. I agree Y~ ltn -'r • .Jag ill tha t 
tne s ort o f t nings t ha t you nettr e vt:ry.vnere - 4 mean 
t nt s ort of tnings tn~t 6l'c sugges t ed you heu r eve r y
·•ner c . o>o rt of ,;finerel a g reement . 

,'iell no., , tlla t aoes::-~ 1 t b.> t ber '!le . .L t 1 s t he ':!C t hod . 

llo .; , ~s I unJer s t ana , tod:.y you ' r " (..iagi l l) mine; 
ami • nttn l•t't! J ; u c omi ng b~>ck a gain? 

( La uehs) Jus t a t r a veling mu n . 

l<viV, just loo.t 1 t tn" acco!lllllodll t ions; '-nd :, ou wer e 
to co:nc d ov.n ever y <l'edne:a.t~-· < ftc r t t1e l5t3 of 
Se;>t ember . 

I neve r ~greeJ t o tha t, y ou know, I conouted f or 
t 'Eolvc :1on t hs . 

!lo , y .,u s:. i .J ; <>u ' c c oco: d .> Nn - '• h!..t ·•as i t , e very 
.vectt or e ve ry o the r "teek? 

•· ev~r JM!u ! t • t ~11 . 

Li"n ' t you? I t no ugat you aid • 

'-'•1, let ' ~ t t.lo< tuis aft Ernoon . 

••el.l., I unclers t.ana tnat ~ .J U (-'houpJ can stay to 
c ouple of u~;ys . 

I c11n stoy until t omor1·o"' night , wr . lilorgenthou . 
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.... gill : 

ri . •. • Jr : 

:Jaglll : 

. . . Jr : 

n . .. . Jr : 

rl • ..! . J r: 

" · . Jr : 

a .... . Jr: 

~LgU.L : 

u . J . Jr: 

-24-

I nave to be back o n the job dur i ng ••ednesdey 
~nd ~t .Le~s t l hursday morning . out I can be 
nere tomorrow . 

l l~<. nt to see you get tnis out. I ' ll g ive you 
time ~ne •ay or another. 

' .0:6 --

o\OLt I WuS tntnking - uS ~ S&y , if we CO.tld get 
til ls thing s tb rL e<.i nicely , tnt" n you coulu t&ke e 
loorl: L t lt r' r 1d~>y . But I meun t hi s is t• ha rd thing 
und I should think thut yo u ' u be vltally interested 
in this ; y ou h &ve c big st•ke l n t nis . 

I would th .nk so too . 

1 thinK you ' a te al::lost t.s ::~uch interested is I ;.m. 
.-.n_. wnen •.voula :, ou g e ntlt: :nt!n lil<e to meet .. i til c e 
~6ain t n is ;fternoon? • ne only appo1n~ent I cun ' t 
brea.t is , I n:. ve ,>r ess from 4 t o l. : 15 . ••ould you 
7;&nt t o coute Ln ••• 

ror uy ,J~ rt, I ' d b e gl;.d t o s-.e you <1 t :< : J•J o r J . 

tiun'! lC :~ u w.>ulu? 

" llLt ar t "" to b ring b&ck ? 

ae l l, a n ou t line . 

~>r, "UtJ. im;? l•o t u ful l s ta t~m1.n t . 

:1. e s . Do y ... u oll.nt t o ge t tne four 0 I clock? ls 
tn••t whht you ha VE: in m1nu? 

i t hiruc so, if tna t' s possible . •·e ' U see now lt 
'"l t'«:J . i ' ve go t classes lomor ro N : nd n ex t day , t oo • 

. ;ell , let me just - y, u s:..y when you ·Koul d lik~ to 
come in. I 1 ll have to ch~ng~ tne day around . 
11oen w:>ula you l llte t c co.ae in? 

.':ell , I d on ' t ~no1v. I can give you ~n outlin e 
a t 2 o ' clock, <S f :.. r ~s t n:.. t 1 s concerned. 

nell ... 
.vo yo u wunt t o ma ke it :<: :3()? 
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H . ... . Jr: 

rJ: e ill : 

d ••• • Jr : 

.-;a;tll : 

" · .. . J r: 

•i •ill : 

n . J . Jr: 

.• tg 111 : 

n . .. . Jr: 

' ' 1 ..:. .! 

r.ll right . Now I I 1 1 Ill ve to c hange this. 
.Jag ill . lieU, I 11 1 t ek e cvre of the r est . 

2 :30 : 
O.K. 

No .v, tnis i s i:lechanics, but f or my part ~ would 
:ouch pr efer t o wo r k on this thing clone; I think 
I C&n do it b etter. ~ow, th<lt would seem t o indi
C<.l:e 1:ru. t •m a t we ralgllt try tc~ do is ei t ne r two 
v r tn r ee _,f us .•ri t e so.Jething th~ t ;;e tnink will 
b~: sua .. ble f or ;.;:,._ , ;,r a lst.. ·c d i vide it u,, in :;oce 
~ lt:a .Jf ; .n.~- . 

llny ·~ on '• Y-'i.l, wnen y_,u ge t t o t h~ot - wlu. t r oom e re 
j.)U usia.:'! 

><~i ss CrlLuncey S\lg6 eS ted .a. use ..tr . .a.<Jy lor 's old .>ffice . 

uho i s do.vn to ere t o lE lrJ , ou? 

I t li.l.nk his g irls tro sti ll tlu.rc . T:ley 1 vc typed 
out L t h i nt, !'o r .ae tnls morning . 

I.Jo r ou wan t t nis ~tuff't 

I ' ve go t the S o?me t hing . I n~ ven r t got t a e Fortune 
thing • 

.a. don r t t .• inA yvu h~ vo wn L t "~> n~:s n·o te me ana wh~ t 
Blough ~~ote me . 

I n~< ve t. ::o.,y of t n:. t a ere . 
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TREASURY DEPARTMENT l.t-. 
INT ER O FartCE CO MMU NICATION 

DATK April 10 , 1939 

10 

"''"' 
Subject: 

Secretary Worgenthau 

i:.!r. Whit e 

/~it 
T. 

' 

Kr. R1efler 1 s memorandum on financin~ 
(Ari a bstract or the a rticle i s a ppen ed.) 

There is a r eal need i n t he United States for medium
terlll credits to emo.ll and medium sized business c oncerns. 

The solution t o t h is problem probably wi ll r e 1uire a type 
of financial mechanism which i s d ifferent from any wh ich has 
yet operated i n t h is c ountry. This new financial i ns titution 
,-,.. y be >110deled in pt\1' t on features or the following : 

The I nstallmen t Finance Compani es, wh i ch have developed 
met.llods of handling a le.rge volume or notes w1 thout intensive 
1nve s tig;; tion, have an appropri a te tlnanoial and admin i s trative 
a true ture, and hav e successfully r e conciled centralized c ontrol 
•11th local r esponsibi l ity . In add1 t ion, the experience of group 
bnnlt1n[!: sys terns ow.y proVide a c l ue t o t he type of organization 
needed, since lt combine d local re sponsibility and management 
111th central ized ownership and access to outs ide funds . 

COilllllen t : 

:.;r. R1etler believe s that tile pr oblem of providing fa
c llities to finance small busi ness can oe solved by private 
banking institutions, and wi thout direct pert!c ' pat i on by the 
~overnment . Th i s is a much deba ted point . However, i t is 
c lea r from Mr. R1efler 1 s memo r andum t !lat t he r e sult or private 
f1 ne.nc1nts would. be the turtl'>.e r subordJnation of ems1:1 industry 
to non-loca l lar~~ p rivate financial compan i es. 

ed 
to e 
or 

l . The ~ead 9111 (s. l4g2) 
T, is i s a slmole end very efteoti ve plan. I t provides for 

tl' e insurance , by R.F . O., of a designated type of industrial 
l oPn, in much t he same manne r t l'B.t F.H.A. now insures rnortgnges 
on nell' h c:nee . 
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seoretarT Morgentbau - 2 

2. The voorhis Bill (H . R.~57l and Logan Bill (8.1743) 

This bill env1eagee the oreation ot a new government 
agency which will provide facilitiee f o r the extension of 
medium term loans to small oonoerns, and provide credit in
surance to the newly-oreated organizati ons of a eemi-priYate 
nature wh ich would actually grant the loane. 

~~9 . ' --
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Ab~tract o f Pa per by Profes sor Rletler on Medium-Term credits in the United States 
( 1) iUs tory 

The pr oblem of egr l cultu al m~dium-term credits wh ich had been ch ronic ever since t he poet-war agricultural depre ss ion vas f i nally more or less solved by the organization or tba Fhl'!a Credit Admini s tra ticn in 1933 t o cocr dil'll' t e a e ricul tural l endinb institutions. The smsll industrial a nd commerOlf 1 entrep reneurs whose need t or medi um-term cred1 ts is most difficult to s a tisfy used to ob tain t hem before t~~ dep ression troll: sre ll local unit bank s. With the weakening or failure or these banks t he problem has again become a cute. The oonrprve tive loca l benks wh ich are t hose wh ich have se rved are un• 1ll1ng to l end. Neithe r non-local private l ending instituti ons nor t~.e R.F . O. and Federa l RPserve benks have been eble ade~uately to meet the genuine demands or ~all industry. 
In Riefle r' s opinion t he core of t he financial problem ot medium-term credit his new been apnroached but has not yet oeen r ea ched. 

(2) The main le s sons of our experience are: 

( s ) The term • medium-term credit" is much t oo vague and ~ust be b roken do~ by categor ies ot borrowers a nd types ot &t e r f ~ulre d. For i nstance, ag r i culture i s a s epara te p robl P.m Wt~ ich r~quire a separate handling . Medium-term credit, t l e r ef ore , should ea sily cover only t he tinanoiel. ne eds ot t~.r sm11ll and loca l indus trif l and commerc ial e ntrepreneur. 
(b) Tl:ese needs have long existed and had access to funds i n t~e past, though not openly, but in the f o rm ot .>ortga{,es nrd short-term industrial and commercial _oe.ns. Tis practice i8 undesi rabl e bo t h t o r the borrower and the ' ender. 

fo r 
.. a. e 

(c) There i e genuine e conomic and social Jus tifica tion crent1ng medium-term credit fac1litie a. The need tor continutonoe of smnll industry 18 universal ly agreed upon • 
(d) But tt.e problem has unusual d1f flcu l t ie s because the loans required are ess entially loans of capital end not credit 1nd w need 1s r ea l l y t o r the provision ot equ11;Y c apital. The avera- e size of tl:e l oan is too small t o Justify meti cul ous investigation a rd too lerge to apply r outinized proc edure. In the past tre local uni t be.nlt was in the best t'Osl t1 on to cope with the problem and non-local banks have been unable to till the gap. 

.., o;u· 
-~ 
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(e) The f ac t that the real need is tor advanoes of 
oanitsl re-ther t han ot credit leads to the folloWing con
clusio ns : 

( l) It is an e x tremely d1tfioult f i eld tor dlreot 
Governmental advances because of the i nefficacy ot 
routinized procedures such as those used by the Federal 
Re serve Banks and the R. F . C. 

(2) A financial institution specializing i n ad
vances of this character should not be confined to the 
loan of funds . 

(3) A lending inst ituti on should have a ca pital 
ratio hi~ r t han ous t oma.rily pre vn1le among "'anking 
i nstitutions (abcut 10 percent) as the risks involved 
e.re too hi!'P . Therefore, the ratio of capital to de
posits should be a bout 25 to llo percent. 

( 4) They sho\ ld have access t or at least J)E'r t of 
their resources to non-local sources of funds . 

(}) Rietler 1 s Concl usion 

The pr oblem has not yet been solved. Publi c a gencies 
end private non-local agencies have been unable to fill the 
gap let t by the retirement ot tbe local unit be.nk from thi• 
field. The r eal soluti on demnd s a new f l nanclal mechanielll 
to "h lch t h e lar ge instal lment t1nanc e co mpanies approach 
~ost closel y, though so t ar t heir pr ocedures a nd standards 
ere too hi~ly r outinized. Al so t he r evi val of fo r ms s i m
ilar to t hose of the group banking system might he lp. 

• 
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Ur. Alexander Mr. Harper 
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Dr. White: 
The Secreta 

that Dr. Riefler ' s 
sent to you with t h request 
that you let him kn " if there 
le anything in it e s hould 
know a oout . Tha s . 

H. Klotl. 
c 
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THB I NSTITUTE FOR ADVANCED ST UDY 

SCHOOL Of ICONOW.ICS AHD POLJTICI 

PRJNCBTON, NllW JEUBY 

The !lonorobl• Henry lf. Uorgenth.!lu , 
Th• Seere '" r:' o! t he Treasury 
lf~•hin& ton , D. c. 

DeAl' Se ero 1.1\17 Morgen thau: 

Jr. 

J Muary 9 , 1939 

I lulve r eturned from the ""'etillf; of the P!n&n~ Committee a t 
Cenev~ and will be gl~ t o e~e t o lfnahlng ton t n t ell you about I t 
&t ;!OU T convenience. One cf t he main t opics on the agendn. was the 
probl~m of Intermediate' or mediumlterm credits to Industry. Mr. 
Ro;/1\11 Tyler o?'" t he Lear,ue Seere'tnria\. hf\Cl wr fl.ten foeaoh me:nber 
or the Commi ttee prior to the mectlne for their t houeh t• on the 
8Ubjeet . As this ~roblem ~~s been aou te with us in thie country 
f or a long time, I undertook to r r ite n loag memor•ndum giving~ 
ex,erienee rith the subject. At the mee t i ng this memorAndum proved 
to be t he moat eo~prehens\ve one which thny ~~d r eceived. Other 
member s In e enernl checked r!th ~ oboervatione , ~rticul~rly Sir 
Frederick Phillips. He SAid t~~t the Br itiah exper i ence subse
ou•nt to 1921 in , r oviding for advance• to a~nll Indus t ries , roved 
t~e ~ecees\ ty of prov!d1ng -.qu\ty ~pltnl ~• wel l ~• loans. In 
T~er of the di • cusoion the Le~e Seere t~r\at was authori%ed to 
~ke n ~eei!i c \nvestic~tion 1n vnr\out c~untriea on the ~ibJect 
or inter.oedl,te credits and t o r eport on t here \nTeeti~tions 
durlne the next meet1*1n June. 

I n aubeequent con ra:>tion with 'l'yler I leArned that you !lad 
~~ree•ed a poreonal 1 er es t In this oubJeet of intermediate term 
crcdita when he saw yo here last Spring. I ~ ~ccordingly enclos
ing a copy o! ~ m~mor ndum t o him for you r infnrmntlon. 

I had a r ather in eresting time during the !ew days th~t I 
n~• In London and 0 qr\ , but mlaaed gr &ntly Butterworth and Ccchrane 
who we re here a t t hat ime . 

11th all 

l.,clol\tr~e 

good w\s ea 

I 
! 

I 

for the New Year , I 1'-lD , 

'~ 2 _ .... 

0 
1 

I( 
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~lr. Royall T;yler 
The LeBgU• of N~tiona 
Oeneva , SliiTZ!!RI.AliD 

1-!y de"r Tyler: 

October 29 , 1938 

TM."lk you !or your good letter or October 6th. I !vtve written 
"r. Lovedn;r t!vtt I ""' pl,.,.,ing to be !>reoeM 1\t the Qeeti!ll! or the 
nelec~t\on on Depreaaions on ~ece~ber 5t~. 

I ~m Rlao very t:lnd t o give you~ t~~ts with r eapect to 
the pr oblem of intermediat e or medi~~ t e rm credits as it hAe n?
~ enred in this country, It is a subject to which we have had to 
devote eonsiderftble thoueht i n r - cent yonr a. Although I rum not too 
frumiliar with i ta hietoricAl aspect s , I euo? eet that in real ity it 
h~t been ~ith us for a lons time, nnd that the need nnd desire for 
mPdium tero er~d1tt , pnrt1cularly on the nnr~ of the smAll entre· 
preneur and !Rrmer, cons tituted an impor tant motivating fRctor in 
the early mov~ent !or the orohibition or branch bnnkic.g in the 
United St..~ tee . At MIT r .. te: the uer,.ence of n unitary bl>nki"l: 
•truct~e dl1 have t he effect ! or " lon, period or subcergin& tho 
~robleo o! providing e~ecif\CAlly for intermediate or medium term 
credit need a ..., ouch. Up to the wnr the oft need a were . on \be ~hol,e 
f~\rly adequn tely met b;y our existing !inftftcloJ ~ch\~~ry , ~ither 
t hrough t he open CA~itnl mnr~et , t he ~ortgnce market: or the unit 
bn.rk. In rt"~cent yeq,rs , howeve r, lP.r~el)' ,.. a rftaul t ?f t.he bA

1
nk1ns 

crhto, the 'Oroblem hao emerged In str\ldnr, !orrn, !>"rticiilarl:r with 
rrcpect to thr fArmer Md the amaller 1.nduetr1nl entre,r eneur. 

At firs t I t how;ht I e¢uld ""-V thl\t I hAd t-> aa,.v .on tho aub
ject in the b~v o! this letter, bu t mw roeftrko have r equiro4 ao 
much ~~e that I hAve !innlly decided to conv~y thee in the en-
cloa@d. ~ecorAndum. . 

Sincerely, 

Winfield W, Rie!ler 
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g wwTERI QHrm z 

11 m l!llTI!l smp 

Tba adequac)' or iAadequac:)' or exiatiJI& tilwlei&l arracc-ata tor - Uoc 

Ula MdJ.\8 tera Credit need& Of lar&a industrial borrower& b&a IMT&r arleen 

1n tha U'llit.ed States 1o acllte !ora, These l>Jrrowara aro suff1c1ent.l.y !•port

ant to hAVe acceea to tbe lar ge pr1Yate ballll1ftc hollau, to the open ucur1ty 

.erketi , and to the l..rga c-rc1al b4lolul 1n tl» f1neDC1&l ceotera, They 

are 1n a posi tion, therefore, to finance their ud.iua t era credit oeede either 

on cl.lrect loa!UI frcs the 1Ar11e priYate ban4 or tho large co.aerci&l bllllla, 

or by selling ootea 1A t ba capit.U ao.rket., (prorlded the issue is ot elltt1-

c1ant. she to j lllltity tho expeoea or 11Dderwr1t1ng~. Ae such ttr.a &leo 

trequeatly 111&1ntain regular banking COQileCtionD with a con" iderable nuabar 

of tho larger boJ:Il<a 1o tho au.ller financial centers, t hey are .Ueo in a 

pon1t1on to shift abort tera loans t'ro01 benk to benk and tbus IIC&t tbair 

MCI1• ter. credit DMda without any indJ.rlollal co:a1taeDt ~ loogar . 
t&n the ellSt.o:ary credi t tera. ltitcept. tor periods or geou1De c~t etriD-

~eDCy, therefore , or periods when the capital &arkata haYe been ralat.1Yaly 

closed to new tinaoc1ng, t heue lnrger induu trial borrowers bue not bean 

p&rt1Cillarly conaciowl or a nMCI tor 110re adequate tacU1f<1as .for .tl» tin&o

ciaj; of lle<ti!Jll ter. credit oeect.. 

The teraer ao4 e.U.r iDdUBtri&l eatrepranwr, oa tt. otber band , ara 

DOt 1o a pos1tioo to - tba open capital aarl<et aa4 have b.iatorically relied 

Min1.y oo tbe1r local llftit banlt tor t1nanc1og ot t.ba1r aediua tar. credi t 

nHde , the loan aoMt1Ma baiog aacurocl by a abort t er. 110rtc&i• on their 

real proper t7 a83ata, ( a d- nd 801't&Ai• or a 801'tc&l• l'llllll1AI tor 1 , 3, or 

S yeara) , &lid -u.• telrSac tile to., ot a abor~ tera promaor ;; oote (90 
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days to 6 .ontha) . Thaae noteu were frequenU7 UDaecured , but .t.t • •• DOt. ,._ 

IISual in t"" cue or e...U incorpora ted i.Ddlllltrial concerna f or aeeurit.i .. of 

ue !ina to be h:rpotoeca~ u coll.A t.eral, FrequaUy the not.ee alto .. r e se

cured by the person.U. eudor scsent of loce.l. inaivinua.ltl of ••alth 11 110 were per

sonilly inter~otet.! in t he borro•~ ~nt~rprbe . A.ltbou.,h t b& ter a o r t u ... 

note• us ah,;rt - 90 d .. y6 to 6 monthli - U waa the upectat i on or both bor rower 

loliJ lellder tl' ... t the; would be renewed on !IAlturHy, 

ity, t:.e:f did ~ve t r.e effect of provid~ ao effic ient Glld flu.1b1• M clw116a 

for i nteril..;.t.,te or 11ediua to1·s cr edit .. avonces t o IJorrou r u of llocler&te ......... 

Tho loclll. unit bank ... & t noroll6hlY int&~ratud in t he life of ito coaw•Hy IJoth 

L•terl!lediata t e Ml .. redit wer e i atl.a&taly kno• n to the directorate, ooicn in 

f•ct ·us fraqW~nUy <l.irecUy intore~tcd in t t.o vantures bein!l fiaanceo . uonuo

ine honest aanagasent , the local llllit b.nk, tnererore, ••• lllliquel, aituatea 

to pus Judgment on t he le~;1ti.:lllte coediWI t e l'lll c redit needs o f t l:a .. typu or 

borrowers . 

The gl&rlna lnade.:juaCy of tbese prodocuru oecue equally a ppoo.reut wito toe 

ednnt of the ,..r1oua cred.it ~ trains wu.ica ban ecc011paaied reeoot daprudo.a. 

Tue sost. puhl.icised dafect., or courBe, • as the a ppe&r&nca, in a foirJ.y loorae 

n\lllber of casea, of v1 10w.Li ona ~:.ere th8 local bc.nk ._. waa.kaned by 0¥11'-<lll

te:>aions of credit to borrower• dir.eUy or 1od1rec t l y affilbt<id •ith t ile 

11Wla6ount of ~he bw>k, EJ.Wna tie& tbeaa ul ~uatiooli , ~;,e al.oat coap:ate 

nnee of llquidit.y in -u.ua tera credi ta or tllia type proYed to be bi&Jil1 
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.. .,.rr...UC U..\1 M lluk fOr\tolloe duri.lll period• of clrai.D, U\er MilD 
n bJtc\ \to c1raiD1 \brcNP U. ole&ri.JII• b-.1 ubau\ed t heir llqiWI open..,._ 
ut •••ate, u..., fewoi \blir MCU.• tera local loaoa ~·tal1 'lmaui\ed ait,bft 
tvr n;rpothlcaUoa or realbatioa, rl'oa t be pol.At of Yin of bypotbecatioo Ulq 
fouol t bat potenUal ou\11da l andal'l , UAtuillar •HI> local c0Dd1t1ono, Wll'l 

U~~A&I.l;f W~Abla \o fora AaJ 001U11dered Judpeat oe t he WOl'th of local 1oaoa to 
local oonceroo , \1M •alue of llbiob d apeod..ed neither OD tbe abill\7 ot tbe concern 
to !l.AaDca peJNll.a ud piii'Obua Mtn1ala to ..,et Ol'dare on hlllo11 DOl' oil \1M 
ordarl7 Uquida\t.a ef ¥\ocke of M rcban41681 but l'atbar on auob iAtUI&ibla r ae
tore u potlotial .,.r1Wait1aa tor a~aioo, IIAD&I ... nt, aDd tbe abillt7 of 
\lw.t 11&11&&•-t \o adJua\ \o cbao&1A& future coaditiool , 1beo b.;-potbecated, 
t bor of oro 1 ..... \1M bette!' Of the .. 10&01 were our ked don at IXtl'a .. ly be&'7 
dlacooante . lt ... eq\l&llT tOWM!. that l'e&lbat1oo oc thell l O&Da , 1A U..a or 
cr1ela, -. cl1tt1clal\ it aot 1apoadbla, ! heir nlu., irl'eapect1n of w!>eu..t' 
toe¥ ware aeclll'«< or .... eoured, r aatad eueot1al.ly upon t ba oper&tiou or tba 
borro••ra u PUC coaceru. In cue &tt•pt wu Mda to Ulta poo11aoion GOd 
to r&alha oa the .. curtty, they ware fouod to ban lltUa s.-11ata nlua. lo 
tba . .... or ron llllrtcA&•• tbil ... dll.l t o t ba , .... ral • cr1cultural claprllliooJ 
1o toe oua ar 1101'\i&&•• upon sMll 1Dd1111tr1al propert1aa, bec&uaa or till apec1al 
pvpu e nlao of tbe llla7dc&l uaata uod.arlJini the aort&&e•l aDd 1A the cua 
of piadaed -1t1M, bacaua u..aa -.,vtu .. , raJl"• •t1.111 a\oek 1A Mall 
local ooncaru, ••• ...... uau:r ~ka\ebll, 

Tbe a\U.,t to .....Uaa oa -u. 1ntluetr1al 11141• te .. ~. 110r10" ''• 
bod a\blr n ... •-"- whilh, UIDI&&b 1111 puWoi...S, IJIIrtad •U.C taa-
d-lee ............. \&lie \ he d ..... t.a. Al.U.U.h ··-U&ll:r ...u.- tar. 
~ •• ,...,....,to ftMIIO• MCU.• \tor. operau-, U.7 ... eru-.., u 
1110\el • ...._, 1a u. ,_ et 1~ M~w lNM 11\b \1M _,.o\ltiaa oa \he ,.n 
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of both borro,..r all<1 l.eDdar tb&t t hey •ould bo renn .d at .., turitJ. Duri<~c 

perioul ot stab1llty this practice appears to have operated in t be direction or 
conaornt.ive finance , in that tbe londina ho.Dk, tbou&h expect.d to r e.new tba 
loan, """ no t l egall y obU;:uted to d.o ao and was in a pouition in coru.equonca 
to a nt continued pressure on tbe horro .. er in tbe i nterest or conaervatha n.
D£nc ial oper•tiona. During the criais , on t he other band., thie practice proved 
de!Wte~ deleteri ouo. llanka in straitened circiiJIIItanoea and particularly 

: 27 

clo~ed banka in the banda of r eceiver• , •ere reluctant to renew tbeee loans end 
bro"')>t heavy preuuro to bear loolc1ng tourd their r epayaent as t hoy till :Locally 
duo . The re•ult u& tbat s ull entrepeneurial borrowors fouod tb4•• •1vee pre""ed 
tor r aP"3"8nt of cOlllll.t.enta long befor e tbe industrial operatio,s , wllicb lwl 

originally cooatitut.ed the occee ion for borrooi~, wore aatured. They ••r• 
forced, in couaquenca, to !lake heavy • •crif1cu at ~ 110st inopportuno tJ... , a 

pneno~enon which baa had persistent after ef fects in a d .. pening of tbe spirit 
of ontorprise an.! an accentuation or t ne ~e.ndency to~~!'\1 tbe .. inten.<ICe ot "" 
exeoptioD8lly high degree of liqui<lity aaon5 indll8trial firma. 

Tnese phanaaaaa coosUtute t he buck;p-ound tor the problu or llediua tar• 
credit f acilitiel tor •&riculturbl and &aall eatrepreaeurial borro••r• a• it 
App86.re in t be Unit..t ::>t&tes todo.y. The problea, i tc&lf, rirst bee .... acute 
in the case or at.Ticultural borrower• duri~ t he agriculturo.l crisis of l920-
l 92J. At thAt tine t :>e sudden collapae ot pricea tor t ara products, c.-inc 
at a t.1u when t&r~~erl u a ar019"- • heavily overextended, resulted in a 
•••• ot f&U.ura1 &IIOJii a...U w>1 t banks in pracloainaotl1 nsri cul tural co.
.unltiee . LaJt lt.andarc!l in extendiJI& cr.ditl and O'f&rcbarter~ Of bt.Dk•, tr&
quoo~ oa in1utt1cilot capital, conot.ituted ~.¥,or fact ors in thia collapaa , 

Regraded Unclassified



bll~ •• t he debri a waa oleare<l away three thingM becone apparent , one, tbat &&ri

clll~urol producer s could. Ul<e r elatively l1tUe uu of &allll1ne shor t ter. loaoa, 

_ t;:eir production cycle wu lon&er tba4 indust ry ....S r equJ.red corroai>Ofld1n&ly 

lO!Ii.•r loan coo.J.t.aenta J t•o , tb<.l. 1111cb ot t he abor t b ra paper 1n banl<a apec

i .Udog 1n loans to agr1eulturo.l producers •~oe 1n reality 1nterae<11ate credit 

pa.poo· 1n that it was expec t e<l •• a uttar of cours e IJy beth borrower and 1encler 

tba~ t ha l oe.n would be renewed oo 110turity1 and t •>r .. , tb11t tallurea •ere ex-

ceptio<.oll.y bigo aaoog t llose banlta • h1cb »pee111.!1zed 1n taese lobD&. Reco&Jii-

Uon or l.h1» &ituation ::.ad to t!le first orgo.n..ae<l attnpt 1n tnis COUDt ry to 

a~et dir ecUy the le.,itilo&te needs of agricull.urt.l borro>erb for 1oteraecU&ta 

credi t io h fora • hich would no t c ollapse dur1o6 a er id• ana le&.ve botb. the 

locAl uni t bunk and the borrowing far10er 1o an illpouibly • eakeoed pos i t ion. 

ln t ho plan adopt ed a t t hat tiae, t he b8lllt1ng la• s ware = ended to porl&l.t baol<ll 

openly to OIIJ<e, ~ooo tbe Ye<lere.l r t>ser ve b&nka to r ediscount , • t.ri culture.l paper 

of lonsor than 90 days :oaturity, Provis i on wu e.lso Clade by t ile Yedere.l &onro-

MOt tor the or gao.isatioo of 1nt.•ned1ata c redit bllnkt. to serve lo.jTi culture.l 

' "'8 _t:_ 

berro .. r s , ouc h beAks to nave aeceu to t.t.e opeo aarltet for t he aale of clet..nturee 

to obtain i'lutdo witu wbicb to f i nance tneir operations. Tnese aeasuree • • r• 

anaet od i l'lto lu 1o 1923 . 

AdtUr6blo aa n a tne • UIJ>081AI of t ne probl .. tacin& bot.ll tarwer• 6DCI 

liDi~ baolta locat ed 1n agri cul\ ural co•un1t i u a t tba ~ u.., tho 1otor::e<iieta 

crtc:it bllnke proYidld tor found ll t tJ.a opportunity to tuncUoo <iur1n¥ tlw 1a

••~1&toly ODlluJ.og years , Tbia ..-as due lar&ely to d •ultaneous den lopMota 1o 

~. f• r• aortgage f ield which bad t ne effect, t eaporarily, ot di•ertio• t he 

liOat pressinc nelda tor 1nt.e r...Uate agriculture.l l.oaoa 1oto t he aorta•~• urut. 
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Prior t.o the crieie of 1920..23, the Federal aover1111ont had !llllde provision for 

• • oro .. dequa te . ,.,t ... or lon& ters agricultural -.ortga;:e creuit t l'.rou.&b t~ 

oroanJ.zatioo of the feeler ILl land blull<s anc! joint s tock 1aDd blull<o 1 but due to 

cor~ impediments , lnrgely legal 1n cl~ractor , t neee 1nHti t utiona had not 

boon in a pos i t ion to func tion effec tively until <lfter t he pos t-wnr cri~is bad 

eade i to ~ppearance. At that u.e, bo•evar, tm;y enter&d int o oper• tioo ana 

aade ~Yaileble non-local funds for long-term agriculturLb mortgage loans at 

intereet rlltee "nc! oo t e rlali more favorabio t tob.n hll(l previoualy prevhil ed . At 

t he sue the 1 t he luger i.ut.ur&nce coapanie• 1D ee t<r cb of outlet- for an ex-

pen.:ied Volii:IO of investaent f\mds IU!opt e« t.~O policy o' ittcr-•ing t heir f&nl 

..,rtgaKO loMe . Unc!er tho iapetus o r t oe.e forces rc.r•ers Jlo.cie lltt.l.e use or 

tho new syatoa of 1utermed~ate credit banks . They preferred , on tho ~bole, t o 

conliOlldate their debt.a into l oll8 tai"lll IIOr tgates co:: trec t ea with non-local 

l enders, As & result Uley •ere able to pay off t !loir l ocal banlcd out of non

loclll f'unda without recour se t o t he new intor~eaiato credit f acili t ieu. 

Sp&citic require:tanta for &&ricult ura: med ium t orm credit played " &IIIUler 

pert in t ::e aore recant crbla of 19)0-)4. That. cri oi a • as bO 8<0V8rll &ad reduced 

the oat lncoM of so IIIUI)' rar!Hrs to negati ve t i gureo that &11 toraa of agricul

tur&l crodit provided by privo.te lendera collhpsed under the • train. The situ&

tion wu eo eerioua tha t i t r &<juired direct. lnterveotion on t t:e part of t hm Federal 

&ove~ent ar.ed •ith direc t acceaa to t he Federal crad~t t o r estor e en o~erly 

l'unctlodng to t ha urkat . ,U early ae l9JO, f'<dluroe " erti wldupraad aaoll(l 

banks locat ed 1n ail'icul.&l r egioDD and credit curto<U.Ont in f'orce in 11&!1Y 

beaks •h1c b reaained opeA. By 19)1 , 6ll t)-peS of ioaUtutioo.o deallDc dtb tara 

110rtgages were baYin&' difficulty· and. oe• .arta&&• aoney u a diff i cult to obt&in. 

Ua<ter t ilua circliUt&ncea, tba Federal aovorDJOent throuJ> the Fara lloard, t he 

• 
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r ara LoaD Board, ADd tbe RecoutnactJ.on liuAce Corporation at t'irat orc&llia..S 

a n rlety of .. er&eoey inatJ.tuU ou to allnl&te dlttarant t1P"& of a.cr1cW.tural. 

er.clit etriu&eney, &nd later , 1n l9JJ, orcania..S tbe l'ara CrecUt Adainia t.ratJ.on 

ta caaka a !'unduental attack upon t he whole probl• or &&ricultural. craclit. 

Tni• oriallisetion backed by direct &ceeas to 'aclerel tunds took direction o ... r 

all or the ditferent fed.rellJ eponaored 1ost1tutJ.oe~ dealing with &&ricW.tural. 

credit and r eor&aniaed t hea l.nto a coord101>ted syat oa or agricultura.l l eii<IS.O. 

1netitut1ons capab1e ot aeoting all t7pea of naeda tor agricultural loana. 

Since 19JJ, tnererore , tbe problea of !lledlua t e ra loans 1o t na Unitacl 

Stat .. hils narro•ed don l&r&ely to loans !or oaal.l 1D<Iw.tr1a.J. entupret~eura. 

Coincident with the financi al. aod industriAl crioia of 1930- 34, local banks , aM 

acted aboYa1 found t l•aaelYee ea barrassed by t h&ir possfssion or auch loaAS &11<1 

saall 1D<Iwst.rial borrower• on t heir part found renewaJ.o of loana or thia cbo.rac-

t ar aore c11t!icult to ne,oUate &nd nee loana auch aore di.tficult to obtain. 

Si.'ICe toe cr isi.s of l9JJ, thia a1tu&tJ.on baa boen allevio.t~ aoaewll6t by & return 

on the part of IIIIDY 111<11rldual banks to their treditional lell<i1o& prac tJ.cea wi~ 

raapoct to credit duauds or1111n•tint1 1o t M ualua t ora loan ...,eaa ot saal~/1o

du•tr1&1 borra~ero . By II.D4 large, however, a Yoid bas boen area tacl 111 our t11-

D&DC1&1 r liCU1t1N tlhl.ch baa not a~ yet been 6\ICC .. atul.ly f Ulacl. lt baa Jen ,, 
creat acl, firat, becauaf_ the aore conser•atJ.n local ben)r tns 111atJ.tutJ.ou, f .e., 

tho .. wnJ.ch wen aoat liquid durin& t he crisi s ADd were laut 1oYOlvec1 111 \o
or aacli'lla t era character, baY& Oil the Whole ahoWil by far the greater •tell<i~ 

to aurY1Ye, and aecolld, becawse banker a 111 11eneral are loa the to roc,o..S.t L':-1 'I 
aol voa beaY1ly in t~ or lo..n8 wbich bro\l&ht thea the ~~eate•t dittic~· 

durin, t be crai.a. ' ·~ 1 

A .t'arthar factor of couiderahle aapiw~. hu al&o operat..s /, 
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dllrlA& HC• t TMt•• ~. a brealc4owa 1D t.be "bole aetwork or local riaDcial 
rol& ~1onabip upon wbiah the 8\ICC .. atul. a4Yaoco or aoclilla tora t'ulld.a to local entr.
proneurial borrowers wao fon~erJ.y boaocl , The sull local en trepreneurial borr_,;,or 
is no~ Ultely to he 1D a poa1Uon to •••t re&dlly objectbe otaod•rd• tor aadiua 
tel'll loDCU.ll&• If he 1a to rapr<~sent " &ood craclit riak ovor e llodiua tora period , 
1~ is preterablo that be llbould be o'Q)'Min&• U he 1a oxpa•cUoa, bo>oner , be 
18 probably Shor t Of O&pital, hio equi ty in IJ>e enterprises i a ao:oewhat ext.n<Jocl, 
and h1s tangible aaaata a re '' '"'" Ukaly t han 110 t to ccoais t or apoci&l-purpooe 
pl011t &lid equi!*'llt thAt would. be or oegliosib~e nluo oo &A auction 1Ma18, The 
real beaie ot lllocl1ua tera credit 1D euch cases reate 011 tba personal _ fin811c1al 
atrength or the beckore of the e11terpriae bl ull aa on t ho len<lor' s Judpant 
ot ite potenti al poaaibillUea and the qual.H ; ot ita JOW>&&•aent. Prtor to the 
eri aia, when t bAI belll< was owoec1 aDCl opor docl by the -t subs tantial c1thono 
or tile co•unity, i t . ... ., ... than likel y tha t tho hank would ban &.ollj; ita 
own a tocl<.boldare the re~q~QnaibJ.a backers o r these local >.ndus t rial 811\erpriou 
t.hat .. N 1110at 1D llHCI or cocliua tera credit for npanaio11. To a certoin ex-
tent, ther<~fore , t ba ult.J.m.ta cus hion of rltik both for the belll< and the l ocal 
indu~trial enterprises went back to the b aAI group or l.edin~ l ocal 1ntereet• . 
Durin& tha cr1a1a tbia cuab1o11 or riak became seri owoly 1apoirocl for baDlt 
stocl<.boldere aDCl dir.ctora 1n &er,.ral uro c011pallocl by circuastallcu to drn 
•••Y beavily 011 their private re1ourcea, rirat, to ..te good aaaeiSllallt• OD 
their bank otoclt 1n d..,porata errorta to aaintoin t he oolvency ot t lloir banka , 
ll>:l later to Mlta iood OD the <lollbla liabU1ty whicb at t hat t1aa wae attacned 
to boldara or bank atocu. J.t~r tho crhia, tn~re!ore, the lou .. Uicb tbaoe 
local 1ntereata ha4 Duat&1nocl ae 1Jtockbol4er• &1111 reapor~aible director• 1D ~· 
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yu i oWI loc&l l>wlk:l wore frequ~ntl,y eufC1ci enUy lar(>o to ia;x.ir tlw valu& of 

t :.ei r eod.c.t·~uenl oa tbe not.u ot t .., loecl enl.<i!rpri>ob 1n .:t:.cn tno1 were 111-

t •r, ated . In oth~r •ord~ , the • - unity of in terest un,t o~ !"i.""I&~~Chl ree ponci

o1l1ty t !>n t n...d prevtou• ly r;iven gret~t •tre~gth to tile l oco.l wlit~ry bt.nkin& 

SJSt"'" t.hat pre v<.iled 1n t his ~::>untry . ,b ~om:>l~t.el:r wr.,clo.e<l 111 ::w.ny •o-.:utbc 

by the t..nltin., crib!.> 1 t oelr . As " r .. u:.t , b~ c:nl<inl; crbis 111 ADd or i t..o...t, 

s orioual;! Upuj.ret! t na C1n..,c1~l 6 t•ndin~; or thouo ~;.roup• 1n •mch local com:n~J;lity 

upon ~b).e cr..Uit the :.ouruln d•• o f local mc.liu:n •er:n 1udw. tr l d (l(!vur.ce- !wl 

roro.erl.) been based, tWd lochl. ent.urprise:t t. ·tob. t j\tUJ once represented ... ·:..7~rnble 

..._edlua te!"8 .:r hit riokt. •er~ no lo!lgt!J. in h po:.!t.iou t.o "'w:.li !"y !'o:· ..~uc~ ~-

·~1080 . 

Several atteapts hbve been mace t.o na.rt-o\ro ~h .• voi d 1:1 pr~vJ.ou,:, ex.it.Ut~ 

credi t t'ac1llt.i !;!'s thlu cr et.ted . W.rt~v n LionP..: a~nur.- \.turin~ ( oo..cern.. , :ouch ,.,, 

t~e auto~ob1le caapan1oa, h6ve 1n so•~ ebb6b or~~Z~u tbe~~eivcQ to ~e ~v~ll

•b!e !llodiWI t ora c redit f ncll1t1cu t o t•.e i r l oc • l ,,., _,lero . T• ~ 1,:ct..lL'>ent f1-

a.c:..ncc r.o~p..lollies L so , 1n bOM Ch~:H!!:Fi , tlb.V1J ent.O:-re<i t.: .• bu:. iue~:.. of rL.Luu:L.~ 

purciu .. et ot l nC:ust riel e~l'1ip::tfillt on &n ir.t ~ll.atn• u.: l s . ! X :aout A.;:l....,1t!ow. 

a t tc:apts to t:"i ll t hu vo id 1 hoY.evur 
1 

ht• v,, uean n~~ de by t.hts Fede;rrU c;overnmen t. . 

As e11rly ..a 19)::!, t~o appear ance or croc!it otr !. •i.et\C) in v ·r1ou• loc·•litles ~ t 

a tbo • ben t~e neti ont.l acnoy ..,.,,. e t. ·· • o 11.1l.t.e ll 1uid. led t.:~G :·euera..l res erve 

llWUo to ~<eek anc t o obt.: in permltoi on to ....;.;e cou ercial lol\rul 111rocU7 to 1n

duatr111l and cou ar cial borrower• . Tiley •e r o ucle to conclude onl~ " • ll&ll 

volU'Ie or t be •e loans , bowaver , a1no• ve ~;y . Ce• or tl"' t>ppl1co.nto were bble to 

aoet t ao ~ s taadardo tor co=erci<.l or industrial adnncao t b&t lwl been ltrittea 

into t ho lew. By 1934, it •u becoainc! ~enernll;y recognbod t ""t 11ucb credit 
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1tr1ACOAC7 u exiatecl waa DOt 4118 to t he WI&VUl•bill \)' ot crecli t tor ....a 
~~ aat &Ciltaowlacl&ecl crecl.1t ataod.arda, but rather to t.ile uadlHoen•• • or bNib 
to cCIIl~ to aah bor<lerliDe loalla. 1n that year, c""""''lWit.l.l', the lu 
••• ueodo<l to pel'll1t both the Fecle ral reoorve b&Alte and tile RaccmatruoUoA l"i-
sanco Corporation to II&U ind.uatri&l. loaoa on quite U ber&l. teras u to satlll'ity, 
intortJt charges ..n4 collatereJ., prowided t b&L they coaforaad to the tll>t of 
pou oasins f'lall &Ad adequate security. &otil irultitution" recaivecl a r el atively 

qain !oUAd only a rel.at1Tel.y """ll nuaber t hat could JaUat the oti!Gd4r<ls .. u
tablial.o<l . R.c.oU, the Recoaa trw:ti0<1 f 14ance Corporlltion bu b<so ablo to 
uko a &OMobat l.are;er 't'Oluae of aav&ACeo of thia k1od by adopUn;. t.ho defJ.Ai
Uon t.:.at s'IICb eclnACea noecl b&ve Onl)' reaaonabl~ ncurity .l:/ l ellJiwlllle, severeJ. 
attaapta bava b<s"" llllda to encourage tbe coaercial ~>auk• to rolu t m. ao~ r1&14 
cro<lit prooo<l11re •h1oh tbey had adopted a1 " result of tae cr1u1~ . ln. 19J5, t he 

certain co<ld.i tiona , all type a or paper preuALO<l by Ul&ir ae:al>.r.> pro•1decl t hu 
JNp&r aet t he t.ot or a011444aaa , l ore r ecvnt.l.y ex.<aiJ>At i oA prO\lecl~~res h~ve been 
rn.lao<l to cliatin&li.Uh ..,.,.. ab&rpl.y between ··~· &06a t.lJ ud "4 <>Ubttw.• ... eta 
1D tl• portfolloa or b&Alta . AI a raeult a ballk c&A now uta " aactiua t ora credit 

to recl.lacoa t ttWt paper n th 1te r ecln&l. reeerve b&Ak, prowidll<l U.aye tbat 
tho pepor qua.Utiea wUb reapeot to auvuaeea tor its ult i&At. r ep;.yllllnt. 
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Altbou&h it i e too early to e u te whAt tlle ultia.:>t~ c:recta or t hese aea-

11\U'U .,.'/ be , it i .e :JJ;¥ peraooa.l J~ont thAt they bava approaet.~, bat lmn 

oot yet r eached, t be core of th8 ! i llAneial probl ell posacl by dQ4llde !or M<li ua 

tera crcuits . 1 do beli eve, on the other hand , tbkt • • are now in a peaition 

to notino • •en aora definit ely wn&t t.e ""'"" by t oe problea of ....Uua tara credit~ 

"''cl to • tote ~omo, a.t least , of t he requ1ro•ents • hieh a solution of t nnt pro

blua auat ""et. To~ IIAiD l•••ons which we have lellroecl ! rC>t our uperieJ~Co e&Q 

be i t.eaJ. ud "" !'ollOWSI 

A. The t er= 0a ediu. t e ra credit• i " aucn too vab~e . lt .uvt be brokon 

down by e .. te~:or1ee or borroweru and by t ypes or fioo.neial aid required. l'roa 

t oe point or vi .. o r eategor1a~ of borroweu , t . .ere 1a llkel; to be no probl ea 

of mad1ua t e ra credit as vuch wi th re~peet t o l•.r sc bo r ro•.er s . 1t .>uc!l borrow-

ers ~uYe access to open eapit&l urk.at8 'ahttrtt t.ney ca.n aell ta.e !.r ~•curitiea &Dd 

so rcos or t'wlds t &lr.eD to~:eth r 11>4bit.ually afford sufficiently tlexible finan

cial faollit i ee to 110et oU noede !'or ucliWI t e ra credit aa aw:b. H large 

p:>U~ti&l borro .. u do aot bn e aeeese to open cap1 t a.J. aa.rl:eta cr to large 

banlcini inatitutiona , they are raced "1 t b ' geooral proble!t or lllck of firl(Ul.

Cial facll1t1eo , or whic h lbe ne.-1 for upee1t1c aediwa tara credit fec llitie o 

•>lllL constitute only a ail>or part. 

It i s likewise c onfu»int to deal wit h atricultural needs ror aediua t ora 

cro..it .. perataly froa i•neral &l!ricultura.J. cr onit n quiruente . Tile b&aic 

CCIKiitiona tD:ler w;.1cb "ir1culture tuDction~ very ao ..._i eelly !'ros t nose 

eharact.r i ati c or eo ... r ce aa4 industry, taa~ t hey requi re a co•plotely separate 

appro;.e!l wit h r upaet to a~ &ad adequate C1Dallc1al faeillt1... For ~·• 
•• 
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lJieUtut1oD8 &p41c1alla1Atl in 1oduatr1al lelldinc, eithr oo abort teMI, Md.i\111 

tor•, or loa& t.era, do DOt p in t'roa that 8%p&rieoca "ildoa in tba grantiD& or 

nt~ of the.1r r eap41etin typeo or cre<iit to a&ricultural producers . ln

ttHutio:le epec1al1a1Atl in •l!l"icultural credit u such, oo the other lw¥1, are 

wen t..tter situated to deal dtn all t ypes of cr eciit ne e<:>ed b7 a.gricultural 

procluoora, 

:135 

YJ..ru.117, t he pbrue •aadiua t ar a credit• &a cWJto:oarUy used doe a not ra ter 

to ~oo :aodiua ter a credit oeeda or iodirl.<lu.al s or oonsuaera, t houth t hese IlNde 

a.ra oidely erlateot, e,,, , ioatal.bent credit needs , and needs for c redit to re

po.ir and ~eroiae ~.. Tho rea.l &r&a cove red by the general pbrue I:OIICiiua 

tera cr edit, wnen t nie pbraae 1a UBed to defi ne a current probl ea, usuall)' ll&r

rowa clown to t be prorlaion of tacili ties tor mediWI t.er11 finaoc1tlg to 8:1&ll and 

local industrial and c~ercial entrepreneuro , 

B. These needll b4ve l on11 .U..ttld and h!.ve h!.<1 accoae to funds 1o t t.e pas t , 

Tho, bAn not, bo .. var, bea.n recognhed openl)' nor nan t r.er no.d access to eourcea 

or tunde organized for t he pur pose of ll8etiot> tb' apecific and peculiar r~uJ.re

.. Dta or mediua ter11 firuulcinc. lnotead, t nese l oMe hAve been concealed 1D t he 

fora or aortga&e loa.DII or 1D t he fora of abor t tara incluatrial &Ad co-rciol 

loi.Dll , Such practices are aet'io1tuls delete rious froa the poiDt of view .or 

oeoiiOUc at.abWt7, deleterioua both to t ile lender and t he borrower• to tlw 

leoclor oec:auee loiUUI or tAie character do not co.'llora to : be ~tandArd• or, nor 

&ttord tho aecurit;r ~cted 1o, 110rtcac• loan» or abort till"ll c_,..ial i<DI1 

1oclua~rit.l lO&D&J to the borro .. r because at ti<oel or eeoDOIIic pressure, •bell 

1D &II)' ca .. the har.arda ot auccuatul aanageaent are h1&111 there uy be &ddecl 

to theao ba~a preuura to repol)' out.lhndlnc tiD&Dcial 4ebta at a tlM llll4 1A 
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1 period that beara DO rel.A. t.1oc1 t.o t he ori~ purpose or t he c~ taoat. It , 

&D .c!Yanca ot s..U- tera creclit t.o a aall 1.1111uatr 1a.l borro•ar u Jv.aut.lad, 1t 

11 jutltlecl by t ba tact tblt.~ be propoMa t.o uaa t.lla tl&nda producUftly 1a u 

operation • hich will require & a..Uua t era p<>rlod - 2 yea.ra, S yeara , pou1bly 

8 yo&r li - t.o jWJtity ito utendoo, i .e., t.o l1qu1ty the ori .;in&J. 10"11 -tth 

in~orce t and with profit . There ill ordinArily no tiae within tbat per i od who 

t ba loan ca.1 be callecl without eabarrua..,nt t.o t.lla borrooar nor withou t under-

D1Jli4ii the origina.l operation upon • hich t he &dv&tlca ot tha £\md.a wu j uaUCiecl. 

It i a a .. t t e r of priae 1Aporta.nce , t llerefore, t ha t • ban cr..Ute f or ...Uua 

t.ra purpo• es are &dvancecl, t bey ebould opellly take tbe t ora ot aed1ua to ... 

crl<lita with teras f or u ortilation or repayment eonforaing t.o the expectecl 

l1qv.1dat1on ot t ile opera~1on which the funds were original~ advanced to tinaDca. 

By t nia •ana the portfolio o f t he lend1llfi inE> tit utioa i s a&da t.o r efl ect t.lla 

econoode ay .. tea aa a whole 1a protec ted attaina t •bolly UAQ&eeaaery accutuaU on 

or t he atrainA tbat are 1nlle r ant 1n the cyellca.l tluc tuatiolll! or buainau ao ... -

Mnt.a . 

c. There i a a b~nu1na economic aod •oci a.l j uat i fication for creatiaa 

tacUitiee t.o u ka .11ediua tera tund& o.va.i_abl e to aaall entrepronourial &ppll-

C&llte . Current op1Aioa 1a UDderta.io aDd 1n a etete or fl ux rttb r aepect to 

ll&ll1 or t:.e probleaa or lar&• aa eoape.red witb aaell 1Dd'll8tr)' . It ia wei~:binc 

t h .clvantagea or aaaa proc1'DCtion a41&1Aat t •=- irowtb ot practic .. t bat appear 

IIODOpol1at1cJ t he advant .. a•• or IU&bly apac1a.liaed , cutra.lizecl control& • • 

Coap&red with t he tluibWty ot dac..,tra.liaed operatiOUJ t he a t racta oa 0111' 

PDpulatioa or the Gr owth or larK• 1 bi&bl1 conaeatecl lll'bt.n a.rau. It U ~1-

C&Dt that. 1n t.ha beat or t'* debet. tbera u .o iaportuat body ot op1Aioo t.hat 

, 
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e4tOCatea t bo disaolution of .....U iDduatriu. It b gener&ll;y reco&nll.cl, 

rath· r, that t he contiAued e:r.1atence ot a t oir proportion ot auJ.J. iDduatrlal 

or.onisati ooa is oeceaaar y to ' be ecooo.ic health ot a tree econ~. There 

art , for eJW~ple, Qstinct • ocia.l lldvantageo 1o 11Aint.a.1.oirl~; open t he aplrit ot 

l.!ldh idu&lls., &.lid enterprise that are char11cteriat1cally n•sociated t~ith u all. 

•ntropronourial concernBJ t here ar c also snny locali tioa uod areas 1o the .adem 

ocoooaic world t he can only be organized effici ent ly ~ t he saall entreprt neur, 

i.e., areas of re~oureeti ..n4 de=Dd tlut require for t .. ei r aucceasf'Ul organisa

tioo t he detailed aod iotillla te ltnowledge of l ocal coDdi tiona ehich only the 

ell&ll entrepr eneur can turnilh. We cwmot for aet , fioall;y, t hat t hAi i nduo try 

wh1oh i a outstuoding e.bove all others in the • crld todny in the effi c i ency 1tith 

which it hao adapted productive resources to hu:a8n needo , t~:e autoaobile iDdus- • 

try, waa developed entirel y by e~ en trapreneurB . lt i s important , t harvtore , 

rr ... t ..... point ot rlew of publlc policy ' to IIIAke aure tllat t!le evolution or our 

tl.nr.nci al. 111ecbanisa in the d irection of oore s peci alized procedures eDd aore 

soundly or11anize<l .ecbuUeaa dooe no t el oo b(.vo u en un!'oreseen ~-pro<luc t 

t .,. r esult of witl:rlrawiog f r O!I the saall entrepreneur a ~ource ot tln~~nc1al 

accoaodat1on which ie neceeeer y to hi& •nrv1val . 

D. The es tablllbment oJ:o credit procedureo calcul.&ted to •imiai•e rielt 1o 

aodiua t.er::~ locna to liiAll. entrepreneurs L> atteDded by unuwal ditficulti ... 

Ill tAct, ~he epecific relan.nt condderations att.elldio& .,.cb loan a pplication 

no wo n rious and nitfer oo widely tro:a one applicant to llDOthar e.e to ulte 

1.111 routiniaed procedu r e haaardouo and eeeant1ally imappl.icsble. For ex.a.aple , t b .. e 

loane ue 110t coapnrabU to c-rcial loea to tioance receiTablee or t ood& 1o 

tranei t , or . toclce ot M rcband1ae a.aitin& so.le, 110r to 1Ddu.atr1al loau to t1-

Daz>ce payroll.e aod purobuea ot raw -ter iaU neecled t o -.Jte np &ooda· to -t 
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orclora llna4T Oft baftd. They do aot, 1ft &efter&l, tberotoro, ta.ll. iftto cato&oriM 

wlwro t hoir Yal1dity oaa be juatitieci b7 'l\liclr. nto~J>Co to ouUy aacort&iclabU 

!acta and. t heir repa)'Mftt 110re or leas &~~&rut .. a b7 iftaiatoace upoD ciotWte 

4ocuMnt&r7 ulipMn t a , OJl tba contrary, ill t ba Mjorit7 or cuee, t lieae ap. 

pllcat.iora are ror loaJ>a t lult a.re eaaantia.lly lou a or oa p1t&l. Ver1 often 1ft 

tact U •oul4 be iaproper to £r""t tnoao applicat.iou 1ft tbo fora ot loau at 

ill0 ill &a IIUC D a& t bo oeeci o! to. efttorpriaa 1a r a ther !or equit)' capital , or 

at tile l eaat !or u illcreue ill ita equity cap1t&l coiftcidoftt witb &lid aupple

H ntaey to t ba borro•ill& or udiua tan~ t\mcla , Thb a.e&ll$ that t !!a iftatitutioft& 

adftllC in& ud.iua ten~ t\mda auat be 1ft a poei tiou to ll&lta a bal&Dced judpont 

coocor111na all or t he iapoaderahl o !ac tora t hat ill the eiXI will det.enaille the 

prof1tab111t.Y to tl~ borrower of tba propoved advilllca , In ot her words , t l1o 1n

ot1tut1oft adYanoiJl& ..tiua t era f'Wide to v...U borrowe r o ahoul<! actuo.ll,Y be u 

car• l'ul o.t1CI aoticuloua 1ft ita procedure& as t ile iftna taont baftker who under -

tekoa to \IOIIorwita 1111 iaaue ot Mcuritiea for f lotation ill tbe capit&l ....... ta , 

It • boulcl &lao bo ill a poaitilln to ! ora a j udpont on tba sao re.D&• ot al-nta 

or rialr., lllll6rtuoatal¥, ho•e-.er, t ba ........ ~. abo or ..tina ta ... crod.it l ow 

1o aiapl)' too aaa.ll to juauty tbe upenae or t hh type or acticuloua illna t.i&atioft, 

4t the - tiao t heM lo&IUl a.re too lari!•o and t.no lo .. ill-.olved ill ~ ou 

dotault would be too areat, to juetit'y t he leader 1ft roaortillg to 110ro routin1aec1 

prccoduroa a uob u •~ auccoaatull y uaeci to a ! nl aho rialr. ill tho case o! penoul 

l.oana, illatallMat loau, &lid aort&as• loau on ~·· 

It 1a tor tb .. o rauows that 1ft ....,ric &A UJ~~riaac• too loc&l unlt b&nlr. 

hu bolft ill a better poa1tioft to pua j u..lput oo ..tiua ton~ edY&neoa to aaa.ll 

i:xlu.trioa tbaa otbar pn.ti&ll;)' c .. patill& tinaaoi&l iftat.ituUoaa. fha local 
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pUcU>t tor a MCI1ua tara 114n.nca becauea 1t wu a.lrauy, aa a attar ot oour11, 

111 i oti .... te touch with Ilia bul1o&81, lt i s ror t hie reas on .W.O that --l.oeal 

l en<lera hue bean ralatinlJ \IIUiucceeat'ul. 1o fillin& t he Yoid left 1o recant 

,.are by the part1.al withdrawal ot t he local bull< !'roa this field. OUtside pri

nt.a llll4era •ho han uperi.c:ante4 with t ueaa loau r eport that tJw azpecsae ot 

prell.!o1nary 1oY&at1.,at1on and also or foUo•1DC up t be loan &tter it bu be• MCla 

&H traquoutly prohibitive, liDless , &!I 1o tho CUe of &Uta.)bile coapaDiN 

thot tioaDca t heir l ocal dealer a , the outai<la l ender 1e a.lreadJ' 1o a position 

bocaUJS& ot ot her cont.acta to be in t imately 1o touch with the borrowi~~& en ter-

priao, 

! , Tbe tact that t he re&l needs t or aedJ.ua tara ndvADces on t he po.rt of 

aull ontreprenaur1.al bol't'O•ers usually corre~ponu aor e cl .,saly to oeede tor &4-

nncoa ot capital thaD e4Yaoces of c r eclit and !'raquantl y borde.r on a need t or 

equity ca pital, l ea4a to t our J"urther aa~or conclull1o1111 dtb r espec t to t ha type 

or t 1nanc1.al oraan1aat1on which could aost properly apecialbe 1o adnnc1o& 1'wlda 

to ••t th1o need, 

Pirot, it i a an axtreiMl.y d1tf 1cult t1el4 t or 4U.Ct gove~otal a4vancaa, 

Exptrianca bLo abown that &OYe~ntal t 1oane1al 1nati tuti ono can supplant pri

Y&t e len41n& aaenciae wit.b a conaiderabla dear•• of auccaoa 1o the cue or &4-

Y&Dcaa which are 114apted to rout1n1aed craait procedw... 1D t nu a caoao tbo 

&oY•rcaaot can protect 1toalt and 1ta operatin& pereODDal a&a1ost corruption 

&lid 'CIDI!ua preuve tor e4Yaneaa by applJ.caats pos••••l.A& political 1ntluaca 

thN~b the 114opUoa or central1oed cont.rola ..0 t ba pr ,] ptioo of datin1ta 

cl'aclit ot.an4arda ~~ all appl• caU.. -t _,, 1D tile cua ot 114nncea of 
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a capital D&ture, boweYer, i,e, , adYancee wh14b fl'e'luent.ly borcier on equity fwlda, 

tllt a4opUon or detinUe cr~t •t.&Ddard.a ceotral..Q< • tabliabed floequeotl7 bu 

tho effect of ell!llnHin£ auto:>&Ucall¥ a jp'eat porUoo or tlloae applicaUons 

•hicb conati tut.e t he u.in ueed ! or tnia type ot ad.Ya.cce, The experience of 

t ill Federal r eserve l>..nl<» and t he Rec, nstruct1on l ina.cce Corporation wHil 1ndu.

tr1al loans i n t hls countr y h11e oapl:y deaoAatrat ed t hi e point , Botb 1natHutiona 

round tnat t he great •Jorit:y or t he appllee.tions ei.apl:y did not provide that 

typo of security or t be relet1Ye certainty or f'n orable outcome whicll a conac1en

tioua drtl eernnt deoireb and neede if' oe 1a to be !JI a pos.it1on to Ju..t1ty 

t he iaperaoaal nature o f hie cl.ec1a1on to advAnce lUnda . The ~;res t u j odty or 

tile apPlications , rather , were or & type wbiob i de&lly needed coneiderr.t1ou by a 

privnt e lenain& institution t hat " ould be risking itu own t:\mde and i ta own capital 

OD t lla outooae of t he advances Which it jit'&Jlt lld. , 

Second, a tinanci.U inatit ut1on specio..lili n& in &dvW!ces or t his cbar .. cte r 

ohould no t be confined to t !'le loan or f'llnda, Pr ovision shoult: r.J.ao bo floo.akly 

ude tor t he &dva.ccinll of equi ty capital, t nat i a , t i iAI purc bu e or co.-on otock • 

1o t he entorprioe deairillg &dcUtional tinanc1ng, Sucb purch<lso ai.,ht be ude as 

a.n alternative to a loan, or u euppleMntary to it. ln this wq , the borrow-

1ai onterpriae would bo protected agaiwlt over-utanaion or its e'luity aocl the 

L>atituU oo o.dvancing llediua t era tuacla .auld be iD e. better posi tion to anr

•&• ita ~ain· acainat itl loaae•· 

Third, t tla leoclin£ inat.1t ution adnnci n& aediua t.er11 tunda should lw.n a 

capital r atio bigher t hsn cuetoaarlly pt·evaila aaon& bClllkinl> iAotitutiont 1n tlla 

1711ited States. Jot pr esent iD t bis country, c-rcial baaka etldaavor to .. 1D-

tain a nUo ot capital equal to e.t. leut. 10 per cent. of t heir depol1t Uabil1Uea. 
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RaUoe u low u t heM -.ro a&to wt.. t.he uaot.w or t he leo41n& 1Aat1tuU• -

clo .. ll prded &j(ainat r iallt, A 1104eratol3 hi&b doj~Ho or rUllt, boweftr, u 

alloo• t iJ:lerlt.wble 1n toe euo ot 1naUtuU ons adY&IIC1q ....U• t er. f'ullda, 1f 

tllt•• w titutiona are reallr to • erTo the need t bot u iata aaon& eull. ontor

prhoe . To 1116ke s QCh lollll1r., aound, t nerefou, t no lendir>& institution ohould 

protect i t aelf by u1nt.a1n1nll a hignor capit al ratio, uy, bet .. on 25 to 40 

por cont. 

1'1nally, any Decbanisa cr eated to :oeot t bo nee.:: tor :>&<Uua tar. odY&Dcoa to 

....U en t.arprisea aboW.d bave acceaa tor po.rt or ita resources at .lu s t to aon-

loc.U. eourcea o r funda, 1 t a hou.ld be able to obt41:l tunda to f iobnce 1 ta opora

tiond by, for e:uapJ.e, t ho sale or i t" deben turea .. ither to outside banka or 1n 

tl~ copi t.al aarkets , Thi s 1• noeessar y tDr a variety of r eanona, (a) to aYO!d 

tlle 11ocesd t y or r ely1q upon !'\mda aa unsuited to ....U.WI t era auvaneeo u 

tllcao r..preeented by local deposit o.ceounta, (b) t o ~n access to clleapor aourcoe 

ot :todiu:a tara !Unda t t an i s cus toury 1n OXJI'illd1A& c~tiea taat are r ola

ti're}1 dotieiet 1.11 eaTin&a, &DC1 (c ) to avoid. a .,anoral fraaa1ns o r c red.it 1.11 

per1oda of industrial ot.w&W>Uon wben a p~rticular locality aa • wbol o u y be 

Wl<lor aovoro pressure &DC1 anbjoc t to o e riOWi drain& t arougll the axc~W~&u . 

Conelp1gp 

l'be&o five Kin hood.a a--.riae DO&t or our cporionc• rlt b t bla probl• 

to date , Aa I nan i.lld.icoted &bon, 1 do not b..llno t hAt •• ban aoln4 1t u 

yet in tho tln1teci 1tato1 , Our tr..U.Uonal approacb, t llrcup t ile use or t ho l ocal 

llllit beak, bad the advaot.ap t b&t t.b&t. beAk wu 1n & priM poaitioll to j u4p 

~kly &lid without -.lue i.ana~Uoo tbe l e&1t1ac1 or & cS.no e ro41t a.ppl.Ma

tiooa, u o0'1114 aao r.u.ow \llo ·~' to~• ot t11e boi'!'OWiJI& •t.erprU• 

' 
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without l!Ddue etrort.. S.cauoe of the tact t oat ita o"n . tockholdere, dtb their 

double liability, •ore al.no likely to be per aonalJ.y interested in the fortunes 

or t lw borrowing concern, it conforlled in 1111 indirect 6ocl concealed f oa.tion to 

aun:; of ~he equity require•enta noted above, i.o . , loeeoa on t hese capi tt.l. loana 

a=J or •ni cll bordered on equity co:>:aitaenta , ~ere bal..&Dced in .. aen• e 1>:1 equi ty 

,ain:. on uucceo&ful loan5 1 not t.Ains openly and let~allY to the benlus oe aucb, 

but effective '"''"' t be less becv.uoe tno:; occrued to t•• atockl>oldera beck ot 

tho bonk . Tbo weaknesses of t his a;tatc:a, howeYsr, were «ill&l.l:; appuent, (a) 

1a toe writing or :&ediua wrs co.Utment e 1n •ne fona of abort ter. notea , (b) 

1a t •l• oxclvha reliance upon local t'und.e to mee t capi w.J. r equireaenh in an 

expandinll coeaunity, (c ) in the t yinj! up o f dopou1t aoney in non,.Uquicl liO<iiua 

t ara collllitllcnta , (d) in the low capital r~>.tio ch>tra~t,•risties o r bllllku of de

po•it, and (e) in t he ever preaent poauibi llty tnat unJustified ad vOJlcos "ould 

be xde to entarpriaee 1n which t t .. omora lli p of the bonk was personally inter

osted , Tbe a t t.eapte1 on the ot!!Cr !Wid, to f ill the void left by t::e withdrn

al o! t :.e local Wlit bank ~"" t h1• CieJ.d O..v. beGn oruy putiilly ertectivo 

I ecau. e publi c a,_anciea hbve not b6en in a po»ition to a4vance equi ty tuDela d i 

rectly nor to aake capital loSAS whic n bol'<lc r on equity &dn ncas , ana becau .. 

••at non-local priva t e aganc1u hAve round t hat tbe co~ts involved 1n ~he iiiYOa

t1goti on anu control or these ~Yrneea 111 t oo &reat. 

A r eal solut ion of t ne probloa t herefore, requiroa a typo ot tiii6DC1al 

meou..,.iaa 41ft'orent ~"" llJI¥ t hat baa y&t opera.ted in tbia t1eld in this count rJ . 

Aao11• our oxiating f1nanc1al institution~ t ho l t.r,:e iust• ll•at f l.ot.ttce c .,.p&l)

i oa approach aore general..l;r t han llJI¥ ott ... r to 1 bo type o! or pnisat1oa t.bat 

• 

... 
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ai,,bt be expected t o spec1a.l.1ae eucceaot ully ill thio fieid 1n that t hey are 

eap1Wi<ed at a IIUCh h1~per r a t io t han ball~a , t be1r !ill&Dcial etaudinc 1e hieh, 

&lid 1o derirlng t heir 1nnet.:aant tlmda t hey a r e able to supplueot their o•u 

capital by t he ale o! deben ture~ carry1og very lo• r a tes to a •ide va r iety ot 

ba.'llta and uh o 1o t ho open lllltr '<&t, Of hll (.baocial or ll""1zat1ooa o er o.U ,o& on 

a national ac•.U.e 1o t ile country , f ur tr.er:11ot e , t he .l<.rge io~s tall.-.enL f i n&nce 

cn~~Pt.n1es co:oe oaarer t baA &A,Y oth~r to bav . D(l t l1.1 t lt1lld of i ntiKte l cx:al coo-

tact /Ltd 1ot11l&te lcn"wl eclge ot local cooc.itiooa t h .. t is a prl.Jie prer~uioite of 

llAVt 6.C .1evod t neir prese :1t bigb credi t stenui nc tWd euccess 1D l &r ,.e pArt be-

cauaa t :te l.Jtstallaent t i nAAce bu.. it~eas lends 1t aolt to hi!lhlY routinized procedures 

on11 ut.andnrds onuer which & central office mo.na.,omeut 111 i n " posHioo to lceop 

'>ic.hly decentralbec.l lend.1n& outlets under effec tive centralised cont r ol. They 

bua not, therefore, aet &'\nA~onent tes t < 68 - 1ff, r ont &S t ·.ose w!Uch 'oulcl be 

poaed .. re organized tina.'lcial in:;ti~utionu t.~ 1Wlar t.ak6 to 5pec1a.l.1se in •edi..,. 

t • ra cr eait l oans . 

The group banldn& o~tte:tlli whic n flourishocl 1o thi~ count r y i n tho decade 

prior to 1929 may also carry a clu e to t hu t.nner to thid probl... In t i Mnt oye

te.r.. • •dell, froa too po1o t of or gaui:u. t lon, t'e.ll ha...fwuy between a unit l>c.Ditin& 

a; atn """' e. branc!l banlt1.D& ayete.a, t..ere "'" coal>1oou taro:.o~ .. Yllriety ot da

Yicos a cer1.ain de,;ree o r local res ponBibllity und loc&l la&li8J:~Mnt on t t e p .. t 

or tne local eoaponunt benito d tb centralifed o.uersbip 64d tba pouibUUy of 

centralized 6Cceaa to out uide funds , .t.a coaeroi&l biiJlking BJBt...,, t ioelt or

~ani ... t iooo bacl a becl racorcl during tb.e cri6h aDl.l haft propo;rly been eubJ ect.ed 

to beavy critici... It -.y be , bo· .. ver, t.bat tbair axpo;rionc• au :=ra poa1t1n 

.c7f'~~~t.1Goe to Mite toward t boo probl• of or&e.niaiJI& a fi:WIC1&1 -=~ 
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• 

Regraded Unclassified



I ···-· 

....... u.ft•• 
caWifll ..... ..., 1•-

... ~ ,_ bU• et l I .. . 

... .... .-. la ................... .. 

• 'Wld -''-· ... - ...... Wa---
la \lie .,, .. ... ""' '*" ., ... ...... 
... J .. -. .. .01'--' ........ .. 
la , ..... .,_ '"'- ..... ....sal,.. 
aseluHe. 

.....",..., 

J 
•• s ••••• j / 

Pr lw\e s- • ...,.. ( 

144 

Regraded Unclassified



( 

l!liJ'r: 
Ronald 
Ranaoa: 

HIIJr: 

R: 

HliJr: 

R: 

HKJr: 

R: 

HUJr: 

R: 
( HllJr: 

R: 

FOIJr: 

R: 

HMJ'r: 

R: 

HVJr: 

R: 

FCU'r: 

Hello, 

Good •ornlng, Kr. secretary. 

How are ;rou? 

l.prU 10, lll:51l 
ll:Ol a .•. 

Fine . Glad you 're back 1n town. 

Well, I'• back; I'm not. glad. 

Well, I don't. blame you. You eee --you see I didn't 
go to Europe. 

No . I called up Chairman Ecclee at. hie home and he 
didn't. anewer. 

He ' s out ot town. 

Are you acting? 

Yes. 

Well , I Juet want to a ek him three queeticne, and it 
you're acting I ' d like t o ask them ot you, 1t I aa;r . 

Certainl;r, sir. 

In this morning's paper tor the first time I see this 
communication trom the Board • ••• • 

Yee. 

•• •••• t o the two committeee . 

Yea. 

One to the senate and one t.o the House. 

Yee. 

And in&Puoh ae I have a prase conference t.hie attar
noon, I wanted t.o aak whether during my abeence the 
Board informed anybody in the Treasury that thie wae 
going to be done . 

Well, not to my own knowledge. 
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I eee. Well, I didn't know &Q7thing about i t. I 
thought that the Board aight haYe extended that 
courtesy to ue. And might I aek another question 
did this -- did this statement that went up on the 
H1ll -- di d thie - - I mean, clear tbro.ugh the White 
House? 

Now that I don ' t know. I would guese that it did not. 
It it did, it cleared through Yr. Eccles, and I would 
be quite definitely sure that it did not do that. 

And the third thing that I wae going to tell Eoclee 
wae that the Preeident baa a Fiscal and Monetary 
Coaa1ttee. 

Yea. 

And inaeaucb aa moat ot tbia ie devote -- deYotad to 
t1Bcal and aonetar;y .. ttere, I don ' t understand why 
he didn't take it up at a meeti ng ot the F1eoal and 
Monetary Committee. 

Well now, that I can't anewer because ot course you 
know I've never attended any ot thoee meetings, nor 
do I know exactly what the scope or their authori ty 
may be . 

But, tranlr..l,y, I Juat can't understand how the Board 
could eend a communication like t hat without at 
least doing the Treeaury the courtesy or telling 
them i t wae going up. I teel Yer;y badly about it. 
I mean, that ie , not about the stateaent, but the 
discourtesy. 

Well, I regret that, ot course, as you know, Yery 
auch indeed. But IIIII.)' I give an explanation ot it; 
that it ie a combination - - a repetition ot two thinge 
wh1oh the Board baa already sa1d. In 1te annuel re
port, as you know, 1t eurveyed the whole field ot 
banking legielati on and or ba.nking problema as the 
Board saw them at the present time. In the eecond 
place, 1n answer to one ot the 1nnuaerable bille 
about which we are constantly receiving i nquiry, we 
sent out a statement on price stabilization which I 
don 't know whether you saw or not; I don' t recall 
whether that was 1eeued before you lett town. 

I r ead it 1n the paper. 
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Yes. Well now, those t wo things are, in effect, 
combined i n t his statement, the pri nciple purpoee 
of whioh ie to eay that we do not think that we oan 
very intelligently continue to answer theee 1nnuaer
able requeete for reports on bills, a very sweeping 
effect, unless we are enabled t o answer them s ome
what as a whole, and that while we very definitely 
believe that our statement on price stabilization ie 
eound and is correct, that, at the same time, while 
i t has received considerable f avorable press comment, 
Just between you and me , it has received some quite 
unfavorable comment in other quarters. And what we 
are attempting t o say 1n this latest statement ie that 
our own views are Just ae muoh subJect to review 1n 
our opinion as the views o f anyone else on these ques
tions, but we don't want them reviewed piecemeal. 
Now, I will tell you this, if I may , that the thing 
which preoipitated this 1e t he Brown Bill, about which 
you may or may not know. I don't know whether you do. 

I -- I ' m fam i l i ar with it. 

The Brown Bill apparently has, what I would say, was 
very substantial and influential backi ng in the Senate. 
It doesn't appear t o us , any of ue, at the moment to 
be anything like a fair solution of the problem. 

Speaking for ~self, as I've said to you repeatedly, 
I don't want to come t o final conclusions unless f orced 
to do eo, until the whole matter has been very ob
Jectedly and Judiciously di eoueeed. I don't think 
the Brown Bill does anything more than to destroy the 
Comptroller's office, and I have a feeling t hat the 
long record of that oftioe is something which should 
not be lightly disposed ot by a bill, the final and 
point ot which s eems to me t o not only destroy the 
continuity of that ofti oe, but to begin working on the 
Federal Reserve System like Yr. Hitler worked on 
Czechoslovakia. If you take Sudetenland, it won ' t be 
long before you take the rest of it. Now, faced with 
the - - not the Brown Bill in of itself , because bills 
being introduced don't neoeeearily disturb anybody'• 
peaoe o f mind, but -- but what appears t o be t he 
f eeling in Congress t hat it's t ime to aot pret ty quickly 
on this. We were told a week ago that hearings would 
be had within t wo weeks and it was expected that the 
Senate would act on t he Brown Bill at this session. We 
thought it well to again remind Congress that that isn't 
the way we think these things should be approached. 
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Well you see, I may be all wrong, but the President 
besides the Fiscal and Monetary Committee , .he b&e a ' 
committee on banking ••••• 

Yea. 

And we are working like hell on it, and last year we 
didn 't succeed in revising the examination report. 

Yes . 

And made a very, I think, a constructive .... . 

Good Job. 

• ••.• good Job in spite or Mr. Eccles. But we did do 
i t all inside. 

Yes. 

And t oday the t hing ie work ing along and it-- it's 
helpful. Now, you people make these moves ..... 

l!ay be what? 

You make these different moves . • •.. 

Yes. 

I'm treated as though I was Secretary of t he Treasury 
or -- of another country - - I -- I don 't think that 
the Board can poi nt to any important move t hat I've 
made where you are vitally interested that you are 
not informed . 

I could not myself. 

I consult ed the Chairman on all --several times on 
the Social Security thing. He wrote me a letter 
congratulati ng me on it . 

Yes. 

Any 111ove that I make , I lll&lte here with the carde up. 
I -- I don ' t think I've made any without letting you 
people lalow. We certainly baT en' t made any on the 
Brown Bi ll, and I've got nothing to do with it, and 
nobocl,y 1n the Treaeury b&e got anything t o do with it 
I thin.lt you know t.ha t . 
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Oh, oerta1nl.J' . 

Now ••• • •• 

I don ' t tb1nk 1t would be an7 more your oho1ce than 1t would be mine • 

Wow, 1n th1e morning's Wall Street Journal, which aay be Just another story: It eaye -- I Juet read it - it eats that Senator Wagner was talked to last night and he knowe all about thie and 11 going to introduce a r esolution along theee lines. 

That I - - that I don't know. The only thing I know about Senator Wagner 1a that some t wo months or aore ago ..... . 

Well let me Just • • •.•. 

Surely. 

Read one paragraph wh1ch has nothi.ng to do with ba.nk examinat1one, wh1oh 1e strictly a Federa l Reserve, Treasury question. 

Yes, s1r. 

The answer 1s "That powers over the supplJ' ot currency and banks reserves are divided bet ween tbe tJ. 1 . Treasury and the Federal Reserve. ' Whi le i t appears to have been the i ntent ot Congress that the Federal Reserve System have the responeib1lit y tor regulating the supply and cost ot 110ney, 1nolud1ng currency and bank depoe1te, the powers over thh supplJ' -- the power• over th1e supply poeeeseed by the Treasury now outweigh those ot the aystem. 1 

Now that ' s got nothing to do, and -- 1t 1 e Just-- it well, I Just l ike to teel that I'• here working tor Kr. Rooeevelt and I'• a aember ot the team; and th1e Juet makee me teel ae t hough I wa1 a rank outsider. And after all, thh 1e a Board matter and I take it that you people have individual opinione, and I'• eorry that you t~ me l ike an outeider, that'• all. 
Well, I'm terribly eorry that that i e your deduction troa that . 

Well, that 'e the way I feel. 

Regraded Unclassified



( 

R: 

JQIJr: 

R: 

H!AJr: 

R: 

HIIJr: 

R: 

( HJ.!Jr: 

R: 

HliJr : 

R: 

Hl!Jr: 

R· • 
HUJr: 

:'..50 

- 0 -

And 1t may be a perteotly reasonable deduction. 

And you thi.nk -- no reference ie made t o what thia 
committee did last year on get ting these bank report• 
aore uniform, and it loolte a s though -- I 1M3 be "'rang
a s though th1a 1ras all a prearrangeme.nt with Senator 
Wagner. 

But that -- that ' s wrong, Mr. Secretary. 

I don't kno1r . You read the Wall Street Journal then . 

Well-- well . •••• . 

And, a s I say , I have to get my informati on -- l ike the 
time you people 1noreaeed the reserves, I bad to read 
it 1n the newapapers the tiret time . 

Well, ae t ar as any confidence 1rith Senator Wagner - 
I have had none whatever, and many months ago he had 
lunch with us and • • •.•. 

Well, as tar as I 'm concerned .•. • .. 

In a moat general w~~r. 

• 

• •..•• no matter how shabbi ly you people treat me , I'm 
not goi ng to waeh the Adm1nietration with a Republ ican 
and -- but I called up Kr . Eooles first to tell hill and 
-- you ' re not -- he's not ther e, I'm telling you. 

Well no1r, I'm not going t o •..•.. 

I mean, there'e plenty of t hings that I could eay. It 
isn 't the Federal -- it ien't the duty, or neoeseity, 
or obligation, as Secretary ot the Treasury, to bring 
it t o the Federal Reeerve'e attention that they ought 
to remove the President of the Federal Reserve ot 
San Franoiaco and things l i ke that, and there are all 
kinde of t hings t hat I could eay. And • ..••• 

You mean the Chairman , not the President . 

The Chairman of the Federal Reeerve at Ban rranoleco. 
Why the hell ~id the Secretary ot the Treasury have 
to do that? And when all the information ie available 
to the Board ...••• 
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That inf ormation that you gave ue on that particular gentleman wae not available to ue until you gave it to us. 

You d i dn ' t know that he • ••••• 
No. 

owed eight or ten or t welve million dollars? 
Oh, we knew what he owed but we were assured that it was amply secured. That he was a s t ockholder was infor mation which was whol ly new. 

Well, you had tbe seme bank reports t hat I -- bank exami nations t hat I did . 

Well, we didn ' t get -- that information -- i n some way that didn't reach us . Perhaps lt should have but lt didn't, and when it did, I think you' ll agree with me, that you got pretty qui ck action on that. 
That -- well, anyway, I ' m going to -- at ~ preas conference, all I'm going to say, unless I change m1 mind, and if I do I ' ll let you know, that - - I'm simply going to say that the Federal Reserve Board -- that the first I knew about it was when I read about it in the newspapers. They didn ' t do me t he courtesy or showing it to me in advance; and that's All. It'a too bad, Ronald, I've tried~ best, and after all, Eccles baa won. Now, lf Ecc les doesn't like me and doesn ' t want to cooperate, you fellows over there ought to - - I -I've never thought that that went ~or the whole Board. 

Well, it doesn ' t -- I don ' t think it goes tor him, Kr. Secretary, r rankly. 
I mean, I never thought it went t or you •...•• 
It doesn' t -- it doesn't go tor any member or t he Board. 
And --but I don ' t see why the Board , as individuals, can't assert thei r own indivi dual authority and why they've got to do t hings like this to me. 
Well, I ...... 

There are so many important things at home and abroad that need help, and t hi a Just -- a ll this does ie Juat 
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completely upaet me, and i t doesn ' t put anybody to work; 
it doesn ' t help r ecovery one b i t. 

No , nor do I think the Brown Bill does either. 

No. 

Now -- now we are confronted with a . . •••. . 

No , if, t or instance, supposing we together di dn't 
like the Brown Bill. 

Yeah. 

Suppoa1ng Kr. Jesse Jones didn't like the Brown Bill. 

Yeah. 

Or anybody else. 

Yeah, 

And we went to the President and say, •we think the 
Brown Bill is wrong. • I thi nk we could kill it. 
But we can't do it by cutting each others ' throats. 

Well, I don't think that statement is designed for 
any remote sense to • ••.. 

Well, I wish you'd repeat thie conversation to the 
Board members tor me. 

Oh, surely. 

And I want you t o t ell them just how I t eal. 

I certainly wouldn ' t attempt to answer you in 
speci fics until I reported i t to them, because that 
ie Board action and no individual .•.... 

Yeah. 

... lla n'e action. 

Yeah. 

And I will certainly do that this morni ng, and it you 
would like me to af ter doing that I ' ll call you ba ck. 
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Tb1e 1e Henry Korgenthau. 

I'm glad you ' re baok, e1r. 

Thank you. 

D1d you have a pleasant trip? 

Yea. 

April 10 , 1g:5g 
10:40 • . • . 

:54 

The particular rea eon I'm bothering you is that 1n 
regard to th1e letter t hat wae drafted to be signed 
by Ur . Giannini and presented t o us here •.•.•• 

Yea . 

••• . . . in relation to-- you remember that April 6th 
letter. 

Yea. 

I want to explain that I -- I've tried to clear it 
with Eccles and with Leo Crowley. 

Yes. 

But they are both out of town. 

Yes. 

And bave been since that date, and I have datee with 
both of them in the morning •...•.• 

Yes. 

••••.. when they return. 

Yea. 

And I thought I ' d tell you that eo that you would 
understand why I haven't done 1t up to the present 
t1me. 

I eee. 

And the other thing, the letter o f criticts• -- you 
aeked tor a copy of our latest letter of crit1oiea 
to banks. 

• 
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Yea. 

, 5' - :,) 

We are laboring with that , and I think we' ll have it 
out by tonight. 

Good. 

It isn't Just a queetion ot copying the letter that 
we've written; we haven't got the letter out yet. 

I see . 

We' ve been sort ot laboring in the vineyard with it 
because we want it to be very oaretully drawn. 

Fine. Well, then when you' r e ready tomorrow w~ don't 
you g1ve me a ring and I'll go over(with you peraonally. 

All right , sir. I'll have that let"er and --and Juet 
as aoon ae I clear With Eccles and Leo on t h1e ot her 
matter, why I ' ll -- I ' ll call you. 

What did you think ct the Federal Reserve Board 'e 
statement that they sent up on the Hill this morning? 

I didn't see it, Kr. Secretary, 

Well , I didn' t either until I read it in t he Timee - -
1n t he Times. 

Oh, I -- I must get that. I .. . . . . 

Yeah. 

They -- they sent it up this morning? 

A etatement , yea - - on -- covering fiscal and monetary 
and bank exami nati on. 

Oh, 1e t hat eo? Well , that whole question ie very 
much up now at the moment, and when Mr. Hanes comee 
back I 'd very much like to have a little conference 
with you on that. 

Yeah . I'd like to have I ' d like to know where you 
stand yourself, and how you feel about it. 

Yea. Well, I -- I'• - - I'll be glad to diecuaa 1t 
any time, Mr . Secretary, that you want. 

Regraded Unclassified



( 

156 

- ~ -

HKJr: r1ne. Well, when Mr. Ranee sete back let'• talk about 
1t. 

D: I thought 1t would be -- that would be preferabl e . 

mur: That's r1sht. o. K. 

o: Good bye. 

RIIJr: Thank you. 

D: Good bye. 
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TREAS URY DEPA RT MENT 

I NTER O Fl"'C E COMMU NICATION 

DATa Apr11~9 

ro Secretary Mor genthau 

'"o" Mr. Whi te 

SubJect: Proposed Steps tha t can be Taken by the 
Administrati on in the Pr esent Acute Inter
national Situation 

r. ~ithout addit i onal l egi sl a tion 

1. Impos ition of countervailing duties a~inst numerous 
h norts t.rom Italy. There already exi s t s enough evidence ot 
P Oounty on Ital ian imports to j ustify an immediate announce
!llen t of countervailing duties. 

2. Requirement t ha t goods from Uanchuria and the oo
c.Api ed areas of China be me.rked "Chinese areas under Japanese 
U11l lta ry occupation" or some shorter variant . (Thi s is per
lllitted under Secti on 2 of the Cus t oms Administrat i ve Act of 
193S.) The feasibility of the s tep has not been discussed. 

3· The applica tion of Section 33g a gains t i mports from 
Japan . (Revival of Mr. Oli phant ' s memorandum of October 12, 
1938.) 

~= 
r er.wa.ny. 
fo r such 

Applica tion of Section 33g ab&inst all imports from 
(T .is is a mor e drastic step. The tactual basi s 

action exists.} 

5· Preparation ot steps t o be t aken agains t imports 
from Albania. (Not important quantitatively, but important 
Ps • g~ sture . We ar e second to Ita ly in Albani a's export 
m• rket. Our total imports f rom Albania in 193g were t 150,000.) 

II . lteasur e s which could be t aken which reguire additional 
l eg1sla tlon. 

1. Your suggestion of acquisition of strategic materials 
through international coopera tion and f or internat i onal pro
·•1b1 tion of export of those iD!l terials t o aggressor na tion a. 

prel iminary report on these proposals i s resdJ.) 

• 

Regraded Unclassified



l ~ore~ary llorgenthau - 2 

( 

2. Accumulation of stocks of T1tal raw materials, 
cnlling tor an expenditure of eeTeral hundred million 
dollars which could be aoqu1red Without add1t1onal bor
rowing. (We have a memorandum on t his proposal.) 

3· Embar go on the export of eorap 1ron as a defence 
a:easure. 

~ . Program outlined 1n my memorandum to you of 
1/.arcb 31, 1939 • . 

#'-~~ 

e
x t' :;.y 

../ ,./,.~::-. '\. 
\\~ \J 

.) 

• 
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Present: 

Dr. White 
loire. Ilot~ 

:.ss 

April 10 , 19~9 

11:55 a. m. 

HK,Jr: This is ultra-oonfidential. 

I am going to ask the Presi dent whether I can bring 
down four people t o the Treasury: Tom Smi th, Basil Harrie, 
Mr. Earle Bailie and Mr. E •. R. st,ttini ue. The ourpoae 
1a I have got a Job for each one of them 1n case there ie 
a world war - - Mr. Smith , to look after banking f or me · 
Harr1e , to look after shipping and Cuatoma; Earle Baiiis, 
foreign exchange and t he stock exchange, and Stetti niue, 
the purchasing. 

Ky thought is each one will come down and have h11 
deak and have h1a whole organi~ation aet up, so if there 
should be a war t he organi~ation ie there and all he has 
to do is come down here. I am goi~ to get the Presi
dent ' a o. I. s o I can begin to f unotion. They would be 
able men in the Treasury and two are entirely familiar 
with the Treaaur7 and Stettinius haa worked in the Govern
ment . But each one come down and they will be here lo~ 
enough to get t he t h ing running ao if, for 1natance you 
may not know it -- the Treasury takee onr the running of 
the Panania Canal. We run the Panama Canal. Things like 
that are Just unbel ievable. Of course, we take care of 
foreign shipping and it's Juat enormous. Theee men will 
discover fields that I have not. 

Dr. White: And one other man. 
aek1ng, you might aa well •••• 

As long aa you are 

HK,Jr: I went over thia last night with Gaston and 
KoReynolda and they t hought it oovered the field, but you 
oan ' t tall. 
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The pretty part of the idea ia to have them come 
down and make what I call 1a trial run• and get them
aelves eo they would know what would flow to them and 
not Just have it at the l ast minut e . I know ther e is 
no euoh preparation anywhere . But I thought it was a 
pretty good idea. Of course, I have not talked to these 
people, but the complexity of the thing, when you get in
to it, ia enormous. 

Dr. Wh1te: lould Harris take Coaat Guard? 

HU,Jr: No , that goes ordinarily to t he Navy. It ' e 
transferred. 

It's largely Customs and shipping and seizing of 
the boats and handling of the porta , and that whole busi
ness and that whole business, whioh ia enormous. And 
each one of these people will say 'I want this one to 
help me' and they will be building up people they know 
in their field to come down . Gives them time to turn 
around. 

Have you some reports for me? 

(To Wra. Klotz) I want to spend enough money to 
buy the necessities of war to make it i mpossible for 
Germany to go to war. I t hought with the spending of 
not too much money we could control supplies so they can ' t 
bu:y . 

(Or. Wh1te handed the Seoret&r7 a memo entitled 
'Preliminary report on the possibili ties of depriving 
t he aggressor countriee of needed strategic war materials. 
Copy is attached hereto. ) 

Dr. White: The ausmary is on the first page. In 
short, 1 don' t think 1Ctar first idea, by itself, will be 
auf1'1oient . 

HM,Jr: Let' s take oi l . 

Dr. !hite: iach one is treated separately toward the 
end. 

:co 

The i dea 1e very excellent 1f you oan do both together, 
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but it you Just attemp t t o buy up any one ot these ma
terials or several ot them - - take oil , t or example. It' a 
very doubttul it you could buy enough to accompliah your 
purpose . I t would have to be accompanied by your eeoond 
idea. The two together , I thi nk , would be very e fteot i ve. 
You would have to have Russia , United States and Gr eat 
Britain, those three countr i e s , to do the tri ok. 

HK ,Jr: What countries: 

Dr. 1fh1te: Great Britain, the United Statas and 
Rua81a. 

HK,Jr: And you need Holland. 

Dr. White: Holland, I am assuming, would t ollow. I 
am assuming Holland would tollow Great Britain, j ust aa 
Venezuela would foll ow the United State' and so on. On 
the oil situation , the Uni ted States, Russia and Venezuela 
produce 75~ ot the oil , and then 1t you get • •• • 

HM,Jr: What page are you on? 

Dr. White: Page 6. Bottom or page 6. 

HM,Jr: (Readi ng) 1 The United States, Russ ia, Vene
zuela, together produce 75 percent ot total o11 output . • 

For Heaven's sake~ 

Dr. White: And t hen eaoh one of the small countries 
oould be taken oare ot. They produce an add1 tional 1~· 
And t hat would leave too little t or the other countries, 
although some ot the other pr ospects are even better than 
ou. 

HM ,Jr: You say other things are easier? 

Dr. White: To give you some i dea: Germany needs 
95% ot your natural pet roleum. She is supposed to pro
duos a bout two-thir ds of ~ar requi rement• synthetically. 
So the War Department told me . From other ev1denoe, I 
t hink that ie somewhat exaggera~ed• but ebe ne~~a aub
at~ntial a mount. She needs 75~ oopper, geeds DVF l!ad, 
25~ sulphur , 1~ cotton, gs~ bauxite, l~ zino, 1~ 
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rubber, 95~ mang~eee, 1~ nickel, 1~ ohromite, 
9~ tungeten, 75~ wool , 7oJ phoephatee, 1~ tin, lO~ 
ant1110ll1, 1Q61. merour)', 10~ aioa. 'l'hoee are now ia
portant oommoditiee and it'• eaey t o control eome of 
them. 

Hll.Jr: You are on page 51 

Dr . White: Yee. I was reading that l ist on page 5, 

HK.Jr: Where does chromite come fromt 

Dr. White: Chrom1te? We did not go into ohrom1te 
yet. Tungsten, they are supposed to have a big supply. 
~ war stock , according to t he War Department. 

HK.Jr: In Germ&n)'T 

Dr. White : In German)'. 

Hll ,Jr: Niokelf 

Dr. White: Nickel, the)' haven ' t got, and very easy 
to prevent them from getting it. You eee, the Br1t 1sh 
Empire produces 95~. The onl)' other epot 1s New Cale
donia, where Japan has mlnea. 

H!tJr: I thi nk I am right that 111 thought -- of c.ourae, 
the)' o 1 theae sanctions. 

Dr. White : Economic sanctions, equivalent to what 
they attempted with Ital)'. 

HK,Jr: And didn ' t ! I got the whol e r ecord. Look 
up how m&n)' times the sub-committee of t he League of Nations 
on 011 was going to meet and how man)' times England called 
it ott. Twic e t he)' were to meet on oil sanctions. 'l'hey 
oould have done it, and each time England backed down and 
th1a t hing -- if England means buaineee now, thle is t he 
way to find out. Put it right in her dooretep and sa)' , 
Al l r i ght, if )'OU mean 'bueineee, let1 e go after it. We 
would have to aake a deal with Kexioo. 

Dr. White : So much t he better. 
tion up. 

Clean that s1tua-
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IUifJr: But this t hing could be done . 
you say 

How much do 

Dr. White: 8150,000,000 a month, 
buying. 

'l'hat'e Just tor 

IUI,Jr: You don't need any money, You could do it 
with an agreement. I said it it would oost a billi on 
dollars, it is cheap. It I am right that it-- right now 
I am not oonv1noed that England and France mean business -
but it we went to them and started on oil (because I would 
only have to do business with about three people 1n the 
United States on oil, Standard Oil, Texas Oil and 1 don't 
know who the other is; they control; t hey are in the 
Roumanian fields, wherever England is) and right from here, 
in two weeks, I could fi nd out whether England meant busi
ness on oil and it the President says he wants to do some
thing other than Just words and it was known that England 
and t he United States 1 in oaae ot war you don't get the 
etutt; it you don't stop this monkey business you don't 
get it" -- then what? 

Dr. White: Well, I t hink you have g ot hold ot some
t hing good here. 

IUI,Jr: Good? 
liaise your ante! 

Come on! Raise it a little bit! 

Dr . White : Well, we did. We did i n t he paper and 
t hen cut it down and understated it b• oause we did not want 
to be too enthusiastic. 

IUI ,Jr: Do you know anybody who has got a better idea 
to atop war? 

Dr, White: I don't know ot anybody who has as good. 

HK ,Jr: I didn ' t do a t h i ng while I was down South! 

'l'he only problem is a Dr. White: It's feasible. 
Political one. 

IUI ,Jr: 'l'hie is just 10~ opposite trom Barney Baruch. 

Dr• White: I think he ' s Just crazy. 

HK,Jr: I don't t hink he 1 e orazy, 
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Dr. White: What I mean , he 1 e Juet dead wrong, and 
dead wrong in such an important way-- it could not functi on. 

HW,Jr: I s t his in ehape to give t he President, as a 
preli minary. 

Dr. White: I would pre fer to have lt re-written. 

HM .Jr: Well, let ' s Just see how muoh time he givee 
t o me . 

Dr. White: It you say it ie Just a preliminary survey. 

HK,Jt: I don ' t know anybody that hae anything elee 
and I don t know whether England meane business . 

Wrs. Ilotf: Then you will aonomplish at least one 
t h1ng: you wi 1 know where they stand. 

Dr. Whit e: We have gone over the field to know it 
1s f easible! that t he only problem i s whether the Pres i
dent wants to push it nnd whether England and Russ i a oan 
be drawn in, but so tar as sources of supply are concerned, 
ao far as Germany, Japan and Italy's needs are concerned , 
ao far as exPense t hat would be involved, s o tar as machin
ery that would have to be set in operation, it's feasible. 
Don't mean to say it's easy. It ' s dittioult. But it's 
feasible. "The rest is question ot poli cy. The President 
does not tor a moment in making his decision have to know 
whether it ' s feasible . 

HK ,Jr: Phil La Follette tol d me, in great confidence 
yesterday that Oumansky told him since Munioh or whenever 
i t was t hat L1tv1not made the statement - - at Geneva it 
was -- they wanted t o do something with England and that 
trom that day to this t hey have not heard a thing. Phil 
La Follette was at the house yesterday. 

Dr. White: I think there are so tew people around, in 
i mportant places, who appreciate what it means it Hitler 
has another victory or two. What it will mean to us, to 
America. 

HW ,Jr: But the point I got is -- I liatened t o Hull 
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and the President tod&7. I could eee evidentl)" the 
Preeident said something 71eterday about trade that up1et 
!lull . And when I oall up and say I want to do someth1ng 
in the Argentine, Fei1 an1wers me, 1I don ' t think JOU oan 
bring pressure in now bloauae on the meat 11tuation it 
m1ght be t he last straw to break Kr. Hull ' s trade treat,., • 
and I felt 11lte saying 1Thank God for that! ... 

Dr. White: They are bungling this Latin-American 
thing. They aro not doing anything 1n the Lat1n-Amer1oan 
situation.· 

HK.Jr: I know that . 

Dr. White: Just got a oable about Chile about two 
da;te ago. D1d you read i tl 

HK,Jr: No. But the Argentine th1ng, the President 
has had that in his own hand for two years . Just a question 
of a little frozen meat. That's all. And I spoke to the 
President and he said, "I will take oars of 1t1 and I said--
1 oould not say, You have said that for two years-- so I • 
aa1d, Why don ' t you 1nv1te them up ~re? 

Harry, I just have not gone stale. And now 1s the 
time to do the thing , because we got this neutrality thing/ 
but t he trouble ie nobody has a neutrality polio)' and here • 
a pol1oy. 

Dr. lrhlte: lfhloh would make the neutrality pol1oy un
necessary. 

HM,Jr: Here ' s a pol1oy . 

Dr. White: The b1ggeet argument against 1t and one 
you w1ll have to meet will be t he one t hey will say 1t will 
precipitate war. 

IDI ,Jr: My attitude, ae always , on all of th1e stuff, 
that we have taken tile other angle tor five rears and we 
are out. 

Dr. White: I agree w1th you. And here's a brief 
memo - - I don't know whether you would be 1ntere1ted 1n 
that for the moment. (Memo entitled 1Proposed steps that 
oan be taken by the Adm1n1etration 1n the Present Aoute 
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International Situation, • copy attached. ) Various t hings 
thet we could do. 

HK,Jr: I s this separate? 

Dr. White: Yes . That's countervaili ng dut i es and 
other things. Those are minor. 

HW ,Jr: Harry, I will be seeing you, but .... 
Dr, White: I am awfully glad you are pushing this , 

but you are going to meet with a lot of oppos ition , but 
you are right. 

HW .Jr: I won't fight the President on it because I 
can' t f ight hill on it any more on this sort of thing be
cause this ls a Presidential ~tter, but I will f igh¢ any
body else if he says this i s 0. ~. 

Dr. White: He is on your side? 

HK,Jr: He's on my s ide and bueinses conditions in 
t h1a country are on ~ s i de. 

How do the Leon Hender son1tes and the rest of t hoae 
boya feel these days? 

D.r . White: They feel the New Deal is on t he way out . 
pretty generally and pret ty rapidly. Gener al consensus. 
And that a strong foreign policy could snap them back. 

::.66 

• 
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AprU t, lJ)f 

:. .... , ... , ....... , .... 
Jr. nuo 

Prel1alaa17 report 011 , ... pooa11t111u .. of 4eprh1 .• 
t~• accr•••or ooaatrl~• of aoo4o4 •trotOflo war 
•torlalo. 

I rz 

What ar~ tho po1alblo ••••vr&l ahort of ooaploto alllt&rr 
llloolta4o .ttloh o01ll4 pNYiat tho ooaa\rlol t1'oa obtalaU. 
oeoeaeary ttrate,lo aatorlala? 

You haYo ••sgoato4 two pOII1bl11t1•• tor prollal .. r,r 
e:ualaa t loBI 

1. hrobaao aa4 aooa.alatloa b7 load1nf ao~t-qgronor 
natlont of etratoa1o aatorlala. 

2. ~rob1b1t1oa b7 1aternat1onal acro ... nt ot export• 
ot otrta1a of tbo1o 1tratoa1o aato~lalo to aggrootor natloal. 

Tbo •ser•••or ooaatr l ee &ad tholr allloa {GoroaDJ, 
Aattrla, OaeaboolOYakla, It•lJ, .Ub&ala, lapd, 8pa1t1, 
llangar7, Uaaoacnalalo, p~Lrta of Cblaa ) W'Oilld, 1n tho oYIIIt 
of aaJor oonnlot, aeod laporta of roagblJ tlOO allllOII 

per aontb II U. tollow1 .. etntOfla adorlalll 

Rabbor 
l'otrol
!fi oltol 

Jlaalla t l bar 
fiiiiCI\oll 
Co\toa 

(?hero aro IOYOral o~.r 1\oao 1~tnnt ttrs\agloall7 
bvt not 1apartaat quntUaU•el)". 801111 or tb~• tllll 
lto takea ap later.) 

lone ot th••• oo.aodl\1ea oollld bo obtalaod la ndoqua\o 
uwah tor tho cr.., •• a eolo oxoopt troa •••trlu nt

U4o tboeo •••rated ~M••· 

Ia oar eplal .. uao aeanro -- 1t o•blfto4 dtll tbo prta
o1ple of the flrat propMal - 11 ottootlft, praouealtle, •• 
rela t hol 7 1Doxpon1ho. 'Pile real u svo 11 wtll\tter 1t 11 7-' 

~litleallf fOA111tlo. 
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1. Tilt nr1t propo .. l ll tor \be th1Ue4 n•"•• tUber 
alone or toceUI.er wl Ul ll'tat BrUala a a4 rra11 .. , all4 po11nlJ 
1011 tMlltr eoa11t1"1e1, M aceu•lau l arp 1\oell1 of u., .. 
.., \erlall llld tht rt'IIJ ,.... .. \be • orlC 111ppl.7 a vaUa 'ltlt to 
\hi l f! I,!I'O UOI' Ill! \ l OA I. ' 

A tiii'YeJ Of \be e OIIIOqatAIO or l llab I t \ep 11141 at \e 
th• to ~tatl•• oone laeloa that 1r takoll alo111 lt1 errtoaor 
1\ tl f~r .01'11 ln l\1 polltloa l lap l l OR\10111 \ hill la l\1 tto
noal C or a\ llh r7 1treeu. It don a ct 1ppe~r tba t t hll 
~Mthod will ~tither prenat tho lllolW:rtuor oou11trtee rroa ob
telnlnt ade(,ua \e .,., t el'\1111 t o o •>nd uo t a war nor •tll lt 
rallt t 11e ooet ot t t>o utor l a l e t o tho egr reuor oountrlee 
enough to ocbarrae1 t he• aerloutl J. 

Tho ~olltloe1 la~rtanoe or euob a e top le that t he 
Unlto4 Stete e •ou1cl 'be ttklag eoa.on .. eeuree • lth tbe 4 .. o
orao1oe o r ".teo t orn Europe a , alnl \ 1£ll'l ltlon . Gt,...IIJ fo • rt 
gr u \l J \ he l llduetrla1 and oconoalc •t r b t or t h o Unlh4 ! tetoe 
aeu Y1l7 pleoed on t he ddt or U• ~urope 11 n cle•ooraelee. 

The pr opOoa l ~Aken b7 ltoo1t h a a t ho tol lo• l ng dl t ed-
•antecoel 

( a ) 'l'ho •i!&re tllor countrle1 would e tlll be nble t o 
ob t a ln onout h or t he eoe t laport&n t a trat1rto aat1rlale 
to earr7 011 1 war. fbe 1M rtalt4 cl l aan4 f o r t hoeo 
c o ... ocS l U11 wwld baforo long c 11 t or\b lno rea e1C 
euppll11 '"' e t tho t &ae t l~ ourtall o- neuaptloll t or 
lnduetrlel 11111. The p rloo of \hOl t • t1 r1111, would, 
1\ l a true, \ ~~••• eub etan\1e l 17, Jtt not tnOU«b 
to rt4UII • •·• f r t on l gn exol'.enf't ,.. tovrttl aut t1e1e nUJ 
to l nterflrt 11rlnutlt wl \ h t halr purehape. 

( b) StYoral or thl agrreeaor ooan\rioe doubtleea bAYt 
ouhtan41nl' oontraoh wh loh 'IIO!lld pr o•ldo aclcSHt on.l 
a\oo ka " ' ourren t p1"1011. 

(o) The procraa •o.J l4 be axpenlln t o de100raU1 cou
trl o•. tn order to lean lnadoquata 111pplt•• t or the 
•111'1'" " n U o111 t he7 •o•1d pro1tabl7 ba¥1 t o 17VIhiM 
•n4 • 1\bholtl troa tho urkot • t l out t l CO •U lloa of 
.,.torl a l a 1101\ b and po .. llt17 \wlel \ bat • -nt. 

( 4 ) I t wou ld 4\lrupt aarkat• t or poaee\laa eon.v-..\loa 
o t tl••• eoaao4 1Uee. I n a llct thole u \1rtalt the 
\ ndue\r\al u••• a re tar aoro 1eportaa\ qua ntltatt•elt 
t hea alll\art ••11. 
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Tboulb Shete •tea4.antaa•• welfh he••llJ • 1alnes Sbe propota l eole lJ at • dawlee so 4epr ._ e grre•tor 8&\lOal of nte4.t ~\ar1811 eerlout eone~art\loa tboul d be ft••• to tht accuaula\loa ot e\N.\e~lo ~Utorhle b7 \be Un tt• • t s tet on o ther , r ouadt . Ia \ b • owen\ of wa r abroad, earor u t o \l'e Unl tad ll h \oe of eerS&la Ylta l rt• a.serhle f ro• ,Ull\ rut • \\h<tr be •~fped o r ~>&de eubJel\ so \ he • 111 of Jt1pea. AC~UJNl&t lon o r eerbln wUal raw • tertal e thould be undertaken no\ oel t to lnew-o \be 1.801111\ of aa\er-1•1• nt oettert t or ade~u~t• deten te, but t o prewen t our eoonoli¥ tro11 be lnii. dhor~~nhed b7 \hot ou \Ung ott ot the tource ot tupplJ o r needed r •• M \er1a u ae • lotlt equ~8IO of a at Jor •ar . 

Jbe •tarl a h wb ldl we aut\ have a ni • Il l& • • ... , obtain troa a r•a• Ylllntrable \o tor. l~n ntwal l n tarteroaoo lnc. ude ttn, rubbttr, .,..np r> ete, tunga \on , .anllr. Ileal, .. 1cr. enJ r aw 11111:. 

A one o r t•o te r t l.lpplJ or the ~• ~AAttr l ah c oul d be ob Lalnt4 ..,lt h a n •xpe n4l\uro of •b out eeYeral bun4nd a llllon dolltrt . IncldentellJ, l nor••••4 rw-o~••• of Ula s ugn Hude ll0ul4 help s.Uavlat e our ex~orte . Tho~• r uroha .. , c oul~ ba f lnonoed l n a n)' o r •••ara l • &Jt •hloh would no \ lnwol .. •n lnoretue ln U a dertelt . 

2. The eeeon4 p ropottl )'ou • \Sb e d \ o hi •• txaal8e4 le an • uea .\ \ o eeou N 1111 • .,.,.. .. aeot aaollf( •• U ll¥ of Ule noa•e«r.t eor nc tl o11t •• poa1l b la \ o prob lb l t the l :lfOr\e t o aagrt uor n•• o na alt he r dirt1U7 or \ndl r e oU7 of 11 UIIJ of U e \apor ttnt • Cra tealo aahr\e lt •• woul :! be flatlble. 
A prel1a1ns ry tur••T lftcUo• ta t that t h lt proroul \a hu\ blt. 

( a ) The I OUI'OU of 111ppl7 o f at l eut 11 gh11 Of \be Yltal t \ra\o&1o aaterlale wh lab \ he agarettOI' , ._n\rioe ( ~aken \opt hor) .,.,, laport are a l ao• \ ooapltC.lJ under t~ e ontrol of en. UnUed St a tu, \ he tlrUl ah S: aplr., frenea, IL.aala, .. t herlen41 a id Be l i liiJI. r or ttwara l a 44lt1onal .. Jor 1\eae \ he 1aal •etoa o f 081 or \ • o aore eount~e wou l d sake t ta eontrol oo8ple\e. 
( 'D) Tbe wal•• of \he laporU b7 t he • r ar-uor na \lou ot thoae .. terlal • 1• not eo lira• at t o aall:e it 1•prto\loablt tor ., .. l eadlats noa-egareuor oo•ntrt•• SO bear \ta A!fPe8M or burden l nel4ent to aueh • proar••· 
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2. 70 

(e) fbi aiPOIOOJ' • ••- WO\Il4 M OJ:\ro .. q 'NUONblo to wbd would. Y1r'-ll7 &MUll\ to 11 ea'llei'IO of Ylkl .. urull . t t oae ao•11\rua 11411\ l~r\ •••'-•Ual quanU\111 of \booa aa\erlal1 ao\ " 17 t o •111\ala \t.lr a.l l1\1a.r7 e\renf'h lla\ to prwna\ a ebarp 41\arloraUoa ln tht lr eeOIIOIQ', 

(4) In VII eaae of aleul, Ua ln4 ou ( lf ftuutan •• Mestea11 oll eoul4 be liken oaro ot) ro la \lYel7 a few eorpora Uou e oatrol \be lata rna U oul .. ru\ ant etteltl•e ooop1ra\loa ••~14 be ea1l l 7 obtlllle4. 
fhe 4lff1oultlea of \be plaa erea 

( a ) I\ •ou14 lie oaeen\lal \ o ha•e t be entbuelaetlo euppor\ of tba Brlt\ eh &oplre and of Rueela. 

( b ) &nclan4, '"'•• ant llunta aut\ be wllllng to ctn • all1\ar7 guran\eee t o \be eaaller aountrha eoopera\-1111· Thte le perUou larlr \l'lle of tba l e\!Mrl aa4e aat lbaNnla. 

( e) The ~"'' •JorU7 o f \ba people of the Uatwt Statee ••t M 111 ta•or of \bat deer-e ot t.•rloaa par\1elpa\loa ln f orell" aftalre ta.o1Ye4 la \he plea. 
( 4 ) Tbe prlHlpal &PpMa\ \ba\ wUl be '11114 •lalnt\ \1.11 Manra 11 tha\ 1\e a4opUoa aoul4 preetpl\ah •ar, 
(e) To 'lie effeeun, \be nepe takea ., .• , be nell e1 •lll prennt eblpMa\e of e\re\epe •hrlell froa aoaoooptra uac eova\rlle fro• realbla« \be agreuor nsUoa1. 
( f ) Tbe perlo4 of aepUa U o111 lbo~ld aot lie 1"1 1n011p to paron ella aci Nnor naUon1 to a1.a•la \1 -b larpr nooll:a. 

OOIII l D!lODI 

ta ftr oplatoa tbe ••nre -- lf ooablaet w1 Ul UM prtaotple • 1be ttra• propel&l - 11 etf1eUn, praeUeable, •• l'lla\lnt, lMspaa!lft . l\ u a ... ,... wbllb •-• •••• \he • qaaranUao-\he-aaii'IIIO.- prtnelpblt 1ba Preel4ea\'l Ohleqo epeeu. 'nlo reel hne te wbe\hlr U 11 re\ pollUoallr teattble, 
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,.., a lep 1a n. Uree\loa ot 11111 Pf'Opolal 11111 ba'fe 
1 pc~~~ertlll po11Uaal eUII' la raJ.alac ~· •rall ..a t niOV&Illl ' hi 4e ... NUI _,rla I M Mite ft N ,, ... 
apt••• ,.rtbtr '""'""· &nil u .... " .. - lt ottlalal -ef w propoul •o•l4 M a belp la \!Ia' UreeUoa, 

!M followtac ltrlet11 ou\lh .. the aUaeUoa wtua PI• 1 pee\ \ o t!w aore l~.,_ .. , OO..odl\1111 

A pre l lal11A1'7 1111'ft1 If 1bl PIIOIIPIII 11114 11 .. 1 Of \be •tSI'IIIOI' neU on. 11\Cilea \ea \ ha' 110111 of \baa pi'04ueea a4equ\a aoou11\1 of MDI of Ula laper\aa\ a\ra krte •••rt all. 
GaraanJ, wbaa t'IIUJ orraal.&e4 tor • .,., "" a l \bar \ apor\, ~»•• eu'ba\l\11\11 ~r, or hl•a 1•oeka of the followInc auen U a l raw .. \ert a l as 

951- of " ' \ura l po'roh u 75S of oopper 
50$. ot h a4 
25~ of wlpbur 

lOOt. of ooUoa 
95j ot 'blvzt k 

l~ o f s lne 
10~ 0 t I'll 'bbe I' 
9~ ot uaa&B .. I 

l~ of ntelr:el 
l COf, of ehroath 
95~ ot \unal\an 

75~ of wool 
701- ot pboapaa&a .. 

1C01 of ua 100• ot an\looftl 
l OOf, of .. 1'0111'1 
~ ot !Ilea 

I tal J , J apan ( an4 their elltee) oa a eupplJ Garua1 •alr tltb ealpbur, &1111, 111~4 , Ml'llll'l U 4 e oee ooppor. 
The 11\ueUoa wltb r .. poe\ to U al7 11 •••n •or11 u4 • I tb Japaa, equ.ll7 'bM. Japa~~ _ , 1aper \ s 

"~',ot he r lroa 
55J of bar o11 
5i of ht l' e oppop aot ot btl' lea• ao"' of her aat \Oa 

100• of her baul(l k 
~ of her a1M 1001> ot her NltMr 
~ ot her .. naan••• 
l~ of htr D1akel 

l OOS ot bar wool 
754 ot M P po\1111 
7'~ of hlr plloaphaha 
~ of h•r an\100117 
7~ of her Ua 90' of h"r ...... .., 

Ot th111 l kal hlr all1ee e oul4 n pp l 7 Japaa w1 'b 1\l\re\a, POt .. h , alae, lla4 aa4 ...... ..,. 

lletorw • ., e oae l•llo .... , 'be tlaallJ 41'an wnb PIIPII' \ o t he eftteaeJ ot a 1 prepoaal, •• Me4 .ore l afor•U" wnll I'IIPII' " the ., ... tl •• lla114 la ~ ............. u ... -· tnetr •e•• artac •• ..... , at • .. J.,. ..... we be•• -tato.._u .. •• -. .. palah, "' aot aaoup. 
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(a) ll!kfl 

The lrUllb lllplN ,,.._,," ,...,,, et he total, lapaa o"' 11lekel '" elae • 111 lew Cal!Ceala, INt lew Oale4oala lt •-'•r ,... .. ta eoatrel. ftl!"t'"• u .. .u eeea w -... reh tlftl7 eae7 to pre•ent tbe u,..,, ,.,..., of t bta ae\al to ttl! agnu ore. 

( II) llaftpa!!f ... , 

Th11 (aoool'dlaf \ o Sb e .,,. ln Sbe b YJ DepartMat wUh eoe I e poke) • oae et tb• tlll'!e eon ,.,.....,., of all Ul! atre\!11• MUrlala. 'tile ebief ,,....,, et unpn!le are ,.. .. ,. ( a l oag t hl llaak seal, Ul! lrtUalt taplJ"e, lll'!all !114 C•ba. fbi N!\ q11" l U7 ....... ., • ••• tN• Rll!lla. .. .. ,..., eou\rlea ( ••• APpea41a) p ro4111oe .. u quan U Uea. 

Of \he •• • •llar ! 0!11\l"le a, Rll•nl.a, lhulsU7, lhlll&l'la, pro4uee ..,,,...1 .. \el f 80,000 \ ona, &114 J apaa ......... 10 , 000 , lt&lf 15,000, ... , ., • total fit .,. ..... 1aU el.7 200,000 toea ... , wou ld be ••aUa b le h tile ac-11'!1101' &oulltrlea fl"'a • ltltla \ he lr own group . Whetbar 200,000 toaa a 7!!11' wou l d "M enoup \ o lti!P \ be .,.,..,,.,. ~"ere a4eque \el f a uppl h4 l e doull\ful bu' we .... .,,.. 111.to..,.uoa 011 \bl! "'''· 1114fh1 froa tbe ,.,, ._, \be etoelr. plle ,.. ..... 114&4 tor be Ual\!C S\Ute b7 ,.,. a1Uh 'f au\taort the 1& 1 llll llea \ o!l of ore, aa4 U. t Oei'MII liipW\! .. ,,.. aro.aa4 'oc, OOO toee la 19 )1, •• aaIIU.l auppl7 Of 100, 000 toaa fOI' a l l \ ba &l ll'!eaor n&'loae .......... q .. , •• 

( e) C!D!I' 

1Aa4l .. eopper JII'04•!!re &I'! Olllte4 lta,u, \lie 8 J1. u • ltapll'!, otalle, &e1rtaa Oonro, lbal!ta, 'tba., the &roupa w p \taer ,..e••• 90 p!l"l!ll\ ,, \!\&1 ..... ,. 0 11 \pu\. Japaa, Yqoal a•ta, Spala •• Oe~•allf ''1!\IMP pl"!4uee rouctal 7 100,000 ..... ,.. ... '"''he r, 1.., .. , I \&17 aa4 O!,...QJ tapor\e4 4ovbl e \ba t ..... , la 19Jr• 
( ! ) 011 -

'!be Uel\e4 Statu, ftualla)' Yenesuela, ..... ,,. ,.._ 4v!! 75 pereea\ o f \o tal oll oll\pa\. fll! Brl Ua laplN, Jrea, tbl l etberlaa4a tal\ t D41e e, •axleo, Cele .. la, r,.._ 4uee aa a 44Uloaal 10 pare!!t. U al7 ...... ,. nrtM 17 ''"I 0.1'!&87 aa4 Iapan , ....... ,., • .,., t .Sl ll!! kl'l'!h, • r 1&1& t1taa l/2 ,.,., ... , of \be worl4 ,.,,.,, P!la .. , ' aulloa h.rnl! ... ,.,..." .. • 17 111111011 llla1'1'!1e. 
lllll 1lra 
-/ 10/Jt 
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Oereaaf, blwe .. r, r .. 4 .. el • blllil crate 1711\betle 
fuel • hlob h reper\1& ., tile ••• Depart-\) to n~ 
plJ \•e-\h lr&l of ber •r,.n\ ae.CI. to Jlldp froa Ulll 
tonUa~&e4 laereaM la pe\"1•• laporh froa 1'" \h .. 
19}1 \ hh 11 4 oab\tlal. .J&JNlll lad 1\alr, '-'"'• 10 fer 
prcCIIOI OalJ nerllplllle qa&IIU \111 Of 1,.\be\11 tlall, 
\boap \biJ &J'I 1MN&I111C \ he lP e epaeUln . It appea PI 
Ula \ O.J'UJIJ' oanao\ • PPl7 bereelf tft4 eertalalJ ao\ \1111 
other accrtuor eowa\rltt. oeraa111 11 rtpor\14 \ o han 
l •rce •\OOitR on haec. 

In or4ar \o bar eaougb ••p•r\t \ o \bl •&IPIIIOPI, 
t be oll fro• Ry .. nt• , ... leo, Yentaut l B, Ooloabla aD4 
'luella • oul4 1111•• \ o 'be laela41C 1"1 \hi a«re•• ••'· 

Ia \ ha eue ot oll the PI h ano \ller po .. lblll '' lba \ 
pruenh 1\aelf . H .. , be poulble \0 opere\e \brow• 
o •n\rollla& oo• panlee. I\ •oul4 prebabl7-. t oaa4 \bat 
a fe• larce o tl eoa~nlea eon\rol \he au ppl 7 of ~11 e•ea 
outal4e \ hi Unl\e4 8U we, 8rUhh t a pl r e rul4 Rutlla. 
The retore Ulll appreaeb •l(!tl \ be \ h r oul)l \ h 11 o oapall lee 
l n Vlo•• e ountrh• outttl41 or t he three t~enUone4. 

(e) 'hlna•ten ore 

The bulk of \vllf:l\ell ore 11 p rc thaoe4 b7 Cblu, 
~rl\ltb t • pl r e and the Unl\84 ~'•'•• · !u\ Portugal 
pr o4woee f alll loa ~~~· ( aL8oa\ •• .ueh • • \ h a Oal\84 
St aha) n4 0.~117 lt reporw4 ( b)' the • • r Derl' r\aen\ ) 
t o he.,. aeovaal a\e4 '" eaoraove 1\0ck p lle e qvl•alent 
to 6o per1111t of the •orl4 t\oolt o f \uftll\111 ore • h lalla 
1b1 ob\a11lec1 troa Oblaa. liON l llfOI'M Uoa •oul d bl ., .. ,_ 
••rJ before 7011 ee n I OH l a4e •lw\bar anJthl•« e aa be ae
• o•pllabe4 b7 \ t e p reblbl \loa of "'"'''"' froa export. 

( t) !!A 
The &E(I:ftiiOP a a\10111 ppod.lll YIP1 l l\\11 Ua. Tbe 

!tri\llb &ap l.re, lo11Y t a, ou1l \ hi Da'oh te a\ 11111111, 
H aa. Ch1aa, proC.Oe 9'} ~rean\ ot \h e \0\al Ull ""'Pil'· 
O.raanJ, I \117 aa4 Jape• l~r\14 20 pereent of the 19JI 
ou\p•t, a at a lao at \ha \ l n ' ' rUar ,.are. If \beT 4• ao\ 
ba•• 14•'1•\1 uoeke oa u..s aa4 lf \lie ea-ra\IC •
\rllt •o.al4 acre• t o prebl-S \ •liP'"'' or \\a • e bl•e blre 
• ooa!A04UJ wt. leb al(!llt •ell len4 S\lelf \ o nah acru•at. 
l.oeor4hc \0 ,,. •• ,. l)apap\ .. 11\ " ,, ,, nret l"&nk t .. 
por\anoe t or •••1"011• aeea \a •1l1UP7 par,tellt. 

• 
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( , , !tb'llep 

~ .... D)', Ual)' ea4 .Ja,.a PI'M•a ao llahra1 ra'IIMr. 1belr 1eper\a la 19)7 eo111 \lt8\et .~., 11 peraea\ at \he \ o \11 wo r1t ow\,., ot n•t•ra1 ra~~Mr. ftle 11'1 tt a i a r lre, \t:e Fre11e1l l llplra aat \I'll ,.,beruata C.,lra \o~ tbar .. ooun\ tor 9ll paren \ ot \be \otol • or1t ow\• put. f b a onl)' \We e ou\rl .. ow\dte at the •• \b"o .. , 1,.. • U.. \ pi'04\18a au'lla\u\lal q•uU u .. at """" ,.,., 81&11, • h 1eh ~1'04••• ., parae~~\, •• lrull, wlltell pi'04uoU 1 peraan\. U 11 rapar\a4 tba \ a.,... a)' •111 be 25 parae•~ ••l t-auttlelaa\ 117 .. ~,. , ot t)'D\bo\lo rubber • ' \he all4 ot 19)9 a ll4 50 ,.,.. ... , aolf'-aurtteUII\ " ' t t• eat ot 1911.1. 

( h) qouo11 

Oot \011 l1a\ era are eaean\lal ln Ute lll.llatea\ura ot poorbr . For Japan, oa,....., and HAl)' ooUo11 wou1t allo bfl euanUal t or \helr upor\ lndut\rtae a nol hoM oontllii~>Uoa. !ho .. Ulree eoun\rlu 1-.,or\M 110 par .. n\ ot t he \ota1 • orlt 111))01'h 111 19)7. fbe Un114tt scu .. , the BrUllh i a p1J'I a nd Ruu1a produoe Chru-toll.l'\ha ot \he wor l 4 r•• ao \\oa, Ob1111l did produoa atlola\ 10 paroe nt and a porUon ot ~ \ ov tpu t 11 111 araaa unolar Japauea oontrol, Br u U producu abou\ 7 pare .. \. U 11 Yat'J clou"D\tlal whether Jap11n or h a l )' bave h rs• a\oelre ot oo uoa oa hall<l, \ho•Sh 1 t 1e ,..por\e4 tha t there ••ra aulu\lnUal etoeka ln Ooraaa,. 

7be ra ere aw .. roua other e\ratar1e ••r lllter\ elt 1111\ tl\har t n17 a re f "'4uee4 111 acleqva te qua n\ 1\7 .-cas \he • rgr-.aaor na U oaa • ·I· , re• atllr, twl paaur, kulll\e, opUeal glan) or t "'IJ a re • • PT •alllpor\aa\ 1ta to ~a1 nlue ( • · I• , quar\1 or)'abl, aoltb4en•ll, a to,), I• a aora ao.pNhaadn repor\ 1\ •ou14 1M ••••••• rJ t o a '-47 .... roue ot \he •• ataor ocaa041\1ea ( tor alla• p la, qaor\a arra\a1, 11 •••ao\1a l la NUo • ctul ••' ancl h t owacl oal 1 lo 8rull1 ... u . flltor 1\t t no &llbU1\u\a, 1o abeolu~l)' auentl a l 111 Mrahu\ M l'llla and h to~tll4 oa 1.J 1a t t. Pbl:Upplau u cl 8••'"1 al .. ba t no ea tlataa\orr ••"Da\ltu\a t or 1apor\aa\ e l ea\rteal ••••1 <>1117 luloq a011reaa InUa ,.nd Matapaa• rl hltn Ul4 •H1 art •••an \l t l t aper\an\ aod e o a\17 1\alla • b10h the a 11N•••r t cuntr1ee 1~r\ ta l ~PI' ..... ,,, 

( Appen4e4 are ao .. sa-lo a ot aourao or au pp1y aa cl of leporta ot 1ea41ft8 aSra\art• war .. carlala. ) 
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.• , 
'"'"' '" 7 ... '""'' .,., 

CL!y Jtttl 

• 

• 

• 

L!!!lM pr!!!MN ef ,. .. , l! \tV 
1e~r~ ... t..tlea 

'"Mil tMe Ghl• 

lla• 

8"111 

Jft tln 
t./14/Jf 

\}l,A6 

''·"' .,,,,1 
15,576 

a.ttta IIIP'" 
~~Ala~• a.rlH ... , ... 
.. rtll ...... 
Ia4la ...... 
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........... .......... 
l "" M l!V 

u 
l'··u '·I7 7 • 
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;oppr or• 
'"""' , .... u •• 
(l• ••rl• ~·} Apfaroa\ Ooa1u.p\loa .. 

.. , Jerte La 1D7 

21,000 

•17 

100,000 

u~,ooo 

80,000 

210 , 000 

L .. 4lftS pro41lc ere or copper ore la 19F 

Ulllh4 5\&\el 
Cblle 
IIUf) latl Oollp 
U. 11 . 8. "· 
Ilea lee 
l'll aeelaYla 

Pen 
Spda 
wo ... , 
Ollbl 
7lD1&114 
11•14111 

76o,ooo 
~1~,000 
150,000 

tl::: 
.2,000 

)6,000 
)0,000 
2),000 
1'},000 
12 ,000 
a,ooo 

Brl u • &ap ll'l 
o...u 
IOI''be I'D IU!MIIl& ... , ... u. . 
Cupne 
Dillon ot I A!l'lea 
llr1 Ueh Ind 1• 

17,000 
12,000 
11,000 

1. 76 

Regraded Unclassified



Dl ...... ,, .. I . .... .... .... ;-;t- .. (Ia !W !J a! ' "'R .. ...., 100 1,, ... 
IWI 

__ , ,,w 
J.,.a 1,110 11,000 

l.eM!!f lf!fP!U tf !la la ltH 

1111na ,,m '"''* ........ 
I 

....... 1 .... 
-~ I . IMl!! 11000~ lllfrla 

.... 1l·'1 ..... 
ruaa 1 ··n qetftl.la 
111alaa o.... 7,, .,., ... llqC .. 

.. u.. 1,117 • , .. ,, l • .u.t .. 

m 
rreaa11 J ... Op ... 
Oll!aa 

1,m ......... ~ .... 
ArpaUaa 1, tanpalJlka ....... 1 I.W.Atrha 
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-.,.,.. -

.,.. ... , ....... u ••• 
Jwtr!t !t ltV 

"·•• 500 
a,ooo 

L.,tla& prof!ttPa of a!tkal lt 19UI 

I•• CalMfllla 6, &)0 

u. e. a.lt. .. ,..., 
Onatt 

2,000 

1,~ 

l,Z,5 

lrl\1.a ..,,,. 10),11) 

O&uta 

lrl \l... l .. la 

101,,,, 

1,110 

: 78 
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....... . ........... ., ... ,...,. .. ..,.., 
(Ia •trle , .. ) 

-
-

Japaa 

taetill ~111111 1' I II•.,.. b J!lZ 
Clllaa 17,105 ll'lUall a.plre 7,,7, 
Vlllh4 :S tat .. ,,1., lh'U lell I a ella 5.)00 
r on.,al 1,9'1 ••1•1 ,, .... 1,100 
llolhla 1,80! A••traUa 900 
Ar~•nU~~a 702 so.tttal'ft l'lllodH1a 175 
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ft!P'"' en ........ . .......... _.,. 
rntr•· • •s •n• l.ll!'' 

(Ia eotrlo , ... , 

"' 25,000 

70,000 

:'.80 

Lfltlftl prtflttrt If !'!ra:ttl OF! tn 1!17 

u. a. 3.1\. ),000,000 Ollllo 5,000 lraa11 25?·"1 llll~la ),000 Cllba 1) .~ lrl 1111 Ellplre 
Z.lll.lfJ 'r~tnoll lo!oroeo lf·11' 011.1 .. 

5 ·~5 lrU1111 I1141a "'·'" i\-l• 50. ' Unloe ot 
S011tll Atr1oa '~1,1,_ VaU_. ltato• u·ooo Oo14 Cout 5 5,1, 

~~u .. ,000 
1,-,97, u.~ rent 

lortiMrn 
lotllerlU14 ladle• ,.~ IU»d .. la '·~ swoc.a , 000 Autnlla '· hrkoF 5,200 
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...... 
lr hUn ':: ::: ::•; sur-

(JI ............. 1., ...... , •. ,. -. ... 
lot 17,500 

•••tw - tz·· I _. - • .... _1_ 11 t•• ·--·- = -·· M M 

(JI •• ... ••• '-rrela) 
hltM ltataa l·"'·Uj v ....... 

FJ: J •••••1& 
x ... z::m 11etw1ua a .. t Iau .. 
..... la "· .. at .. ,.,161 
Oel.-s& 

n:~ ..... , .... 
Pe" 1'·m PelM& '· •1uu -.u. !J ... 
blalc.t 

11:11: ll'ltlo lMSa 
..... la Ill ... ,)61 
eaa ... 7.'50 
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!fl td!W 

o. ..... , 

ttalJ 

Japu 

,...... ., .... , .......... 
lntpUe M 1f1 tz tt• M lW 

-
10 

21, 

(Ia ,,,., .. , '-lte) 

Ltt1 '" »n4JtMI tf M11M 11 l!W 

ualt .. Btatll 11,= 
C1aMa '·-.. v.a. s. R. '· .... u 2,= ,.,,. ,, 
••• u. ' 
~ent1aa lt1 
fvk•J 1'1 Ina 15 

.. lal&a co:c. 
biUtll l:llp 
.. 1Utll Iatia ~ 
I'Cfpt 2,111 ....... ,1, 
qn.uaa swaaa ,,. 
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Seore\af7 •orpaUia• 

lr. 'll\Uo 

Sll'ti Jeo\ 1 Propo .. 4 !l~po \ho \ oaa be Toltoa 'tiJ Ulo 
A4al nlo\ra\loa la \be Preooa\ .._,, ta\ or
na \lonol Sl\u~\loa 

t. 'lrUho11S od4lUonal ht\11&\ loa 

1. topoelUoa o f oouneenalUn(! duUee o~~ ,colna\ nv.•rouo 
1a!'Or\a froo IU.l)'. There alreu.r 0:11 a\a •-P ••ldoaoo of 
a bo1111 \1 oa 1\allaa lapor\o \o Jua\ttr aa U.041ate a aa.ouaoo
_, of ooantorYallbs 4u Uoe. 

2. Ro t,lllr •-•' \ btl \ goo4a froa llaooburla a n4 t ho oo
cuple4 aroae o f Ch1aa oo aarlte4 "Cbl neee area• under Japaaoeo 
o111\arJ oooupa\loa• o r aoae ohor\er • • rlan\. (Th1e lo por
al\\14 under leo\loa 2 of the Cua \ oa1 Ada1nla\rat1•e Ao \ of 
1918.) ! be teool 'tllll\7 of th• a tep hao no \ beoa 4 1aoueee4. 

). 
Japan. 
l9JS.) 

•• 
lle r u n)' . 
for IIIOh 

Tho I PP11ea \1oa of Soo\toa 338 agatna \ t.~r\1 f,... 
( - •hal of •r. C'l1pbaa\' t M OOraadaa ot Oo\ oiNr 12, 

Applloa\loa of Sootloa JJS o~alnat all laporte froa 
( T· ll 1e a ao ro 4rll\1e o\"'P· The faotuAl beolo 

eoU on ox11\o.) 

5. PreporaUon o f a to pl t o be \ a)[on o . alna \ tapor\1 
t roa llblnta . (lo\ tapor\aa\ ~uan\1\att•ol)', but laportaa\ 
• • • g~o\vre. We o r e ..,,oa4 t o I\al)' Ia A1boato• • ••per\ 
~rte\ , Our s ote1 taporh tree Albaato la 1~n• ••re tl5C) ,OOO.) 

f l . Ueoea~o •blob o .. 14 bo \ okoa whl_. regulro a C41\1o .. l 
leal ala tiOa. 

1. Your auyeoUoa of aeqa1oU1oa of o\,..Ce&te aater1olo 
\hroup late .. • U oaal ..... ,..u .. aJI4 tor latei'IUU caol ,,._ 
!11'111 U oa o f I :IJIOI'\ of \bo .. • terlale t o a plJ'0810r u U one. 

(!be Pl'el1a1aer, report oa Ull .. propoull 11 read)'.) 

£/10/Jo - Original to Secretary 

Regraded Unclassified



e. .te•••laUM ot ''"k' of n'-1 raw .. ,ortala, odlUI t•• •• ..... u .... et """1 Ma&nc auuea ••ll•U wbtell eoelC M .. q•tree n \Ma\ a•at u ... l Mrrewt... ('te baft a ........ H Ulle PN .. eal.) 

.:a• 

,. W:.baPp Ill \he e:rpop\ of IOPap t ... U a det .. oo ........ 
•. rro,ru ount•• la Q -•raM•• \o 7011 et latlb Jl , 19~ . 

Regraded Unclassified



April 10, li3i 

I got an o.I. t ro11 the Prel1dent todq to talk to 

Cal•ert Magruder about the General Ooun1el1hip poeition • 

.. 

Regraded Unclassified



KIIJr: 

Operator: 

HJ.IJr: 
James 
Farley: 

HllJr: 

r: 
HllJr: 

f': 

l!IIJr: 

r: 

HliJr: 

F: 

fliJJr : 

r: 

HIIJr: 

f' · 

HIIJr: 

F: 

HliJr: 

F: 

HIIJr: 

Hello. 

Go ahead. 

Hello. 

How do you reel? 

.lprU 10, lQ~ 
l2:oa p.e. 

186 

Mentally, all right; pbyeioally, a llttle bit below par. 

That's too bad. 

How are you? 

Flne, thanks. I had a bad cold. I stayed up here, 
and I have to go to Albany to a dlnner tomorrow nlght • • 

Oh. 

So I won't be down~ere untll Wednesday. I'll be 
there Wednesday and Thuraday. 

That ' ll ...... 

We got some repll ee and I'm golng to get Bray to send 
them over to you. 

Yea. 

So wlth -- ae taet ae we get them ln we'll get them ln 
your poaeeeelon . 

How do they loolt? 

Well, now to be truthful wlth you, Henry, I haven't 
even read them. 

I eee. 

To be honest wlth you, I told Kre. Duttey to get them 
right down . •.• • 

Rlght. 

•••••• to Bray, so that we could get them over to you. 
You eeet 

Good. 
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( 

r: 

HUJr: 

r: 

HI.Ur: 

r: 

HliJr : 

r: 

HJ:Jr: 

r: 

HMJr: 

r : 

HIIJr: 

r : 

HliJr: 

r: 

HUJr: 

F: 

HliJr: 

F: 

187 
- a-

Now, I'• honest with you . I haYen' t read th .. ; I 
told them to aake copiee tor me. 

R.ight . 

But I'll get them right over t o you. 

Well, that's -- I'm goi.ng t o eee you when you ' re down 
here7 

Yes , positively. You ' re all right, are you, outside 
ot that7 

Oh, yea. 

Rae the bose arrived7 

He got in thie morning. 

I eee. 

I'm haYing lunch with him. 

Well that' a fine. The state of the nation 1e appa1r-er•t.J. 
all right. 

So tar. 

By the way, Henry, it' s rather an interesting t hing - 
deepite supposedly falling orr o t bua1nees, which 
you and I have diacueeed, the doggone postal recei~te 
keep coming up all over . 

Well, I'll be darned . 

It ' s an amazi.ng t hi .ng. or course , you -- 1f you 
haYen't got on your deek yet you will be getting fro• 
me those weekly reporte , eee7 

Uh-huh. 

I t' s quite amazing. Now, last week they were up fiYe 
per cent in the t welve large cities. 

Well, I'll be darned . 

It ' 1 an a.azi.ng thing . Now, they'• • held up right 
along during this last month or eix weeks -- dur1n6 

t h is r ather bad per i od, 1! you want to put it that 
w~. 
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HILJr: 

F: 

K!AJr: 

F: 

rour: 

F: 

HMJr: 

- :5 -
188 

Yee, that is interesting. 

It'e an amazing thing, and it'e rather general, HeQr7, 
too. It isn't sectional in chareotsr. 

Well, when you're down I ' d l ike to eee you. 

Well , I ' ll be delighted to eee you. Meanwhile, you 
hold the linea. I was delighted to see you out with 
the col ored tolke yesterday. 

(Laughter ) Well, it wae a great speech. There wae a 
great show yesterday. 

I i=sgi ned it was. · Harold was right in hie element, 
I euppoee . 

Yeah. I t really wae a great show. 

Yeah. I would imagine eo. I saw the pictures or 
them. 

Yeah . 

Well, I ' ll see you when I get back, Henry . 

0 . !C. 

When I get down there. 

Good bye. 

All right , Henry . 
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!GIJ'r: 

Operator: 

KIIJr: 

0: 

Hello. 

Yea, air. 

April 10, 111~ 
~:5? p.a. 

Well, on this Ronald Ransom thing, I'll be in a 
preae conference at sharp tour. 

All right. 

(Pause) 

:89 

KIIJr: Hello. 

0: 

KIIJr: 
Ronald 
R8naom: 

Governor Ransom. Go ahead. 

Hello. 

I'm sorry I missed you when I called you back. 

KJJJr: That's all right. Hello , Ronald, how are you? 

R: 

HllJr: 

R: 

HIIJr: 

R: 

HliJr: 

R: 

lOIJr: 

R: 

Fine, thank you. I reported our conversation ae near 
ve r b at i m aa I could to tbe Board t hill morning. 
Botl:l Marriner and John MciCee are out ot town t or the 
Easter holiday. 

Oh, yea . 

They had a reeling that aa we were having a regular 
Board meeting tomorrow morning, they would lUte me 
to ll&ke the report - - they thought at thet1ae they 
would have a tull Board meeting. I'• not eure about 
lloiCee - - I doubt it he's here -- Marriner will be 
here. 

Yeah. 

And then we would like to call you back at ter I do 
that. 

All right . 

Now, aay I a&ke one auggeetion t or your oonaiderat 1onf 

Pleaee. 

I would like very auoh to feel that I could bring the 
other five aeabere ot this Board together with you - -
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HYJr: 

R: 

HIIJr: 

R: 

190 

- 2 -

Juet the e1x of ue -- in an enti.rel.y informal and 
friendly conference eo that we can diseuse out the 
queetione of -- the queet ion that will repeatedly 
come up as to mattere whioh should be diecueeed 
betwesn these two agencies eo that we can, ae nearly 
aa poseible , always avoid any poeeible aieunderetanding 
in the future. 

Well, that suits me down to the ground. 

You'd do that, wouldn't you? 

Oh, of couree . 

All right. Now •• • •• .. 

HI&JR: Now when you ea;r, the eix othere, ,you mean ths t • e the 
whole Board. 

R: I mean the whole Board, yee. 

Hl.IJr: Yeah. Why, of course. 

R: 

HUJr : 

R: 

All right. Now, when they get back, I 'm going to 
propoee that and I think we can get a procedure where 
this wouldn't occur again. 

Well, there • e nothing that wou.ld please me more . 

'l'hank:e. All right . 

HllJr : Good bye . 
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'1'M I!OIIOftbl o, 
!bo A\~ Oeaeral, 
'11aaliJ.Actea, D. c. 

Api'Sl 10, liM. 

I ~' IIUWit.ll a ~. 1a 'be ~ tom, 
ad4ruae4 b7 \be C-tu'- of Ia'"-1. tuu to 
u dnaa\ utoraa:r o ra1 llania, na: 'tac ... , 
o.rlm-1 sa'IIUI.lap be iuU.W -cx>iaft ., L. 
~us tar nu'-4 •Sola\t.. of \bu 1a~ 
hOI uu 1_., I of e.,... . __. 1a \be C.-lauiODUr'o 
ruoa to'a\S.., aa4 1a n• of t.11a &nft obaft•'-' of 
\ !IAI rloluU- ucl 1a aooOI'Ilaa• w1t.ll.., eoanrea\1ou 
wlt.ll 70'1 011 ~ nbJon, I • \&k1ac \be l1burt:r to 
brlD& a to 1WI' ~ o\Mil\Soa, !be Tre&IIIIIT 
DepartaeD\ 1• pro:poNcl to cooperate wlt.ll \ ho ottioura 
ot \ bo Dopar\~Mn\ or .l'llsUou 1a &aT o\u:po MOOII&arJ' 
to~ uaoeu .. of \ bo fn!O I .. ,S.. N OOW'CidM, &114 
1\o tooWUM will at all '"-- be o\ 1WI' cUopoual 
to \b&\ .... 

lllO/att 

~ qO • "'* ... N-,~ 
'-I 
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TREASURY DEPARTMENT 

WASHINGTON 

April 10, 1939. 

IIDIORANOOII FOR THE SIIXlR&TARY: 

lD N: MOses L. Annenbers. 

1here ia attached a letter to the Depertaent ot 1uetice in whi ch 

I ..,. ree-ding that the aboye-D.SJUd llldirtdual be proeecuted tor 

atte:apted incom.e tax nasion tor the yeare 1933 to 1936, inclu.ah'e . 

The letter contains a detailed statement or the menner in which the 
attempted eYaeions were accomplished, 

The principal iteme ot eyaeion, ae enumerated in attached letter, 

are as tollowe: 

(a) Profits ot onr $200,000 a year tr«l the sale or gambl.1ng 
paraphernalia, known as "wall sheets• , were omitted and t heir receipt 

•'Gs conceoled by a complicated .. nee ot znllllipulat1ons, This item 

1a discussed in detail under heading No, l in the attached letter, 

(b) Incoae trom Canadi an buaineaa received by AD.D.enbers in a 

clandest ine ~er and totaliD.g over ~.ooo a year waa aaitted. 
l'hls item ia discussed under heading No . 2 1n the attached letter. 

(c) When Annenbers bought the stock ot tbe General News Bureau 

his corporation paid $'7:50,000 tor such stock. &waver, tbe itozn w&l 

entered on the books ot the purohaaiDS corporation at a coat ot 
~.ooo and tbe $100,000 ovar.tat...,.n t wee received in currency by 

Annenbers. This item 1e diecuaaed under haading No. 3 in t he attached 

l etter. 

(d) Personal and non-deductible expenses ot Annenbers, such as 
the cost ot eettllDS a criminal prosecution against bizn and his aon, 

t ho cost ot a wedding party tor his daughter, etc., ware cbarsed to 

expense eccoUD.ta ot varioua corporat1CIII& controlled by hia. I&propar 

withdrawals ware also IIA4e tree. such corporation• by AD.D.enbars tor 
hie pereonal uea and charsad to up...... These 1tea1 are diacu.aaed 

under heading No . :1 in the attached latter. 

(e) Under the guiaa ot advancea trom one or hie corporetiou 

to another, Annenbers received in exce .. or $2,000,000 in a .....,er 

• bich ordinarily would oolloaal the tact tbat be in real1 ty bad re
ce1nd illuo• ot thia a110unt . nue it• is diecuaaed uder bead

lnee No. 8 and lio. 9 ot the attached letter. 
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(f) To conceal. the true 01mereh1p ot the .took or hie top hold
ill& corpor&tion , 'Die Cecelia Cc:apa117, Azmenberg caueed one-e1xth ot 
t he atock to be iaeued ill the name ot a confidential. empl078e who 
daniel thc.t he enr OWiled any atock ill thet corpor.Uon and whoee 
nom• waa dropped troa the liat ot atockholdera when the 1181le ot the 
corporation was changed. Olle-a1xth ot the atook or thh corporation 
waa worth al.a:oat $1 ,000,000, which will indicate the mapitude or the 
maniruJ.ation. Thh had the etrect ot out tine doa Azmenberg • a sur
tuee. In addition, it it can be shown in the Orand 1ury innatiga
t1on that the r-inill& stock etandlng in the nuee ot Azmenbers •a 
cbildN>n was real.l:r hie, more thali $SOO ,000 ot eurtuee will be found 
to han been ended OD thie it.,.. alone. 

I am of the opillion thet a cr11111D.al. caae bae been •de out tor 
deliberate concealment ot tuable 1D.cc.e an4 plamled e,.aion ot eur
te.xea , and that t he reference or the oue to the Department ot 1uetice 
at this t111e tor the iD.etitution ot cr1111D.al. proaecut1011 ia tull:r •~ 
ranted. 

' 

- 2 -
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SubJect: 

TREASURY DEPARTMENT 

INTER OFP'ICE COMMUNICATION OOHJ'IDENTIAL 

Secreta~rgenthau 

l(r. Haa~ 

The Business Outlook. 

The situation in brief 

OAT& April 10, 19}9 

A marked slump in business sentiment has ooourred during 
the past three weeks. Trade analysts blame it chiefly on the 
orlsls in Europe , and cite as a ocntributing fa.ctor a relapse, 
or failure to carry through, of an Administration accord with 
business. The obange in aentiment has been refl ected in, and 
affected by, a saYer s drop in stock nr1cee on the domestic 
•~rkets to leTele below the Munich lows. Stock markets abroad 
have also been affected, but haTe held relati vely steady in 
ooapsr1son with New York , and foreign selling has not been an 
opprec1able factor in the decline in our markets. 

The Ell.ropean crieie eo tar bas had little measurable effect 
on actual business activity, though it bas apparently been a 
rector in preTenting a seasonal illlproTement in new orders. Ita 
chief effect has probably been on the buying policies of t boae 
who see in the stock market decline a forecast of a decline in 
business . 

The current situation baa been complicated by a somewhat 
vulnerable position ot the automobile industry, combined with an 
unusually cold and rainy spring which has rutrioted salsa of 
new care. This has had repercueeione on operations in the eteel 
industry. Resulting downturns in autoJDOb1le output and steel 
Production haTe given the i .mpression that business is getting 
worse, adding to the general unsettlement. In more recent weeks, 
however, a marked improTement in new car aalee has made an 
i mportant change in the automobile picture. 

~e think that much of the current peeaimiem OYer t he buai
nesa outlook is unJustified. There is little doubt , howeTer, , 
that the serioue tu.rn in European affaire initiated by Genaany • 
violetion ot the Munich agreelll&nt bas i n aome degree postponed 
the 1939 reco•ery. It has bad 8 deflationa.ry effect on oo•od1ty 
prices, and baa aet in motion various influences discouraging 
private business expansion. 
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The outcome o~ the European crisis ie, ot course, impossible 
to oredl ct . Unless developments abroad become definitely more 
serious, ho~ever, our analysis o! the situation showe little 
basi s for expecting any serious business decline. 

The nresent position ot buaineoe 

The snring improvement in businese whioh many had exoected 
h8e apparently been held back, and recovery has been post poned, 
by a tendency to withhold new orders and reduce commitments in 
ve r ioue linea o f i ndustry, owing to developments arising from 
the serious t urn in European afte irs . Among t hese develonments 
the sever e stock market decline has pr obably had most effect on' 
buying poli cies. 

In one respect the war scare came at an unfortunate t i me. 
I n a per iod o f rising business ectivity it might have caused 
c~rely a f ew weeks' interrupti on of the upward trend , as was 
t~e case l ast September. With producti on about in balance with 
demand, ae in the present situation, it i s likely to delay the 
regaining of momentum on the up-aide and may result in some 
prolonging of th e recent setback in industrial production. The 
FRB index stood at 9g in February, and apparently held at about 
t ha t level during March . 

Nevert heless, we believe that current tears ot a business 
setback, as ref lected in the severe stook market break, are 
exeggers ted. The present position of business does no t Justity 
fears of a serious decline , barring the unpredictable possi
bili t y of more serious developments i n Europe. The cautious 
i nventory poli cy which most businessmen and most lines of indus
t ry have f ol lowed during the past six months serves as protection 
aga inst a general l i qu.idating movement and against a prolonged 
ooatponement of new buying. The absence o t excessive specula
t ~o n l n et ooks or commoditie s in r ecent months is like~iae a 
h vor11ble factor. 

Our baoio i ndices (See Chart 1 ) confirm t he absence ot 
aer tous maladJ ustment s. or particular significance i o a strong 
upwa rd trend in oonsumer buying (center graph) which, according 
to our esti mates , conttnues to exceed the level of i ndustrial 
oro,lue t i on. This has apoe.rently not, a s yet, been fully tran e
lated into ne1' orders , since the se have not shown a seasonal 
spring upturn. Our estimates indicate thet the level of baeio 
da~snd has been reduced slightl y in recent months, accompanying 
the setback in industrial production, but it remains at s~proxi
~st ely the ourrent level of produc tion. 
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New orders affected by war tears 

New order& in r ecent weeks have f ailed to show a seasonal 
increase suffi cient to indicate a nearby improve~ent i n indus
tr1&1 activity. Our combined weekly index (See Chart 2) bas 
tended downward during March owing to a mar ked dacl1ne in 
textile orde r s , wt.1ch waa eccompan1ed by a diaappointingl)" small 
i ooroveMent in steel or ders. The trend of orders tor nroduc t s 
ot her t han steel and teAtilee , On the Cthar hand, baa shown an 
uotrend similar to that in March la st year. . . 

It i s possible t ha t t he ef fect of war scares in general 
on 1nduetrlel buying ha s been somewhat exaggerated by business 
writer &. As will be noted in Chart 2 , our new order s i ndex 
showed no aoparent effect of the Munich cri si s l net Septe~ber 
nor of the French-I talian c ris1e last J&nuary. 

The current decline in textile orders, upon analysis, baa 
appar ently been due in ooneider~>ble degree t o unoertei nty over 
the prooosed Govern~nt subsidy on cotton exports, and the 
certe t undertone remains steady. The smallneae of the rise in 
steel or ders likewise ba a been due in part to influences other 
than the foreign crisis , notably to the f eilure of automobile 
st eel buying to show a normal epring increase. On the other 
bend, trede writers mention that i n recent weeke a decline in 
new orders and inQuiries , and requests for defer~ent of 

del i veri es have been noted in va rious industries . 

Decline in sentiment rather than businese 

Our analys is of f actor s in t he curr ent si t ue tion leads 
to a belief that the present slump i s one of sentiment re ther 
tr~n actual busine s s . In recent inte~iewa, I have found 
busines smen a t a lose to exola!n the decl ine in the stock 
merket , in view of trends in their own sales . It remains an 
ooen ouest1on whether this slump in sentiment will be trans
l ated ·int o a further bu ei nees setback, t hough it will undoubtedly 

t end t o postpone the beginning of a renewed upt urn. 

An i MOortant contributi ng taotor to the bearish sentime nt 
bae been t he break of 30 point e in the Dow-Jones i ndustrial 
stock aver age in less t han a month, carrying it below tblt 
!.!un1oh lowe, and i ndicat ing to the me.ny followers of the "Dow 
t heory• that the major trend of the stock me.rket is downward. 
~e are i~preseed, howeYer, by the relative steadiness of etock 
pricea in London and Parie reoentl)", in oomparieon with New 
Yor k, a:t\1. by the t act t hat f oreign selling has not been 8 at 
noticeable fac t or in our etook ~~erket decline , which eugge 
that our market may have been over-discounting war tears. 

(See Chart A at t ached. ) 
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On the other hand, according to various bueineae writers, 
do~est1c confidence has also bean aff ected by a lose of faith 
1n the per manence of the move toward a closer a ccord between 
Government and business, which early in !larch had been credited 
by the press with an important share in the rev1 val of confidence 
then developing. Coroor ation officials recently interviewed 
place emphasis on t his factor . 

A decline in commod1 ty prices accomoanying t he Europeatl 
crisis h8 s carried some sensitive prices sharply lower. Soot 
1lr1ce i ndices t or farm products and industrial raw materiai 8 

( see Chart 3) have turned downward, but the declines eo tar 
beve not been extensive. 

The automobile situation 

The ta1lure of steel orders to s how a sea sonal increase 
hss been due principally to a lack of the usual spriJ'€ buyil'€ 
fro m the automobile industry, where the out look has been clouded 
by an accu~uletion or new car inventor1ea in f actory end dealer 
hande. Retail autocob1le sales during the first two-thirds of 

March were held beck by unseasonably col~ and rainy weather, 
leading to e tear in some quarters that a general curtailment 
ot autc a~eb1le production would be necessary, with its unfavor
able r epercussi ons on o t her i ndustrie s . A decline in output 
duri ng the week endir~ Apr il 1 seeced to c onf irm these teere . 

During the lsat ten-day period ot March, however, new car 
sele ~ turned. sharply upward despite cont1 nued cold weather, 
accor ding to confidential date jus t r eceived from General Uot ors 
Corpo!•Ptlon, 65 ,000 units be!ng sold i n that oerlod versus 
39,000 and 36 ,000 in tbe two preceding peri ods . Tbls r11hes 
the tott>l sel es or t he Corroratlon tor March to 6g per cent 
over February, the t hir d l ergest February-March i ncrease since 
1929, according to ~reliminary figures . The sales upturn pleces 
the automobile ou~look in a definitely more t avor !'ble light. 

Current busine ss trend etesdy 

The Ne,.- York Times edJueted bu a1ne s s index has remllined 
generFlly steady over the past sever!'~ week s, with the week 
ended Aoril g showing a gain of . 9 point to 89.4. Sub~tantial 
l ncreanes in the indices ot electric power production and 
l umber oroduction were largely responsible for t he upturn, 
off setting a sharp decline in the automobile production index. 
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In Chert ~the New York Tt.ee i ndex (dott ed line) , in 
eol'lpe.r1eon with our week17 index ot new ordere , ehowe bue1neee 
aet11'1t:Y t o be in a relatively til"'l poe1t1on on tbe bae1e ot 
past relat i onah1pe, unleea new ordere decline tu.rther. 

A ~rked improveaent 1n resi dent i a l oont r aot awarde 
during L!aroh ( See Chert 5) euggeetl that tbe oonetruotion 
industr y will otter continued eupport t o buaineee aotlvity 
th1e spring. 

In Great Britain, t he trend ot buaine ea aotivit7 hae 
levelled out during Jlarch, a ooo rding t o the week17 i ndex or 
the Financi al Tt.ea ot London, fol lowing i te eteep Februar7 
upturn. (See Chert 6. ) 

• 
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