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T REASURY DEPARTMENT 

INTER OFI'lCE COMMUNICATION 

DAn J !'nuery 10, 1039 

Seoretar~~nthau 

1-:r.Ha~. 

Whea t exoort sal es and other morke t data from the 
Federal Surplus Commodities Coroorat1on. 

Dec. zg : The f ac t that there is not much ex port busi ness in 
Canadi an )•heat at t he oaoment prpvent s any strong 
advance i n the Winnipeg market. Thle should change 
att•r the firs t of t he yea r when much better demand 
tor Canadian whee t i s i nd i ca t ed. 

Jan. 2: 

Jan. 3: 

Jan. 4 : 

;;e have mentioned pr eviously t hat about 40 , 000 , 000 
bushels of the or eePnt new whea t croo in ArgPntina 
was unfit for anything but feed due to being heavily 
frost damaged . RecP.nt repor t s i ndica te t hat thls 
f i gure is an underest i mate . 

Export business in wheat was very small wi th eelling 
limited t o a few scPttered lots or Manitoba wheat t o 
t he Continent and a small amount of United Stat es 
whea t in s t ore in Antwerp. 

Large export sa les of flour were reported yeeterday. 
It i~ expected that sales overnight will also be 
large , as this will be the last day on subsi dy sa les 
except to the Philippines . 

It was reoorted that a shi p l oaded with 400,000 
bushels or Canadian wheat des tined t or ~ngland had 
been sunk late last week. 

Sales or export flour yes terday were not as large as 
expected . This was the l as t day on which subsidi es 
will be paid except t or sal~s t o t he Philiopines. 
Sales of flour for exoort thle week were r eported at 
over ~00,000 barrels . 

Af t Pr the market closed an announcement was ma~e that 
thP Britl ah Go vpr nment would requisltion all EnBlish 
and Cont i nental sh1PB f or thP duratl~n of the war. 
It ie har d to say what erreot thls order will have on 
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Jan. 5: 

Jan . 6: 

the grain markets, although some traders believed 
i t mi ght result in larger clearances from Argentina. 

Argent ina reports that ehe cereal i mport commit tee of 
Engl and has not bought any whea t ai noe November 10. 
Belgium baa been buyi ng some Argent i ne wheat in spit e 
ot high ocean f rei ght coet a. 

Forei gn expor t demand t or Canadi an wheat has been 
dull recently , but i t ie t hought that shippi ng condi­
tione have been i mproved by requisition ot ships to 
the United Kingdom and reduced war insurance rates. 
Sales of Canadian wheat tor export are esti mat ed a t 
around 300,000 bushels . 

There are many inquiries t or flour, but mills are 
unable to accept otters because they cannot get 
shipping space tor the next tour months . 

A cargo of United States corn was sold tor shipment 
from Balti mor e to the United Ki ngdom. 

Scandinavia was r epor ted t o have bought about 250 ,000 
bushels of Canadian wheat , a nd a few smal l lot s were 
also aol d to o t her countri es. 

Reports f rom Austr alia i ndica te t ha t wheat yields 
exceed expectati ons. The crop ie now placed at 
1g3,000,000 bushels compared with 154,426,000 a year 
ago. 

Broomhall now esti mates t he wheat surpluses of ex­
porting countries a t 1 ,016,000,000 bushels compared 
with g32,000,000 buebele a year ago. 

Regraded Uclassified



• ' . 

.J~~m~&r7 10, lt40 

lC7 dMr llr. Pruidanta 

C~7ing out J OUr aucgeation of ~~ I 
... ~~ Dough ton, of tbll ·~· ud MMDe c­aln .. , aft4 ~l'lan ,.atlori of t h e ApPJ'OPI"1aU ona Oo..tttee, to4a7 • Mr. Bel aooo~nled ... 

I i nf or.-4 the aa two genUe•n that ,_ would 11lte thell t o aelaot e~ DaiiiOCII'at to intro­duce a bill i n oonnaotion with Finl&ndJ what tb11 bill ahoul d do, TOU left enttral7 t o \be a.&laion ot the Oonp-aaa. 

,.he7 both praaaed aa .. r 1 hard t o ladloata t o \baa bow aaoh IIIOIM7 701l would l lka to '" 101Ul&4 b7 convau and I e a14 tbd 70U bad no Pt Clp'U. ,.ha7 wan'a4 to lmow, lf tha7 414 pau a blll ,.,. rlnland, wbllthar that would • •t with 7our app.roTa l and I aa1d 1 t would ba p laallng t o 7011 w baYa tbaa do IOMthing, 

Ohalr11a11 Doughton and Ohairi!IM Ta:t1or .. i4 tha7 would ~dlatal7 gat in t ouoh with tba Bou" . laa4ereb1p an4 tl")' to fo...al&ta a PI'OCI'U• Cball­-.n Douaht<:n la41oata4 t hat ha ld.ght wan' to conault w1th JOU before ha introduoecS a bill. 

The Praeldln,, 

,.bll White R011n. 

Fai thrull7 1oure , 
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., -.,.Ill'. PN.we.•a 
OU'I'JliiC wt 10111' •cz..UH .t 7 ' Ft I 

- Gbai- J>CMCb'-..1. fl! tile lfQO 11114 ..... ue-
lll"-t u& C!bat • T&Tlo_.U .t \be AUC¥1aU-
Oelllll'we• -...,. Ill'. .. .., • .,.u .. •· 

1 tnf.....a c. .. '" se.ue•• "*' ,... 
wou14 Uko tM• to oel"' OCIIII o.-t to iJIU'o-
&101 a bill 1ft •-•Uoa with "•"-:1. wb&t t!llo 
liU1 obou14 ... ,_ lon onUJoot, •o Metotoa 
of b c .... , .. 

YM7 -~ JII"'ioM • W1'1 ...... to hillMto 
to U..Mw _._1,.. -u llke to ... 11 ••• 
• C ...... ll 11M I 1&1 ilia' 1W bad • pc ..... . 
'lbo7 _, .. to ll:aow, f ~ 414 puo a lllU tw 
ftftla4, wllotbor tbat wwld _, wltl\ ,..., IPPiOtlll 
u4 I M14 lt ~ M p~ to ,_ .. ban U.. 
a. oCI!IItb1111J. 

Cb&1rMa Dallehtoa ... ~ ~.,.... Mil 
~ -14 a •hut, sot ta touoh with b ..... 
l ..... oblp ... _,. u fa ,..,. a Jl' qp • Cb&1P­
- ~Mea laUMtM tb&t bo lllpt -' to ooanlt 
wUh 1• Mf .. hi 111v..aoM a -111. 

Pal tht\a11J 1 OW' I , 

_Cb 
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Januar:r 10, lHO 

111 dear UJo. l'Ne~ta 

Carl'71~ out JOUJ' •uae•Uon ot laan4a7 1 I 
.... ~ l>ou8hton of the v.;,e and -.n. c­
llltw., and~ +ll7lori1 of t he AppNp1at10IUI 
Co~ t'tM, toda.J• Jlr'. Be &OOOII))IUilM • • 

I i nformed the•• two gentle~n ~t 70U 
woul" lilte thot~:~ t o eeleot eOM De-t to l lrtJoo­
c!uoe a b111 1n OCinneoUon 'ri~ 1'1ftlandJ tlhat t bie 
bill lboul4 4o, )'OU left enUrel:r to ~ &le1e1m 
or~ conve••· 

'l'be7 both preend • ......., barCl to 1D41oate 
t o \hell bow a&oh _, 7ou would lUte to - loiiDec1 
b7 Congroeu and I e&1d tbat :rou had no Pi~ ... 
'I'MJ want e« \o !mow, lt tbef 414 pue a b1ll tor 
FlnlM4, .-betlwr thAt would rDMt with 1t:nl' e.PJ;IJ'Oftl 
and I ea1d 1t would be p lea elna t o you to hnn u-
4o eometh1Jiff. 

Cbalrllan Douorhton and ChAirMn 'l'&tlor M14 
tlw7 would i-41nte17 ~•t 1n t ouoh with tbe Rou" 
leadel'ebip and \J'1 t o tOIWll.ate a Pl'ocr'&a. Chair­
-.n Dought .:4'1 1A41oated t hat hot 111ght want t o ooneult 
'rith :rou 'beton a. 1ntroc!uoed n b1ll. 

!'he Preddent, 

'rhot Vhite Rou ... 

Pal \h:tull.7 your•, 

" { _ ... 
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TREASURY DEPARTMENT 

WASHINGTON 

Jmuary 101 1940. 

conter.,ce in tbe O!tice of Ch&1zwAn Tqlor 
of tbe Appropriat.iona c.-it.tee nt&arcUn& tbe 
&ctioo to be t.U... ~ <:on&rese on a loWI to PiDland. 

-oOo-

Tboae pntsant wer. Cbaiman Tqlor, J.pproopriat.ione Colad.t.tee; 

Cba.irun Dou&)tt.on 1 'I'IT• md lle&Jl8 c.-it. tee; SeoretarT llor&ant.bau of 

the TrU8U.IT; llr, Sbelld, Clerk or the .lpJiivpri&t.iona ec-ittee1 and 

11r. 9111 or the TreuurT. 

.:..CB 

Tbe SecretarT «q>l•1ned that he had been alked II)' the Preeideot 

to eee ~ Tqlcr and CbaiNAn Ilou&hton and aclviee t'- that in 

new of the INIIber or hUla which had been introduced in Con&reee tor 

the benefit of the Oonm.nt or 11nl&DI, the President thoQ&ht it • •• 

oaq !air to let th• ~ that ha had 110 proov- to aalait. "'- Sec~ 

tarT Nicl hrtbar that tbe Presideut !eels that Con&r.•• should cletez.-

lline the pr'O&lM, it deeiru to -Ct for the benefit or 11nlaDi and 

that a bill eiJibod;rin& thia pro&r&a ebould be introduced by a Daoocrat 

lnd considered by the IIJlPropr1ate cc.aitteea. 

'lbeae &eotl-n proueecl the SecnttarT tor ... indication aa 

to the Preside%¢ • 1 attitoade on this ... tter mel 'lib ether the Preaiclei¢ 

had m:r particul.ar ... 1D ai.Dd, 

The SecretarT aa.1d that ha •• quite certain tbe Pree1deot cl1cl 

not ha't'8 ~ •• 1n aird but 'll'&nted to le&ft that entir.~ in the 

banda or the Concre••· 
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He was th111 &skecl U he thoutebt the President would appron a 

bill 1! con&rees p&saed one eaboeyi:ng what, in ita judglllent, i t 

thought should be ct>ne tor Finl.and. The Secretary said he thought 

tM President would approve such a bil.l.. 

Chainu.n DoughtClll eaid he tbcu&ht they mould get in touch 

with Concresa1Clllal leadare and diseuse the utter wi tb u- and 

ascertain tbe kind or a~ that ahould be put !arward. It ae 

thought that arter this dl.acuaaion eo .. one lll.gbt go and talk the 

utter o_. with the President . The Secntary Mid he could -

no objection to tbie procedure . 

~09 
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1:.: IliCC!IIE CERTI F ICATE: PLA~I January 10 , 1940. 
10 : 30 a . m. 

Present : 

H. :.! . Jr: 

Bl ough : 

l ou::h : 

H. '' . Jr: 

Mr . Blanford 
Mr . Cope l and 
Olr . Blouah 
Nr . Young 
l<lr . Delano · 
r.:r. Currie " 
ru-. Davis 
!Jr . Ecker- !la cz 
Mr . Garfield 
l.lr . Eccles• 
llr . Bell 

Bl ough, I haven 1 t had a chance to talli to you. I 
don ' t !mow 'll'hat these experts have boen doing . 

Did you see my note? 

No, I haven't seen anything. 

:·;e got together two times, once on the da y of 
t he last meeting ~~d tho ~riday before Chris tmas . 
~r . Smith at tha t time had not appointed anyone 
to serve end Mr . Bl a isdell, l~r . Garfield of the 
Federal Re~erve Board and Mr . Ecke r -:lacz end my­
self discussed the question at so~e length and 
then ag r eed to do so~e th1nkL~g about it and 
perhaps write up some no t es on it and ~eet again. 
~.e met yesterday aft ernoon and t he re didn 't seem 
to be any par ticular disagreement among the 
techni cal people . We d i dn 't find a general desire 
to join in any statement of points ag reed on, but 
I think I can safel y report that there was no 
substantial disagreement o f any kind with respect 
to the technical aspects of the question. We 
prepared another memorandum which we su~tted 
t o t he other part ies in the discussions. '.'le have 
revised that and have 1 t here today , if you need 
it for discussion. 

Well, I woul d just like t o say - talking for my­
self, before I hear the memorandum - that I am 
going to send so~ething t o the President. Be­
fore I get into an a rgument with anybody, I jus t 
want t o say that I ha ve got t o send h i m a memor­
andum on the certificate plan. I hope that we 
can send in a Joint me'llOr&ndUI!I but if we can 1 t , 
I bs.ve got to send hbl someth ing. I wanted to 
say tha t before I hung ~ysolf 1n disagreement. 

Regraded Uclassified



Eccles t 

B. li . Jr t 

Eecles t 

H,M, Jr : 

Eccles: 

H. M.Jr: 

Bl ough: 

- 2 -

I have go t to send him something in view of t he 
stat ement that Mr. Wallace has made a nd I am not 
going to answer him publicly but I am going to 
send i t to tbe President and the President can 
do anything he wants with it. At l east I am on 
recor d . 

So, Blough, would you read the lates t memorandum! 

2! 1 

In that connection , on the parts that we could get 
togethe r on, i t would seem to me that a joint report 
should be sent over t here to the extent that we 
agree on certain points and then also point out to 
the President the points that we might not agree 
on. 

Fine. Before we got into a disagreement , I wanted 
to •ay that I have got to send scmethi.ng. 

I had assumed frcm the beginning that the only 
purpose of t his committee working on t his was for 
the purpose of making a report. 

I don ' t know v.here I got the impression, maybe it 
was from t he last meeting, that some peopl e felt 
we shouldn't make any report. 

I have never had that feeling. 

Then we are all together? Is i t agreeable to you 
1f Blough reads this T 

I doubt whether the whole report needs ·to be read. 
It is a good deal o f a re-hash, but I mi ght pass 
out copies and then verbally pick out the high 
spots. 

Now, What we endeavored to do here was to try to 
simplify and clarify the problem by sett1ng out 
what seemed t o be the issues involved in the plan 
from the viewpoint of the Fiscal and Monetary 
Commission. ll'e have di.vided it into two parts , 
f irst the considerations in suppor t of the certi­
ficate pl an and those considerations which are 
indicated on page one seemed t o be these, f i rst -
I mean, these are the arguments that are presented 
in favor. 
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" (1) More agr icul tural aida are necessary, particu­
l arly for cotton and Wheat farmers; 

"(2) The aids should be adopted as a permanent 
policy Which will not have to be s c rut i nized 
annual l y by Congress; 

"(3) Only the income certificate plan has the 
essential characteristics ror achiev1ng this 
result . " 

Those se~ed to be th e strongest point s which the 
Department of Agriculture made am which they 
think sufficient to support the plan. 

Now, rl th respect to t he first point, that more 
agricultural aids are necessary, particul arly 
for t he cotton and wheat farmer s, we didn ' t feel 
in our discussions that we VIers 1n a posi tion 
really to give the type of factual or ana l ytical 
background to supply a real answer to tba t ques ­
tion , since it goes to the very hear t o f the 
agricul tura l program. We did think, howeve r , that 
there were certain questions which ought to be 
raised 1n the minds of the committee , wh i ch do 
have an important bearing on the answer to whether 
more agr icul tural aids are needed and those are 
questions that are l i sted on page t wo . 

"(a) Does ' parity pri ce• measure t he kind of 
parity which it is in the public interest t o 
provide agricul t ural producers at government 
and public expense?" 

In other words , this whole parity price concept 
and the pari ty i ncome concept back of this 
are based on certain types of calcul ations and 
certain a ssumptions whi~l are by no means uni­
versall y accepted by economists and others who 
have studied the probl em and befor e we go in t o 
more agri c ul tural aids , perhaps that is something 
which needs some thought and considerati on . 

"(b) Should agricultural subsidi es go to the 
agricultural group as such, that i s , should the 
subsid ies go to all farmers producing a gi ven 
crop, including corporations, w1 thout regard to 
need f or f &Qily income?" 
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If our faro progr am is 1n t ho nature of a reli ef 
program, should that relief go to needy farmers 
or should t he relief go to all f armers? Unde r 
the present progr am the greater part of the 
relief and this parity proBram relief or subsidy 
would go to all farmers and in proportion to 
their incomes rather than more to the more needy 
farmers . 

Hero is another question which we may want to 
rai se with respect to increasing tho agricultural 
benefits . 

"(e) Does the present distribution of parity pay­
ments and that proposed under the inco~e certi f i cate 
plan gi ve an adequate share of a ssistance to tenants , 
sharecroppers, farm laborers and small faro units?" 

Soue criticism has been raised and we don 't present 
any factual data because I for one don ' t have any 
adequate data, bu t some point has been raised that 
the ai d goes, the parity payments go too largely 
to landlords. The Department of Agriculture , I 
think, does not believe that is true . 

"( d) In view of the benefits of all kinds paid them 
by government, are the agricultural groups in greater 
relative need for fUrther aid to achieve ' parity' 
than such industries a s railroads and coal mining, 
or such groups as the unemployed?" 

There are questi ons which go to the very heart of 
whether there needs to be further payments to 
agriculture. 

" (2) The second point t hat parity payments shoul d 
be adopted as a permanent policy wh ich will not 
have to be reconsi dered and reviewed by each 
succeeding session of Congress , conflicts with 
another consideration indi cated below, namely, 
that sound budgetary practi ce requires expendi­
tures to be scrutinized periodically. 

"The democrati c process assumes that Congressional 
determination represents the nearest possible a pproach 
to the expression of the publ i c will . This i s 
recof!Pized in certain parts of the Department of 
Agriculture's memorandum. In respect to the parity 
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payments , however , a con trary position appears 
to be taken, nnmely, that ~~ile t he present 
Congress represents the public will , succeeding 
Congresses may not represent it . " 

That may be a li ttle exaggerated i n view of 
their position, but t hey see~ to have a good 
deal more faith abou t .:hat they could secure 
from the present Con~;ress t han what they m1E}lt 
be able t o secure fran future Concres ses. I t 
might be well to r ead another paragraph or two. 

"Although there is thus an a ppa rent anomal y , 
tho~e takine th i s position hold that agricultural 
aids shoul d be adopted as a permanent pol icy 
out~ide the budget , because other econoaic and 
industrial g roups have protective l egi s lation 
or various kinds ~ich need not be reconsidered 
at each session of Congress . The tariff is the 
principal example mentioned. " 

Then there is a paragraph ''.hich seeks to say 
something about that ques t ion. 

"i.:any agricultural co= odities are protected by 
tari f fs and, 1n r ecent years , evon the tariff on 
wheat has been effective 1n raising the farm pri ce . 
Aside trom this consi deration, however, the ob­
servation may be made that the tariff is either 
a policy oro. d i sease . If it is a policy intended 
to achieve a certain resu l t the measures should 
not be taken which would operate to nullify it . 
If instead the tariff is a d i sease , the cure would 
seem to be its el~nation rather than to spread 
the disease by measures ~hich in no r espect reduce 
the econoa.ic lose caused by the tari ff in mis­
directing the use of the nation's productive 
r esources . The t ariff hits pri~Arily consumers . 
This proposal would hit them again. 

"The type of tax pr essure afforded by the tariff 
i s ver y different f r om the pa}~ent of governmental 
cash benefi ts financed fro~ taxes . The d is t ri­
bution of burdens is different, the distribution 
of 'benefits is different , and the effect on in­
ternal co~petition and productive efficiency is 
d1 f f erent . " 
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Those are the economic points . I don't t h ink 
we need, perhaps , t o go into them unless there 
is oome question. 

"A line must be drawn somewhere between the 
incidental effects o f go ve rnmental policy on 
the f ortunes of peopl e and the dire ct payments 
of money f orcibl y collected from the people. 
The latter is mor e susceptible to the dangers 
ot misuse , and a ccordingly requires more care­
ful scrutiny to a chi eve an allocation of govern­
mental burdens and benef i ts in accordance with 
the publi c inter est. Although similar scrutiny 
shoul d no doubt be a ccorded to tari ffs, the 
tact that i t has not been given does not ~rrant 
extending tbe lack of scruti ny to direct govern­
men t a l payments." 

Then their t hird point ls that the inco~e certi­
ficate plan l s t he onl y p l an that has the char­
acteristics necessary to g ivo larger and perhaps 
more - and more permanent parity payments . Our 
general thought the r e is that the income certi­
ficate plan probably would give larger and some­
what more permanent payments. It is not an 
open and shut case, however, because t here is a 
possibility that the existence of these special 
taxes f alling on the masses of the population 
woul d present a constant targe t for political 
action which might l ead to a reaction against 
both a tax and t he benefits . 

"With r efe rence to the above points raised in 
favor of L~e income certi f i ca te plan, the possi­
bility must always be kept i n mind that so~e other 
method me.y afford results sufficiently approximat i ng 
those expected of the certificate plan but without 
i ts inherent d isadvantages as t o be on balance 
preferable. " 

Those , f r om studying t he Department of Agriculture ' s 
memorandum, s eem to be the considerations ~hieh 
they raised in f avor of the plan and v:e don ' t con.:. 
a i der that t his is an adequate answe r to t hose. 
Perhaps there is no answer to it. But we a ttempted, 
at any rate , to br ing out into the open some of 
the questions involved here. 
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H. !t . Jr: 

Blough: 

H • .: . Jr : 

Flough: 

ll . ~ .Jr : 

Blough : 
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Before you go fUrther , may I ask you a questiont 
At any place do you bring out th is point , that 
this would only reach a group of throe million 
people and that if we - a compensating f actY 

That is t he next part . 

You do bring that out? 

Yes . 

And then also the question that if you put this 
tax on cotton, it might i .ncrease rayon and so 
forth? 

Yes, that is in here. '!hat canes out in the next 
part . In other word s , we have been trying now 
to give the arguments or consi derations in favor 
of the inco~e certi ficate plan and now turn to 
the fiscal considerations agains t the certificate 
plan. 

You have got these th ings that I have mentionedY 

Yes, two of them. 

"The fiscal considerations against the inccme 
certifi cate plan as a method of financi ng agri­
cultural parity payments are mainly the follow­
ing: 

"(1) Any plan for the payment or agricultural 
benefits would be less subject to abuse and 
would be more l ikely to promote the public 
interest over the long run if the t~ collections 
and benefits were included in the budget and 
handled in the same manner as other taxes and 
a ppropris tions . 

"(2) l'be processing taxes constitute so highly 
regressive a method of financing benefits as to 
be less desirabl e tha.n other sources of revenue. 

"( 3 ) Even if processing taxes were to be used 
for financing benefits , the income certificate 
tax would be inferior to the type of processing 
taxes which ..-ere in operation from 1933 to 1936." 

Regraded Uclassified



- a -

Now, with r esard to the first point I think there 
is fairly general agreement among fiscal people . 
That i s the paragraph - t his is on page 7 . 

~ 17 '--

"The adoption of the income certi ficate plan would 
make it Dlo re diff icul t to determine the amount of" 
actual public expendi tures and the actual tax 
burden of the various gr oups of taxpayers . Only 
by the inclusion of all public expenditures in 
the budget and by the submisslon of all public 
expenditures to periodic executive and l egislative 
review can there be any assurance that the proper 
allocation of publi c funds &DIOng the many public 
uses is approximated. Furthermore, the elimination 
of such an important item as this from the budget 
would limit the effective use of f i scal policy 
as an instrument of economic contr ol. " 

'Ihat last point is intended to relate to the use 
of the budget , surpluses end deficits as measures 
of control, end by placing this completely outside 
of the budget you d rop any possibility of using 
it for that purpose . 

"In the memorandum submitted by the Department of 
Agriculture , the view is expre ssed that 1 It is more 
appropria te to compare t he Certificate Program 
with tariff l egislation or minimum wage and collective 
bargaining legislation than with expenditures under 
the Budget. The issue is primarily one of agri­
cultural policy rather then fiscal policy, except 
as it may affec t other appropriations. '" 

We go on to point out that the certificate plan is 
very largely a f i scal problem or a fiscal plan, 
that the taxes are collected end revenues are dis­
tributed by an agency of gove rnment , that it is 
not materially different fr~~ the old processing 
tax plan, that t he actual operations to be con­
ducted, although by a special revolving fund , yet 
you would have substantially the sal:1e characteristics 
that you have now and have had previously , 

The lest paragraph on page a. 
"In the Department of Agriculture 1 s memorandum the 
view i s e rp ressed that 'under existing circumstances , ' 
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an increase in direct governmental payments 1s 
•neither practical nor desirabl e .• It i s urged 
that since Congress is not likely to continue 
to make direct appropriations for the benefit 
of a particular group , an indi rect subsidy should 
be provided ; that such an indi rect subsidy is 
already being provided industry. In additi on to 
what has already been said on this point, it 
should be noted that the pur sui t of the proposed 
policy would logi cally i nvol ve the g ranting of 
indirect subsidies to numerous additional g roups ." 

You could hardl y stop logically r. i th ag riculture . 

Now, the second point regards the merits of the 
processing taxes and since they put so much stress 
on ~qis, I am wondering if it mi&ht be desirabl e 
to read that several pages completely . 

"In rP.gard to the second point bearing upon the 
mer i ts of processin0 taxes , .it should be noted 
that tho certificate p l o.n wou l d pl aco the burden 
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of parity paymen ts on the consumers of the pro­
ducts a ffected . Underlying this me thod of fi~an­
cing is the assumption that the e~stence of low 
agricultural prices bestowe an unfo.ir adva."ltage on 
consumer s , and that such an advantage might pro­
perl y be recaptured for the benefit or agricultural 
producers . It presupposes that the rewar ds accorded 
by ~qe market place to the producers or certain 
commodities are not just and require suppl ementation 
to raise them to some speci f i ed but variable l evels. 

"Although i t may be agreed that 'the far.ner is 
entitled t o a fair price , • that does not d ispose 
or t he quest ion as to what i s the fo. ir price . 
Even defining it as a price which wil l gi ve the 
producer a fa i r i ncome leaves undetermined the 
essential quest i on of what is fair . Furt~ermore , 

a price that will give a fa ir i ncome to the 
producer is not necessarily a fair price to the 
consumer . The consumer ought not be required to 
pay more than the price resulting under a sound 
organi zation of agriculture. A sound organization 
of agriculture giving fa ir returns to those en­
gaged in farming would almost certainl y afford 
l ower pri ces to consumers than 1 parit1 ' as now 
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computed . To impose on the consumers ~~rough a 
processing tax the burden of giving the farmer 
a fair price - whatever that may be found to be -
may thus result in serious unfairness to consumers . 

"Such concepts as parity price and parity inc~e 
cannot be accept ed without reservation. ~bile 

Congress has on several occasions endorsed pari ty 
inco.ne and pari ty price as a l eghlntive objective , 
these endorsements have been qualified. The 1933 
Agricul tural Adjustment Act , for example, instructed 
the Secretary of Agriculture to assist far.nors to 
obtain parity prices and parity inco-:~es 'insofar 
as practicable ' at the same time that it instructed 
him to assist ' consumers to obtain an adequate and 
steady supply o f such conwodi ti es at fair prices . • 
Actual parity payments to the fanners are to be 
made only when, as , and if, and to the ext~nt 
that, a ppropriations ore made for that purpose. 
Even if the present concept of parity price and 
income be accepted, the fiscal ~tnods of providing 
them are subject to further consideration. 'rhe 
question immediately at hand is whether a tax on 
the consumer of certain agricultural commodi t ies 
is the desirable met hod of financing parity pay­
ments to the growers of t hese commodi t ies. 

"The certificate plan would impose a t ax on certain 
necessities . It would tax the consumption of 
l'lheat , cotton and rice. Expe rience w1 th the pro­
cessing taxes under the Agricul tural Adjustment 
Ac t of 1933, invalidated in 1936, indicates that 
the burden of t~'te s on these co-:nodit1es l<l:luld 
fall , in large part, on consumers. Inas:nuch as 
the consumer expendi t ures for the p roducts of 
t hese agricultural comnodities account for a 
much grea te r proportion of t~e total expenditures 
of L~dividuals and families ~~th small income s 
than of the total expenditures of those with 
larger inconea, the burden of the tax would be 
regressive. It woul d bear more heavily on t hose 
with small incomes than on those with larger 
incomes. 

"The tax would be unusually r egrossive for it 
would be i mposed on physical units of an agri­
cultural commodity, without r egard to the price 
of the p roduct consumed. Unlike a sales t ax 
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which is lmposed on the bosle or price , the 
certi f i eote tox ~~uld be imposed on the basis 
of r.e i ght or volune. Low ine~~e consumers pur­
chasing low-priced cotton artic l es woul d pay 
a hlzher tax vri t!:l each dollar spent than h i gher 
inco~e consumers purchasing h i gh- prleed cotton 
articles . 
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"It may be tha t 1o so~e eases processors would 
find i t necessary and praet1eol to t ransfer some 
of the tax burden from the i r low-priced to t heir 
high- priced products . Under the invali dated 
processing taxes cigorettes , fo r instance , a ppear 
t o hove borne more than thei r share or the tobocco 
taxes . This type of adjustment, howeve r , is ve ry 
uncertain 11n.d cannot be predicted os o likely 
occurrence 1n the cose of other products. 

"The rote o f taxotion eont«nploted by the pro­
posed eertificote plan would be far heovie r than 
the rates which in the post uauelly have been 
o pplied to necessities in the United Sto tas. The 
generol sol es taxes imposed by ototes in no in­
stance exceed 3 percent o f the amount of the trans­
action, ond moreover, in many cases, exempt form 
products from taxation. 

"The ra t e of the t~~ under the proposed certificate 
plan would be equal to the d i fference bet ween 
esti mated parity prices and the average farm prices 
of the pa r ticular ogrieul t ural commodities affected. 
In some instances, the r a tes of t hese taxes woul d 
be even h i gher than tho se i mposed under the invali­
doted proceosing taxes . Even on the basis of 
united Stot es average farm prices preva i ling on 
December 15 , 1939 , the difference between parity 
pri ces and farm prices amounts to 30. 8 cents per 
bushel of wheat , 6 . 2 cents pe r pound of cotton and 
31 . 8 cents per bushel o f rough rice . A 6- eent t ax 
on 10- cent cotton, for 1nstonce , would be equal t o 
60 percent of the farmers• selling price. The i %­
position of indirect taxes of this magnitude , 
superi mposed on an alreody regressive Federal­
state-loca l tax system, would severely a ffect the 
already limited purchasing power of the low- income 
families . 

"The effect s of the certificate pl an would be 
especiolly burdensome to t hose who , just like 
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wheat , cotton and rice farmers , are receiving 
l ess than 'parity ' incomes . There are l arge 
nuobers of other persons on farms and in the 
cities who hdve incomes and standards of living 
as low as the growers of wheat , cotton and rice . 
~e whole body of the unemployed and the under­
employed laborers in all industries have less 
than ' parity ' inco~es and would be sub jected to 
a heavy burden on account of the tax. 

" ?1 .... 

"In the Department of Agriculture 1t is recog­
nlzed that the certificat e plan woul d consti tute , 
in effect , a tax on consumption. It has been 
maintained , however, that the regressive effects 
of the tax ~~uld be offset by the ' progressive • 
effects of the expenditures and tha t t:le net 
result would be 'progressive. • Underlying t~ia 
~osition is the assumotion tbat the olan ~ould 
benefit a low- income far= group largely at the 
expense of a h i gher - income non- !arm group. " 

1/le don ' t llko the words • regressive" and •pro­
gressive" ln this instance . We •r.ou l d much prefer 
a "redistribution downward" instead of the word 
"progressive" and a "redistribution upwar d " i n ­
stead of the word "reg ressive " , because I think 
that is 'll'ha t we real ly have in mind . 'Rben they 
~ay "progressive" , they mean that there is a 
redistri buti on of lnco~e from t he hi§her- incoce 
g roups and ~en they say •regressive they mean 
that there is s redistribution of inco~e from 
lower-inc~e groups to higher, but we are using 
the1~ terminology. 

"At the outset , it shoul d be noted that t h i s dis­
tinction be tween farm and non- farm population is 
not wholly re l evant to the issue . The certi f i cate 
p l an has been designed for the benefit of wheat , 
cotton and rice (and possibly some tobacco ) 
growers only. It probably cannot be empl oyed 
successfully, and i t is not propoEed, for the 
benefit of the growers of the ma.ni othar farm 
co~dities . In consequence , the p l an does not 
propose to benefit the entire farm population a t 
the e~ense of tbe entire non- farm population. 
It proposes , rather , to benefit wheat , cott on 
and rice growers as distinct fro~ all othe r farm 
groups as well as a l l the non- f at"n groups. 
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"There are at present in the United States approxi­
mately 7 million far.n famil i e s . About 3 million 
of these are engaged, to a small or large ext ent, 
in the growing of wheat , cotton and rice . Thus, 
e ven if all wheat ,, cotton and rice growers cooper­
ated in the AAA production and soil conservati on 
progra~s and were eligible for parity payments , 
the certificate plan woul d benefit not more than 
3 million farn fami lies, at the expense of another 
group consi sting of 4 mi llion farm f amilies, more 
than 22 million non- farm famil ies , and several 
million s ingle indivi duals . 

"Moreover, the plan, if adopted, may not be of 
much help to s011e wheat and cotton growers . That 
likelihood i s indicated by the fact that a portion 
of the wheat and cotton growers produce these 
commodities in such smal l ~antities that the 
benefits they would receive from the i r share or 
the certifi cates, i f they complied with the farm 
program, woul d be offset l a rgely by their share of 
the tax burden as purchasers o f' wheat , cotton 8lXl 

rice products . 

"The certifi cate pl an is said to have ' prog ressive • 
effects because the average inco~e of the farm 
population which would be benefited i s lower than 
the average income of the non- f arm populati on which 
would be taxed. However, a comparison between farm 
and non- farm population on the basis of per capi t a 
incomes is subj ect t o mis int erpretation. The in­
comes of the two groups are not comparable . A 
dollar of income in a rural area is s omething en­
tirely differen t fro:n a dollar of inco'lle in an 
industrial area. Its purchasing po,.er is differen t 
because the cos t of living generally is lower in 
rural than in urban areas, For those on farms , 
food , housing and clothing, three i mportant e le­
ments in the budget of the low-1nco:ne groups , re­
quire a smaller expendi ture than for those in the 
cities. 

" In comparing the income of the farm and the non­
farm population i t i s emphasized that a larger 
proportion of the f arm population f alls 1n the 
low- income group than i s the case in the non-farm 
population. It is pointed out , for instance, tha t 
a considerably larger pe rcentage of the f~ilies 
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on cotton farms have low annual incomes thnn is 
the case with an industrial population. Such 
use of percentages , however, does not bring out 
some of the important aspects of the low- income 
problem. The percentages relate to enti rely 
different magnitudes . The adoption of the certi­
ficate plan would result in the taxation of at 
least 5 million non- relief families with incomes 
of less than $780, for the benefit of wheat , 
cotton and rice growers, only part of whom have 
such law incomes . In addition, there were 
4 , 500, 000 relief families , or whom 600, 000 were 
farm families . In other words , it is not evident 
that the ne t effect of the plan would be a d is­
tribution of income from bie_her to low income 
groups . 

"lJoreover, we are here dealing with families whose 
i ncomes range f r om minus quantities upllard. There­
fore , e ven if, on the average , the famil~es taxed 
bad a hiS)ler incaue than those which received the 
benefits , the families taxed would still include 
a nUlllbe r whose incomes would be l ower than the 
incomes of many r eceiving the benefits. In other 
words, despite the fact that on the average farm 
families have lower incomes than urban famil i es , 
the plan would tax some consumers with little or 

no income for the benefit of some farmers wi th 
relativel y l a rger incomes . To this extent the 
effect of the pl an would be the converse of ' pro­
sressiveness . I 

223 

"Finall y , it should be noted that , aside from limi­
tations on maximum payments to individual farmer s , 
tho benefits under tho certificate plan would be 
dlstributed among farmers a~proxlmetely 1n propor­
tion to the present distribut i on of incomes . Wheat , 
cotton and r i ce growers would benefit in proportion 
to their normal production . Ther efore , in general, 
farmers w1 tb large f arms, producing large amounts 
ot wheat, cotton or r i ce would receive more money 
from the plan than small farmers producing smaller 
amounts . 

"The se consider ations ind i cate that (1) the coat 
ot the plan woul d bo distributed inversely to t ax­
paying ability, (2) the benefits of the plan for 
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these commodities would be apportioned roughly 
according to the present distribution of incomes 
amons the gro~ers , and (3) some purchasing power 
woulc be transferred from low income famili es to 
hiLner income families. 

"At al l events, even if i t oculd be ag.reed that 
the certi ficate pl an tax on consumers for the 
benefit of p roducers might have ' prosressive• 
effects, it would still be true tha t the degree 
of such 'progressiveness• woul d be lea's than 
could be achieved under practi cally any other 
method of taxation .• 

The th i rd point is that the certi ficate plan 
imposing the processing tax, even i f ~~ wanted 
a processing tax, gives it a less integrated and 
less wrought up way than if it were a processi.ng 
tax i n the budget i tsel f . 

"A processing tax can be admini stered readily by 
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the regular tax- collecting agency of the government . 
It can be more car efully integrated in technical 
detai l s ( t~ith respect to definitions of t ax base , 
and exemptions, deductions and r efunding provisions) 
than is the case with the certi f i cate plan . 

"The effective application of processing texes re­
quires the imposi tion of compensatory taxes . Floor 
stock taxes are a case 1n point. Under the invali­
dated processing taxes provis i on was made for com­
pensa~ory floor stock taxes on any articl e that on 
the date th e pro cessing tax became effective was 
held for sale or other di sposition . 

"Such compensatory taxes are essential to prevent 
undue profiteering. The need for such taxes is 
especially present when rate changes are likel y to 
occur from time to time . Moreover , in those in­
stances where on occasions reductions in tax rates 
a re likely, provision should also be cade for re­
funds on floor stocks. In the absence of such 
provi s i ons , processors and distributors are exposed 
to heavy losses merel y because of a change 1n the 
tax rate . 
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"Under the processing tax, the Secretary of 
Agriculture was instructed to ascertain whether 
' the payment of the processing tax upon any 
basi c agri cultural commodity is causing or will 
cause to the processors thereof d isadvantages in 
co~petition with competing co~odities by reason 
of excessive shifts 1n consumpti o n between such 
commoditie s or products the reof.' If he so found, 
he was to proclaim a tax a t a rate ' necessary 
to prevent such disadvantages 1n competiti on ' on 
the firs t domestic processing of the co::~peting 
co~odity . The need for this type of compensatory 
levy is particularly important in a comnodity , 
such as cotton, for which important competitive 
substitutes are available , such as paper, jute 
and rayon. This proble~ may be more serious in 
t he case or the industrial uses or cotton. 

"Conceiva bly, a certificate plan of the type pro­
posed could be su;>plemented by co:-.pen::a tory taxes 
within the i nternal r evenue system. ~ba the~ such 
compensatory taxes are 1n fact contemplated by 
the proponents of the plan has not yet b~en in­
dicated. It ~~uld appear that the imposition and 
administration of compensatory taxes as r.ell as 
the disposition of t he r evenues raised would be 
less cum~ers~e as an integral part of processing 
t~~es than as adjuncts of the certificat e plan. 
To these should be added the previously d1scussod 
considerations : that i f processing taxes were 
em9loyed they v;ou l d be included in the budge t , 
that they would be le sa hidden from the public , 
and that they are more likely to be currently 
scrutinized than the taxes inherent 1n the certi­
ficate plan. " 

Now, we don ' t pre tend to have covered all the 
points . Many in the original memorandum are not 
in here, but those seem to be the ones most at 
issue. 

I congratulate you gentlemen on doing a beautiful 
job. 

Now, I don ' t mean to assume that the technical 
people from the other departments approve of 
everything that is i n hero and I hope 1f they 
don ' t a pprove o f things they wi ll have an 
opportunity to express their d1sapprova~ . 
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!low would you like to proceed , Mr. Eccles? 

v:ell , Y:e have a staten::ent h• re that is more 
or less tentative . I asked ~r . ~avis a day 
or t .. o a e.o if he woulcin 1 t come in and advise 
with reference to t hi s question, as be bad 
had ao much experience in the agricultural 
field . 

The thoue.ht that we had in mind v:asn • t to go 
into t he question as exhauetive l y ae your 
staff has here, into all of tho technical , 
economi c and tax implies tiona . 1"/e had app roached 
t he t h ing rather from the thought of ~king some 
kind of a state~ent t o the President and knowing 
that he liked these s~ort men::oranda ano tt~t he -
and possibly d irect or def i nite reco~endations 
or al te rna t ives, we had not thou~ht so much of 
gettir~ into all of the various econo~1c ~~d 
technical arcuments .:hich Jr.ay t e back of our 
concl\1sions . I t hi nk this me:no randum here is 
an excellen t study and it brings out so:ne very 
good points . 

or course , when you get into the field of economics 
in taxation, you can eo on indefini tel y and build 
up vol~es i n discuss inE the various aspects and 
will never co~e to agreements or conclusi ons . 

Nor. , as I say , Y:e ha ve here some~at of a brief, 
a tentative stste~ent , t ha t ls by no ~eans, I 
would say , a final conclusion. It 1s f1 ve pa ges . 
If you woul d care to have it done , I think that 
this may state rather briefly the present r esults 
of our consideration of this question . 

~ill you r end it? 

7/ould you like us to do that? I woul d like you 
to read this , Chester. "li111 you do that? 

I want , 1n order to avoid a false 1~press1on , to 
d i sclaim authorship and £ive ~r . Jarfleld the 
primar0 respons i bility for 1t . 

"Alrea.d:7 a great advance ha.a been ~de to .. a.rd 
price and inco=e parity for rnrmers but ~~ e se 
e:oals have not ye t been attainod . In 1940, when 
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parity income would be 9 3/4 billion dollars 
or mo re , income from farm marke tings :cay be 
about a billion and Go vernment payments to 
f armers , including 225 million or parity pay­
ments already a ppropriated, may be close to 
3/4 billion , making a total or a 3/4 bi llion. 
This ..-ould be short of income parity by a 
billion or more , If parity payments are 
dropped, the difference i n 1941 would be 
larger, unless market developments were favor­
a ble to fanners . It i s our position that an 
a pproach to parity of incomes fo r farme rs is 
both equitabl e and economically desirabl e . 

"Aopropriatlons and certificate plan 

"If pnrity payments are to be maintained or 
increased , should they be made out of the 
general funds , tha t is , out o f general taxa­
tion , or out of s~ecial tL~es alloted through 
the certi f i cate plan? Appropriations from the 
general funds presumably would come to some 
ex ten t f rom income and other taxes based on 
ability to pay . The cost under the certificate 
plan ~ould fall mostl y on consumers of products 
~ade fron cotton, wheat , and rice, in accordance 
with the poundage of these materials 1n products 
bouoht . A large por t ion of the cost ~ould be 
paid by people ~ith lor. incomes. It i s exceed­
ingly dl ff icul t to compare the inco:oe s of farm 
and nonfaru groups to determine whether those 
receiving t he paymen t s (in r el atively large 
a mounta each) are worse off than those who 
woul d make the payments (in re l ativel y small 
amounts each, the tL~ being spread over a large 
number of peopl e) . Sut it is clear f rom the 
point of view o f income distribution and a lso 
from the poi nt of view of put~ing i d le funds 
to work that making payments out of the general 
funds of the Treasury would be bet t er than making 
them out of the proposed cona~er taxes . 

"The re i s , ~oreover, a fUndamental objection to 
makin£, in effect , such large a ppropriations with­
out the annual review accorded those for prac­
t ically all other purposes; in th i s connection 
it should be no t ed that the amount of taxes unde r 
thG certificate pl an wou l d automatically increase 
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if prices received declined relative to prices 
paid (and vice versa). 

"Another i mportant argument for appropriations 
from the general funds rather than the special 
taxes proposed is that farmers really can not 
afford to lose more o f their m:irkets . ~estic 

cotton consumption would probably be curtailed 
as a result or a 6 cent tax - a study of the 
effects of tho processing tax by the Bureau 
of Agricul tural Economics would suggest a loss 
of perhaps half a million bales annually. This 
total might be reduced by distribution of cotton 
goods through extension of the Food St~p Plan 
but in ~y particular cases competitive materials 
certainly woul d be given a great advantage by an 
1nc1·ease of perhaps one- third in the cost of the 
hiahest grades of cotton and t wo- thirds for the 
lowest grades . A decrease in consumption would 
lower production and have an unfavorable effect 
on producers , particularly farm laborers , Who 
in any event would be benefited only indirectly. 
The effect of the tax on consumption might be 
le$sened if the certificate plan were revised 
to bear l ess heavily on the low-value uses of 
cotton, and more heavily on high- value ~roducts 
where the cost of the raw material is small 
relative to the price of the fin i shed goods 
(lavm, l ace , and broadcloth fabrics , for exampl e , 
as against mattresses or overalls) . 

"If the certificate plan i s adop t ed, demand for 
protection tram co~petlng domestic materials 
would probabl y take form s imilar to the com­
pensatln& taxes under the A. A.A., which were 
very troublesome , and extended almost endlessly . 
Cotton ~anufacturers and growers asked for com­
pensatory taxes on silk, rayon, and paper; wheat 
millers and growers for taxes on corn, rye , and 
t he i~orted starches . Devices of this sort 
would run counter to the efforts of variouo 
agenci es to eliminate restraints on do~estic 
trade. They would not be invol ved if funds 
were appropriated direct free tho Treasury. 

"The principal a rgumont advanced for the certi­
ficate plan i s that this year a.nd every other 
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year i t will provide larger payments than can 
be obtained any other way and make possible 
the continuation of effective measures to con­
trol production and supplies in the interest 
of consumers as well as of producers . Con­
sumers , it is urged, would probably not be­
grudge the pr oducer his parity price . Also, 
once the certificate plan was adopted , fUnds 
would be made available automatical ly each 
year; how this would work out actually is 
uncertain - relating payments to specific 
taxes mi ght make them a t a rget in an el ection 
year oven if incomes are bieber than in other 
recent years . 

"Fixed price plans and certificate pl an 

"It is understood that the sug~;estlon of the 
certifi cate pl an has been made partly to meet 
a demand for a sys te~ of fixed or guaranteed 
parity prices on the domestica l ly- consumed 
portion of staple crops . The certi f i cate plan 
would be preferable to a system of fixed prices 
since whi l e the effect on the consumer vrou l d 
be approximatel y the same the certifi cate plan 
would channel t he benefit to cooperating pro­
ducers , thus supporting the broad adjustment 
and ever-normal granary progra~. 

"Silllllllllr;y 

"To su'1ll!larize, it i s our judgment that efforts 
to establish a better relationship betYieen the 
1nco~e of farmers a nd of others should continue , 
par ticularly i f 1t can be done in a way that 

£29 

would contribute to the effectiveness of the 
broader farm program. Our first preference is 
for appropri ations financed by taxes derived in 
accordance Yli th ability to pa y. Our next choice 
would be a combination of appropriations and the 
certificate pl an , with appropri ations sufficient 
to reduce materially the amount or the taxes under 
the certi f i cate plan and sufficient to provide 
payments for so~e other groups not covered by the 
certificate prosram. If, however , the choi ce is 
between d iscontinuance of parity payments and 
possible consequent dis l ocati on or the farm 
program on the one band, and the certificate 
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pl an on the other, or between a syste::> of 
fixed or guaranteed prices and the certi­
fica te pl an, then the certifi cate pl an, with 
certain revisions , woul d be favored . 

"In thinking about revision the following 
qu ee ti ons T-i@l t be considered . 

"(1) Hor. can substitution of other materials, 
notably for cotton , be prevented? Even if 
new outl ets are gained by extensi on of the 
Food Stamp Plan it 11ould be unfortunate fo r 
cotton growers to lose markets narrovtly he l d 
1\'ith current price relationships . 

" (2) What provision can be made for int egrating 
the certificate prorr~ r.itb the parity payment 
pro~ram in 1940; and subsequently for continuing 
parity payments to corn producers , who are now 
receiving 50 to 60 million dollars a year of 
such payments? 

"( 3) If many othe r non:nilitary appr opriations 
a re actually decreased t h i s year , shoul d par t ty 
payments to cotton, wheat , and rice gro<~ers be 
increased as much as would be necessary to bring 
the income of t hese groups all the way to parity? 
(Tho amount to be coll ected for these groups 
under the plan as outlined would be around 400 
or 500 million dollars as compared with average 
parity paYJ:1ents to them of about 1 50 million 
dollars on the pnat two crops . ) " 

Thank you . We v:ould be glad to furnish some 
copi es of thi s if you would like to have them. 

Yes . 

It seems t o me that we are t ogether; that this 
proposal is not burdened on consumption; that it 
is more regr essive than progressive ; that it is 
not re l ated at all to ability to pay: secondly , 
that as I understand your posi tion here , it is 
undesirable to have an operation o r t his sort 
outside o f the budget . It isn ' t subject to 
a nnual consideration and review. It seems to me 
that •:e also agr ee t hat this proposal of theirs 
does not cover t he entire field o f agri~lture 
but only a portion of it and t ha t it might , and 
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likely would, result l n a reduction of the con­
sumption, particularly in the field of cotton 
and the bringing in of substitutes. 

Now, we go beyond the poi.nt that you do, I th 1nk , 
and that is to the extent of not Just throwing 
this program out, because of these factors that 
both you have mentioned and we have mentioned 
here , but we recognize what we consi der t he al­
ternative , t hat we have recognized so~e alternative 
should be provi ded . 

Mr. Davis is in touch with the fann leaders, I 
think more than anyone else connected with our 
organization, and I t hink he agrees with Sec~etary 
fiallace 1n reeling that there is a great danger 
in attempting to get a guarantee of prices and 
of course it has been the objective of nearly 
all forms of organizations unless they could ge t 
sane al ternative . The need of exercising that 
control over the agricultural production ls , I 
t h i nk , pretty well recognized by eve ryone and this 
.:ould tie into the soil conservation - not the 
fa~ certificate plan , but some parity payment 
plan would tie into the conservation program and 
would streng then the production control , so tha t 
we got around to the point vmere as a practical 
matter ~~e farmer , we feel , is entitl ed to some 
consideration . That isn' t just these two types 
of farmers , cotton and wheat and rtce . Corn is 
a big factor in this and has been taken care of 
1n the past but is not covered unjer the certi­
ficate plan and we would favor , as a first choice, 
so~e benefit , not necessarily a parity payment . 
I recognize there are factors that have been 
brought out here that mi ght not warrant any such 
appropriation or taxes as to give parity payment , 
but we feel there should be sane appropriations 
made available for some payment recognizing the 
parity princi ple and that as a f irst choice. 

As a second choice , and I will say it as not a 
close second , as far ae I am concerned, that 
possibl y a modi fied certificate plan to cover 
certai n articles and supplemented with a t a x 
program to take care of corn and solle other 
products . In other words , if you are going to 
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have - if i t i s necessary to have a taxat i on of 
th is sort , i t ought to be just as small as possi­
ble. It you are going to have it at ell , we 
woul d like to see i t reduced to the very minimum 
and as much or the te.xes cane out or the genaral 
revenues , e ither throusJl some new taxes to be 
l evied or - we don't go into that aspect at all. 

It would s eem, Mr. Secretary , that we are in 
agreement on the first two items. As to whe t her 
or not you want to go beyond that , you haven't 
indicated in your memorandum at all whe t her you 
wan t to recognize any alternative program. We 
have been down to the point of recognizing that 
there should be alternatives and you haven ' t , 
so we are in agr eement as far as we have gona. 
Woul dn ' t you say that was a pparent, Chester? 

Wall , wi.th certain reservations. I would like 
to co=ent at an appropriate time on the memorandum 
Dr. Slough read there . 

~bat I meant was in reference to the two general 
memoranda. 

I don't think there is any question. 

We are against this princi ple of taxation and 
that i t should not be - any form or benetit should 
not be outside or the budget so that i t has the 
benefit of t he annual rev i ew and we have gone t o 
the point of suggesting some al t\lrna t ives. I 
would like llr . Davis to commen t . 

I bave one or two thouShts , ~. Secretary, on 
hearing the Treasury ' s me~orandum. In one sense 
1t s eetn!!d t o me that 1n the broader picture and 
i t s relation to f a rm legislation it is not fully 
realistic. That is , there will be a program 
which is aiLled to increase and support farm pri ces , 
no matter what administration may be in power, 
cat tinuing down through the years, in my judpent. 
I believe that SBl!1e tbi.ng is true of all the 
countrie s that have a capitalistic or price 
economy . I think tho se programs are in effect 
and tbey will be in effect the re as well as 
here . 
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From the a gr icul tural standpoint , therefore , 
the question becomes one o f what is the most 
satis fac tory form for t h is support to take . 
The effect on the consumer of any effec t ive 
pl an to increase or support farm prices at a 
l evel above which they otherwi3e would hold 
is substantially the s~~e as the effect of 
the certifi cate pl an , as haa bean pointed out 
in the Treasury ' s memorandum. That is, the 
effect of any successful program v;oul d be the 
same as this program, the incident of tax 
~ould be i denti cal in both caaes . 

The certi f i cate pl an has certain advantages 
over other alt ernative plans to incr ease and 
support far.n pri ces that might be suggested 
and it also has so~e disadvanta ges , as your 
memorandum points out . 

Now, as to the ques tion of parity as a standard , 
the fact is , of course , that it is the principle 
underl yin6 the objectives set forth in the present 
l aw, whethe r it is the correct standard or not , 
that doe s happen to be the standard lai d do\'m for 
the guidance of the Secret ory of Agr i cul ture at 
the present time . 

Seventy- five percent? 

No , that was onl y in the a ppropriation item of 
225 million, ~r. Secretary . 

\Yell , r.:r . Vlallace told me last Friday at Cabine t 
that he considered it 75 percent. 

Seventy- f i ve percen t onl y appl i es to the dis ­
tribution of 225 mill i on doll ars appropriated on 
June 30, 1939 . It was writte n i n as a rider to 
the amendent to the Agricultural Appropri a t1on 
Bill at that t~e and is not in the mai n Agr i­
cultural Adjust::::ent Act . That is my interpreta­
tion. 

If you don ' t mind, you are getting wa7 beyond 
anything that I want to take a posi t i on on . All 
I want to t ake - I don ' t want to ge t into a 
discussion of whether a gricul ture should or shoul d 
no t have parity. 
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I think your moonorandum has done so , Mr . Secre­

tary . 

I raised that as one of the questions . 

And I addressed my remarks to that , because •• • • 

Well , if we are going to use this - if you don 't 

mind, I will interrupt you. I just want to say­

where I stand and may-be i t will save time. I 

very defi nitely don't want to ge t into a dis­

cussion of whether agriculture should or should 

not have parity- payments . All I would lil<e to -

my o•m advice to the President is, is e. certificate 

plan good or bad as a method . 

I would not have addressed mysel f to that if your 

memorandum had not done so , Mr. Secretary. 

Go ahead , will you? 

I have compl eted. 

No , I run sorry. 

Tha t is all right , I have 
that i s quite all right . 

too much time. 

said all I wished to say. 
I hope I haven ' t taken 

I juat meant I wasn ' t going to go along wi th my­

own sta ff beyond whether t he oertiricate plan was 

good or bad. 

I understood your endorsement of t h is as indicating 

you were , and I was raising that point of view. 

I think you are right. 

Thet was the only point of my d iscussion. 

I think you are right. Talking Just for the 

Treasury, I don't want to go beyond the t ax field , 

that is all . I don't want to get into an agri­

cultural program. 

In other words , you don ' t ~·ant to in any way pro­

pose any alternative , because I don 't - I feel 

a l i ttle different i n that I don't want to point 
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out nll the obj ections to the certifica te plan, 

of which there are many, and then say that against 

it, unless I suggest alternatives , because if 

there aro no alternatives, if it is a questi on 

of nothing or the certif i cate plan, a modified 

certifi cate p l an , we would say, than I would be 

for ll modi fied certif i cate pllln as agains t not 

considering giving any f urther consi der ation to 

t he farm probl em. I thi nk if that ia the caso, 

we will open up some other very undesirable 

developments or features such as an a ttompt to 

fL~ pr i ces , guarantee prices , so that I - I started 

to say in the begL"lni ng, I ag ree with you, as 

far as you go , bu t I woul d just go one step tur­

ther and say that I am only for some modified 

certificate pl an in ease it is that or nothing. 

I think t:here are other al ter natives that are 

very much better for the economy as a whol e . 

Wel l , l et me ask Mr . Delano - be has been very 

pati ent wi th a l l of us - how he feels a bout this . 

Mr . Secretary, 1 am very much impressed with both 

these papers. I don ' t know that I have any - I 

I< now I haven 1 t nny r 1gh t to eommi t our e;roup to 

a decision on this thing. In f act, I am only 

author i zed to at t end this meeting as an observer. 

I asked one of the brilli ant lawyers ln the e~ploy 

of the government what tho duties of an observer 

r.e re and he told me that an observer coul d mnke 

observations . That is all I know, and I know that 

I don ' t lcno'!" the anaYJers to these questions . 

Personal~, I think that whi l e I see the posi tion 

of the Treasury, that i f it sees a plan suggested 

that is going to affect the Treasury i n a bad way, 

they have a right to condemn tha t plan , but as 

citizens of the Uni t ed States , I thi nk we are all 

i nterested in trying to he l p sol ve this solution 

or th is probl em. 

I am ol d enough to rem0l'l1bor the tlme when the 

f armers represented 75 percent or the population. 

They allowed tho tariff fe l lows to put it all 

over them so that they bad to pay :nora for every­

thing that they bouo;ht and sell in a wide open 

market without any protection. Now, tho f armers 

are only 25 percent o f t ho population and they 
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certainly are going to hell in a hack unless 

there is a guardian, that 1a my personal 

opinion . 

Now, my colleagues might not agree with that. 

As I say, I haven't any right to more ~ 

make an observation. 

I am surprised that you let a couple of lawyers 

hobble you. 

I only asked one. If I had asked two, I wouldn't 

know where I was . 

I ~11nk e very argument t hat has been made against 

this cert i ficate plan could be made with even 

greater force abou t the tariff and I am impressed 

w1 th the point, is the tariff a necessity or i s 

it a d isease? Two wrongs don't make a right. 

Just because ~e have got t he t ariff doesn ' t 

mean that we ought to have the same kind of a 

wrong to help the farmer . Yet .. -e all know that 

we are laced up with this tari ff and have been 

for 1 25 years nnd we are not going to ge t rid 

of i t . Even efforts at ameliorating the con­

ditiono don't go very far , but I don 't know any 

econoMis t that has ever f i gured out how much 

more the tariff is costing the people of the 

United States . It is one of those delightfUlly 

indirect methods of effecting business that -

when I was in - I went to the Near East in 1 26 

and I saw steel rai l s eold on the dock for $17 

a ton when they were selling t hem in this countr y 

for t 45 at the mil l . Part of that i s due to 

tariff, part of it is due to selling stock for 

whate ver t hey can get for it . 

Would you be willing to do this , if we don't ge t 

any further along than wbere we are (speaking to 

Mr. CUrrie), let each of these four agenci es 

prepare a memorandum. I will try to keep ours 

down to two or three pages. Then we will give 

it to you and you can summarize it for the Presi­

dent. If we are in agreement , you can say the 

four agencies agree on this but from there on 

they are not in agreement. We will have the 

supporting mcorandum but I will swmnarhe it 

Regraded Uclassified



Currie : 

fl . M. Jr : 

;;.ccles : 

:i . L. Jr: 

CUrrie : 

H. L: . Jr: 

fl , •· • Jr : 

~ccles : 

- 28 -

and we wlll simply take the position, does the 
Treasury think the certificate plan is e ood or 
bad, and ~e will say ~e t hink i t is bad and why. 
We won 1 t .,o beyond tbe.t . But if each person 
will give you a ~tion of this , and then you 
take it and just make a factual su:::mary for the 
President and you can say that we are in a gree­
ment on this and on this we are not . 

I will be glad to do i t , llr . Secretary . 

Don 1 t you t h ink the t is the boat way? 

I think that is an excellent voay to g et at it . 

'Xould you be willing to do that? 

I will be very gl ad to . 

I would like to make this suggestion, tbe.t as much 
as pos sible of thi s shoul d be sent to the Chairman 
of the v:ays and Means Conunittoe of the Rouse and 
Senate . If he wants to , he can just forward th is 
stuff to them, but I think it wou l d be unfortunate 
after all this rrork has been done if these two 
co~ittees don ' t get the benefit of it and they 
can d ecide wbe.t they want . 

(~r . CUrrie left the conference) 

He had to go and I j -.;s t thoueht - I mean , there 
i s an 1n•ful lot or feeling on t h is thing and I 
a:n thinklng this •:ould be fair to everybody , 
wouldn ' t it? 

It i s entirely fai r to me , I don 1 t see hov; any­
body could object to that . There has been , of 
course , a good deal of publicity and I feel some­
what llke you do , tbe.t 'becauee of one side of t he 
thing being presented publicly I h ave said ab­
solutely nothing on it and I kno~ you have said 
nothing . I r.o ulC. hope the. t what is g iven to t r.e 
President with the supporting data v:ould. go to 
the people in Congress that are consid ering this 
so that all s i des o f the question can be g i ven 
the f r ee discu ssion and the widest public i ty , 
becaus e I am put in n posi tion and I t hink you 
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are too, and I don ' t l ike i t very well, or 
being against the rarm i n te r ests , against 
doing $0me thing ror the farmer , when as a 
mat ter of f ac t I am opposed to thi s method, 
t h is processing tax, as being another con­
sucer tax where we already have excessive 
consume r taxes, e.nd I don't object to being 
put in a position or being opposed to this 
but having i t interpreted as being against 
the farmer and f ailing to recognize the farm 
probl em and t he farm interest i s not a very 
satisfac tory light to be put in. 

Is this all right with the budget , to do it 
t h is way? 

!Cr. Secretary, I haven't enter ed into the dis­
cussion because my ~ersion in the subject 
has been mther recent and Harold Smith has 
represented us at our two previous meetings. 
Unt'or tunately, he couldn ' t be here today. I 
think I Should point out that the subject i s 
currently before the Bureau, independent of 
i ts parti cipation in t his committee , in the 
form of a report , proposed report by the Secre­
tary of Agriculture on a pending bill and we 
have the task of determining whether or not 
that is i n accord with the policy and to t~at 
end all of t h is material - and I hope I may 
have a copy of the other m~ore.nda - is very 
helpful , and we are p roceeding with what 
material we can get to move i nt.o the subject 
on the basis or clearing it with t he President. 

I think t he ·consi deration of it will inevitably 
move so~e realities , that this particular budget 
omits a couple of.hundred million dollars of 
parity appropr i ation , although it does include , 
I think, 170 million doltars o~ expenditures 
ror previous parity a ppropriation , and r.e must 
f ace so~e ot that picture of present statutory 
intent and the possibilities of demands that 
t he parity picture be met and of course in that 
consideration I believe the Bureau wil l be very 
much impressed w1 th some points made 1n thi s 
memorandum with respect to a decentralization 
of our fi scal control. I .think that is a dis­
turbing prospect from the viewpoint of p rogram­
ming the federal t axes and expendi tures, but 
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I &.'l! inclined to th1nk that we are going to 

be faced with the suggestion of an alternative , 

other waya pos~ibly of meeting the Congressional 

intent . 

Well , I have eot Phil Young aort of acting as 

secretary of the group. If you will send it 

to him, he will fo rward the memoranda ~ediately 

to !.:r . Currie and we will be gl ad to - I will 

see that he furniahe s each :nan with a copy of 

everything that goes to Currie , whn tever goea 

to Currie . 

That is, he Toul d furnish other members of the 

group ••• • 

<:vorybody e lse • 

••• • a copy of everycod7 else ' s memorandum as well 

a s furnishing it to eurrieY 

That is rlsJlt . 

This is the only one we have. Of course, you 

understand that it isn ' t final by any means . It 

is purel y a tentative me.,orandum. In the lisht 

of the discussion this morni ng, I think there 

may be so"'e ::10di fica tions made and maybe even 

a change i n approach and certainly a memorandum 

to g o to the '//h i te House would have to be shorter 

than this me:norendum. 

Today is Wednesday. If they could get t h i s to 

Mr . Young by Friday, v:e coul d get 1t to l·!r . Currie 

the same day and maybe he could get it to tho 

Presi dent on l!onday. 

Let's f ix ~:onday as a deadline, anyway. 

Friday is the deadl1ne . 

I guess we have done enough preliminary work 

that v:e coul d do it by Friday. 

We have sort of a special status on this subject, 

I think. 
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~arr1ner asked lf I thought we could get it done , 
and I thought surely we could. 

we can. Let's try it and you have got to ride 
herd on these boys (speaking toUr. Young) . 

Do you say we hsve s pecial status on thi s plan? 

I think .:e have a peculiar status on thi s 
particular subject due to the fact that the 
whole thing '!lay be before the Bureau of the 
Budget . 

It is befo:-e you nor. ln that form, isn ' t i tY 
It see~s to me what you say ou: ht to be coor­
dinated ~th what Currie is going to say on 
this mol e proe ram. 

·;/hat we get together would be on 
cl earing it with the President. 
analysis of the material . 

the basis of 
It mit;bt be an 

~/el l, thst wou l d be all tho 1110re reason to get 
it to you sooner . 

Thanl< you all very much. 
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J anuary 10, 194a 

Current and parity incomes for rnrmers 

Already a gr an t advance hss been made t oward price 

and i ncome parity for farmers but t hese goals have not yet 

been ~ttained . In 194a, when oarity income would be 9 3/~ 

billion dol lars or more, income froo farm marketings may b e 

nbout g billi on and Government payments to far mers , i ncluding 

225 ml lllon or oari ty payments already apnropri ated, may be 

close to 3/~ bi llion, making a total of g 3/~ billion. This 

uould be short of incor.te Parity by a billi on or more. If 

parity Payments are dropped, t he difference in 19~1 woul d be 

larger, unless market development s were favorable to farmers . 

It is our POsition that an aporoach to oarlty of incomes for 

farmers is both equitable and economically desirable . 

AnprooriPtions nnd certificate olnn 

I f oarity oayments are to be oainta1ned or 1ncrensed, 

shoul d they be made out of the general funds , thst is, out of 

general t axntion, or out of spec19.1 truces alloted through the 

certificate plan? Apor opr1at1ons from the general funds pre­

sumably would come to eome extent from income and other taxes 

based on abi lity to pay. The cost under the certificate plan 

would fall mostly on consuners of products made from cotton, 

wheat, and rice, in accordMce with t he noundage of these 
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~~te-i~s in products bousnt . A large oortion of t~e cost 

uould be onid by oeoole with low incomes . It i s exceedingly 

difficult to compare the incomes of farm and nonfarm groups 

to de termine whe t her t hose receiving the oayments {in relatively 

lar ge amounts each) are worse off t l\Ail those 'mo would make the 

ry~y~ente {in relAtively small amounts each, the tax being spread 

over n lrr~e number of people) . But it is clear from t h e noint 

of vieu of incone distribution and also !'ron t!le .,oint of view 

of outt1ng i dle funds to ,;ork that mnlti ng naycents out or the 

.;eneral funds o!' :he Treasury ><ould be better than maki ng t hem 

out of the proposed consumer taxes. 

There is, moreover, a fundaDentnl objecti on to maki ng , 

in effect , such large aonr opriat i ons >lithout t he annual review 

accorded those f •>r pr ac t ically all other nurooses ; in t hls con­

nection it should be noted that t he amount of tf\Xes under the 

certificate olan would eutomntically increase if prices received 

decl ined rolntive to orices on1d {and vice versa) . 

Anot her 1~rtant nrgument tor annronriations from 

:he general funds rather than the specinl taxes orooosed 1s that 

fArmers really can not affor d to lose more of their mar kets. 

Domestio cotton consumption would probnbly be cur tailed as a 

result of a 6 cent t ax--n study or the effect s or the orocessi ng 

tax by t he Bureau or Agricultural Eoonomi co \rollld suggest a 

loss or nerhaos half a million bnlee annually. This total 
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~lght be reduced by distribution of cotton goods through ex­

tension or the Food Stamp Plan but i n many particular cases . 
oomoet1tive materials cer ta i nly would be given a great 

ndvant age by an i ncrease of ~erhaos one- third in the cos t 

or the highest grades or cotton and two- t hirds ro r the lowest 

grades . A decrease in consum~tion ~<euld lower pr oduction and 

have an unfavorabl e effect on producers , particularly farm 

laborers, who in any event would be benefited only indi rectly. 

The effect of t he tax on consuootion mi ght be l essened i f the 

certificate plan were revised to bear less heavily on t he l ow­

value uses of cotton, and more heavily on hi gh- value p roducts 

wher e the coot of the raw material i s small relative to the 

price ot t he finished goods ( lalm , lace, and broadcloth fabri cs, 

for example , as agai net mattr ess es or overal ls ) . 

I f t he certificate ~lan i s adooted, demand for 

orotection from competing domestic materials would orobably 

take fo r m s i milar to the compenee.ting taxes under the A. A. A., 

which wer e very troublesome, and extended alcost endlessly. 

Cot ton manufacturers and growers naked for compensat ory taxes 

on aUk, rayon , and paper; lfhea t millers and growers for taxes 

on cor n, rye , and t he i mport ed starches. Devices of thi s sor t 
would run counter t o the ef forts or various agencies t o 

eli mi nate roetralnte on domestic trade . They would not be 

involved i t funds were aoproor iat ed direct from the Treasury. 
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The principal orgument ndvanced tor the cert l tlcate 

nl~n is that this year and every other year lt will orov1de 

l~r.;er onynents than cnn be obtained any other way and ~'lake 

oossible the continuation o: effective menoures t o control 

oroduction and supplies 1n the inter est or coneuoers as well 

AS o~ ' roducers. Consumers , it 1s urged, would orobabl y not 

begrudge the pr oducer h i s oarlty orice. Alao, once t he ccr­

tif1cnte plan was adonted, funda t1oul d be made available 

nutomnUcally 81\Ch ye,.r ; how t :11s would wor% out actually i s 

ur. 1'll'ta1n--rel!lt1ng ,.ynent s to soec1r1c truces o1.ght ma.lte them 

• t~rset 1n an election yenr even i f i ncomes a re higher than 

in other recent years. 

Fixed nr1ce n l nns nnd cel•t1f1cnte ol an 

I t l s undArst ood that t he sugbest1on or the cert1ti­

c~te olnn 1~s been Jnde nnrtly to ceet a decand tor a systeo 

or fixed or c~~anteed oar1ty orlcee on the domestically­

consu-ed nort1on ot staple crops. The certificate olen 1~uld 

be nrefer able to a system ot fixed nr1ces oince while the eff ect 

on the consumer 110uld be aporox1m~>tely the Sl\llle the certificate 

olnn w>uld channel the benefit to cooperAt1n~ ?reducers, t hus 

suopo!•t1nu .he brol\d ndJuPtttent nnd ever- nomal granary 

orobrrun . 
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Summary 

To summarize , it is our Judgment that efforts to 

est~blish a better relationshi p bet ween the income of farmers 

and of others should continue , particularly i f lt can be done 

ln a way that would contri bute to the effectiveness of the 

broader farm prosram. Our first preference i s tor a~pro­

or1ntions financed by taxes derived i n accordance with ability 

t o ony. Our next choi ce 11ould be a combination or appropri a tions 

and the certi ficat e plan , wi th appropriati ons sufficient to 

reduce materially the AMount or the t axes under t he cert~ticate 

pl t>n and sufficient to provide payments tor so.ua other groupe 

not covered by the certificate program. If, however , the 

choice-1s bet><een di scontinuance of parity payments and possible 

consequent dislocation of the farm program on the one hand, and 

the certificate plan on t he other, or between a system of f i xed 

or guaranteed pri ces and the certificate plan, then the cert1t1-

cate olan, tnth certai n revisions, would be favored. 

I n thinki ng about revisi on the following que stions 

might be considered . 

(l) How can substitution or other materials, notably tor 

cotton, be preventedf Even i f new outlets are gained by exten­

s ion or the Pood Stanp Plan i t would be unfortunate for cotton 

growers to lose markets narrowly held u1t h current pri ce 

relationships . 

~4 5 
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( 2 ) l'lhAt nrovision ca:'l be "Rde !or integrating the 

certificate Probl'am with the parity payment pr ogrtun in 194<l ; 
and subsequently for continuing npri t y oayment s to corn 

producer s , who are now receiving 50 to 60 mill i on dol lars 

a year of such peyment s ? 

( 3) I t many other nonmili t a ry appropriations are actually 

decreased thio year , should parity nayments to cotton, uhent, 

AJld r i ce ~roweJ•s be i ncreAsed as ouch as would be necessary to 

bring the income of t hese gr?uns all the way to oarlty? 

(The amount to be collec ted for th fl s ~ grouns unde r the plan 

1\S outlined would be around 4oo or 500 mi lli on dollars lUI 

COtlT'P:::-ed With n;·er a.ge 01'11'1 ty O'IYOPnts to then Of about 150 

million dollnrs on the nost uro crops. ) 

~4 6 
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General Wateon called me at a quarter of five 
to ear that whoever he eent up to Buffalo to eee the 
Curtiu-Wright had Juet returned and eaid that the;r 
were perfectlr willing to give the French 25 of the 
P-401 e that the;r had on order for the A:rrrq, but that 
the French were ineieting on having a plane that had 
tour machine gune 1netead of two and a different kind 
ot voltage. 

I happened to etep out of -:r office and ran 
into Purvie and Bl.ooh-La1ne and gave them th1e mua­
age and the1 both agreed that of course the French 
would take the Un1 ted Statu Arr1cJ model and if I did 
not hear from them again, the.r would cona1der the 
thing settled. 
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January 10, 194o. 
9:12 a.n. 

'tello . 

Good morning, Mr. Secretary. 

l!e1.lo 0?111ns. 

Yes , sir. 

Ooll1ns, the Pinnish Minister made a statement to 
me last night, I'd like you to oheok. Me eaid that 
they had on order - about t o place on order with the 
Remington Arms tor fifty million rounde ot 
lllllli!Unition. 

Yee , sir. 

At a coat ot a l1 ttle o•er two llillion dol lara, and 
he got instructions trom hie Oo•ernment to cancel 
it because he didn't have the money to pay tor it. 
What I want to know is, did he - was there such an 
order with Remington Arms or not. 

Well I know this, they have in there tor clearance 
eome rifie ammunition and I think that was cleared 
to them. 

Yes. \fell take - take a look at it, see? 

Yes , air, I lfill. 

Nov the other thing, last night, Gordon Rentschler 
called me up and you know he has one brother who 
is 1n the machine t ool business. 

Yea, sir, r'red. 

Yes, ln~ gn~ther brothor ~o 's With Pratt & Whitney. 

Yea , slr. 

And he said - '.fard is that hU namet 

Ward. 

Ward ot Pratt & Whitney. 

He's Preeident ot Pratt & Whitney. 

Wae apend1ng the evening wl th him laat night and 
he e&ld tbat he'• get ting him to see whether 
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he can' t help solve thie thing, that he knev all 
about Sloan and he said he mi ght be able to help 
Beaufort, Pratt 4 Whitney on getting hlm to use 

sub-contractors and also wit h -

Packard? 

No, With the machine tool people , see? 

Yes , sir. 

So I told him that I vaa very much 1n the background 
on this thing but he asked could he aee me, eo he 
may be down Saturday or Sunday. 

Yea, e1r. 

And 1t he is I'll have you a1t 1n. 

I'd like to . 

Rut I ' ve worked v1th Rentschler before. He's a 
driving power . 

Yea I know that, but ha •o driving tor the National 
C1 ty, l en• t he? 

Oh SU!'e . 

All t he. tl:lle . 

Oh 8\L"E! . ~at• q r1Jll t . 

I k3ow - I knov hie brot her avtully well . 

Yes , '.Jut -

Pred, tho one you ~~o~ t~at put Pratt c ~ltney 
together. 

Yoe . Somebody 1o ffOin3 to ~ve to oraok this thing. 

Oh I think eo. Welt I thi nk maybe we ' ll get a crac& 
on 1 t Thursday. 

Well then he knew all about that too, and eo I vantto 
know What he ' • doing and I think the best way 1e to 
let him tell me.' 

'l'he.t I 8 rignt , 
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Nov ~r. Purv1e io oo~1ng in at three. 

Yea, e1r. 

I'd l1lte you here • 

I' l l be t here. 

250 

But he 1 B 1nto thia thing up to hi s neck and t he 
intereet1ng t hing was he ea1d "If you're goi ng to 
do someth1ng1 , he ea1d, 1 I 1 m about to co'lle t o t he 
oonolue1on the only thing t o do 1s for t h e Armies 
and NaVies t o give up part of t he1r production. 1 

RoW't 

lf!\o.t? 

\Jell ~at• e all right then. ~at would i ndi cate 
some ot her conclusion tha t you reach. 

Yoe. 

~erta1nly. I thin~ t hat•e t he answer. 

'B•Jt he said - I said, 11fhat about th1a machine tool 
business•. He eo.1.d, 1 I th1nlt we oan do something 
about that 1 , and eo I again told h1m, please not to­
if he ' s coming down, not to tell anYbody. 

Yea, eir. 

!rut we ' ll see . 

All right sir. 

11ut evidently the:-e are a l ot of people - and so I 
put it this vay, I said, 1 I oan1 t bellevs t hat 
American industry ie goi ng to l e t this challenge 
go by t he Board. 1 

!bat touched him in a light spot too. 

What! 

'rhd touched hill in the right spot . 

And I eaid here' a tba obalJ.enge, 1t l oolta t o •e , 
I 8&14, 'I'• very blue about it, it lookA to ~e 
ll8 thougb u erioan i ndustr y 1e Just going to tall 
down•. 
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Jle eaid, "Don ' t ea:r that•, he eaid, •we • re Juet 
getti.ng started•. 

(laughs) Well that was very oatietactor;r, 
Mr . Secretary. 

Sure. Oh all ot these fellows are \forking tor 
their own pocketbook. 

£51 

Oh , ot course , can' t - I don•~ understand it, but 
When :rou•re in the f inal analysis I'd had said, 
nov he had a grand ator:r aleo without 

ae a matter or tact. 
Concerning Packard. 

Yea. 

I ' d like to know how much ooney he has 1n t here. 

lthof 

Rentschler. 

Rentsc~ler? 

Gordon, :rea. 

Personally you mean1 

No, I rnean through his bank. 

Ohl 

And as a 1ll&tter ot tact Ward told 118 that this man, 
Who vas running around here v1 th our triende on 
the subJect or Packard, YerJ detinitel:r told h1a 
that it was an idea ot hie own, that 1t had!t 1 t 
been acted upon by their Board, as a !'latter ot tact, 
onl y one ot th e ott1oera ot the Con~pany kne'lf ot 
it, said to go through with it would require the 
oonetructl on ot additional plane. 

I don• t know the Packard etor:r, what's thatf 

Well this man vas over in !lev Yorlt . 

What aanf 

A man named Pratt, as I reme,ber 1t, a:td he vas 
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- frankly While ~lard ' a impreaaioa l<.'as t~at he was 
tree lanoing there . He ~<na jus t trying to sell 
an i dea , and \lard ge t s the &tory seoond hand rrom 
a man that, and I'd say seoond hand, I presume it 
came t hrough Rentschler, that they might be in a 
position to do something . Well t he story is this , 
t hat they c~~ · t do anything at all V1th the present 
plan , not even the t our wnllo are goi:tg to help it. 
It will be an additional plant built im3edi a tely 
adjacent to the exlotine plant end they w~~ted t o 
probably t r y t o get a l icense . 

!'! . ' I . Jr: I see. 

C: 

"• .. 

,. 
~ · 

To bui ld somebody else • s motol'R , \/ell. of coul' Ae that • e 
one thing that Gordon Re~tsohler would never go 
tor in the world. 

aeoause t hey' re no t - this thing is going t o be 
bad enough aa it is when t he show's over and they're 
certainly not goi ng t o have those people t here 
cut t ing their trxoats !n conpetitlon with 
t h emselves. 

No . 

And t hat t hat vouldn1 t do us any good it we're going 
to go into a deal or t h a t sort you might as well 
put t he plant right in Eartrord. 

!!. •: .Jr: Yeo, we,, l e t • a see what happens and vhat happens 
on your meeting tomo rrow. 

0: Yea , sir. 

H. l! .. Tr: O. K. 

0 : Oh tha t , l ook sir, on t hat meeting t omorrow I ' m 
on t he s~7e basis as befor e . 

"· .. Just :!r. Oollina himself , vi t h these people, 
1 
or 

do you think I should have t he otbera in. I o 
a.traid I might trigllten my boy friends rroo the 
North it I bring anybody else i nto that. 

R. M.Jr: Well -
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At tbie eta.ge, and t hey're at1ll on an 1Dtormal 
b&a1a . 

Yell I - you'll have to play your own hunch on that. 

All righ t I 1 11 do that a1r , I won•t bother you 
with it. 

Right. 

All right Blr. 

'1'hanlt you. 

Goodbye . 
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January 10 , 194o . 
11:55 a.o. 

Hello . 

Cepte.1 n Col.l1ns . C'-o £>l'ef'(L 

P.Pllo . 

•·r . Secre t nry . 

Talking. 

I checked back - t he fifty million -he was wrong -
the fifty mi llion rounds t he contract is all ready 
tor signature , has been approved, arrangements made 
and went to New York last night. 

'!'be ten c1ll1on 'l!as ?.e:nington ho•tever, is open t o 
discuss i on . 

or.! 

There' s some hitch. 

The fifty mi l l i on r cunce . Of what was that' 

'!'bat was , t hat part - t~at seven point six two, 
rifle ~~unition . 

lnere wer e t hey buying thett 

Wi nchester . 

Ye s , sir. 

rc"' t·re.t 1 e tl·e ore tl's t d1dn 1 t go t hrough? 

The ten oillion Remington. 

I see . 11as t hat on account of the coneY' 

t!o they don ' : know. They said 1t - from what 
got, it was not a case or that , it ~as a caee 
teres . 

I st>e . 

I 
or the 

Nott I <ton • t t hink it tJas the l ack or runds, I think 
it wae probably the pr i ce . 
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Holding it up. 

'l'hank you. 

- 2-

You 1 re entirely weloome eir. 
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Present: 

H. J.t.Jrl 

GROUP MEETING 

Mr. Bell Mr. Cotton 
Mr. Gaston 
Mr. Foley 
Mr. 8u111van 
Mr. Haas 
Mr. Thompson 
Mr. Barrie 
Mr. Cochran 
Mr. Bchvarr. 
Mr. White 
Mrs. notr. 

JanU&.r7 10, 1940. 
9:)0 a.m. 

Harry, you are interested in China. I 
don ' t want this to go out ot the room. 
It is a very interesting map. It 
an.)"body else ia interested, look at it 
in the room here. 

Toda)" 1s going to be Finland da7• Here 
is the oituation. I don 't wAnt it 
talked outside ot the room. The President 
asked Dan - asked me, rather,· to see 
Congressman Doughten and Ed Taylor, Chair-
man ot the Committee on Appropri ations to 
t1nd out what they are goi ng to do on the 
Hill and let them make up their own minds. 
It ie kind ot a vague instruction. I 
understand that th&1 are waiting on the Hill 
to get a word, ao Dan and I Ill'& going to tl')' 
to have lunch toda7 - we are seeing Dougl:lton. 
We haven ' t been able to reach Ed Ta7lor ret 
and I am convinced a hundred percent the thing 
that is holding the thi.ng up 1a the State 
Department , that they don ' t want .an)"th1ng to 
go through the Wa7a and Means other than 
trade treaties and unless the President calla 
me ott, I think the plan ie going to originate 
on the Hill and we will give them a good draft. 
I t i s , I think, a strs.ight t1tt7 million 
dollar loan and then cancel what the7 owe us. 
I don't aind aa)"1ng I don't know whether 1t 11 
neutral or unneutral, but I don 1 t know where 
we could spend t1tt7 m1ll ion dollars to better 
advantage than to g1ve it to the Finne to 
tight our battle to keep these tellova trom 
getti ng to the Atlantic, becau•e once the7 
get to the Atlantic, God help England and then 
ve are 1n the soup. Then he talked about rour 
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two Nnvies ~d your hundred mi llion dollar 
battleships and the Fi nne wi l l get through 
to the Atlanti c - I am checki ng up whether 
he told me the truth or not last ni ght . 
I t the Finne had an order with Remington 
Arae tor ammuni t i on tor titty m1ll1on 
rounds, a little over two million dollare , 
and he hasn't even got two m1ll1on dollars 
to pa;r 1t . 

Who is the he t 

The F1nnieh M1n1eter. 

They have got money here. 

\lheret 

They d1d have it with the Federal Reserve 
Bank. 

I am checking with the Remi ngt on Arms. 
Your Export-Import loan wae let out by 
a halt milli on dollar s . 

There has been a delay, apparently, on t he 
F1nna g1v1ng a guarantee. 

Will you go to town on that endt Fi nd out . 

All right . 

Find out whether the trouble i e with the 
Fi nne or with ue . 

They have been slow i n giving t he guarantee, 
i s all. 

What ki nd ot a guarantee and all th e rest 
ot i t, let' s t i nd ovt, will yout 

All right. 

Anybody di eagree with me t 

I don 't tully di sagree with you , but I vould 
l i ke to modi t y it. 

You d1dn 1t esy damn yet. 

I take it that was a request you asked, vaen '~ 
itt I think that it cert ai nly ought to be 

257 

Regraded Uclassified



H.M.Jr: 

l'ih1te: 

H.M.Jr: 

White: 

H. H.Jr: 

Cotton: 

H. l!.Jr: 

Cotton: 

Bell : 

Co t ton: 

- 3-

accompanied by a loan t o China tor several 
reasons. I think ~are ought to be two 
together. It you pick on that, it raises 
a host or questions, it seems to me , that 
are difficult to answer, wheresa 1t you 
put 1t together w1 th somewhat similar loans 
to China, why it puts the thing on a very 
d1!terent basis. 

Well, unfortunately the Chinese Aobassador 
baa no sex appeal. 

I di d.n 1t know you were susceptible to that 
sort or thing. 

\fell, the Congress is, thet 1e the thing. 

I t seems to me that you might --

Harry, I said exactly what you are saying 
at Cabinet and got eat on, exactly what you 
are saying and I got sat on. I raised the 
questi on, why not do something tor China, 
and the President or the United States 
answered, "You are quite right but i t you 
try to put that on you will kill the loan 
to Finland. • I raised it l ast Friday. I 
raised exactly the same thing and I got 
sat on, Just the way you are now only 
gentler. 

Will the loan be 1n the discretion o! the 
President or will it be done by Congress! 

I don't know. 

Dan, anst1er that . 

I merely asked that because it would seem 
t hey would want the French end the Bri tish 
to k1olt in. 

I don't get the point. 

One would hope that 1t would be lett soma­
what to the discretion or t he Executive, 
it seems to me, eo that he could see what 
France and Great Bri tian were doing and 
wouldn ' t want to go out on a 11mb 1! they 
were goi ng to let F1.nland down. 

£58 
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I had in mind draf ting A Bill authorizi ng the 
Secretary of the Trea sury , with the aooroval 
of t he President, to loan them t hi s money 
and cancel t he obligations we hold under the 
present agreement and appropri at i ng money at 
t he saoe time. I don ' t t hink you ought to 
walt for an appropriati on if you are going 
to do eocething. 

I s t he cancellat i on goi ng to be in the same 
Act t hnt would aut hor ize the new loan? 

Yes . 

I t uouldn 1 t refund the pa st payments , just 
cancel future payments. 

Yea. 

I thi nk you woul d avoid some ques tion i f you 
didn ' t cancel t he other loan. 

(Mr . Schwarz enters the conference. ) 

Come here , Papa. How is the Mrs.? 

Fine. 

They tell ce that when you are s r a t her , 
you get cigars ( handing cigar s to l.fr. 
Schv,.rz) . 

I have go t soce les s expensive ones coming 
for the r est o! t hese men. 

Very wel l . \Is are on the Finni sh loan. 
This i s all goi ng to origina te on the Hill, 
you know. 

I s t he State Department cerely not supporting 
thls because t hey want t hei r other mat ter 
first or do they have other r ea sons? 

In State Department language, knov1ng that I 
vas lunchi ng with the President, they called 
the Presi dent Just before I wa s there and t hey 
ea1d , •we have to test the sentiment of the 
oountr:r,• and I just put two and two toget her, 
saying t hat thi s has to go t hr ough Ways and 
Means, t hat they don 1t vant anything t o go 
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through 'llays and Means that in any way might 
hold up the Trade Treaty. 

I teel a little bit like t his i s a hot 
potato it the State Department isn't with 
you on it and whether you apeoitically 
handle it --

That is O. K. It is all right. It is 
going to all originate on tho Hill and 
the President is going to know avery 
mi nute what I am doing. I t I don 't do 
it, Harry, goodbye Finland, goodbye 
Sweden, goodbye llorway. Somebody has 
got to do it now. A good friend ot mine 
wae on the Hill yesterday. They are all 
ready to go. They just wnnt some indication 
trom down town where t hey stand, and they 
can 1 t tind out . 

Well , I still remain a little bit skeptical 
about your being the inotrumentality ot tha t 
unless this is in cooperation --

I am just giving tho machinery, that is a ll. 
The President asked me to do this . He asked 
me to see Daughton and Taylor. 

lfuat is the necessity ot cancelli ng the old 
obli gation i n this same Actt 

Encouragement , gesture. 

You have got to do eooething, John, on thie 
thing because the President announced ?ublicly 
that the last interest payment 1o10uld be held 
in sueoense . How are you go i ng to write some­
thing to handle itt My thought was instead 
ot trying to write somethi ng to handle it, 
instead ot maki ng it ~ixty million dollars, 
cancel the eight or nine t hey owe ue and 
lend them t1tty m.Ulion dollars ot tresh 
mone;y. 

Nov, I will let you know, Dan. Does some­
body else want to aek about drafting this 
Bi ll , what kind ot a Billt 

Are you going to limit what they can do v1 th 
the D:one:r' 
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You m1bht ony •under such t ermn nnd conditions 
a s the Secr etary deems advisable . " Just don ' t 
get any rnol' a surnlus crons involved. 

Yes , thnt i s what I was afraid or . 

~~-Y not just no strings at all. 

\/ell , Dan knot:s - and I nleaded tor - I 
don ' t know where the Govern~Pnt could soend 
fifty ~illlon dol l ars to bett er advantage 
right no>~ . I will let you knott, Dan. 

Herbert? 

You naked ua th i s mo~ninb for a reoort on 
the J ohn Bri ght Hill case . Hr. Foley hns 
a re'lort r. a to tl1e gentlecan 1 s legal 
qualifications. I ~h1nk Ed had nrooably 
bPtter 9 ve 1t to you. I have nothing else. 

Ed , go to it. 

He i c not ~uch of a lawyer. He went to 
Hnrvard Lnw School in February , 1919 , and 
he busted out i n Auguat , 1919. He failed 
f our out of f1 ve coursec and never 11ent 
back. He was pdmltted to nractice down 
1n 1\orth C~trolina . He a t one ti::te lias a 
cnnd~date for t he United States Di strict 
Attorneyohi o in t hat Dis~rict down there . 
The whole Ba~ llP::>are:~._ly liR8 agai nst hl.m . 

Put 1t in urtti :~o; and I wi ll &end 1t o..-er 
to t he President. 

They nll any he is n ni ce t ello11, but 
no l awyer. 

He managed Reynolds ' cnmpaign down t here 
last year. 

~~tevcr i t i s, put it i n writing. 

I have got e oooorandUlll, but I don 1 
t o;;h1nk 

it is 1n t he tore that you want i t . 

Fi x it un with an accomnanyi ng letter ror 
me to sign t o the President , will you please, 
and retul'n t he stuff on that t hat I gave to 
Herbert, but bet ween the t wo of you, let ' s 
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get it out and signed today, will yout 

Yea. 

Yes . 

Anything else, Rerbert t 

Nothing el se. 

On that memorandum that comes from Cochran to 
you and Cochran to Bell, hav e you got a safe 
where you can put it? 

I have. I just got t he first one this 
corni ng but I will put it in the safe. 

Rave you, Bell t 

I returned mine to l!r. Cochran. 

\'ihy don 1t you return t hem to Mr. Cochran? 

I wi ll do that. 

And you (Cochran ) number them, will you, 
to help these people remember? 

All right. 

Come on, Gi annini. 

I would like to ta1k to you some tl.l!le today 
about the fee f or the lawyer. 

Oh, you and 
settle 1t . 
Bell settle 

the Cooptroller and Dann)' Bell 
You and the Comptroller and Danny 
1 t . 'oiPAt elaet 

Set t le t he fee for the exAmi ner also? 

Yee , you three fellows settle 1t. 

All right. I think i t might not be a bad 
idea for us to have a talk with Leo Crowley, 
b ecause I thi nk that Leo c an stop this talk 
about switching f rom a national bank to a 
State bank U be want& to. They would have 
to form a new corporation out t here , get 
a charter from t h e State of Calitorn1a, then 
turn the assets of the national bank ov er 
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to t he Stat e bank and make application to 
t he Federal Reserve !or membership. I t the 
Board grants that membership , t hey automatically 
become entitled to insurance . But I don 't 
think that the Federal would dare admit them. 
I ! Leo made some pronouncement that he was 
going ahead wit h a hearing to determine whether 
or not that insurance should be suspended --

You (Bell ) can take that under advisement, you 
and Foley and t he Comptroller. 

I think a conference is in order, too , to see 
whet her or not we are goi ng !!head on this order 
to sbov cause i nced1ately. 

Dan i s raring to go . 

I think t h i s whole thing i s a blutr. I don 't 
see bow he can expect to Jump the two hurdles 
he has got to Jump ntter he get s out ot the 
national system, particularly i n view or the 
s t a tements that Leo Crowley hae made a t the 
last three conterenoes . 

I would l i ke to see Leo do something more than 
Jus t make statement s . I thi nk i! he will , 
he will he~d this thi ng orr. 

The letters were delivered to t he directors . yesterday. 
I want to advi se t he Counsel t hat t hey were 
del ivered. There is a wire in this morning 
giving about the same infor mation as given tq 
you last night over the telephone. That i s t he 
latest development. 

Have you heard whether Jerome was successful? 

No , Delano thought he would call Marriner and a ek 
him what t hey had done . 

O.K.? 

O.K. 

Mr. Sullivan. 

Any t i me you wish to d1scuBB those Angostura 
Bi tters, I am readY• 

Take care ot i t tor •e· Vas that !ro!ll Birge 
ltinne' 
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I was gi ven t he letter and you sai d you woul d 
l~AAt to d 1ecuss 1t --

No, Just handle 1t . Birge Kinne works for 
this t hing and he i s a nice boy, perfectly 
honest , but evidently Angostura Bitter s is 
e1t~er in t he papers ae an advertiser or 
sor~ething , so whatever the ethical thing is, 
do it , or don ' t do it . 

Do you want a letter prepared? 

You handle it f or me . 

There are several document s that were attached 
that cAme over my deek. 

Has he go"t a just comola1nt 7 

No , s ir. So far as the Bureau is concerned, 
t hey haven 't. Certain r epr esentations were 
made to t hem by the I nterior Depart ment. 

They were absolutely misled by I cke s ' cro l"ld. 
They promised t hem i mmuni ty from taxation, 
t hat t hey could use non-tax pai d alcohol 
i f t hsy moved t h eir plant down t here and 
our neople t old t hem as soon as it was put 
up to t hem that they could not . -

I think we ou'Sht to make aor.ae ki nd of an 
equ1.tnble adjus tment. I don 1 t think we 
ought t o make this tax retroactive. 

lfe have never t ried to . 

Will you t hree fellows handle i t ? Hs is 
a perfectly nice fel low, but over enthus1ast1o. 
All right? I am goi ng to ror get about it. 

Anything else' Now, while I am looking in 
that directi on, who is following - can i n!onl 
me or what is goi ng on up on t he Hill with 
Pat Harrison's committee, Mr. Bell ' s apooi nt­
ment , and Mr. Sullivan 1 e appoi ntment . llho 
i e following t hat on the Hill' llho i a !ollo~-
i ng that? 

I under stood that .Mr. Sul livan ttaa to go up 
t here today. Di d you get an invitation to 
coma up today? 
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No , I d id not . 

Maybe I 11111 mistaken. 

I knew thet t hey just asked tor a biographical 
sketch. 

What i s the usual procedure? Larry Bernardt 

Yes, h e cnn go around lllld see Pa t Harrison and 
t1nd out what Pa t wants . 

Will you do that i mmed1atelyt 

Yea. 

I s that croSBwise with yout 

No. 

lUll you tell him, please, to ait on t heir 
doorstep until these boys ar e through and if 
you need any help, let me knov. 

All right . 

I tnke i t you will know soce t ime af ter t he 
meeting. 

Well, let Larry sit on the doorstep. That 
takes care of that , doesn't itt 

Yea. 

Me r let 

Randolph Burgess telephoned me two days e.go , 
WAAted to know if I would see John Rivera if 
h e came down todaY• Ri vera is an American who 
has been a representative in Spain tor seve ral 
years tor t he Na tional City Bank. I don ' t think 
he wante anything, but I will give you a meoo­
randum 1t t here is anything i ntereati.ng. 

I don ' t want to see him. .Anything elaet 

Just the question of these memos . Should I 
get them baok trom t he ottioera to whom I 
send themt 

I think so . I don ' t like t h em noating around. 
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Sterling was very strong yesterday, 3. 97. 
The rubber prioe has gone up e.nd this morning 
i t is reported that tin has gone up tour 
thousandths a ton eo that may strengt hen 
eterling even more . 

Cb1cltt 

I would like to inquire bow capitalism i s 
getting on, i t I might. 

Prospering . 

Harry, in connecti on with that talk, will 
you t ake this please? Just keep it. 

You (Schwarz) ought to do nothing, it you 
don 't mlnd. 

Will you be in at 10 :15 on Friday on that 
tb1ngt 

Yes. 

Cb1clt? 

That 1s all. 

\fill you (Cotton) see that J onerl and Welles ' 
aooo1ntment tor 10:00 o ' oloclt Saturday is 
oant1rmedt Mr. Traphagen will be here. 
I don 1 t understand, lll'e they also going to 
have the Colombia? 

There was some talk about i t . 

Wi ll you oheok on that t 

That was the understanding. 

I don ' t t hink t hey ought to be here at the 
saoe ti111e. 

(I nsert telephone conversation with Jero111e 
Fre.nlt. ) 
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Januar :r 10, 1911<>. 
9:55 a .M. 

Hello. 

Hello Henry, J erome. 

Ho'A were t':le oookta1le last ni~t? 

I oouldn1 t "'e.lte it . I worked here without a topping 
until halt past seven. 

0)11 

And t hen on retleotion it aeeoed to me tha t i t would 
be unwise tor me t o do it tor t hls reason. 

Yee. 

Suppo3ing :~arriner vent back and told them that the 
SEC vas butting 1n on Federal Reserve. 

Yes. 

As he mlght do . 

Yes. 

It our -

l!y Oocl you haven• t put on spate have you, and 
carrying a cane? 

(lau~e) !lo, but ! 1 m Juet worrying, :rou know, with 
all - if your suap1o1ons are halt Justified that 
stor:r might go _right back to G1annin1. 

Ohl 

And then they' d sa:r, well here ' s the SEC t r:rtng t o not 
alnd ite own business. Nov it we get into a 

meeting again eomewhere I can talk up but I don 
1 
t 

think I ought to go and seek him out . 

Yell your Judgement 1& beet on that . 

t t blnk I ' d better not. 

o.x. We ' ve heard nothing toda:r, eo tar. 

No . ~ you want me -
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Yee . 

I t rou want - 1t :pou go t o the Pree1dent, 1t :pou 
go t o the PreB1dent, 1t :pou want me to go along and 
ear me too, I 1 l l be delighted to. 

Well no , I th1nk it I go to eee h111 I think I 1ll haYe 
to go alone. 

O. E. 

.Ul r1gbt. 
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Jerome decided t hat it vas better t hat he 
should go and see Eccles , but he i a w1.H1ng 
t o come to another mee t i ng t o say whatever 
he has t o say, but he i s atrai d the Federal 
Reserve might say that t he 8 . E. C. was but ting 
in on their business. Well, we have made the 
tight alone so tar. I t i s all r i ght , it i s 
o. good t i ght . 

I t is some tun. 

1'/ho all i s coming i n on Saturday morni ng, 
who 1s arrangi ng t hat t 

Cotton. 

J ones, Welles , and Traphagent 

Yea. 

Do you want t he Colombi ans a l itt le l a t er? 

I i nvited Mr. Traphagen t o be here a t 10 :00 . 
I t hink we ought to talk with Mr. Traphagen 
and i t t hey >~ant Mr. - Col ombi a , l et them 
come i n a t 10 : )0 . I am go ing t o l eave i t 
to you to handle , pl ease . 

Georget 

I have nothing thi s mo r ni ng . 

I teel t i ne today. I see what that beet 
did t or me l a st ni ght . 

Harry' 
There i s something that needs to be looked 
into her e wi t h r egard to exports to Rus sia . 
I t ol d you t ha t we got a report etatins th~t 
t here was a l a r ge shi pment end i ncluded i n that 
shipment wa s tU.most a mil l i on dollars t~orth o! 
molybdenum. Now, we likCH1ae got a r eport Baa11 
t urned over to us wh1oh he got trom the Aaei atent 
Col lector 1n wh1 ch he gives en itemized lis t ot 
what was on t he ship and on that list t her e is 
no EDolybdenum but ther e 1a an i tem whi ch, judging 
t rom the acounta i nvolved , I thi nk i s the same 
t h1ng, and t hat i s c~led t in and ve don ' t 
exoort tha t amount ot tin i n t he t 1rat place. 
Nov, eith er there has been an error or deliberate 
entry 1n t he maniteat tor some purpeae I can't 

r 
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understand, eo that if we had been following 
that we would have thought t~t tin was going 
out but inst ead of that we go t the export 
declarations and found molybdenum. 

Is t h ere any law brokent 

I inquired about that th1e morning and t hey 
d1dn 1 t !tnov and they are going to t1nd out 
today and let me know whether t here is a 
greater penalty 1n one case or the other, 
but in view of the stepe you have taken 
with respect to molybdenum, ! didn 't know 
whether that ha~ any bearing on the entry . 

It could be t hat the molybdenum was ror a 
1939 cont rac t which had not been completed. 

Then why di~ t hey call it tin in two places? 

I don ' t know. 

Supposing I get toget her with Basil and we 
run this thing down. 

I wish you would. 

I am checking all exports to Russia. What 
you say is quite right . 

Harry gave me a memorandum saying !rom December 
19th to January 1 t here had been no exports to 
Russia. I ehoved that to the President and 
nov suddenly there is four or five mill i on 
doll are in one day. 

Moreover, that eh1p left on the 28th, accord-
ing to their figures, in the export declarat ion 
and we hnve gone by that but rrom now on we are 
going to try to go by the ahi pn. I think it was 
unnecessarily delayed. I t ma~Y have been apeciallY 
delayed. 

The ship vas delayed? 

No, the intoraation. 

Basil, would you --

That 1e all• 
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Everybody else teele good this morning? 

Danf 

I have nothing. 

I have a tew examolee looked up ot 
compari sons ot coat s . 

I t i s much cheaper? 

I t i s . On a three mi nute meoeage the teletype 
is Pbout a third ot th~ cost ot a regular 
telephone call and hol t the cos t or a 
telegram. 

To Seattle i t is tour dollArs and s ixty- eight 
cents by tele~aph and t eletype is two twenty 
and you set inst nnt delivery. 11hy can •t you 
circularize that? 

Yes . 

1/e have got a teletype machine upstairs, on 
t he thir d tloor. Once i n n while - I saved 
seventeen thousand dollars on taki ng out 
R teleohone l ine tor the Coast Guard to 
New York and taking one out here, t he t wo 
toget her, and then we are cutting in a 
teletype and I ~ondered how much that would 
save over t elesrame and or course on the 
question or delivery, ror instance, this 
thing of yours comes in night letter. On 
that basi s , when we hnve thi s machine up­
stairs, pr actically all the Tre~su~ offices 
have the teletype and it gives you ins tant aneous 
deli very. I think we ought to circulari ze that. 

I ldll do that. 

That i s done once i n ~ while to save a l i t t le 
money. We a r e in the foothi lls or New England. 
That i s where I live. 

lfe are t r yi ng to ge t a speci al resolution through 
tor a def iciency on retunds. It we oan do t hat, 
we will eave about eishty-ni ne thousand and you 
can add that to sevent een. 

No , you add that. 

Nov, you v111 vat ch these boya, von 1 t youf 

v 

y. 

Poley: Yea. 
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!!. ' !.J::-: 

0o ahead. 

Rallo . 

Good morning Mr. Soorot ary. 

!to•.t aro you? 

January 10, 194<>. 
9: 4<> a.o . 

'Uoely t ha..'llt you. First rate . How's ll.r . Seoretary'P 

I ' ~ tine, never bettor. 

Well bully, t hat' s tine. 

1~. Taylor, t he President aeked me to oonter vitb 
you and Bob Doughton • 

Yea. 

In regard to thie loan t o Finland t hat Congress 
aeeoe to be considering. 

Yes. 

! oalled up 3ob Dought en , asked whether we couldn ' t 
get toge t her at lunch tine, and he said he'd l1ke to 
but he though t that I'd better come up on the Hill, 
eo I said I ' d come any plaoe t ha t would be convenient 
tor you two gentle~en , see? 

\fell that ' s very ni oe or you indeed • 

~~~he was trying t o get t he Speaker's roo3 so we 
could meet ~rivately. 

Yes . 

~o:t would it be convenient t or you today'P 

We1l I - I think so. We hAve the t 1rot meeting or 
our general committee tbie morning. 

Yes . 

To oonelder the President ' s emergency bil l tor 
national defence 271 million, and then you knOW 
they have a vote beginning right after ~telve 
o' oloolt on that meeting. 

Yo a. 
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We have a busy time here . ! th1nk we could get 
t ogether but then probably, maybe it would be 
better sometime in the afternoon and then not 
try to figure on the lunoh because I' m afraid 
we'd be interrupted, that is I -

lieU -

273 

I don• t know wl•ether or not oy oom,i t tee ia going 
to get t hroJgh before twelve o'clock. 

'fe 11 I 1 11 do it any time that you are willing -

I ' ll call Hr . Doughten as soon as I can get l oose 
from t bet committee and ao ooon a s we learn about 
that vote and When we have eo~e tl~e and I 'll be 
very glad t o have a conf~renoe with you about it. 

Dan Bell will be with me. 

Well that's all ri~lt , yea indeed. 

Because he 's -

Well I'll be gl ad to have a conference With you 
about the matter because I've thought pretty 
seriously about that thing and I'd be glad to 
have some confer ences ~~d ao~e suggestions from 
others. 

Yell what we want is more suggestions froa you 
people. 

iT ell. 

And ve Just want to be halptul. 

All right. Thank you evl!r so much. 
oall you back again. 

!han.'< you . 

1i'len I can f1x a det1n1 te time • 

!hanlt you. 

'l'bank you, goodbye. 

Well I'll 
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Januar7 10, ! 94o. 
10: 20 a .o . 

Hello :Sobt 

Rallo Henry. 

Yes. 

Yell :your Speaker• s dining room 1e alread.Y engased. 
Vh3' not j ust oo:ne up aft er you get :your lunch and 
let us mee t back there in our office, just omit t he 
lunoh part and l e t Taylor and I meet with you and 
General Bell baok there in my office ~~d 1f anything -
if an emergency call cone Why I coul d r~n out . 

Well - all right. 

How would that suit you? 

\fell -

Rave you t al ked to Taylor? 

I haven ' t , Rave you? 

Yes, he oeems t o think that I ought to wait maybe 
until t he sessi on was over and come up later this 
afternoon . 

'.fell I don ' t know how long 1 t m1gbt run. An7t1me 
t h iS afternoon t hat sui ts you I' ll t.ry to see you. 

~ell I oould be up there - I oould be up there 
at two-fi f teen if that would be all right. 

Le t me oall him and call you back . 

And I oould be t here a t two-fifteen at any place 
you say. 

Yell the \faTS and Means Oo~m1 ttee Room on the 
capi tal would be most con•en1ent, it's right by 
t he door 3'0U know. 

I know. 

Yell I ' l l tell him and unless we call you back 
we' ll expect you there at two-titteen. 
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Yell do I underetand, if I don't hear troe ,ou again 
I ehould be at t he Vaye and Keane Roo• 1n the 
Capital at two-fifteen. 

Correot. 

!Ugh to. 

Oh thank you . 

Thank :you. 
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J .... ...,. 10, liND 

Current aDd paritz inOOMa f'o.r t'al'Mra 

.U..ead:r a v•at adftnoa haa be ... -· towvcl prioe 

and ino.,.. paritz f'or t'al'Mra but theM &oala h&w DOt :r-t; 

bot~n at tained. Ill 1940, 'llllen paritz inOOM would be 9 3/4. 

billion doll&ra or ""'"• 1noo.. l'l'OIO ra.ra .uketinc• moy be 

&bout 8 bllllon and OoYe..,_nt par-uta to t'al'Mra, inola4inc 

226 al.ll1on of' paritz pa:r-nt• a lready a ppropriated, -:r be 

oloae to 3/4 billion, mok1ns a total of' 8 3/4 billion. Thia 

would be abort of' 1noomo paritz by & billion or 110re. U 

paritz par-uta e.re dropped, the dif'teranoe 1n 1941 ...,uld be 

lt.r&er, 1.111lua market clenlopll8llta wwre f'aYOrable to t&rmora . 

It h our poaition that &n approaoh to parity ot 1noo111,.. tor 

te.rmoro h both equitable &ncl eoon...S.oall:r deairable • 

.lppropriationa &ncl oertitic&te plan 

It pt.ri tz paymonta &ra to be m&1ntained or inoreaaed, 

&boule! they be -· out or the &eneral t!Dia, that h , out ot 

ge neral t uatiaa. or out or apeoial t&llea allotted throuch the 

oe.rtitioate plant .Appropri&tiona troa the general tiD!• pre• 

o.-bly would oome to ao.. extent t...,. ino.,.. aDd other t&llea 

baaed on abilltz to pay. The coot IDler the oartif'ioata plan 

would t a ll 110atl7 on oona-ra ot produota .ad• t..... oottoD. 

'lllleat, and rioe, in aooordanoe with the po....S• &• ot the .. 
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•t.rialo in pro4~a~~ta bo"Sht , A lar£e portiOD or the ooat 

would be po.id by people with 1- in-•. It h axoeecl1ncly 

cli1'rioult to oaoopa.r. the in-• or tars ADd IIOilh.ra p-oup• 

to datenolna 'lllbetber thoH reoei~ the ~ta (in relati'ftly 

large -"""• aaoh) are woraa ott theA thoH •o would - the 

~nh ( in relath•ly -u .__ta aaob. the tax being apraad 

o.,.r a large n..ber ot people) . But it 1a ola&J" tr .. the point 

of Yin ot inoOM diatributiOD ADd &lao f 'r.. the point ot Yin 

ot putting idle tuDda to work that .aJr:iD« pay.nta out or the 

general f\Dd& of the Traaaury would be batter theA •lr1ng thea 

out ot the propoaad oona,_r taxa a . 

There 1a, 110rao .... r, a tuadu.ntal objaotiOD to .aJr:iD«, 

1n a ttaot, auoh l&J"ga a ppropriation• without the annual rerln 

ae>oordad tho .. tor praotioally all other purpo .. &J 1n tbia - ­

neotion it ahould be noted that the a.ount ot tax .. uader the 

oertifioata plan would auto.atioally 1ne>reaaa it prioea reoai....cl 

deolinad relati .... to priou paid ( ADd doe .... ,. .. ). 

ADother Ulportent ats-t tor appropriat iOD& tr.. 

tba general tuDda rat her thaD the apaoial taxea propoead ia that 

farsere really ou. DOt attord to lo .. ..,,.. ot their aarkata • 

o-atto oottOil -..-pti.., would probably be ow-tailed aa a 

reault ot a 6 oent tax- at\111)' ot the atfaota of the proo .. aing 

tax by the Bureau of Agrioultural 1-..toa would Wlrat a 

lou of parbapa belt a atlll.., baln ann-.ll:r• 'fbi• total 
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aight be r..Suo..t bT diltribut1on or ootton goode through .,._ 

teuion or the Food Staap Pli.D but 1D ~ particular oaaea 

oompetit1Te • t eriala certaW:y would be giTen a great 

ad-..ntage b;y an inoreue of perhapa one-third in the coat 

ot the higheat t;radea of cotton and t wo-third• for the lo...,at 

grades • A deoreaae 1D oon.uaption would l.,..r production and 

han an unrnorable errect on produoera, partioular l;y fa~ 

laborers, 11ho in an;y nect would be benerited only indirectly. 

Tho effect of the tax on consumption might be leaaened if the 

certificate plan were rertsed to bear leaa heaTil;y on the lo­

T&lue uses of cotton, and 1110re heaTily on hif:h-T&lue produota 

where the oot t of the raw material is soall relatiye to the 

price of tho finished goods (lawn , l ace , and broadcloth fabrics , 

for example, aa a r;ainst •ttroaaea or C7'1eralla) • 

U the oertiricat e plan 11 adopt ed , d- for 

protection fro. oo_,.ting do .. atio .. teriala would probably 

take fol"lll aiailar to the ooapeu.ating tuea under the A.A.A., 

which .were Tory troubleaome, and extended almoot endleoal:y . 

Cotton ~aoturero and gro'"'ro aoked f or coapenaatory taxea 

on •ilk, rayon, and paper, wheat aillera and gr .... rl ror tax•• 
on corn, rye, and the imported ata.robeo . Dnioea of thia aort 

""uld run 00\.lltar tO the erfortl of T&rioua ar;enoiOI to 

eliainata reatrainto on do-otio trade . The;y -uld not be 

inTolTed it tun.! a '"'re appropriated direct froa the 'treaaury • 
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'!'be prinoip&l a~t a dftDoed tor the oert1tioate 

plan 1o that thio year and eTery other year it will prorlde 

lar&er paymento than oan be obtained any other way and make 

pooaible the continuation ot etteot1To ... auroo to control 

production and oupplieo in the intoroet or cono..,.ro ae -u 

at or produoerl . Coneumerl . it 1o ur&ed. would probably not 

be&rud&e tho produce r bio parity price. Aloo , once the oer­

t1t1oate plan •• adopted, tunc!• would be •de aT&ilable 

automatically eaoh year; how thio ""uld ""rk out a otually 11 

uncertain--relating paymento to opeoitio tu:eo llli&ht aka them 

a target in an election year &Ten if inoomee a re higher than 

in other recent years. 

Fixed prioe plane and certificate plan 

It 1a underotood that the •U&& .. t1on or the oertiti­

oate plan hae been •de p&rtly to meet a d_,.j tor a oyotea 

or fixed or r;uaranteed p&ri tr priooo on the do-otically­

oono.-d portion ot otaple oropo . The oortitiotte plan ""uld 

be preferable to a oyetem ot t hee! pr1ooo oino• 10bile the etteot 

on t he oone.-r ""uld be approxiaately tho laM the certi.tioate 

plan ""uld channel the beneti t to oooparati,; producere, thu.o 

eupportin& the broad adju.ot.ent and &Ter- nol'll&l &r&DOr)' 

pro &ram• 
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To olllllll&l"he , it ie 0\11' jud£1M1nt that efforto t o 

ootabliol\ a better relationship between t he income of farmers 

and or othoro should continue, particular ly if it can be done 

in a way t hat would cont ribute to the e ffootivenooa of the 

broader farm program. 0\U' firat preference 1o tor appro­

priati on• financed by taxes deri'red in acccrdanoe with ability 

to pay . 0\11' next choice would be a ooebination of a ppropriations 

and t he certificate plan, with appropriation• autricient to 

roduco catorial1y the amount of the tax .. UDder the certificate 

plan and outtioient to provide payment o for oomo other groupo 

not covered by the cert ificate pror;r am. It, however, the 

ohoioe io botweon discontinuance of pa.rity payments and possible 

conooquent dislocation of the farm program on t ho one hand, and 

tho certificate pl an on the othor, or botwoon a ayotom of fixed 

or guaranteed pricea and the certificate plan, then tho ccrtiri­

oate plan, with certain revio1ons, would be f awrod . 

In t!U.nking about revioion the following question• 

aight bo oonoiderod. 

(1) How oan oubatitut1on of other mat erialo, notably for 

cotton, be prevented? Even if new outloto ar e gained by exten­

sion of tho Food stamp Pl an it would be untortUDato for cott on 

r;rowere to looe markets narr owly held with C\U'ront price 

relationahipo . 

280 
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(2) What pro'YidOD .,... be ...Se tor 1nter;rat1Jl& the 

oert1t1o&te pror;r- with the perity pey.nt pror;r- in l!KOJ 

and aubaeq...,tl)' for oontiDuinr; perity pa~ta to oorn 

produoera, 10ibo are DCJW reoai'Yil:l& 60 to 80 111111011 dollar• 

a year ot auoh pe~tat 

( :S) It ~ other nomdlit&r)' appropriatiODa are aot~&ll)' 

deoreeaad tbia Ja&r• abould perity pe~ta to oottOD, -at, 
and rioa uo-r• be 1Doreaaad .. ~ aa would be neoaa&&r)' to 

briD& the inOOM ot the" r;roupa all the • 1 to perityt 

(The a ... UDt to be colleotecl tor theM r;roupa ....S.r the plan 

aa outlined would be aroiiZid 400 or 600 111111011 dollar• aa 

oo~~p&.red with anrage parity pa)'MDta to t- ot about 160 

111ll1on dollar• on the peat two oropa•) 
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Hello. 

All right. 

Bob? 

All right . 

!IOH aro you1 

All ~1g~t ~enry . !low arc you? 

Oh, top of t~o ~or,1ng . 

How's ths.t? 

I feel fine . 

That• e good. 

Januar7 10, l94o. 282 
9:05 a .m. 

~b, the President sug3eeted that I eee you and 
Ed Taylor of Colorado and talk about thi s loan to 
Finland. 

About which? 

Loan to Finland. 

Loan to Finland, ~ee. 

Now do you suppoee that you and Ed Taylor could have 
lunch with Danny Bell and oe t oday? 

DaM:r Bell and :rou. 

Yes, and Ed Ta:rlor. 

Vh:r I don ' t know of any reason wh:r I couldn't now, 
Mr. Secretary. I couldn't speak for Brother Ta:rlor. 

Well I'll call h1M up. 

Yee, where would you want to have 1t. 

Yell we have prett:r good food r1sllt 111 the Treaeur:r, 
1f :rou ' d oome down here. 

Yee. Well the !louse ~~~eete and we ' ve got this -
this ant1-11Doh1Dg bill'• up :rou mow. 

What t11aet 
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Th~ begin to read that- I unde r stand t~ey•ve 
got an hour and so~ething more general debat e and 
t hen they leave it under t he tive minute rule and 
I oan tind out a little f urther about when I might 
be needed on the tloor ot the House. I ' d have t o 
call Sam Rayburn when he get a in. I wouldn't want 
to be absent on ill ( 

\'fel l , 1t t'le re •s any place. I ' ll come up there 
with p).easure. 

l'/ell that :!ti ght be better. You t alk with Taylor. 
He ' ll have the same intPrest on bein3 on the floor 
that I will probably. 

Yes. 

I'll get ~~d ta2~ with - in touch with Sam and you 
can call me back ~~d it you don•t- it I don ' t 
call you before you call ~e bee~ , you call me. 

\fell -

I t I t1nd out anyth 'ng tro•n Sa•n, I ' E call you , 1:1' 
you don ' t cal l me before . 

Right, and I'll call -

And any arrange:!tent t~at you make with Ed I ' ll try 
to tall ln with. 

Well then I'll tell you - I 1 11 call up Ed Taylor. 

Yes . 

A.~1 :113.ybe t he two ot you put your heads together 
and you t ell - wherever you vant me I ' l l come. 

Well t hat'll be all right. I ' ll be all right. It 
might be better up here t han down there, but -

Well I'd be glad t o come up t here it you te l l-

Bee what he says, you know t~at ' a a right important 
matter. 

Yell why not let's settle 1t now. !a tlt.,re any 
place I can t reat tor luno~ up t ltPre? 

I 
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Well 1t•e not a very- not ~ch pr1vaoy u.n here 
unless ve could get the Speaker • • - I gueae va could 
get ~erved 1n the Speaker' s d1n1ng room. 

Well could ve do thatt 

Unless he has eome appointment of hie own, eome 
arrangement of h1s ovn I ' m eat1sf1ed ve 1 d get eome 
pr1v~y and have 1t served in there. 

Yell oould you - would you mind asking hlm' 

I'll find out and phone you back, yee . 

.Ul right. and .I' 11 oall up Ed Taylor. 

All right thank you. 

'!:'honk you. 
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TREASURY DEPARTMENT 

INTI!:It OFFlCJ!: COMMUNICATlON 

OATC Jaaaar,r 10, 19~ 

10 Secretarr Morceata.u 

Mr. Cocbren CONFIDENTIAL 
Al tnouch the foreip exoheace ooarket I!PPeared 1111eh quieter thall yeeterdq, 

DOTOrthelOII, the ~luae Of lterliDC tranoactiODI W&l • 190,000 creater t han yeoter­

day'o TOlUlle. J. quieter tone In the ooarket Ia. the face of u 1Dereaoed ~1- of 

truoacUono wao dlle to the fact that baxlb bad both '1>1171~~& ud oollinc ordero 

tor oterl11111 ud, ao theoe ordero wore IIAl'ried, the trantactiono nenr appeared 

in t he 118!'ket, 

'l'ho openi~~& oterlinc rate wao 3 · 95-3/4 and, after t ouchinc 3. 96 early 1a the 

morning, it eaoed olichtly. Shortly after nooa., oter ling receded to 3·95-1/! and 

fluctuated i n a narrow range for the r e Minder ot the d~ to olnoe at 3 ·9~1/!. 

Sale• of apot oterl1D& b7 the tour report1114 baxlb t otaled ~.000 troa the 

following oourcu: 

By coaaercial concerno •••••.••.•••••••••••• • ••• • • 354,000 
By foreicn b~ (Europe and Sou t h America) • ••••• tl2 , 000 

Total • . ·' 66,000 

Purchaou of opc t oterl ia.c ...,..ted to "598,000, ao 1Dd1cated be1ovJ 

By coaaercial concerno •••••••••••••.••.•.•.•• • • L 4SJ , OOO 

:By foreicn baa.lao (lurope and rar laot) • ...... • :i-~t'fii1i 
t otal . . • 

'l'he following reporUnc bank• oold cotton billa totaling "52,000 to the 

! r l tloh Control on the baalo of the offi cial rate of 4 .02-1/2: 

• 33,000 by the llatlonal C1 t y Bank 
17,000 b7 the Guarenty !nat Co . 

2,000 by the Chale llatlonal Bank 

' 52 ,000 !otal 

'l'he rate o for t he Cuben and Mexic8D peooo were quo ted at 10-Jj/t/f. dioCOIUit and 

. 1672, reopect1Tely , 

'l'he other hlportant eurrencleo clooed ao fol1ovo: 

hea.ch f r anco 
0111ldno 
SV!eo franco 
Belpa 
Cauolian dollar• 

Regraded Uclassified



- 2 -
286 

Vo puzcl>aeed cold Yalue4 at $1,1.25,000 fro• tho oar.arlctd accou.at of t» lluk 

of Kuicoo 

!be Federal lleaono lle.llk ~rted to Ul a lhiplllont of cold Talued at $2,6oo, OOO 

fro• South .Africa , ~lpped b;r tho South .African Ba .. rro lle.nl<. Thh ~1P•Ilt will be 

eararlced at the J'ederal for aceOUilt of tho llotherl&lldt llanlc. 

On the report of J'&lluar;r 3, 194o reeehe4 from the Jedoral Re .. rre lla.Dlc of llev 

York. &irla& the foreign e~ poo1t1oll of be.nl<o &1111 be.nl<era 1n ito dhtr1ct, the 

total pooltioll of ill aurreneiu vao ahort t he equivalent of $:!0,098,000, ..,. inereaoo 

o! $) ,15) ,000 in the abort potit1on. Tho nat cbangeo 1n poeitiono are at follov o: 

COtnm!I 

lln&la:ld 
Europe 
Canada 
La tin America 
Far !nat 
Japan • 
Other Aaia 
loll othare 

!otal 

SHORr POSiri ON 
1)!10 , 27. 1939 

$ 6,4oS, OOO 
7.)22,000 

93.000 
2)1 ,000 

2,859 , 000 

~,000 
$ 16,9,000 

• I ncludeo Xoroa and Manchuria 

SHOll! POSiriON 
J'JJI, 3 . l91W 

$ 8,217 ,000 
8 , 680, 000 

11, 000 
249,000 

) 
) 
) 

IllCR!l.lSE Ill 
SHOR1' POSiriO!l 

$ 1,8()9,000 
l,Jss,ooo 

89 ,000 (lleereaoo) 
18,000 

101,000 

(Long), :r--;-illll=?-,000=< (Deeraaoe) 
• 3 .15) . 000 

We recoiYed a report from tho Federal Reoer-.e llank of Nov York ~owing dopoo1 t o 

tor the a ccount of •.lata• ao reported b;r the !lev Yor k &&enc1u of Jap&lltoe be.nl<o on 

January J . S..ch dapoe1h t otaled $311,290,000, of which $26 , 832,000 were placed vltb 

tho Tolco!la=.& Specie llanl< in !lev York, Of the a.::owlt 011 depotH with t» Yolcohaaa, 

$24 ,724,000 were lllted nnder China and repruent the depoti tl of the Yolcohama Specie 

Banlc: 1o brancheo in t hat part of China occupied b;r the Japanue, part1cularl;r Shanghai . 

Aa co111pared with tM to tal dapooHo on December 27 , the bal&llCeo on JaDUar:r 3 were 

lover by approximatol;r $)2, 000,000. All of thio roduct1oll vao in depooit1 wi t h tho 

Tol<Dbama Specie Re.nl<. The oYordrat t on the boob of that Bank for account of Ho 

h .. d office in Jap&ll vas reduced b;r about $)2,000, 000 to $69 , 285,000. Recent ly 

Wre have boon larp 1orportl of cold !ro• J'&p&ll and 1n all probab1lH7, part of 

the re4uct1on 1n tho overdraft ., .. effected b;y u o1nt; tho dollaro recohed from t » 

tale or the gold. 

The London t pot e.ud forward price a for e1lnr vera fixed at 22d e.nd 2 ~15/164, 
rtepoct1vol;r, both up 1/Sd. The u. S, aqui .. alentt were 39 . 15¢ and 38·751• llall4)' 

and Ear=an 1 o pr1eo for for&il" tUnr vao u.achant;ed e.t 34-3/'+1. The Treatur)''a 

pr ice vao e.loo unchenced a t 35'· 

Ve ~ f1To purchP.aeo of tilYer ~otal1DC 500,000 ouncto under the SilYer Parehatt 

.I.e\ . Of th1 1 uount , 200,000 ouncea repreoonttcl. a aale f ro• tn .. ant or)' b;r one of the 

refining coapante1 and tho remaining 300,000 ouncoo vao new production til•er f ro= 

!orei£1' eountrieo purchased for forward dellnr,.. 

~~-;;DENTIAL. 
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TREASURY DEPARTMENT 

DAT& J 8lmiJrT 10, 19llo • 

to Socretar,r Morcent~ 

FROM Kr. Oocbru 

Upon tho roque1t 8Ade two daTa ace by Mr. Randolph !urgoa1 by tolephcne, 
I to~ receiTed Mr. John RiTera, reprolentatiTe i n Spain of the Kat i onal City 
l!anlc vlloa I haTe ll::aown 1""ral yea.r1, and Mr. Villiaa L&Dca1ter of t he law 
!irD o! Sher3&n and Sterling. 

Mr. IUnra told .. that men he -.. recenUy departing troa 11a4r14 the 
Spani1h Mini1ter of PiDaDce toli h1a that he would be nry appreciatin of any­
thing that tho KaUonal City Bank covJ.d do t o obtain fbancial udatanco 1n 
the United Stahl t or Spaill. Mr. RiTara apoa 1A hral of troa $100,000,000 
to $200 ,000 ,000 , for a period aa long aa 15 yeara. 

Mr. lUTer& -~ cono14erably .,r• opUahUc about getting help 1D the 
United Stahl for tha rebuilding and rutocking of Spaill t~ w.a Mr. L&Dcaater. 
'l'ho latter w.1 aora of t ha opinlon that credita of the type of thoae ginA b7 
tho Export-I~~port Bank wre acre 11Dly to be coneldored faTUrably AOW thall any 
bigger progo1ition, particularly inTolTing lone tera tunda. I told ar T11it ore 
t h4t I knev tho llpaniah .Ambaesador va1 already in t ouch with t he lxport-Iaport 
Bank , and, ao t hey v aro aware, Spain had tbrougb thi1 aadiu. recoiTed a credi t 
tor cotton la1t year. 

'rho two ceAtleaon baTe an appcintMnt t o 1eo tho Spanlah .bbaooedor thia 
attornoon. 'rhia put .-r, Mr. L&Dcaahr had 10 ... cUICillaion with tinder 
Sec retary of State Volle• with r .. pect to fl....,oial help for Spain. I aaw no 
va;r 1A vhich t ho StabUbaUon l'ml4 c auld po .. ibl7 be of uohtance IUid e:o:preaaed 
the opini on that tha lxport-Iaport Bank val tho proper agency to approach. 
Vbon Mr. IUnra •nUoned the poal1b111ty of CoocrulioJ>&l action on a big loan 
in faTOr of 71.DlaD4, Mr. Lancaater pointed out that there vaa certalnl7 not a 
oontiaent in the Unit ed State• faTorable to Jranco SpaiD in any aenae coaparable 
to t hat for 7inland, on defenae agalnat Rnali&. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

oAn Juuary 10, 19ilo 

TO Secretary Morgenthau 

,ROM Mr. Wh.l.te 

Subject: French Economic Report 

There ie appended a repor~ on the econoaic position ot 
France attar tour a onths ot war which was prepared by 
Mr. Gasa and Mr. Wheeler or thia divieion. I believe it 
to be a very competent Job and worth your peruaal, 

The tollowtng are its main conclusion: 

1 . The war 1e aubetantiallr lowering the consugption 
leyel ot the French people, The real value - - not the money 
value - - ot the French national income w111 be at least 
20 percent leas during 194o than it waa in 1938 and 1939. 
Furthermore, an inoreae1ng percentage ot the national in­
come w111 be absorbed by war ooata. 

2. Qoverqment expenditures during the tirst tbree 
months ot the war exceeded the tull rear's tax revenue• . 
OoverDIIent expenditure& tor 1940 are esti.aated at 330 bil­
l i on tranoa (about S7t billion) which is aubstant1ally 
greater than the whole national income was in 1938. Ex­
penditures tor war account tor 75 percent or the national 
Governaent 1 a ~otal expenditure&. 

3· The national aoveruaent debt increased about 
100 billion trance in 1939 , bringing the outstanding debt 
t o 650 b1ll lon or 2 1/2 times the national income. (It 
cu.r debt were on a oomrrable baa1a our national debt 
would be Sl75 billionJ It ie estimated that tha detic i~ 

tor 1940 w1ll be about 250 billion trance. 

~. nt 
Output bas fallen and wi ll 

below pre-war l avale. Governaent expen4-
ituree are now on a ecale 1n exceea ot the money value 
ot the 1938 national income. Before the outbreak ot war 
prices already showed a strong upward trend, It is unlikely, 
in view ot the coapoeitlon ot the French Oover11l11ent and the 
previous record i n coaparable eituations, tha~ the Oovernaent 
will adopt and carry out aeaeurea or taxation, rationing, 
and price control euttioiently rigorous to prevent a aajor 
inflation, 
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5· the trench 'ax tltt!Q tall• Ttrx heaTilx on low in-

290 

come groupt. In 1937 oTer percent ot the budgetary reTenuee wore raised by ooneuaption t axee. the haaTieet tax Ulpoaad e1Dce the outbre&lt ot war ia the 100 percent tax on wages earned t or work between forty and tortJ-tiTt hourt a week and the 33 1/3 percent tax on was•• tor work oTer t ortJ-tiTt · houre a week. !he general national detente 'ax ot 2 percwnt on all 1ncoaae hat been raiead t o 5 percent. Tobacco and aatch pricee (both State aonopoliat) baTt been ra1eed abo~t a quarter. All prot1ta 1n national dtftnee induetr1tt aboTe 10 percent are to reTtrt to the State. 

6. ~ren~h tort~~ ex~tDS' rttouroa~ are leaf ~b&n one-third thOie ot iftilani: Prance haaetween l11~1on and 15 billion ot foreign txo~e reeourott, ot whioll about $3 billion are 1n gold and fl/2 billion 1n other aeeete 1n the United Statee. Moat ot her otner toretgn 1nYeatatnte are 1n her own Jmpire. At war 1t prolonged and inttneit1ed, France w111 beooae i noreae1ngly dependent on Great BrUain tor eoonom1o aee1atanoe. 

7. The l!!fd1dt 1mpaot ot war on t he rrenob fOOQOIIl wee pa.raluiM. J'1n m1111on men -- two-tltthe ot all the gainfully eaployed malea - - were withdrawn troa their normal ooaupatione b7 mobilization; aeTeral aill 1on non­coabatante were eTaouated; there wae a orhie i .n t raneport. Exporta t or Septeaber and Oct ober tell to perhapt halt the peace- time leTel, i mporte probably fall ing proportionately. Since then eeTeral hundred thoueand aen haTe been released to work in 1nduetry and on ta.rae althouah apparentlJ thtJ are not deaobilized. 

8. GoTeroaent oontr01• oYer labor. foreign tradt and exob&ngt. and ~trta1n eupp11ee haTe b!en t t tabl11hed. The Ministry ot La or ie now the kef agency in the 4etera1nation ot wagee, houre, and working oond1t1one. !he Bank ot J'ranot 1e ada1nieter1ng exchange control, which 18 gradually bt1n& tightened up. lxportt and laporte art be1Ag carried on under a l iotnt1ng tJttta. Special ageno1ee baTe been created t o ration eupplhe ot 1nduttr1al raw aater1alt and prepare t or &nJ ration1Ag of toodttutte. the f1ret etept baTt been taken towardt a general eyetea of goYernaent euper­Tition ot prieta. 

9. rrenqb &Rr1culture !111 n ot be able t o •!PPlY the n&t1on'• iteenttil jif-ilie regulreaentt ot toodatutf• ap4 agricultural a.• aattr1ale. Wh1lt J'ranoe u a great acr1oul­tural country, eTen 1n peace tiae her f oreign trade dtfio1tt 
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were due solely t o an exoeaa ot agricultural i•porta. She 
1mporta not only rubber and Tagetable tibrea but alao ataple 
toodetutta. rrenoh agriculture will be crippled by an aouta 
labor ahortage, laok ot eeeential toola and auppliea, and 
inadequate tran.eport tao1lit1ea. lrenoh agriculture 1a 
191--18 could not •eet the nation '• eaeential needa, and 
there baa been eo little •eoh&ni&&tion ainoa t hen that 
the loae Ot labor Will be Juat &I 4aaag1ng, 

The •eaaurea adopted by the French goTernaent will not 
restrict ooneu.ption within the liaite ot doeeetio euppl iea. 
The GoTernaent doee not appear to baTe any oomprebeneiTe 
tood plar., haT1Jig ao tar adopted only a1nor rationing 
aeaeurea. It ia hoping to ourtail ooneuaption 1nd1reotly 
by controlling wagea, but beoauee ot the inoreaeed dea&nda 
ot the aray, it •ill be hard to get along without increased 
rood imports. 

trial and raam nt out u 
r war than it waa • 

U&g1not line protecta the Frenoh be&TJ 1nduetr1al oentera or 
the North and Eaet. The rapid 1nduetriali&ation ot Prance 
in 1919-30 baa 1noreaeed her induatrial and araaaent oapaoity, 
and while her oapital equipment probably depreciated in the 
Thirtiea, it ia still tar aboTe 1913. 

11, the dqginant pOlitical bloc iD lr&DOB tod&Y ia 
ooneerT&tiTe. nationali st. and anti-republican. The Rad1oal 
socia1iat Party haa Joined torcea with the parties ot the 
Center and Right , and rranoe in the t1rat aonthe ot war waa 
in the proceaa ot acquiring the oomp1exion ot a conaerTatiTe 
middle-claea d1ctatorehip, 
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Summary of Concluaiono 

1 . The war will l01rer the national inc"""' of !'r8J1Se by at least 
on&-fifth. 

The r eal vlilue of output will probabl y not reach pre-war 
levels chlring the psr1od of hostllitiee . (In 19lt.--1918 the 
decline f rom the 191J level WIIS perhaps f orty percent.) Even 
~ . Reynaud, who is nothing if not opt~stic, has conceded 
(Septellber 10) that, in spit e of all efforts, French pro­
chlction ..uJ. inevitably ano rAt e.r ially decr ease. 

The anoy has already claimed the best part or the male 
l abor f orce. work has been disor ganized by evacuation and 
may he !\trtl'ler crippled by attacks from the air . Industrial 
raw INI~er1als will be har<l tc :;at. Shortage of cat eriala 
and t.r anaport and diaru!'tion of no~ trade will ..U it 
-ii.Cticult to maint.ein elt!)Orts. Ap-icultural yields and the 
srea pbnted .will both decline. The r eal value o r ~ 
na~ional inc0lll8 !Wilt therefore iall . In t his respect, France 
is , at present, in a quite different position from t he United 
Kingdom. 

The psrt of the national inc.,.. avallacle for consumption 
and productive inveat.ent. will , or course, decline evan 110re 
drastically, becau.se an increasing pi!TCentage of output will 
be mad e up of IIIUJlitione . The living standards of tba French 
people will therefore neo1ine s everely. 

2. The industrial and rt!l"neot outout of trance during the oresent 
war w1ll orobablx be mto.tly higher . both abaolu"li and 
relatinb. than durin& the ...... or 1914-1918. 

The !ortifieet.iona built in the post.-war years seem 
likely to prevent occupation of the Fre~eh heavy industry 
centers of t be north and east such as took olace 1n August and 

Septet:ber 1914. 

Rapid indu.strialbation toolc pl~e between 1919 and 19JO. 

T~ industrial progress of France during those yeara was probably 
greater than t hat or any other wea tem European nation. 

' 
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Howeftr, the industrial ·ains of t he 11120' e ,...re in 
large part , daeipated du~ the 1930' a. 'lldle eerma:U, and 
the United Kinr,dom hoth , art.er 19)2, a perien~d en expansi.on 
in which production end invuwent pa~eed all previous 
record~ , French cap1 tal equ1JD8nt probably ~epreci eted 80:11-

lfhat •nd output r•mai.oed .. te.;nant at a level oot tar abon 
1913. 

Vary little has been done during "the Reynaud recovery• 
to cetch up with tl1e industr•al and 81'1Ml:l8nt output of 
Lemany and the Un11.od K:lngdom. 

J . French Mriculto.re w1.ll be unable to sup!>ls the nation •" 
e~ftentlal W&l'-tire t'!(!uire,.,ts of food sllffn and !tlricultural 
raw mat-! rials. 

France is a a rent agricultural country. Yet even 1n time 
or peace she has h4d pe rsistent foreign trade deficits due 
solely to her exeeee of "81'icultural i"l''rls . She is a net 
:IJ:porter not cml)< or rubt-.r and ""&etabla fibree but al.so 
staple toodsturrs . 

!'ranch a~rlculture will he crippled by en acute labor 
shortage , lack of essential tool s , equipment And euppliee , •nd 
inA<~equate transport . Departmental cormitteee M\'e been set 
up to overcome theee obstacles and liOI:lft !!])ecial I'(Oftmeant 
ael!ist.anee is .,.,_nv 'liven tor the purchase ot tan: equipc:ent, 
rut ~eae Q!ai!Ul'8e w1.ll not l!llffice to caintain output. 

I n 1914-1918 1 
French a~riculture was unable to supply 

the essential needs of tbe nation. Yields dsalined severely 
even 1n the uninvaded areas. Franca had to irport large 
qlla1\t1t1es of foodstuffs fr<>lll at-road . Few basic cbeneee han 
taken place since those 7eare. There has been little 
dchanization, and tbe loss ot labor will therefore be quite 

as demaqin~ as tornrly. France will have to illpor t a 
aubttent i al part of her food suppl.,y. 

4. '!he French GoYerrurent has not xet Adopted a rl'!orous and 

C05pr8bensin qstaa of cC!Il!!&Ption controls . 

'lbe measures eo f ar adopted will not restrlet rood ooo­
IIUIIII)tioo within the JJ.mits ot clomatie mpPliea. A few ainor 
measures of rat ioDine, such a a official meatless dB.¥'! ' have 
been adopted . Rationin& will probably be extended to other 
eor.modities r,...,.,. ti.Jne to til;le . But the French .;ownu:.ent 
does not appe;tr to hlln any- ec.prehensin food plan. At 

295 

Regraded Uclassified



- )-

present., 11 . l!e.YJUiud pl•.ces all the ...,haaia on the coot.rol of 
wages as the effective instrument. tor the l iaitation of con­
SWIII>tion. This indirect mthod of reatric tion will not enable 
r'rance to get along without. considerably increased food 
imrorts . lien in the ar.y consume more ol ataple foodstuffs 
then they do in civilian lif e. 

The consumption of industri al products will , no doubt, 
fall J there .. 'ill be little production of con.s\llllere ' durable 
uoods and considerable undermaintenance of r esidential 
houdni • But the picture will not be a ei111ple one . In the 
1aet war, the iDdustries which s nowl!d the areatcst ~ion 

..-ere confectionery, perfume and t'ine lingerie. 
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s. CPntral r:oye,.,_nt emenditures tor 1940 !1'1! esti!llated at 130 
billion trance ; du!"ing 2i 110ntha trot Septeri>er 1 to November ll , 
expondituree nre 78· 5 billion tronca CION then a fllll 
year' e tax revenue . 

expenditure durin& 1940 is tentatively estimated at about 
:no billion francs. The regular budget includes exoendi tures 
of '19 . 3 billion francs, Md the special war budget 'll'ill be 
249 billion francs . 

Actual expenditures &y, of course, differ greatly !rom 
those now projec ted. The principal variables are t he character 
of hostilities, the movement of pr ices , and t he aveilab111ty 
of forei!;n exchange. 

6 . The eiCJ?!lnditures of the central e:overn;oent uone are currently 
tt a rat-e greatlY above the OfSt lOOney V!lU! Of t he national 
inco!fl!. 

Tbe beet esti~~ate of individual incOI"llt oaywomts sflOIO·ed a 
total ot 2~) billlon francs in 19)0 (when the real value of 
the national incocte was at its eeld•••) . It totalled 21.2 
bUl ion trancs in 19)7 and 267 billion trance in 19)8, but 
these latter francs were greatly denreciated in reel value . 

Government upe~.ditures during the last quarter ot 1939 
and those projected for 1940 ar~ at a rete considerably in 
excess of the put money vt>.lue of total inco.ne payments to 
individuals. This is a repetition of the experience of 1914-
1918. I n 191) the French natlonal incoiN wea estimated •t 
)5 billion francs . Tbe French Government accumulated internal 
debt at the rate of about 50 billion trance • year during the 
four yean of t he •ar. In 1918 prices ~'ere between three and 
tour times as high as they had been at. the out break of -..ar. 
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7. !'rench t axes bear 110pt botnlly on t b& poor ! theae taxes can 
hardly be elCJ)!ll'lded to provide any I!Ubstantial part or war 
expenditures . 

French tax r evenuea in 1939 will cer tainl,y be less than 

70 billion fr ancR and probllbq lese then 6S billion. (The 
fi.Dal figures will not be available yet for eo• ti.l:le . ) The 
revenue 1<7&tan, which made :roch a sorry record !ron 191.4 to 
1918, has never been reconatructed to brin& receipts into 
line even with ordinary expenditures . 

For the g reater part of the leat twenty years, the first 
concems of French ~vemt:lllnte haw been to avoid dir<lct t.axea, 
t.o strike property and tbe higher inco=e groups llghtl.T, and 
t.o (leri ve a& large a p11rt of the publlc n~venuea as P')seible 
fro:n indirect truces bearin& on conl!lltlption. 

French taxes bear most beavilJ on the poor . In 19)7 over 
60 percent or bud~etary State revenues 118re raised by con­
r=ption taxes. Tbete taxes can hardl1 be a- paneled to P"J' 
!or any sube!oantial part of war ttxperditures . 

'n\e only r eally heavy new t ax wbicb bas ~tten 1r po.sed 
since the outbreak or war is the 100 percent tax on ...ages 
aamed !or woril. be tween forty and forty- !1 ve IY>nrs a week end 
the JJ-1/J percent tax on wu.ee earned for worl< over forty­
five hours a ,.ek. 'n\e general Mtional defen8tl tax of 2 
percont on all ineoms was raised to S percent and , in the 
case Of SOlO! non-mobilized Jten between the ageS Of 18 and 49 1 

~o 15 pe r cent. Tobacco and Mtcb prices (""•t. Stot<J .-.onopoliu) 
were raised about one quarter . I t has been announced that 
profits in national defense industries will be severely 
restricted, all profits ove r lD !")rcent to "'""rt to the State . 

8 . ':lie " ench ubllc debt increaMd t least 100 billion francs 
during l9J9 . re..ehin:: about 50 billion ! ranee at the end of 
the yaar; Fcance my have to borrow 1 ,000 bllllon fiencs more 

if thot war continues !or Beveral Y!Ara . 

At the end or 19)8 the F' .... nch publlc debt (including t he 

debt of tlle national railroads and the l)epartaents and CO<IIUIIU 
but not tile Colonies) na about S46 billion n-anca. By the 

end ot 1939 H will p robsbq paae 6SO billions. 

All of the 1940 spacial 11ar budget i s to be met out or 
borrowi.n~J; this aaounts to roughly 250 billion franca. Even 
t he ruular budget o! ?9. )J>illior> trance is only noll'in•lly 
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balanced. "ina 'leo Hn1ster Reynaud hae htnted that Prance 
r:.JJ.:I borrow 1, 000 billion franc11 during the prs•ent war. 

9 , There ie at present sood rea110n to bol1sve that France is 
about to undergo an 1nnatio!!AI'Y &"Perience eoryarab1o to 
that or the war or 1<111.-1918. 

Cutput has contracted and will prol>ably rsJUin ror the 
duration of the war, reatly bel"" VIe pre-war 1evei. Present 
and projeetod govs~nt expenditures are at a rato coneider­
ably in excess of the paat money value of the notional income. 
A1 ead,y before the outbreak of war all French 11•neral price 
lr.Oices abo-~ed a strollfl and pereistent upward trend. The 
record oi the pre:ent French gove~ bloc Sll!ltneh that such 
Masuru of severe taution, ration1llf! and price oontrol as 
are necessary to prevent a c:ajor inflation will probably not 
be c~r1'1ed out . Some reetrainin~ :lntluence will, h""ever, be 

ex~rciMd b-; ~he United Jl:lnPdom. 

10. "nnncll foreign exchanae resources at the outbreak or war 1n 

Sel>telober 1939 nre probably coneiderably lee• then t1 vs 
billion dollere. 

France had about three billion doll&rs worth or gol<l . ~he 

had eecuritiee, balances and direct investments to a total 
value or $580 million in the unit ed Sta tes . It seems unlikely 
~at her other salable foreign invsstoents would bl'i ng ..,ch 
cora than a bllHon dollart< at the present tioe . Therefore 
five b1llion dollars eae"" a bi>h ·~~ir•te o! "Nnch roreipn 
excha.!V'e reeources . 

n>e bulk or French foreign in·:o• tments are a?pareotly 
within h•r own empit'8 , especially in llorth Africa llnd J'nd<>­

China . Som rublx>r planta tiona in Indo-China and """"' French 
?r<>pertias in BelPiuo 8I1CI :;..;.tr.@rlan<l ~BY be salable . Very 
little of her liortr M'r'l.ca!l holdjnu could be sold, except at 
oaeritice prices, @specially so l ong &II the:-e 1e a o•e1billty 
of ho11 ilities epra&di"R to the lfadit-·rranean . 

ll. France will become increasindY dependent on the British biro 
as the strain or war lleco:res mora 1111vere. "renen dependenca on 
the n1 ted Sta~a will >a detercined by A=.arican eol1q. 

"ranee lacks the resources and the organiutioo to cart')' 
on equal warfare a!lainst so formidable an ena.y a• ~eJ:'IUDY. 
She .<ill therefore become steadily "ore dependent on ~he 
vastly "reoter rollOuree.l! oi the l1r1 tist. J>pire , and this 
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d~n-m~enee will beeo::a partieull>rl;· Tre•t. if the ,...r ~ro1'fs 

oro aeti va end thg ·e,....an !-l ows , ore po .. er'\11 . llied 
ee'n<>r•l e cooperation lvl~ ~lroatly , in th~ e ,. ar-ent of 
·e o ber 4 , reaeh9d a point 'l'lhicr it nnly AP!'t'O~ted d'•ring 
•.he last war arter three year~ or hoot111t1eo . 

' ranc• 1& no.• dependent on t.be United , tate• to sell her 
'"'"' tiono no•. procurabl~ :..n othor countrie• . '1-.e r.mde a 
<:il'oct request, •or credit& rror> the Jnited 'it•tos within 'iva 
'" e o' the out~reak o" war . I', T'ay renso!Ulbly be expected 
•.t.a~ • ., Ph,nld ~..he wPr prove t.o be l.,n ,~,, tard-rou .. ht, •·-eneh 
'"""(oueJ~~:tr Cor ·a:erican credi .. ~ tdll hecol'""e .. .-.eadil}~ ,....ore 
'"Mcment ard .. nsi!ltent . 

17 . 1 '"' •diate e!'"ect o!' Lol"iliza.ti,n on u.e oc?n-er.ic 1~ re of 
r&nC"" Wilt!" 'Oilral.YZ.inl'"' • 

~ve ~4ll1on ~~ (¢~netit~~in Dlout t~-rirtts of all 
Ale• ainl'ull;l =?lO_'ed) ne re '1fitJ,dr~·.m fro- tJ.eir 1'101"1".31 
•ce-ti~e oec~~ation~ . ~ever~' nil • r n~n-co~batants ~ere 

ova ·l.P· e, r.'Or ~cecial.ly vulneral- l e area e . An o"fieial rettJrn 
n• etn~er ~ said that ovar two ond a hsl' ~tl)ion nenple had 
,. ""r evacuated fron Pari~. ...traehourrr lY cnre " P~Q!'It ci •.:y • 

• ~ t.rnn•rcr o• the rallroaM t<'l militnry conr.rol and the 
r~c' a1 ·'er anrh· of mol"-ili?a'".it:m 1 rou •ht nl-out a crit~~is in 
~rA..; :tpt'rt . ~.xports ('el1 tlurinr- p· t-f'rrler Ar.l! "" ct.,ber to 
..,.!".apt' al! or their pea.cc-t,r~ lttvGl . ...r'OOrt.e ney ra··e 
"•,len os l"''.l(":h . "'ax reven,l'!!t in ept.erter were or\1. SO per­
cent. o• .. ·. ·td"etary e::t.il:.3.tes , a..ntJ e'·en in ·e ..,"'~r they were 
• t'll al:o•J' 10 percent relO'< •to .rend , ...... 'ir•t ~:vnt 

.,. •.r e o... foe :'ear. ':be '""OVerr • .ntnt. h!'!U t,,. C'\rder th.g ""'anir f"Ji" 
a.rv·o t.'!! e~od r-:>eeial er d! • ta(''! 1~ · i o~ '!.c • ~'"- .... 1!:-e,.:: 

" '".e-r"' . fa,_v:--,;nts o!' rer.t here .. e-""'rarll,.. ir eo..-: l ,.re 
eo .f\:rton, ""endin,. aut.hori ed .. ar-t.iCI ... .,AA~·u.e:t-e .• t.t ot up to 

percer,t . A c:u._-.bersot:e procedure of' at J!ic&t.il)n Celt~:yed 
.,.._.,..~" • o • '!far- title assi~tanee t.? ~· deper.dents of !N''-illzecl 
en. 

1~ . ..e ·r~~nch •overnr..ent has t.al<en the ~irst. steoe to•ar- • tbe 
&fUlw=r>tion o~ co'l'\~~1 over t.l1o ~t.ion&l aeon<'!. • 

Auth<>rit.arian ~ove rrunent control over ·.•eges , uou.rs and 
l.A'Or Or'!IUoization T<SE establithad in the firol cays after the 
out' :<~IV 0 r """. The l'inis ry or tabnr hae replaePtl the 'r<ide 
11n\cno lil\d t.he ~rade assoe1ationo as the l<'ey a ency in 'he 
Je•.e,., Mlion o• wa_.,s and •or l<illl cont!Hione . 

299 

Regraded Uclassified



- 7 -

Forei&JI trode and int.emationt' capital t rAnS&ct:.onc t.a,, 
~1Jually been l!llbjeCt!}d to 80V8mmont roauation . l'he 

tiroet'on du Cor.oerce £xterieur lie~naee all import~ and ex­
porte . The flank of Prance adminiatera oxc~~an&e control . 

Special agencies have been o ·eatod to ration supplies of 
industrial ro>T 1018t erials and to propnro for any rationing of 
foodstuffs . TJ:.eae agencies are rep~eaented on t.he inter-
31li~d committees ror economic cooperation. 

The first steps have been .aken to11arde a general systen 
!>! price supel'\1 ~\on . 

).1 • ..r.en l..'le :tadica1 Socialist Party ld't t.he l'ol!lllar Front in 1938 
"" join forces 1<1 tl: t!:e !?llrties of tt.e Center and Rio;ht . H 
acre2ted :..'le leadershio of a bl oc which !s do:>inan tl,y eon­
""vati vo . nationalist at&oi anti- T"'>'.t"liean. Tho outbreak of 

!!..9r hal'l enabled that bloc to e t.e_J~_!!l!L«<n&oli•ate i to oosi­
~1on . !n the first ~onthft of war, France was aeguirins the 
c.l;Dlo>ion of a conservAtive . nlddlo- elor• ~lcta,orship. 
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A. The first !'bree ''onths ot .iar Econo"'Y 

1. 

The i~.ediate errect of ~obilization ~n the economic 
Ufe of FrAnce was paralyzinr: . Trco conscription of tivn 
r:dllion cen tllld tho evacuation cot several million nor>­
co::-batnnte rroc: vulnerable a:"eas bt'<"~~;t.t a~ut a severe 
decline or production and a c.·isis in trllD•P"~t . 

. :be -rencn military authorHioo 8JC!>4'cted an l.rsediate 
violent attock 1n t he ";;eat . They con .. quent ly ineisted on 
cobilizing as ~- c:<m a:: po•aible , and they have ~Jt•equently 

:JI,own the greatest reluctance to releare eon&cdpted r:en even 
tot· tho r:o•t urgent eeonordc activities. Cur 1n!'on::ation 
i ndieatee that 00 ~en ha\' been releAfed froc active stations 
a~ the rront, tut sor.:e rel eases or executive yere('lnnel, 
tee .niolaM and s'<!.llen r~orl<ers .•• we tel.en place from reserves 
s~at~oned 1n inte t~or districts . 

;;von in ::eptembe r men were released fror ~>llitary cut.;; 
t.o , ather the s1;gar beet crop . In Octobar some cen cl z.ssed 
eo ~ndustrial specialist~ ...-ere allor;ed to retun to their 
pcaco-~i:e ecp1oyrents. Cn October n , the ~ovemn:ent ~ecided 
to ~r<>Hlioe the 1010 elA~• ( e<>nl'' • tin~ o' cen "8ed forty- nine), 
'hoM t".en over for·t - three li'ho have t.nree enildren, and ~ose 
over rorty- ti'\"8 who !"..a;-e two clo.ildron . rn Deceobe:- 2 1 it was 
an..~oune~ that !'a .. ..ber~ o! four chil dren or rr.o'"• WOlJld l-e 
rrob'liud beginn.i.nz ilececl>er 15 and that evee•uau.r all 
!1\t.r.ers o! two or r ore children would be relt!afed . ~n 
llececber 4 , Sir John Siron said tha~ "r~nce hlld three and a 
hal! cillicn ceo wxler an:~. T.e do not '11011 how uey acditional 
l!'obilized cen are serviru' in public and private r:nmitions and 

in other •trat egic occupations. 

'u.nwbile, non-comba tants were beinv evacuated en tlBSee 

from specially \'Ulnerabl e areas . Cn Octnbe r 2, an official 
ret11r n wae issued ehowing the t over two and a half million 
peoole had been evacuated from Paris alone . ••• do not }.nor. 
r.ott "'AnY r.ore nave been evacuated tron tbe rrontiAr distric ts . 
rut there ie evidence ti:at evacua tJon !rom the cort w.lnerable 
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are .. jn the East"-" heen fairly thorougho:oinl; . Strasbourg 1o 
a oparently quite deser ted . Special 110vernment aeSietAAce hae 
been provide d for need;y e vacuated persons . ]} 

This mass 1110bilization and evacuation se~rely differ­
entiates the econollic position or France from that of the United 
Kinl;do10. 'lhe slogan "business ae usual• i" particularly hollow 
in France because there is nobod,y to conduct nom.al business . 
It can be forecast With considerable assurance that French pr o­
duction will not aBain rea ch pro- war levels durine the period ot 
hostilities. Even W. Reynaud , who ia nothin2 if not optimistic , 
has conceded (September lOth) t.>,at, in spite of all efforts, 
"rench production Will inevitebl;y and mteriall;y decrease . The 
decrease will begin to approxiA&te that of the laet war should 
there be a considerabla los• or U!e , should 1nduat17 be dis­
organized b;y bomba rdment fra:t t he eir, or should the Germans 
..ucooed in disorgan1tiQ5 oceanic shipping. 
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The superior "tlaxibilit;y• of the French •tree econoll\Y" 
over t he C-enr;an totelit.arian syst .. , which hss been proclaimed 
by man;y Liberal econocd.ats, manifested itself pri'lcipall;y in 
thst France a obilized a conaideral-le nu:her of un .. plo;yed ...,n 
(as well as a ler~er number of e!llplo;yed) , while all those . 
mobil\ zed i n 'let'lll8l1)' hsd previously IJeen enga:«~d in productive 
labor or in preparing the equipment with which ce,..an;y would 
wa•e war. 11 . Re;ynaud however prided hl.Jtsel! (in a speech of 
Septe,..er loth) that, 1n the eccnocd.c sphere, the French Liberal 
econo~~~Y had •tresh troops• - fresh f 'rom unec:plO.)'CClnt . In t he 
firet three months or war i":'anee wae deV8lopil\!: repli~"" of moat 
of the e conocd.c controls which had been functioning in Germ.an,y 

for some ;years . She too was becolllil\!: at> organiZed war econoll\Y. Z/ 

2. 

The outbreak or war was the siqnal for tlwl .. teblishlcent of 
governnent con trol over wages , hours end labor or~anization. 

A decre e Jl wae iaeued on September l, which percd. tted an 
increase in the weekl;y hours or work from fort;y to fort;y- five 
withou t eny increase in Pll7. 'Ibis decree r:J113 be re,;arded a s 

i/ Journal Officiel , October ll, 1939, PP· 12, 2)6. 
y French indust rial cap.>ci t;y for the waging of a long war 1e 

tli sous aed in g rea t er de tail below, in Chspter li . 
Jl Joum al Officiel , September 6, 1939, PP • ll, 158-9. 
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the firet Mvidend declaration ot the bloc which aehie""d 
de!initiva victory 0,.,,. the Popular Front in November 19.38 -
a dividend declaration equal to 12 percent of the waP,e bill. 
Hawever , a month later (October 1.)1 probably &e a relllllt of 
popular outcry, it proved neceeeary to withdrD this M·>idend 
and to provide that tha wages which would noreall7 be paid to 
worlc1na MD !or hours of ...,rk betwHn forty and !orty-live be 
paid instead into the national treasury. ]} It wao turther 
provided , in the ori<tinal decree 1 that for all hours worked over 
forty-five , peyl!llnt chould be at the rate of two- thirds tho 
oxioti!Vl wage rate1 the remaining one-third woe to be retained 
by the employer and paid by hiA i nto the national Treasury . 

A general e1xt7-hour week wae established in industry t!7 
decree or Sept.eaber 1 ( eeveral weeks before tho SCle stop wao 
take n in Germany) . The sane decree provided tu.rther that, tor 
periods not to exceed twelve weeks , a seventy- two hour week 
would be permitted in industries working for national defense 
or for tho put>Uc &ervice . Women end children were all011ed to 
work up to ten hours a day. 

':he provisions for a..-bitration and eonc111at1on 1n earlier 
collsctive wage contracts W.ve been declared wid. Py decree 
or llovembe r 16, 19)9, it """ provided that, in industries 
1J:1portant for national defense, the aoverm:M'nt would fix wages 
and working condi tiona directl,y. In other industries • .rbitra­
tion would be po rmi tted under the eupe rviV.on or the llinistey 

of Labor. 

A whole batch or decrees has been i&SUSd to COI:lbat labor 

"ineubordillation•. For instance, a decree of lloved>o~ 19 pro­

videe: 

• Individuals clangero'la for national defenee 
or the securit7 of the State =-r be transferred 
!1"001 their place of residence to a center that 
the War and Interior l.!ini• t riea eelect . These 
persona can be requisitioned tor national de tonae 
work, and , if they retuao to work or i f ttet leave 
the cent er where th81 are utabllebed and return 
to their former residence, they are liable to 
5-year prieon tenu. This rul1Qg 1s ef!ec~i.,. as 
lona as FTanco ia unde r urtial law. • 

'nle sovenll'lllnt hae indicated 1 ta intention to take savere 
measures against any labor o!)poait ion I!Dd to convert the French 

y Journal Official. October 1., 19.39, pp. 11,198. 
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labor unions into s docile Labor I'ront. In view of the anti­
Lahor and anti- Republican character of Ute larger pert of tbe 
bloc which supports the Daladier Administration, there is 
every reason to believe that theee decrees 1d.ll he applied 1d.th 
tbe ~:reate st severity. !/ 

Foreign trade and international capital traMact.lons have 
gradu•llv been sub.:!ected to gove..-nt mgul.ation . 
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Alread)' en August 29th a decree was issued prohibiting 
exports ot hides and IIkins, wool, silk, cotton and linen, cereals, 
suga.t·, petroleum, rubber, many chellll.cals, surgical and scientific 
instnments , radios, truclcs, etc. 

A decree of Septecce r l provided that: "lq)orts into 
France and Algeria or all tore~ merchandise , except gold in 
an;y form , unde r an;y customs regime what soever, is prohibited . • 
All imports are regarded , i n principle, as exceptions to thie 
general " rohibition. 'nlese "exceptions" are a ranted by the 
Di~ection du Commerce Exterieur and the resr,onsible ministries 
and il:lport ~:roups which tuove bean authorif.ed to • •nat it. No 
illportation way take place 1d.U\out tbe i8su&nce of 8 certi.ticate 
by t he Exchange Ortice stati..n& t.M.~ the doli1'et')' of fore~ 
currency has been authorized or th4t foreign currency is not 

required . 

Exports also require prior authorization from the Direction 
du Ccnaerc:e Exterieur, and, in perticular, tbey are subject to 
t he presentation of an 8gT88J:IIIDt sioled by Ute exporter to cede 
to the Exchange Office all foreign exchange recehed f""" the 
sale or tho exported .. erchandise . 

Despite repeated, emphatic denials ( throll£hout August and 
as late as September 4th) by responsible French officials that 
their governiJBnt hac! any intention of i'«posin£ extrJ<ordinary 
controls over intemat.lonal capital tran.sacticmc, coq>lete ex­
change control was established by decree dated Septedler <)th . 3/ 
That decree provided tbat : •'nle export of capital under an;y !ona 
whatever is prohibited, unless authorized qy t he Winieter of 
Financo. • Only the Bank of France and its authorized q:ente 
were permitted henceforth to engq:e in fore18n exchange t rans­

actions. 

A rurther decree 'J/ pronded U\et all French pereons and 
corporations (and certain foreign corporations) aust sulxrl.t a 

l ' e background of t heta decillions io discussed in greater 

detail below, in Chepter VI. 
3/ Journal O"fieiel , September 10, 1939, P• 11,266 rt • 
'iJ Joumal Oi!icie l , Septelliber 17, 1<139, P• ll , S3S 
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d~claration or their l'or.:lgn holdin s •~ of October 15, 1939. 
,., decree promised that t his d eclaration o! foreign hol dings 
woul.d not be used to att upt to recover or puniah past tu 
evasion . l!y basing the required declaration on a date a 1110nth 
forw&rd , it provided opportunity for t.he repatr iation or for 
thll concealment of foreign holdinJ{s . The rlat9 on which t his 
declaration o~ roreign hol di11r,• i • to he b~~ed was postponed 
(on October 9 ) to l'ovember 15 and then (on llovemblor 15) to 
December 31, 19)9. 

SpAciAl &/lencies have been •et uo to •·ation supplieR of 
industrial raw materials and to prepare for anx necee&arJ· 
rAtionine of foodstuffs . Cn epter.ber 1 the re wao eotabliohed 
a "Pecial war food service Wlder a ~ecret&ire Oene ral du 
"-"'tita1llerent Celli!r al . On llo•rellf:o"r 1 provi~ion was made for 
the astablishJDent ot &roupE in e ach Departcent of ~ance to 
~acilit.ate the Eupaly of foodstuffs to t he oopulation in the 
event or local shortages , ~irNeultiee of transport, etc. ; 
t.ne•~ ~roups are evidently inactive pendin the a oe arance ot 
An e-nergenc: oituation. A decree wa~ 1 ~"ed on ,.ove,Y.er 2) 
roquirina the declaration of all ~tocko of &nili.al anrl vegetable 
oilt And ra to, IUl(l some stapfi - h>u'dly soinr, hyond moral 
euasi oo - have been tal-en to reduce tha c?niiUJr.])t.ion o! beef 
•nd veal . On t he other hand , the ra tionin~ of industrial raw 
materiels 1" e vidently J'\Ore complete . The ey~tem of iJqJort 
Ucense" ie an i "'P¢rtant instrument or thie rationing . Since 
.lovoni>e r 6 there bas been a special rationifl!l system for iron 
ore , lend l zinc , an tir.:ony, l'lAnganese , tungoten and other iron 
uloye. o>peciel boards - includint representatives both 0~ 
tne p,overnr:~ent and the trsde aosociations - Are bein~ created 

o control the rationing of all irportant J:Ateriels. 

'!he f"irst steos have been taken towarde a "eneral ~ysteca 
or price euperv18ion . In the intereet of encouraging ll!!eat 
planting, the price of hard wheat was fixed on Septa:.be r 1 at 
the yenerous level of 20? . 5 rraner a quintal !/ for 
~eptamber 19)<1 , ri sing progreeoively each month to 226 francs 
ror AU/Net 1940. On September 4 the price control eol:llittee 
iemed a warning , couched in the usual "ranch rhetoric, that 
•abnol'l"al" price i ncreases would be repreeoed . On Se ptember 16 
the Journal Official pubU shed a dec•·ee prohibiting all 
unauthorited price increases over the level prevailing on 

ep t,ember 1 . lfit b this de cree t he F encb govon'llll8nt noninolly 
adopted the eysten of the Uennan Preisotopve rordnuag of 

'!/ A quintal equals appro:da:ately ) .67 L. S . busl:els . 
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October 17, 1936 . It ra>&ina highly dubious tha t the French 

acb1niatrat 1on will be ahle to ach1o.,.e a deJ ree of price 

atahllity co"1'4rable to the German. There have alreadY been a 

1arg~ number of anproved prices inorusee. further ones are 

announced in the Journal Otficiel awry week. But •be publica­

tion or price indices has been prohibited, end we have no 

other r eliable info=- tion on the )!eneral movement or prices . 

) . 

France has been struggllr.~ ever sin ·a the war of 1914-1918 

to meet· a heavy burden fir•t or reconet.~Jotion and then of 

reanr.&~rent with an antiquated tax "Y:t.em and an inefficient tax 

acb1nistrat1on. "or the ll'reater part or •-here years, the firet 

concerns of " renct Roverru.~nt~ have been to avoid direct taxes, 

t~ strike property snd the higher income groups llahtly, ond t o 

derive as large a part of the public re venues as possibl e trorr. 

indi-ect taxes be a riDe on CO'>s=ption. Under thi~ regiJ:ie , the 

:'Minch public debt has increasod alr,.ost continuously, and France 

has h3d a lush flowerinP of custons, excise , staop and sale~ 

taxes . !/ A fundar.;mtal reconstruction of the French tax S:'~tem 

has ce ased , even no:n1nally, to be on :..'le order of the ay since 

the tall ot the second Blum goverMSnt (April 9 , 193'1) . 

'!he nreeent "rench oovert'Jllllnt evidently intend~ to oay tor 

H e internal war emenditures . v pely by l>orrowin, , suoolel!ented 

hy ome additional taxes especially on wases and con!NJ;!Ption. 

'!'he only really heavy new tax 'IIIlich has been i mposed since the 

outbreak of war is the 100 percent tax on wa~es earned between 

fo:-ty and forty- five hours a w-.P~ and the 33-1/3 percent tax on 

w~l'es eamed for work over torty- !ive hours s week. The general 

nation·•l defense tax of 2 per cent en all incomes first levied 

in l.'a,y 1~39 was increased (by decree of llovember 17) to 5 pel'­

cent . "'o'"acco prices (a Stat.e c:onopoly) have been raised about 

one quarte r . It wu onno\lllced that p~N ta in national de fen" 

induetrle~ ·.voul.d be severaly reetrlcted, all profite over 10 

pe rcent to revert to the State . 

'n!eee additionAl taxee will cover only a Sll'.all part of 

additional wa r expenditures . tt muet be recalled that 

a proprlatto~s for defense dlll'1ng 19)9 ba"• totaled aoout 186 

billion franca or perhaos two-thirds of the national incoce • 

About 31.9 M.ll1on wae appropriated ror deten68 in •he ordi nary 

budgot . Al>-lu t. 72. 6 billion bas been appropri11ted in various 

special budge ts . Sooe 81.2 billion bas been appropriated under 

tb• law of Dececl>er )1, 1938, c:bar<'eable to 1940 and leter 

budge ts. Expenditures ban hoen less than app::"Opriations, but 

we do not know eXActly how much less . 

y A 100re de tailed account of French P'J!:lic finances 1e lP van 

below in 8l:qht J¥. ~D. 
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Next rear ' s ordinarY budget includes expend\.turu of ?9, 3 

billion francs and the wer budget io estir.ated at about 249 

bi)Hon francs . 0! this 249 billion, some 106 billion 1a 

tentathely illocated to the Air l!inistry, about 87 billion to 

A:T.OU:ent, about )7 1-illion to War, about lS billion to lia..,. 

and s::.all aounts to other ..:nistriea. 

Even without war thoro would have been AA inc•·oaee ot 

at least forty- billion franca in the French public debt durin& 

19)9. Since the outbreak of war tte public debt hae been 

ria:! ng at least twice ae raat as during peoce. "JiorrO!I'ing" 

is currently lareely a euphomisn tor money ct-eation l?y the Panic 

of France and the nther banks who are buYing large 41110unt11 of 

a:nw::ent bonds . It seama quite clear that it 1l1ll he i.llposaible 

to preserve the atab1l1 ty of the Franc.'> eenera1 price level 

during a long war 'IIi thout imposing the severest income and 

inheritance taxes cottl:d.ned with a capital levy. The pretent 

French eovernr.ent me,y very likely prefer inflation eocbined 

\'11 t.h fervent decllllll&tion against •the enemies of the Republic•. 

Our best infoJT.ation indicate• that French tax revenues 

in Septe~tber were 50 nercent under bu.dgetarx estilutes. Yields 

during October were about 10 percant under the trend of the 

first sevon montha of this year . We have no information yet on 

yields during Noveaber. 

New !lUbscriptions to armalll8nt bonds totaled 1 . 6 billion 

f.-ancs in the first week of war . But since then the firat 

patriotic nu&b has &bsided . Ou.r best scurces say merely 

that bond I!Ubscriptions are currently runn •~ o:>atarially above 

the one hundred ntillion france a day which they were averaging 

before the outbreak of nr. 

Profeescr Rist has estiruted that the da..Uy eo8t ot the war 

to the French government is perhaps seven hundred nt1ll1on or 

e:t&ht hundred million france, but ha was not at all confident 

that this figure ns accurate . Other official scurcee say onl7 
that tbe cost is enomows. (Total budgetary revenues of the 

State for the first aev&J• 1110ntha of l9J9 were only )2. 4 billion 

francs. ) Total central ~o·:ernment expenditures tor the ~teventx­

odd daYS from Sept!lr.ber l to Noftllber ll were 78 . 5 billion f ranca. 

'lbis is more than a full ) .. ar• s tax revenues and nearer one-third 

than one- fourth of the f'rench na tional incolll8 . 

Fro• the outbreak ot war to No~r .)0, the goverm~ent 

received advances of 10.0 billion .cranes t'ror:J the Pank of France. 

The ot her banks are apparently subaeribin& liberally to govern­

dDt bonds. As lonv as the expansion ot their investment• in 
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vownll:ltnts pt"Qcedes uni romly, no bank need lo. • c .. ah , and the 
procea~ can eo on indefi nitely. "''hen ruch soph1a t1cated methods 
of 111oney creation are available, there nsed be no great reliance 
on •the printin~ pre••••" · 

Since the and of January 1939 note cir<:\lUition hils in­
creae...:l !roc 109.3 billion trance on January 26 to U9. 4 blllion 
r""cr on November J(). 'fa have no U!>-t~e.te fiRurea on the 
increase in total derr.AJ>d deposita, but that is a 1••• iJnport&nt 
deficiency in the case of ~· ·atlce than it would be in other large 
countries because Frenct business relies ralati vely more on 
notee and less on checl:l! . J.!easured by the increase 1n note 
circul.ation, t he supply or money has probably increaeed more 
1n France t han 1n an,r other raj or European country. l.'ost of 
the increaae has taken place since the week bsfore the outbreak 
o,. war . 

The weighted index of 'mol eeale prices e""'pilod by the 
Statl PtiQile Ganarale ro se !rorn an avorage of 4ll in 1936 to 581 
1n 1937 and 653 1n 19.)8 . It stood at 674 in August 1939 com­
paNd to 649 1n August l9JB. :;o price indices !>avo been pub­

lished since the outbreak of the war . n,e French covem:oent 
has lll'll'!ounced its intention to repress all •almomal• price 
inc•·casee . !!owever, in view of the 1sek of controls comparable 
to thORe or Germany. the contract ion of output brought about by 

mobiUzat ion . and the considerable reliance on t:IOMY creation 
to r1nance war expendH\•res , the proepects for the stability 
of the French general price level ~re not bright . Prophecy ia 

haurdoue, but i t eeeM n~t un1ikel·r th,.t an intlationaey 
e>m~~rience cocyarable to that or the last war is about to be 
repeated j n France . 

4. 

'rno exoerience o! the first thr..e contluJ of war suggests 
that F ance will have to restrict her i~rts !rom countries 
outfti de t he ste rliM Pnd franc areas vei".iC'lretully. 11 
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At the outbreAk of war France had about three and a halt' 

blllion dollars of f!Old, dollar balances and American investments. 
She had per!laos a billion dollars ..,re of salable aereta in other 
neutral countrtee and in such parte of bar e:p1re as might attrAct 
foreign buyere. I t was not cl ear how aruch of the foreign holdings 
of her nationals she would be able ond willil'« to take o'l&r tor 

11 A 1110re extended analysis of Frencl1 rapaci t.Y to pay for irporta 
duriJ'« a lon, war ia eiven in SecUen E bslow. 
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rublie purpo .. a . Repatriation of capital after tbe outbreak of 
war , 'llhila very i.Jq>ressive in francs , &:ounted to very littla in 
dollars. (For instance, the French were very proud that their 

excb&nBe equaliza tion fund gained a billion franca or old in 
<eptemher, but t.bb was only about twenty- three million dollars . ) 

Exports declined drastically after the Ol!tbrellk of war . It 
is impossible to assess the precise magnitude or the decline 
because the French have di•continued the publication of foreign 
trade otatiatica, and we ha·-. only very incomplete infomation 
trom other sources. 

The tfrW figu.....,S 'il8 have &rll of sliPht intere~t . Tbev deal 
only with Sept~,.ber ar.d October Md have very little prediction 
~· 1he crisis of the first weeks of mobili•ation , when it 
wat expected that a viol ent attack might have to he met at aey 
moment, can hardly be pr oject ed for the duration of the war . 
Only the f~es ..nich a ppear after the begi.nni.ng of 19.\0 will 
begin to show the perrJ~Dent character of war coc:l!l8ree . 

•renen 8"JllrtS to tho United States were ollly $3, 851,000 
in Septellber 1939 cor:pt:red to 5, 395,000 in Sr,>tecl>er 19)8. 
October w~a e ven lor.er witn 2,ac4.000 cor:pared to $5, 953,000 
in the preceding October. This was a revereal of tre ~.rend 

of tho first eicht Jtontho o! ) 9)9 in which tho ve\u~ of French 
exports to the United Stat s was ~43 ,909 ,000 eonpared to 
S3l, S%,000 in the same period of 1938. 

French exports to Switz~rland declined even aore severely. 
Septnller 10)9 e"Jllrts were valued at 7 ,OQ2,000 ~wise francs 
cor:pered to 20,951,000 in Septezober 19.38 . October exports n re 
u;no,ooo coq>ared with 23, 745,000 1n October 19)8. This also 
was a reversal of the trend of the fi r st e ight months in 11hich 
the SwieR bought 192,174,000 Swiss francs of French ~oods c~­
pared to 137 , 638,000 in the ~amo period of 1938. 

- rench exports to the hther:ta.nds in Septett.bar were only 
. 3,138,000 Dutch norinS ccc;>..red to 5,069,000 norins 1n 

Septelllbe r 19)8. 'ftlis again was a rever sal of tte trend of the 
firat eight 11:0nths in 'llhich the Netherlands i .-ported 57, 278,000 
fiorins of French goods coq)ared with 41,;>59 ,000 nor!.n& in the 

s=e months or 1938. 

French expor ts to Canada declined in September to 653 ,coo 
dollars co~r.p&red to '7(;R 000 dollar s 1n September 1938 , and this, 
too was a ,..versal of tne t rend of the first eight months in 
'OI!rl.cl. Canada bought $L, ll4,000 or ecods trcm France cccpared 
with $3, 608,000 in the • ...., period or 1938. 
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Data on l'Mncl:l exports to l:ler t wo greatest customers, Great 
1 ritain and Belgium, are not yet available for the period since 
the outbreak of war. 

311 

French iltports . except frao the United States . I!!Y hue 
declined aa 1:'1<:1: l!linee the outbreak ot war aa l:ler exports. Swiss 
ealee to F-rance which were valued at 10, 794, CXX) Slriea francs tor 
the two months September-October 1938 w re only ),409, CXX) Swiee 
! renee during Se ptember-October 19)9 . Canadian eales to France 
were $1,664, CXX) in September-October 1938 and only $615,CXX) in 
September-October 19)9. Netherlands exports to l>rance were 
4, 579, CXX) Dutch norina in Septeaber 1938 and only 2,322,CXX) in 
Septelllber 1939. Even United States exports to Prance were only 
alightly larger in S.ptember-October 19)9 than in the sue period 
19)9, being $24,687,CXX) in the latter yelll' compared with 
$2) , 556,CXX) in the earlier one . 

Prom September 1 to November 29, French sales of gol d to 
the United States amounted to $90,027 ,CXX). At the same time 
~ ench dollar balarcu in the United States wre reduced b7 
$40,479

1
,CXX). On the other hand, there were net French ourchaeee 

in the Vo1ted States of $2,500,CXX) ot domestic securities and 

.<13,400, CXX) of foreign securities. 

'!be F'rench governnent has eaid that i t is quite unable to 
make AllY estimate even in round ti.urea. of ita probable war 
ourchaees in the ~nited States durin<: the tirat six 80Dths or 
tirat nar of war. France bas arraneed a1read;r tor the purchase 
of some forty million dollars of copper in the United States. 
In November France received authorizations for the import ot $95 
million worth or airplan.ee, parts , and engines from this count ry. 
1n the coming year airplane purchase& ~ amount to several 
hundred million dollars . J.!achine tools, cotton and petroleum 
will probabl1 be pro=inent GOD• the thin~• the French buy !rota 

the United States. 

up purchases. 

They also included negotiatioos with regard to the Prench desire 
to lllaintain her salee to the United r..Wdon, which consist 
largely of luxury goods whose importation into the United Kin,l(dom 

· wan forbidden at the outbreak or war. On Dec.,.ber 4 , a financial 
a,greement was signed involving an almost cor::q>lete pooling or 

allied exchan&e resources. 
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llmrewr, at the end o ! the first three months or war, 
lnglo-"'reneh eoonoade ooU.boration was o~ ... ttiav started. 
~uch eoU.boration r:.ay be expected to acquire increaain~ 11>­
portance ae war-tima OJ"!anifat!nn is perfected and as the 
lon- strain or war brin1e out the rreatl,y superior economic 
resourcu or the !!ritish El:lpire ae opposed to the French. 1/ 

At the ellll o~ the last war , Prance had nold 1111<1 lost hy 
default and repudiation almost six billion dollar~ or foreign 
investMents , and she !'.ad acquired about eeven and one- half 
billlon tloU.rs of debts to the United Statu .,..d the United 
l<w-doc. fod~ ~he bas over a Mllion dollns more of .110ld 
t!Jan •he bad in 191.4, but the value of her rore!3n investments 
is subatlllltielly lesE '.ban it was twenty-riw years • .,. It 
will be i[pOO~hle f or France duri ng the pre••nt war to ftnance , 
rrom her own resources . ft'Uch a volume of imports as she re­
ceived durine lqlJ.- lq2() as a r osult of the nsriohnce of the 
mited State~ nnd the l nited K1Mdoo. Exchan o to pay for 
i=ports co~rable to t o~e or the la•t war can coce o~ fro• 
eo..,.rcial and govenu:>entel loans by the United ~tates and 
f roc renewed daoendence on the t nited !:in<;dOM. !'ra:>ee will 
undoubtedly aaal<e eve,y e 'Cort to ~'8t credits 1n t.be United 
States . A request for sue!. credits was cade witbin five days 
after tho ~eginnin- of nostilities . 

Franco I'I8Y not be ur~rentl:r in need of foreign credits (and 
she 11./JY no~ 'beoom v reatly inde~ ~ed to the :Jnited ~ins:don) for 
a oeriod contiderabl:r beyond the end of 19LO if the wt ·­
tinues a relati vel,y static oourae on the land 'ront.!.ers, .. ~ •h 
a resultin~ low con~Nq>~icn or war caterials. Hcmever, should 
land and air hos~llitiee • eecc:e active , H is quite likel,y that 
the conl!\lllll)tion o! war 1113tsr1 als will be groatl:r in excess or 
any previous elq>8rienea . Fvcn today French military tactics 
and Fre:u~ purehaees crust be adj•· sted to the fact that there 
1a no 'l\Uir&n~y tha~ credits will be avalleble should her own 
r~ sources be rome exlmus ted . 

5. 

In oontras~ to ~be United K~ngdom 'llhere the out'>realc ot 
war was aeC'>!!IJ!!!!!ied bY the n-aintsnance of vi 'orou~ opposition 
criticim, the a•sump tion or t,he burden of war coete largely 1:>-1 

!/ A brief eketcb of allied eoonomic cooperation duri~ the war 
o! lO~l9lS and eooa fllrtber detail• on preeent arran-e­
mants are 'iven bel"" !rt .. etion E. 
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the middle an-i ••=rer inool'lO trrnupe , '111d thft participation o! tl:e 
orga."liud J.obour • o...,Mnt in th .. rAn!ll!ei:IBnt or war indu,trz , 
in Prance criticism has l.orgely been silenced b;t censorsbio and 

militar:· trials; oarlilll'lent hu given uo all errectiw control 
over the executivB and haa eeaeed even to be a plet.rorm !or con­
tinuous 11\inorHY criticism, war coats t .. ar emcially hea~ly 
on the or and eve effort ie bein made to deetro the in­
dependent labor movement . 1 

\'e ha"e already i ndieated above that the heav1o..t. French war 
taxes are on •ages and eon"""J)tion . 

It 1• neceaeary to differentiate sharply the poFition o! the 
opposit\nn parties in !!rttain and France . In ''rHein tbe con­
s i•tency of tho foreten policy of the Labour Par ty, the weakness 
of the Chamberlain govormrent, tho presence of strong socialist 
parties in ~ftveral Domini one , t he necessity of playing up to 
deDOcratic ..,ntioent '" tho llnited State• , and several other 
r"~tors - which lie deep in the social and intellectual compol'i­
tion of !lrluin, but llhich are hard to cieacrihe in a few words - , 
l"'.l.led out any policy o! •cracld.ng d011l'l0 en labor and r:uzzllng all 
independent opposition. In Fran<>tt &Uch inhibitions have counted 
for mucn lees. 

Even the ll'Ost casual read in~ of the curret~t Bri tisb and 
F ench prees reveals the most striking contrasts . The Englioh 
preE5 ie critical, well inforned - stern in its realization 
or ol-staclea to be c.et and lotnes to be I!Uf fered , The Prench 
press is entirely uninforca t1Ye. A journal lilce ..,_'Europe 
So•1"1!lle•, llhich in •!:e inrediate post-war ye&re had a b1gh 

reputation I' or informed judg~~~~nt, now abounds in ab:!Ul"d under­
estimstee or the strength of lle nte!UlY and unreetrained exa.!!veration 
of the power of Fr ance , TM F'rench llO'IfCpaper press pt'E!dicts 
"lltervation and revoluti on• in C•rmany within eix months . 

La~e adequate nrovift!on ia AnwentlY bein~ ""de for the 
fa= · lies of II'Obilized men S.n France than in Prltain or even 

~en:any. 

!J The bllckcround of this trend ie deFcribed in sreater detail 

iri eection F bel.,.. 
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J!y decree !/ dated ~eptelllt>er 1 , 1Q)9, it was provided that 

neody families of mobilhocl ~~:en would be paid 12 f •ance a da,y 

in the Departant of the S.1ne, 8 rrancs in co,.,.unes of mo re 

than 5,000 l.nhe~itanta, and 7 f rannft in other e~eo. ~or 

each ehild under 16 year" of age there would bo Pranted a fur­

ther allowance of s. 5 t ance in t.ho "elM llepertlcent and 4 . 5 

!'rancs 1n all other Depart!!lllnte. Reductions or rent up to ?5 

percent of t he prevailinJ$ level were to be negotiated between 

landlord and tenant, in eaee or oeed . 

314 

I n accordance with thi• dec reo, the -.rife of a mobilized 

soldier with !our children livi<~g 1n Paris would receha 2)11 

f ranc" a week (a rout $ 5.25 at current exchange ratee) and acme 

rent adju stment . A "on:en in sL Uar circw:~~~tancaa 1n London would 

receive I.2 (arout 353 francs at currant exchange rates) and up to 

102 additional ae an allowance !or living in a "peciall¥ expen­

s i\-e area, &f' well 3S A 1U&rantee •~ainnt eviction tor non­

payment of rent and a .,..rantee a-a1J>et boiNt forced to return 

an,y articles boiiL'ht befors tho outhreal< of war on the inotall­

ment pl an. 

I nformation is not at ha."ld for a preci se oo;parioon with 

An:>aJIY, but we do know t.het t he Gel't\&J1Y povenur.ent has•doclared 

ito intenti on to provide the furilies of cobili&Pd .. n with 

85 percant of their noMr.al peace- time wages, and thi s is cer­

tn.S nl¥ far he t ter t.nan i s bein~ dr ne in France . 

The nartic1pat1on of labor in war-tiD adi:Wrlst,ration i n 

F-anca aooroxilllatea that of ' emiU\Y rather than that. or the 

United hincrdcro~. La~or was not coneultad on 3rfY of the decree 

lenslati'on, and all but the most atrong:cy placed oppoeore 

(e . g . 1' . BlUI:I) were sHenced by oobiliution , a l litary dis­

cipline , and 11ilitsry trial&. Parliarncntsr; criticill!l has 

baon 81'1Dthered . Cocaunist Deoutiea have been i:u>riaonad in 

vi<'latioo of their pa.rliu.entary i • mw-oity. ";be French tra.de 

unions toda: htwe lit t le independent bargaining power 'llllile 

the British ones aro aa strong as over . The Russo-Oen::an pact 

threw confusion into the ranl<s of the French CoCEUnist. Party 

(which on the first ballot of the s enoral election bad a lar,er 

popular support thAn tl-.e party of It . Daladiar) . '!be decree of 

September 26 dissolvinv the Cotmmist Party and a uos of other 

legieletion llhieh !ollcnred 1t y have been usee! to 6ilence, !or 

the time practiealq all vigorous defenders o! the cla1u of 

the Fron~h worit'.ng claai!Gs. Scores of elected r.unicipal councils 

i/. Journal Ofticiel, Septeaber 8 , 19.39, P• 11,199. 

y Sea espaciall¥ Journal O!ficiel, September 27, 19)9 , PP• 

ll ~l on the disaoluticn of elected local govarm:en t bodi~s. 

' 
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have been di&solved .nd tbeir members replaced by 1111pportere ot 
tte poll t ical and aocia1 policy o! ".!le Righ~nter. y 

In the first three months of tbe war , France was taJdng on 
the a!!p!!ct of a conservative middle class dictatorabip. Wo do 
not believe it poeld.ble at preeent to predict how long this 
t rend will cont1n1111. We would wam against an:! STatematic under­
eetiaation of tbe strength of t..,e r epublican end equalitarian 
t radition in F~uce, but we wish alao to emphai'Jize the reality 
of t he social &tMl88le "Wbich :1.• acing on t here under the thin 
slo~an of "llational Union" . 

Should a conservativa middle class dict atorllbip eti8rge in 
Fr ance lro11 the preeent war, it eens qnite unl11cely that thil 
dictatorship will be, as the French would Sa:f, •a fascia• . y 
It will be something much more indigenous . The French lliddle 
claeees a r e not going to give themselves over to a leader on 
tho Germany or I talian model, and they will undoubtedly preserw 
sor.~~~t..,ing of the traditional republican symbolllllll . Rathe r tban 
a new &rlll8d group of partisans taking over tbe po'ller of the State , 
we l ook for a reaffinaation of the strength of t te traditiond 
French ruling clauu . The dictetn~abip of 11 . Daledier will no 
doubt - both in ite f orms and in 1te con tent - resemble tbat 
of ~ . Thiers or II, Clemenceau more than that ot Hitle r or 

J.tuasolini . 

!/ See Journal OCficiel , Oc tober 20, 1939, PP• U,490-2 for the 
dieaolution, in a single day 1 of 25 Clunicipal ~ co11nills in 
tte Depart>aent of Oard and several others in ~•ine-e~me 

and t he P;yrennies. 
?/ we expect to prepare 811 i.Ddepandent paper on this mat ter at 

a later date . The eaeential ineigbt is already present in 
Elie Halev;y, L' Rre des TYrannise, (1938), especially P· W. 
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3. Industrial M d lmamont Capaei ty 

1. 

The S-nduetrial Md llr!"ament output of France during the 
present war may r ea•onAbly be expectod to be a reat1y higher, 
beth ab:!o1ute l.y and l"e1at,h-e].y . than durinl! the war of 1914-
1<;18. This ir:oroved prospect is due , in the N.rat instance, 
to the forti~eatic08 built in the oost-war year,. , 1'1bieh 
seem likel! to pr event any eueh occupation or the ?ranch 
heavy tndustrr centers of the north and ea•t ea took pl8ce 
in An:n1Pt and September 1911.. 

A!t.e r the ndvance in the .eat wae stabilir.ed at the Aisna 
in the cd.dd1e of Soptu.ber 19l1., warfare on f'renct. soil waa 
s tationary for over three and a halt years . !/ From Co::::piegne 
to Fel!ort the e bb and now of advance never reached ten Jldles . 
For industrial purposes, t he line which Clal"ks the extent of 
invasion mJJ!1 be taken to start at Nieuport in Pel81um, pass 
through Ypres and ente r France to the east of Armentieres, then 
soutl. to t he west of lille and eaat of #.rras . From there it 
bent i n a wide saai- e "rcle throw;h Albert, we~t of Laseigey and 

nor th or !'oisson~, and ?.eU<s, paaeir;. north and ~ast of Verdun . 
"'!1en it bent sharply south of St . l.'ihie1 and Pont-a-~'ousson, 
follo"ft'ir18 appr oxi.IM tely the frontier of .Ueace-Lorraine as far 
as the east of St . Die and tnerearter due south t o the Swies 
fronti er , Te o deoar t ments were included ~r.ore or lese in t he 
invaded area : l<ord , Pas-de-C81aia, Sor:m:e, Oiee, AiBne , J.:ame, 

J.:ause , Jleurthe-et-"oaelle , Vosges and Ardennes. 
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'!be co::p1etely invaded an~a was only 6 percent of the 
t otal Fren ch t erritory, tut it ·~tnl! (aside from •l:e Seine area) 
perha ps the r i chest sec tion or ""r ancs ' It had 10 percent or thtt 
population of the country and 11. pe rcent of her industrial workers. 

y C. R. II . F. Crut tnll, A History of 'lhe CreAt Tar 1911.-1<1~, 
Oxford (1934), u p 10 , p . UO. Arthur Fontaine , L'Induatrie 
Fnneais Pendant La Guerre , r.ew !•aven (1925) , up PP• 8-9. 
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!Ut woen t he figure of 14 percent greatly undereatisateo 

the import ance of thie area to rranee' a war econoJ117, The in-

vaded area wu par excellence the 10ne of heayY ill4\lotry, 

Before the outbreak of war, thh r"Cion bed had 52,7 percent of 

France' a metallurgical workere , 6o, 6 percent of her iron and 

eteel workar e, 41, 8 percent of her mir.ere, 29 , 4 percent of her 

textile workera, and 1rRI heart~ repreeente4 in al.coet woery 

other br&.nch of llll.nllfaet uring industry, The ten invaded de­

part ments had 41 percent of the total ateam power of France, 

The. area inYaded or under fire had !or.erly produced 74 percent 

of l'ranee0 e coal , 76.5 percent of t he coke, Sl percent of the 

p i g iron, 63 percent of the oteel , 94 percent of the copper, 

76 percent of the sine , Sl percent of the wool, 93 percent of 

the linen, 44 percent of t he chemical&, 76 percent of the 8\l&V, 

59 percent of the induot rial alcohol , 80 percent of tho window 

g laso, 50 percent of the bottlu, and &J>!>r eciable parts of the 

output of manr other eommodl t iee , It waa precisely the in4uttriee 

which were ClOG t i mportant for the wa&ing of war which wero located 

in the im&ded provinceo, l'or the duration o! the war of 1914-1918, 

theee induetriee wore added, in large part, to the induotrial and 

armo.ment capacity of Gerllllln)', crippling Prance and greatl:r in­

creasing her depe!ldence on iq>orte, 

Without poseoeeing an:r special military knowledge or coc­

petence, it 1t our opinion that France ie not Ukel)' to be de­

prived of thete heayY indueir)' area.o early during the pre11nt war, 

Some part o! t hem 11111,1 be dieabled froa the air, but t he occupation 

of theee area• ia impoaa1ble without the conquest of Bel gium and 

the reduction or the French !ortlfieationo, These thing• .... 

unlikely t o occur in the near ll.lture, Poseetling theoe areas, 

rranee will be more able than in 1914- 1918 t o produce her own 

r;r.url tiona. She will be leas dependent on iaporto, 

Together with these old eentera of hea•y induttry , now pr o­

tected by fortificationo , 111&7 be conoidered tbo additional in­

dustrial capacit)' of tha depart•nto of lloaello (Lorraine), 

Baa..Jihin and Raut..Jihin (J.laaee) re-annexed under tbe freat:y of 

Veraaillee, y fhue depart .. nto added only 2, 74 percent to t he 

territory of Jranca, but they sada a creat add1Uon to her heavy 

induatry capacity, In 1936 t he whole or ?ranee produced 

46,1 mi llion tone of coal: of thie total, 5.5 million tone were 

ained in the department of lfoaelle alone, In t he ,.,.. yeu France 

p roduced 6, 2 aillion tone of pig iron, of which 2, 3 aillion tona 

were produced 1n llotelle, She had an output of 6. 7 llll. llion tone 

of eteal, of which 2.2 aillion tone caae fro• lloaello, lfotelle 

y l!anri Lau!enberger in Revue d' J:eonoaie Pol1tigue , 

.!23.9_ !-"4 .f.=u.aire S t atiatigua 1937, eeetion }B. 
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oJ.ao coctaina abloat oJ.l t he potash m>d petroleum of :!'ranee. 

Aleace ~ee her contribution eopoeially in the t oxtile ln­

duatriea , ~Avin& (in 19}6) 16, 7 percent o! tho cotton opindleo 

of France , 17. 3 percent or t hn cotton navi114 maehlnea, 

11. 9 percent or the wool opindloo and 7. 7 percent of the wool 

wenvino ~~cs. 

The valu~ of the product of theoo f r ontier regions pro­

~ceted by t ho new for t i f1cet iona and re-annexed under t he 

Treaty of Voroaillea, over a period of f~wr war yoaro , m&y 

reooonabl y be estimated a t a oum Kreatlz in exceoo of t he caoitel 

!alue of French gold otoeka and for ei5n invoatmento added toRethor , 

2. 

The second «rent cnuoo o! the i~rovod industrial and 

e.rca:aont Cl\I>Ac1ty of France today, in eo::roarhon wi t h 1914. 1o 

the raoi d industrial i zation which she acco~liohed between 1919 

and 19}0, The induat r1al progreca of France during these years 

was nrobably greater than that of ~v other western European nation !/ 

The gainful ly employed popul ation of France number ed 

21. 6 million at tho cenouo of 19}1. This wao an 1nereaae of only 

. 9 eillion onr 1906, (H Will be recalled that France' a aale 

populat ion between t he ocoe of fift een and fif t y decreaoed by 

11 percent between 1911 ned 1921, ) Tho awobero engeeed io induotry, 

he':fever, increased w.ch more rapidly. FreD }4.9 percent of all 

gainfully employed in 1906 ther passed t o 39, 1 percent of all 

gainfully empl oyed in 1931, or an increase of over 12 percent, 

The uu=bsr of peraona ~loyed in tranoport 1nereaoed by 290,000 

(or 64 percent) , in minin& by 150, 000 (or 56 percent) and in 

manufacturing induetry by 1, 030 ,000 (or 26 percent), 

In 1906 there were only 97 ,000 eotabliabmento in FTanco e:­

ploying <:iB.chine power, In 1926 ther' wer e 125,000 ouch ootnbUoh­

""nto m>d 1:> 1931 t her e were 175, 000. The MO"om of J:l!l.Chine ponr 

used increaoed between 1906 and 1931, in alaint; from 249,000 ldlo­

watta to 1,510,000 kilowatts , in the chemical induotrieo fro~ 

148, 000 t o 555,000 , in metall urgy f r o• 221, 000 t o l,Sl 4 ,000, Reck­

oned 1n horeepo~er, ~ &Terace4 over all loduetr7 , boraepower per 

wor ker paaaed from , 90 in 1906 t o 1,78 in 1926 and 2,41 io 1931. 

Regraded Uclassified



Frane• baa ve ry ae5 er coal rea~reea CO:ttpAr!d to thoae of 

Oormany, Britai~ or the Uni t ed Statea, ThOUGh the exo~aio~ ot 
her coal indue try durlJliS t he 1920' a wao reooarkable , abe wao otlll 

no~ a GreAt coal producer . 

Franco's total reserve• were eati~ted In 1913 at elghtee~ 
billion tono , eo~arod with o~e hundred ninety billion to~o in 
Great Bri tni~, four hundred t wenty billion in Germany and three 

thousand el£ht hundred billion In t he Unl ted Stat eo. French coal 
le ge~erally poor or inaceeaoible. Ker createst tleld, io the 
Nord and the Pas de Calah, 1o oo.J.;r the tall-end of the ~:ore 
Aceoaaible Belgian coal Eenauroo, The other importaat French 
eo~l-bearlng stata are o~ t he upper Loire , weat of Lyona, 
rapeeiall y bet ween St, Etie~ and Roanna, but thla field i s 
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ao acall tbat it would bardly meri t ~ention in a.~ other country. 

lihUe :!'ranee pr oduced an avera.:• of forty lllillion tono of coal 1:. 
the yeara 1911- 1913 , Germany woo producing ona lrundr~ ninety-throe 

mi l l ion tons {including l igni t e equivalents), Great Bri tain 
two hundred eeventy-ei ght a.llllon tone , and the Uni t ed Stateo 

four hundred eighty-four IOilllon tont. Du.rlng theoe ;enro , Franco 
had ·,..,.erqe e.nnuel net l.Aporta of 20. 9 101lllon tono of coal, 

The French delegation went to the peace confer•nce determined 

t o improve t he pooition of t heir countr;r with regar~ to coal auppl iea. 

Coal production in FrMee bnd been drastically reduced during 

hoat111 tlaa by the Gtrcan occupation o! ~he liord and par~ of t~ 
· Paa de Calais as well no by t he ceneral labor shor tacP and dlo­
orcanlza~ion of war i ndustr1. French production of coal had bten 

40, 8 all l lon ~ona In 1913 but only 19. 5 mi l lion i n 1915 and 

26.~ eillion in 1918, France had been aboolutely dependent during 

191'+-1918 on coal 1Jopor to fro>~ tbe United nao.--dom, whl eb were a 

heavy drain on her foreign exchange reoourceo and had firet clalo 
on severely rat ioned shipping fac1 11tleo. 

France inaiated nt the po&ee conference that aha mast have the 

Saar baain {with coal reaervea aa ueat u tbose of all ?ranee) , and 

C1e~eneenu clune t o this demand ao tonac1o~oly that Preoident l .llaon 

threat ened t o w1thdr"w !roo Par l a If he did not moderat e hio a t ti­

tude. 1/ Finall;r a cocpromiae wao r eached wher eby France wno 
&iven ownerahip of the coal minea, the Saar te rritory was placed 
under Leacue edainie t r atlon, and i h peraaunt poll tical statue 
waa left to be deterained by plebiscite in 1935- The coal alnee 

l R, S, !aker, Woodrow Wi l aon and World Settl ement , N, I. 
vol, I I , pp, 18-19, 23 !f, 
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of lloaelle p&eaed to l'rance, Gel"!ll&ey UDdortook to deliver t o 

l'ra.oco seven al lllon tone of coal per rear tor ten )'e&rt, ond 

GeriU.IlY was obliged to guarantee JTanco, for a period not ex­

coedlr>« ten )'e&rt , f\lrtMr •hiP"ento of coal ·~ to tl:e differ­

ence between the pre-war production of the Kord ond the P&a de calaia 

and their production during the poet-car decade. !/ 

!he recover)' of proclu.ction in the devaatated ar.aa ""' rapid 

and co~~~pletc. By 1925 the liord and the Pno de Calaia were pro­

ducing more coal than ever before. r he minoa were &lao more 

efficiently equipped than foraerl7, !here waa a wider uoe of 

pneu=at ic drill• and of mechanical cutting inatruaenta: now typoo 

of atoam boilers h&d replaced the old more rapidly than would have 

been provided for b7 normal depreciation, and electric powor wae 

lllllch DOre widely uoed. 

The out put of coal (excluding the Sanr) rose from 25. 3 million 

tone i n 1920 to 48.1 million tons in 1925 and 55. 1 =llllon t ons in 

1930. Net Iaporta of coal, bowevor, continued to increase. In 

1920 euch i~~~ports totaled 32, 0 million , a.'ld. in 1930 they were 

3}. 4 million. Total French consumption of coal therefore, after 

haTing deereaaed froa 64.8 a.illlon tons in 1913 to 56.s aillion 

in 1920, now increaoed to 86. 4 ~lllion tone In 1930. Both in 

production and consumption of coal, the French rate of increaoo 

from 1913 to 1930 wao greatly In oxeeoa of that of Germany or 

Great Britain, 

Ke~ertheleso, It wse iapoeaible to overcome unfavorable natural 

condi Uone. The average daily output of coal por peroon emplored in 

1930 was only 696 ldlograao in Franco compared to 1,098 ldlogrSJ:!.a 

i n Great Britain, 1,352 ldlos:r...,• in the Rl1hr and 1,369 ldlouaa 

in Polinh Upper Sileoia. 

l'rench coals are particularly ill adapted for the proclu.ction 

of coke, and t he price of coke baa conaequ.ently al~ been co::.­

parativel y bigb in l'rance. In 1913 l'ranco pr oclu.ced only 4, 0 ailllon 

tone of coko; in 1930 ehe produced 9. 2 million tone. Somewhat leao 

than halt of her doaeot1c&ll)'-produced coke ..,.,, bo101nr, produced 

!roc 111Z>orted e<>al ( principally Geraan), and ohe l:lpOrt"d a f\lrtber 

1. 6 c111i1on tona of tiniobed coke, 

y Treaty of Verollilles, Part VIII , hnalt 5, pareuapb 2. 
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Iron and oteel 

Tho French iron and ot ool industry expended moro rapidly 

in the 19201 • than thAt of !lr1ta1n1 Oer:nan,y or the United Stateo, 

In 19}0 l'ranco wao oecond aaont; the countrieo of the world in 

the nroduction o! iron ore t hird in the nroduction or i iron 

and third in the production o! crude oteel , 1 

In 1913 l'rance produce~ twenty•two oillion aetric tono or 

iron ore. The 1nvaeion, however , deprived her of the groat Heney 

and ! rioy baaino, Rer production conoaquont1y fell in 1915 to 

620 ,000 t orus, During the beot year of the war . 1917, eho pro­

do.ced only 2, 035, 000 tone , or le .. th&n lO percent o! tho 1913 • 

output. 

T"l peP co not only restored tho l!Mcy ani Brio;y !l i nea but 

alto added tho 1110re ncceoaiblo oreo of tho llet z-Th1onv11lo !ield, 

In 1920 production of iron oro reached fourteen ~1111on t Qno ; i n 

1935 1t was up to thirt;--~ix 111lllon Md in 1929 att.Uned fift:t­

five .. nuon tono, It waa calculat ed in 1928 thet heneh prc­

d·o.ction of iron ore WBO Bt the rate of 1,200 kilog rams per enpita, 

•Ule tho prodo.ction of the United St~ttee wao onl7 575 kilograms 

per eap1ta, Great Britain onl;y 2;6 kil<>gr&!lo , and Gon::an;y only 

98 kilogrlll:ls, 

After tho war of 19111- 1918, the iron and oteel planto which 

had been doetro7ed were reconotro.eted and others were codornizod, 

lloat of the plants, ecpec1a1ly in the Enst , were constructed ao 

integrated eatabliohmonte including ~oth blaat fUrnaces and r olling 

aUla, and usual]¥ producing a co:oaic!erable nu::b~r o! b7"l)roducto 

ne ...,n &o i r on and oteel. Eefore tbe ,..,. , the daily eapac1t7 o! 

b1aat 1\l.rnacu uo·o.al]¥ varied between two hundred and three hundre~ 

tons; by 1929 turnaceo o! three hundred tono bad bocooe t ypical 

nnd acme oxiotod of t hree bundred !ift7 to tour ~dred ton eapacit7. 

In 1913 irance produced 5. 2 =il1ion tone of pi g iron, The 

Gor:oan aocUon of Lorraine produ.ced J, 7 gillion. l!ut in 1915 l'roncb 

production o! pig iron bad !allen aa a reoult of tbe iaraaio:o, to 

584, 000 tone, and evan in 1917 it only r eached 1.4 million tono. 

•ithln her new !rontiera, l're.nee producod 3. 3 .UUon ton~~ of 

pi g iron in 1920, about 8 , 5 million in 1925 , and 10, 4 ~illion in 

1929. She ...,.. the lar&eat Europea..~ pro~ucer of pi& iron. 

!J i', llenlwo, The Iron and Steel Icdustry of Ge"'!l!!lo :i'rance, 

!lolpum, I.wc...,bourc , and Tho SMr, London and Calllbriqe Jilconolllie 

Seroiee, (October 19}4), Statiotical Yearbook of the League of 

l!aHono 19}8=9, Geneva (1939) . 
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She w&a &lao one o! the l8rgeet producer• o! ateel. French 

eteel production .._ 4.7 alll ion t ons in 1913, onl7 1. 1 a illion 

tona in 1915, and - ..,.en w1 thin her new ! r o11t1era - ODq 

2. 7 m.Ulion t ona in 1920. BoweYer , s teel pr oduction waa alread;r 

7. 5 aillioD toDa in 1925 and reached 9.7 million tODa iD 1929. 
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It waa etill greatl;r below the production of Oera&DT (16.0 million 

tona) and slightly below that of the United Xingdom, but t he 

Fre1>ch rate of increaao had been 1:11ch the aoat rapid. 

The :East - including Ardennes , 113ute-llo.rne, lloeelle 8Dd 

lleurthe-.ot-lloaelle - 1a thll great irol> and ateel area. a pro­

duce• 9 5 percent or the iron ore , !our-!iftha o! the pic iron 

and two-thirds of the ateel, Ita location ia determined by the 

Lorraine iron ore field; nearly all ita tuel come• !roa elsewhere. 

(Transpor t coste are Tery heaYy in the French iron and ateel in­

dustry) . The North produce• primarily finiahed produc te , and 

the Ce11tre pri.aar1l7 forged p iecee and special ateela. We shall 

have somet hing to say about the Centre below, in connection with 

ar:aament output. 

Checoicala 

The war of 19111-1918 atimulat ed tho expansion o! the French 

cheAical induet r;r, and the reanna:mtion of t he pot&oeium depoaita 

of Alaace added turther to her ruourcea, In 1913 France produced 

1, 200, 000 tone of sulphuric acid; in 1925 aha pr oduced 1,850,000 

tona -- coming aecond onq after the United Statu. She was the 

greatest ~opN<C producer of natural phosphat es and o! auper­

phoaphetea o! lime. She become a heaYy net exporter o! oynthetic 

dyea and o! other chemic81 products, The ~ber of p eroona ea­

p l oyed in t he cho:ical illduatr;r increaoed b;r 64 percent between 

the cenauaee of 1906 and 1931. 

Automobile• 

ln the 1920' . France beceme the createet Jtwoope&n producer of 

8Utomobiloa. rrom ilo, OOO in 1920, her production 1ncreeaed t o 

177, 000 in 1925 and 254 ,000 in 1929. Bar production .... ali&htly 

higher t han t hat of Great :Britain and alaoat three t icoet &I o;reat 

aa that of Ger11&D7. 
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Induotri&l product i on 

The moat compr ehonlive iodex we have of French industrial 
production (1913 c 100) ahowa a r i oe trao fift~aeven in 1919 
to one baDdred forty in 1930. Thio in~ex weighta t he eepi tnl 
~:oodo induatr iea far too he&Til7 aod henee accentuateo the aetu&l 
tluctuaU ona in lrench ioduatri&l prodc.,ction, !J lhel1 dile allow­

ance ia llade for t he imperfection of the i!>du, t he actual rite 
ln induotrial production over the 1913 base 11 probabl7 nearer 
20 percent than 4o percent . Neverthel eao t hia io a remarkable 
achievement , particularl7 when we conaider the deatructivoneaa 
of the war and tho neeeaait7 o! opendlfti about one burodred billion 
f r 4!1cl trom the national Treaaur;r for the r estora tion of the 
devaatated areas, 

A German achohr, Rolf II'Qieatuhr, haft calculated t hat French 
indust rial production increased fro:n 4s percent Of the Gel'mlln in 
1913 to 67 percent of the German ln 1926-9. The preeiaion of 
theae fiGUTes ia apeciouc, but they do illuetrat~ a broad truth, 

I n Yiew of the prialtive condi t ion of French atatiot ical in­
format ion, it io ~ita imposoible to c1ve aaythiac but an im­
~reaoionioti c eotimate of French capital inveotaent durl fti the 
19301 o, In our opinion, tak1Qi the eeonoOl)' aa a whole , t her e wao 
no net i nveotme nt , except (if t hi a be considered investment) in 
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1 J . Deaa1rier, Indl cea ae~uelo de la Production 1!>duatr ielle en 
Jranee, in Bulleti n de laS, G. f., October 1924, PP• 73-109 and 

lPril 1926, pp, 297-332. y A :tllumbnall ske t ch of the econoeie develoyaont of Ger:3D7 aloee 
1933 is giYen in our meaorandua of November 6, 1939 on !be 

Seonomlc Position of G•n!a!!l· 
lf The beat general aurve)' ia atill Colin Clark, National I neoca and 

Outly, London (1937) . 
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...--nt equip~:~ent. 0, tl:a contra17, 1t h O\lr t..preuion that , 

since production waa alw~e nonaide>·ably below eapaclt:r, t here 

..-as a larp volume of undortlllintenanee o.nd that tha capacity of 

French induotr :r in 1939 wao therefore probabl:r c01:0wl:at leu than 

in 1929. Thh¥.\ld(!cent coincide a broa41:r wi tb that of 

W, Ware ju~ 1 and Ia conolatant with the otatiotical evidence 

uud b:r W, A. &\IV}' aDd lila, 0 , llaDt;in. g/ 

E'oen the new l'Tench Index of lnduetrial production 1e not 

ded"'ed eo as to JO.:>ke po81lb1e a eure divhion between inveatMnt 

goode and conownption goode, Several of the 1.1r oupo ueed in cosputin& 

the in~ex cover both eate~orieo, Still it le possible , b:r taking 

our CCTo>r"Ce in both hnllds, to arrhe at a ro~h approxiaation of 

the reality, We include mines, quarriee , ehe~cal illduetrieo , 

11etallurc:r, met al wor:dDG, buildiDG -teriala and eonetruction in 

the inveet~ent categor1 and put food, peper, rubber , textllee, 

l eather, electric power, glaoa and moving pictures in the eon­

sUJOp tion good• eategor:r. This procedure (on a beae 1928 • 100) 

:rtelde an index or Dinet:r-oix tor eonou=ption goodo and oevent:r-

nino for investment ~oode , In tho bed :rear 19)8, Conaidering 

fur ther that thooe groupe which we have eluted aa conOUOiption 

contain a considerable number of inveot=ent i t eao, there io 

reaoon to auopect that production of induotrinl eonoumption goode 

hardl:r declined at all during the depreuion in France, On the 

other hand, the index of the production of inveat~nt goode cer­

tainly understates the decline in productive inveo tmont because 

1t lll>keo DO allowance tor the grutl:r increaoed importance of 

e.r-nt output in recont ;ru.re, Ideally we obould hen three 

1nd1eea: Consumption, inveotment and armament, 

In any caae, tho record of 1938 mekeo dlaaal enough read1Q& 

in eomparioon with 1928, 1929 or 1930, nnd 1938 wee na good a 1oar 

in France u 1932, 1934, 1935 or 1936. The annual index of in­

duotrial production oto~ at ei~ht;r-tlve in 1938 co2p8Ted with 

one JT.mdred 1n 1928, one bundred eight 1n 1929 , and one hu.•dred 

eight in 1930. Induotr ial production waa therefore core than 

20 percent below that of 1929 and 1930, Two of the French 

atatiaticiono beet acquainted with theee mattert , ». A. SeUV1 and 

1:, ll. P.int, have calculated t hat l'rench 1nduatrial rroductlon 

we• no greater in 1938 th:ln in 1913, '!'h11 would £01&11 that French 

induatrial output in 19'38 wao very ro!lllhlr a t hird thnt of Geno&!!,Y. 

!J Revue diJ:eonolllie PoUtiqv.e , Janvier-revrier (1939 ) P• 11.11 ff. 

y :Bulletin de i& S , 0, f ., .lvril...Juin 1939, PP• 523-4, 
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~ereas !'rene. coal output wu SJ.B adllion llllltric toM i n 
1929, 1t was only 46. 5 adllion tone in 19:38 ; II"O&nwt ile Gen-oan 
(inclbding Saar at both dates) output h ad rison from 177.0 mil­
lion tons to l S6.2 mil' ion tons (excluding lignite) . French out­
"ut of iron ore (in i r on content) W88 aoout 18.0 million tone in 
1c29, but only 10.1 tlilllon tons in 1938, ..eamrhil" Cet"'".acy bad 
iner~aeed her out~lt r~ 2 .1 million tons to ) . 1 million tone . 
French production o•· eteel fell r•or:: 9 . 7 ..Ulion tone to 6 .2 
l"illion tons rehtaen the eame datu, Wnile Gei'IMI\ (includin~ Saar 
at both dates) pre>duction of steel r<>•e from l R.!I milll on tons to 
:?J . :> million tons . French production of cel"tmt fell from 5.11 mil­
linn tone t-o L. J million tons (in )Q)?, last yoar avai lahla) , 
·;iile enran oroduction rose !rc:- ., ,2 million to 1:>.6 nillic:>n . 
!'rene orocluction or alU!tinur inc::"'8!~d fro::: 2'1 .1 thousand tone 
t? 4~ . 3 thousand , w 11e ~erran p~ucti~n increaeed fro~ JJ ,J 
thou•and to 160.0 thou~and . Vrance lo~t to ie~ny he r preo~lnenco 
in the pr oducti..,n of 8Ul phurie ncld . :>he •. a• p&•oed by Italy i n 
the ~rn~vction of ~perphoephato8 of li~~ . ~he fell fro~ firr.t 
to third pl ce in l'"urope in the production -..r Aut.nool:ile~, h r 
ou~l'l'tt in 193!' hin only hal.f that or !'ritair and t:.o-~.1-.ird that 
or e ...-Any, All"ost ever; other "'rench indu.-tr:' in which 1n',"r­
nat1 na) en-pari 110M are possible st.owed t!>e ~l!.t'e Yind o' doclin~ . 

!t would requ1.re a br oader political atlll econonic can•raa 
t.!.an is possible here to jt •tif'y an attoM!)t at liD oxolanation of 

n·.e •ren'Jrsl st.a:nat.1on end ret,ro,.rest:ion of tJ-je r' ene.'a econonw 
!.n tho l<;JO ' s . However, it ia ic-pooaible to refrain free a word 

on the ol<t'lanation of "'ranch slA-na tion whic1 h ·o•t popular 

a•.o!V' "'rencb econot'liets . !/ !hie ie, ~uit.! •hply, that ­
eEpecillll:r in 193~?, t he years or the Fopular ""ront - "'ronch 
labor "refused to work" . In"• far as this phrase can be ·given 
precise mer~, it is flatly oontradictan by all the available 
Htati•tical inforn.ation. The index of industrial cutout r 
hr>ur wor ad a1o:anced r"oro raoidl in "'ranee durl 10 and 1'1 7 
t',ar. in anx other countrr for wr•icb c:'ata is ava1l3ble . 2 "loose 

were the year" <'f the ~reat. •~rille~ IIDd of t~o •radual 
intr·~u~tion of the LO-hour weey . the ~nch 

1 A ...,,.. sq>histicatad tora of the s..., thesis le de!onde~ even 
by 80 able an ec!'no::i.st as J . B. l:eade , ""e .orld Ect1ncnic 

!'urvey 193"- 9, Gene va (1<139) , pp . 26r•. 
a/ w ... ~)d Product ion Pnd Prices l 'I)P/)9 , Geneva (1'139) , P· JL . 

Regraded Uclassified



)). 327 

index of industrial output per hour worked rose tro:o an a•ara;te 

of one bundred nine in 1935 to an anr~~f:e of one bw>dred aeuoteen 

in 1936 e.nd an anra&e of one bundred tbirt y-tl>.ree in 1937. 0\ltput 

per a&n rooe from ninety- nino in 1935 to one hundred five in 1936 
and then eubeided oli&btly to one hundred four i n 1937. Thoro ia 
no evidence in t heoo figureo of any decline in 'the will to work ' . 

--~here waa. Qf eourae , n tecpor£ry increaae durin& 1936-7 i o the 

roli tical power of oo,.e groupo who were deter2ined to alter the 
dis tribution of t~~ French nation&! incooe ae well aa to chance 
t he control of t he French econocy, but ovon i ntelligent j ournal i cts 

need not contuse theoe t hin&• with a decline in 'the will to work' . 

4. 

Very lH tle heo been done durhl!' '\be Reyr:aud rceovery' t o 
cat ch un '11'1 th t~..e industrinl llr.d IU"tla&ent outE.tt of Ger c;any and 

t he United Kingdom. 

!ho index of """' h~ura worked in J're1>eh eotabliahl:e~>tl e:o­

plo71~~ =ore thnc~ oee hundred pereo~• stood a t only 70. 6 (on a 

baoe 1930 c 100) i n July 1939, t he l net month for which figureo 
have been publiahed. 1/ Activit y ""·" particularly low in t he con­
OUl:lption ;:;oode induotriee u fo.r aa t hey c&n be iaolated. All the 

published sourceo g/ , &a well aa our consular reporta , indicate 

that act hi t;r lY&S nall.y high only 1ft thou fir:>o which had 

ar~ent orders. .A.rcan:ent expendi ture• "erA i ncrea.eed eepecta.ll:r 
rapidl y n!ter t he Ge~man occupation of Prague in Wnreh, a-~ 
Prance conoe~ently wee beginning to f eel a r e&l armament boom, 
bu t tbio did not wuffice to brin<: ab011t fUll uee of capacity, 

I nduotr l&l production reached a peak of 91. 9 in June (on a 
base 1929 a 100). The sverage for t ho firat oi x mon th• of the 
;e:u- wno 87 . T!Uo mediocre ohorl"6 11 all the !I!Ote aignifieant . 

Iince t he French montbl;r index of inductrial production h heavily 

-reigbted w1 th preeioely t hooo industrieo - 10ini"4:, c~enieal o, 
metal worlcin<:, etc. -- which might be expected to boCCl durin<: a 

vigor ouo armamanto campaign. 

'l'he aenaon&lly adjuoted index o! earload.iftl!l (on n ball 

1938 = 100) stood at 64.9 in t he week endin& .lu;:llot 26th. The 
average for the !iret eight 110ntha of t bio year hao been 68. 

1/ :Bulletin de l a s. G. !'. , Sep te,.ber 1939, p. 9· 
£/ See , for i notanee, L•~t!Yile Eeona.ioue, 31 Juillet 1939, 
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Thio cOGJ)&rea 'IJi th an iadex mmber of aennt;r-three for the 

mediocre year 1937. 

French production of ~ wao only 3 . 9 million metric tono 
in J \lly; her &Yer~e 11ont hly coal output for tho first aeTen 1110ntho 

of 1939 wu 4 . 2 million t ons coa:pcrod t o 4 . 5 million in 1928. 
Her production of ~ ore durinc the firat enen 110ntho o! 1939 

wae about 30 percent belOW t hat of the oe.ne period in 1928. 
Her product ion of 11!£ iron wae 23 percent below 1928 , and her 

production of ~-wai'""1b percent below 1928. -- The other 
major indices tell eubatantially the eame story: eTen in the 
field of heavy iDduetry, the expaneion in ariii8Jllent output did 

not replnce the decline in output for other purpoeea, 

On the other hand, the recoTery of confidence on the part of 

French i nustora thot ~eople of t heir own !l.ulc!A:Iental oocial and 

economic outlook were e&e.i" in contr ol of French policy did pro­
duce a steady inflow of capital , Since November 1 , 1938, Fr&nce 

hal gained about five bu.adred fifty million dollare of ;:ol d . 
This influx of capital contributed to an eaoi"' or interest 

rates and thereb7 !&cllitated public borrowino;. Ro1rever, t here 
wao no con aiatent rioe in stock oxch&nge prices, The s. G, ~. 

iadox of stock priceo, 1rhich ha4 &Ter~ two bu.adred nine in 

1938 , moved up to two lulndred forty in lo!e.y 1939 but then eub­
sided to two hundred twenty-nine in J une and two hundred ninet een 

at the end of .A.IIl\lst, 

! be depr eclatio" or the franc 1rhich ha4 tGken plnce in 1938 . 

t ogether w1 th the reconry froa t ho recession in the UnHod Statu 
and the continuance of e~aion in other countrleo, brought about 

some expansion o! French e.~orts , but this exp&nllon """ of little 
importance i n t he total per apeetlve of the Uound which France ha4 

lost in the 1930' s . !/ 

Our 111111 ted information • ooto t hat French nrnamont out t 

11 ll.Ot adequate to the deaandl of a ons; and hcrd-fO'\!I\ht war • 

.A.I we b&ve shown aboYe, l"r&Dce 11 ohort or coal, and ohe hal 

not kept pace in recent yeare with tha expanoion and renoYO.tlon of 

bea.Y'.f 1aduotr;r in other induotrial countrleo. 

:oore 
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A large part Of Fre~ch eraazon~ eapecit:y io still located 

in the Centre r egion, 'lbio locot1on 11 brgely irrational froa 

the point of view Of supplies and involvoa the industry in heavy 

tr&!laport cosh which con only te Juatlfiod by conelderatlons of 

securit;y, The industry o! tbe Centre bod ito origin in the pre­

coke per i od of iron pr oduct ion. Its donando on rai l t r ansport a t ion 

ere par ticul&rly burdenaone durinc ~ when transport faciliti ea 

tend to beco •• e t he moot Umitlnc bottleneck alld t~.e aoot vulnerable 

industrial target !or eneny air attack, 

Contrar:y t o popular i mpression, t~A French ~nt i•dustry 

1o still baaed pr i m:lr1ly on priva t e production. ! / The production 

of heavy and special! zed wu mter ;., la M5 hitherto been conducted 

on e disperoed , soall-scale baaio , !be firma prod~ci~ theoe 

l.eavy mat erials hnve operat ed u.nder C{\l&o1- conopol1 cond'l t iona. 

Ordera r eceived from t he Sta te or fro:n foreign eo·~ceo have been 

dt'<:Ud. u;> a.cong t he varlo~• f1r::a accordill6 to t!>elr pll'.nt 

capllci ty. !htre j\e.a been l i ttle develO,Iient o f ceotrnl pl&.~t 

fabrication. Production In oerlea haa not been ponible, and 

even rigor oua lnterchans~a~ility of pn:tt bat not been achieved. 

Uos t of th• armament induatry ia oubject to State control 

unoer t he l nr. of ~·t 11, 1936 only i n t&e !ora of government 

liceneing. fwelYe factories Or croupl Of ~actoriel b&ve been 

taken over br t r.e State -- t en by the w~r Deparu:ent and two b;r 

the Navy. Alt boush ao~e of t he eatabliahPento t~<en over w•re 

large , the r elative !aportanee of Frl•3te an~ State production of 

ar=onta wu not ucatly che.nj:ed by t l.i a a~~All :r""'btr of ex­

pr opria t ion• . The t otal number of worker• in t beoe r~tional ! zed 

pl~t• YBS only about len th~aa.~d , ! C&rcely one-te ~th of the 

wor~ere in France who were en,gqed in ar~nt ~acture i n 

Apr i l 1939. Tbe plants t aken over nre mostly for c.rtrldge, 

clulrging shella , trench diu!~ nachinea , e:n.!l.\ l euto,...tlc orma 

end ~1 arti llery cou!pcent . ~e pla.~t ~or ~~ aoc~bl7 has 

aleo been nat i onalized. 

The weN<:Deas of tl:e !'r·ench ~ent 1ndultry 11 perhapa £Oat 

clearly Tf'Vt&led in t he airpl ane br!Clcb. !!ere tt.e t o,.., o! pr17 .. t t 

enterpri ae boa been retai ned. ~oat of t he proauct io~ of porta t~• • 

place In pr i•ate factorieo att~ted all ov•r the co~try. Six 

natlo•al co~aniea fo r alrolan~ aooeobly ha• e been fo~. In 

t heoe the State holda the majori t y of t he stock. Theae cou- aniea 

!>awe !onsted about fifty million dollara ic productive plan t , 

(Thio LJIY.L'lt 1a q.:i te su.ll even by co:l))&l'iiOD r. t h !'ranch or4ero 

1 PA!oll Reut er. l4 :~tion.alie.atton del uainea de guerre , in 

ReYUJ D'Econoaia Fol! ti~•e , ~ch-April 193~ . 
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for &!.rpl.anea which were ~e in t he United Stat eo duri n;: the 

fir st three mont hs of WEr.) !hose asaembl7 plants were oaid 

to be alQoa t ready t o begin larce ecale production in ~ril 1939 , 

Up t o the outbreak of war, howevor, t he plMea which ohould ban 

resulted from t his large acale product i on wor a not 7ot available. 

The French .Ur lliD.1otr7 o&id month after month t~.at the now out ­

pu t would be appearing at &n7 t ime now, On November 30, 1939, 

JJ.r IUniater ~ I.e Cbubro said ag,&i n that t he uw equipment 

wu now relld7. 
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JJ.rpl.ano output 18, of cour .. , of eruei&l lltportance in t he 

atratccic plano of the h ench G.ner&l St&ff, <:.:~eral .Anaong&Ud, 

writing in~ for Jul7 1 , 1939 , baa argued that the difficultiea 

of & l&Dd offensiTo 86ainat G.r11:11n7 would be ao ovorwhelllin& &e to 

aake oucll &n &ttiOI!Pt i~~~practical., <:.nor&l .lraengaud contead.ed 

that tho onl7 !eaoiblo ple.n for Yranco would be to aoaume a de­

feoaive poait ion on ~~ and under take an offensive in t he air. 

Senator Laurent-!ynac, a fo~r ~inioter , (~. April 20, 1933) . 

writes that even a for ce of t wo thoua&nd fr ont line planet 

woold r equire a monthly pr oduction of one thouoand two hundred 

d~ing a period ot active bosti l t tiea, tatinc a conaervative 

r epl acement figure of 60 percent per month, Thia ficuro wno aore 

than t en ttceo t he h ench montbl7 product ion at that time , accord­

i!>(l to Lauront-Eyu.c, The Senator eoaplained that t ho nood !or 

induotrial oob111zt>Uon to e<:hiovo the necoii&J7 output ficuro 

bad not been r ecognized b7 the French goverr~~ent. In t ho i ooue 

of Jul;r 1, 1939, Senator Laurent-l'!ynac wrote 1 
• •• our :nontbly rate 

which 111expl1eably had r .. ted for long 010nths below t l:.e level of 

100, t ende now to =aunt ae a result of t he prO&<&e of r e-equipeent 

nlong aoder11 linea at l~ot f iniabod , and f or which nenrly 2 billion 

f r anco have boon spent•. lli :Uot er ~ 16 Chaoobre opoke on 

November 30 of t he •~• t wo billion franca. 

Such eonoorvati•e fi•~•• aa theoe indillOte ~ow utterl7 fan­

t astic are t he est iD&tee of French air otreQGth and Fre~ch capacity 

!or t he pr oduction of air craft now appoarin& 1n t he preeo , Tho 

hench ai:;>lane lndUotr7 11 still worki ng on a leYOl very far below 

hanca• , re qu1 ral!lonto . ! he ..beriean prau reports thot France h&o 

ordered over one t hoo.aand five hwldred n1rplanoa in t he Oni ted States 

1:1 r ecent a~ntho, These ordero include all t n>•• of purou1 t pl.aneo 

and bo~bero , !here have been further ordoro aotiEat~ b7 tho 

press at over oavent7 ~illion doll3Tt for ai rpla!le anginal and 

propell ora. French fundi hove been oupplied to ~everal Amer i can 

airplane cO:I!>&nieo tor plant expano1on. 
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ln ad41Uon to \Mae alrpl...- purollu .. , haace bu been 
orderlnc a co,.lderable raD&e of otber 11111 \&17 ... ppllee 111 \be 
UnUed Stahe, rr .. trw:ke \o ... b..eecbh,. paa. We ban DO 
azact iDforaatlon on tbe extent of tbeee ordere. ~ ca.plete 
l~••ntory of tbelr content• woul4 probably r e•eal fairly .. 11 
tbe exteftt of p reaen\ hencb a.pe*ftce, on 111porta for ~nt 
auppllea. !be extent of tb&t a.pendellce would, of courae, be 
greatlJ 1noreaee4 ebould land warfare enter a 110re acUTe et~~«• 
or ehoul4 •- air attack euccee4 ill 411&bl1DG uy conolurable 
part of hellcb 11l4uetr1al or trueport e.,.tpMnt. lt would be 
Tery raab to ,..,_ tb&t hencb 1111p0rta of IIWUtlou will r~n 
atable a\ approxia&telJ tbe pre .. nt lenl for tbe duration of tbe 
war. 

• 
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C. A&rieu1ture and Food Suppl,y 

Although !"ranee is eeeentially an Agricul t ural eountry 
Prenoh Mriculture will not be ablo under ws.r eonditians to' 
811PPlY all national requirements of foods or industrial raw 
uterials of agricultural orig1n. hen in pee.ce time , Franca 
and the French empire n ra net importers of qrieu1tural 
products . Under war conditione output Will decline a8'1erel,y. 
':he French go ... n~~~~~nt does not plM eny mea811r!S capable of 
pre ... ntin:t aucb a decline. France Will rel;r on the British 
DomSn1ona, South America, md to &OM extent the United States 
to 118ke good her agricultural deficits . 

l. 

333 

Agriculture is the bailie industry of Fr&nce. In 1931, 
at the time of the last ceDSila , 36 percent of France ' s 
ge.intullY en::ployed were engaged in &gricul ture , forestry, 
and tiehing , coiiiP8red With 35 porcent in industry and mining. 
About 48 percent of the population is rural and essentiall,y 
dependent upon agrie>ilt.ur<l . France has onl,y eeven c1 ties of 
liiOI'e than 200, COO population coa:pared With twenty-eight cities 
ot 200, 000 or a:ore in the old Reich. 

Franca ' s natural endowt:Onts are favorable to agriculture . 
l!er cliute is e%cellent and her soU& sene rally fertUe . '!be 
great. di'"rllity of soUs and cliJoates pera1ta a great nriet)" 
or crops, ranging froll Alpine to 11\!b-trcpical. 'Die agricultural 
producers of France are ganerall.Y hard worlcing and resouree1'111 . 
'l'ba ll!llallneaa of hol.dings bas retarded t.!1e advance of amcultural 
technique , yet the practical acbie ... cent or French 88riculture 
is iJorpresri,.; on an a rea one-fourteenth 11s large a& that or the 
United States, France produces a:ost or the essential foodstuffs 
ror a population one-third as great as that of the United States. 
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The 1110st productive areas of France are on the Northern 

pla1n ancl 1n the river valleya . 1£ost of the wheat, oat.a, 

ao<l barley ia prodllcecl in the nortbnst.ern half of the country. 

¥ranee 1a one ot the worlcl's groatest producers of wheat 

which foru the a t.aple fooclstuff on the nation . Pot.atoe~ 

are producecl everywhere, but mostly in t he northern and central 

parte; corn 1n a lillli tecl area near the Spaniah borclar, sugar 

beets 1n the north, an<l wine in the river valleys anc1 along 

the Yediterranaan. 

Livestock is wiclely producecl, but principal concentration 

i s in the North ancl Center, Livestock account.a for about one­

fourth of the cash farm inco:oe, 

llheat i s still the most imcortont crop of Fr8!!ce. ranking 

!Yen i n bid years ahead of wine and livestock "" a cash crop. 

The area planted to wheat averages about 25 percent of the total 

cultivated area , However, in recent yeara wheat cultivation baa 

lost much ground to livestock production. 

The aver a;:e area planted t o cereals durin& the past ten yeara 

has been aix million acres smaller than the average of the ten 

years before 1914, wblle the area in penoanent Cll!aclon and forage 

erope bas during the aame period increu ed by about five adllion 

acrea . '~ereaa livestock quickly made &ood the losses of the war 

yeara, wheat culture neYer again baa reachecl the p,._l!IU' l evel , 

The lands retired from wheat hove been turned to paature. This 

shll't is a result or persistent price clitferentials in favor or 

animsl food product.a compe recl with vegetcbles as well u chronic 

labor shortage in the rural districts . In recent years there has 

11ppeored a further teodency towards concentration on dairy product• . 

Tbe voluae of food i.nort.a has been restricted since 1928 by 

the imposition of bigb tarirrs 8Dd quotas . By ""'""" o! such 

restrictions, ~~ajor s&ricul tural imports were reducecl froat 

2, 340
1
000 tons in 1928 to 996, 000 tons in 1936. During t he same 

periOd livestock imports were reduced trooo 100, 000 head to 

JO, OOO head. 

Nevertheleao, even 1n time of peace f range i • •t!tl a 

considerable net i..FpOrt.!T of avicul.t.urEJ. products . . or t.he peat 

aixty years with the excepti on of 1924-1927, r rance has bad a 

pushe bal.:.nce of trade csusecl solely by an cxceos of agricultural 

J.moort.a over agricultural eXI)Ort.a. lJ By contrast, France is 

noM.all.y • net exporter of manufactured i;oocls . France bel 

if Journal Officiel , Ann6e ~strstive, February 14, 1939 
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considerable qriclll.tural daticite not only ot raw product. 

but also ot toodetutta, huite, coffee, cereale , sugar, 

cheeae, oil.eeeda, and tieh are the principal tooda iaported. 

Put the -t u.>Drtant qricultural deficit 1a in •ee•tabl• 
fibree . In 19:37 France illlported over two billioo h-ance worth 
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of raw cotton, end in addition hemp, tlax, jute, and siu1 to the 

value of six bondred 1111ll1cn b-anes. llost ot these rn ut.art..lA 

bad to be 1aported b-oll outside tbe French upiN, France 

imported about sixty thousand tons ot rubber in 193?. 

2. 

french agrieu].t.ure it carried on cpat.l.y oo tM frsny pattrfm. 

Tbere 1a little apecialiution except in the wine diatrlcte . The 

French liveatock indwltr;r, tbe aggregate output of which 1a ot 

great U::portu>ce, 1a baaed ~t entiraJ.y oo tarw;yard culture, 

Breedll and types are not standardised, and stock r ais1118 ~nethoda 

are generally backward. 

The typical French ! &X'lller is an independent small holder. 

About 60 percent ot tbe tar. were in 1929 operated b;y owne1'8, 

about 30 percent b;y tenants, and about 10 percent by share croppers . 

llost French !(U'IWS are •mall• 
Claaaitication ot Agricultural Holdings in 1929 Y 

I 
Area in 1 Average 

sue liulaber Percent acres acrea 
I 

Oto 2 ,5 A 1 , 014, 731 25 . ) 1 , 812, 270 1 .8 

2 . 5 to 25 ,0 A 1,86), 86? 4?.1 2),890, 710 12.9 

25 to 125.0 A 973,520 24.6 56,094, 425 58 

125 to 250,0 A 81,844 2.1 15,31?,200 18? 

O..er 250 A }2, 468 __2.al 18 . 398.692 567 

Tot al ) , 966,430 100.0 115,513,297 

llichael r-rlao y that, considering the t wo cla.soee of s..U 

__ .. ..u. hol .. ,ftO. together i t 1a aate to War tbat, on the 

...... •er:r s -..... hol' _.,_ •• reft .. sentin8 30 percent of 

average, 85 percent of the land -- ,... - and aragin8 
the culti•ated area axclusin of woods end toresta, ... 

if A conaiderahle number of tbe bolc!Jnga ot leu than 2 ' 5 acrea 

probahl.y should not be classed aa ~~:.· France, u.s .n..oar~:.-
2' Loui lliebaela Urieult.ural. sunn °- --- 35 
u _,t• of Agriculture: Teclmical Bulletin Jio. 3'1, pege • 
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~ s.4 - · could not .turniah autt1c1ent field crope per 
bolcliD& to t'llmiah food ror an a•araga f..Uy of t1ve adult& 

and the feecl for the f~ aniaela Mintained, except on a 

standard of lirlng far below tbnt o! the United States . Probe~ 

tbia claaa of !anna clid not u a whole produce a net ll&l"ketable 
surplua. Famera in tbia predoad.nant clus could maintain t"­
selvea onl;r by worldng on other boldinga for wa&••• 
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On tbe other aida, JO percent of the land of France 1s owned 
by leaa than 3 percent of the proprietors. In part these great 
bol.dJ.n&a are estatee that bave aurrlYed all tbe rtcialitudu of 
French history ainea 1 ?89. In the Nortborest in particular tbe old 
noble f..Uiea baYe aucceede<l to a conaidersbla extent in pre­
serving their lands and pcliticel 1ntluence against all the 

political tidee. Other of the great holdings ba ... bee acquired 

by succeeetul induetrieliste and tinanciera. Tbua Jt. G~ de Wendel 
ia on the Cc.dttaa of tbe powerfUl association Asr1cu1tcure de l)w!ce. 
11. de Wandel's DNM ia not Ulllalown in another capacity. JJ.ao an 
the Co.dttee are 11. le llarquia de Vogue, a le•ding irollllaater 
and tinancier, the Comtes de Bucci, de Felcourt, da Warren, 
d ' <ll.J.u.an, and ~ otbera of tbe •- qualit:r. 

Lar&e13" u a reeult of the social atructur o! }'rench ~ 
culture, in whl.ch dwarf boldinga occup:r so large a place, and 

because of the aplintaring of bolclinga the technical l&Yel laga 
bilhind tbat of the -t advanced European countriee . French per 

acre J"ialda are ~ IIOd.eratal;r high except in the caae o! wine. 
Not o.nlJ do French :r1elda !all far behind thcea of Denllark, Holland, 
and Belgiua, but the:r are considerabl:r below tbe :rielda obtained in 
Gel'll&l1)' on poorer aoU and under worse cliatic conclitione. ~ 
1110ra, poa.1n J"ielde ban ecareel:r illproved onr pr-ar J"ield. 
To be aura, low J"ielcls are not by an:y Man& a proof of inetficiant 
f&nD utbode. But in view of Franca'• superior natural end-te, 
and tbe intenain usa of labor in ellr.oat all brancba• of Frenob 
agriculture, the ...U.ocra :yields obtained suggest serious fault& 

of or&aniaatioo. 

The ..,at obvious of tbese fault& i.e undareapitalisatian. Too 
little aacbinecy and too little fartUieer are used c.,..,ared with 
labor - wU.eaa, indeed, a Yalne of little 110re than aero ia blp\lte<l 

to labor. The illplioit naluatiM of labor at or near sero, which 
1a cbaracterietic of all countries where tbe !amil:y s:yetea of 
agriculture p-eYaUa, 1e eepeciall:r cbaracterietic ot rr=e• 

Since 19JO, •8J>&Ciall:r, aacbiner:r and buildinp ha•e bean 

allowed to deteriorate . In 19JO, there were aboUt thirt:r-li•a tbooaNDd 
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aldllecl workers employed in the aaricultural impl-nt industry 
in Fl'anca; by 1936 the number had ehr\lnk to fil'tean thou~, 
The 1930 sales of the agricul.tural imple!Illlnt industry were valued 
at two thousand million francs; in 1934, at six hundred million 
francs. F'rench aetlculture was even 1-n 1930 setlouslY lacking 
in all t;ype" of hnree-and power-drawn :l.~tolearents. ln the rears 
lli'te.- l when a dafieiencv t have bean aada ood tha 
"ranch avr:l.cul.tural irplement induatq was st.an4Lno; idle. 1 n 
18 now too lata to ul<a goocl tbe inadequsciea of Fren<:ll fano 
equipn.ent . At the time of t.ha l.Aat Census in 1931 less than 
one-third of French holdings wer1 equipped With 1mproved steal 
plows. Only one-third had horse-drawn &ewin' machines; evidently 
a lArge part of the F1-encb hay crop 1s sti ll cut by hand with 
scythes. One- fifth of the fanoa bad horse-drawn auto:::atic hay 

.-•J:es . Co!tbines or course cannot be used to advantaae on :be 

small ar><' scattered French grain fields ; but even reaper-binders 
were Jl('osgssed by only 10 percent or the hol <iin8a . Prance baa 
fewer tractors per cul.t i vated acre than Italy. 

J , 

The outbreak of war in 1911. found F'rench aP,tlculture ill 
prepared to supply t he essential need• of the country under wa r 
concl1 tions , Nor wu 1t posldble to remedy t h• 1fsllkneases of the 
industry c~ the oourse of the war, On the contrary, total 
production and un1 tary yields fell heavilY and continued at a 

low level throughout t.he war petlocl. 

"'ew revclur.ionary chan~!&& have occurred in the teclrdque or 
or~an:l.zation of French tar:Din~ since 1911.. 'the problema remain 
es,;.ntiUl.y the &IJ'l& - bow to maintain output with a decimated 
lallor supply and a backward technique . Ti'.e l:leaeure& of prepara­
tion ba'111 been l!IIICh t be uoe in llotb periods: that is to MY, 

pract.l.eall..T none a t all. 

How eetlous the drain on labor power 1013 be can be estiloat.ed 
!1'(1111 the expetlenoe o! the war or 1011.-1'118. ~. Auge-Lar:l.ba hae 

ealc~ated that from first to last 3, 700,000 men employed in 

a · ricul.ture were mobill~ed dlll'ilu! t.he yea.rs 1911.-18 . Y Thus or 
..., .. S 271 000 man previously e l<!)loyecl in agtlcuHure , onl1 about. 
a a:~.llion' and a ba1! re;:ained :1.n 1918, and the.,., of course, 
tended to be tbe late capable . The principal burden of caJ't71nP 

1 Neil Hunter Peatw>t!'Y and Ctlais in France, London, 1938 . 

y L • Agr:l.cul t..;.., Pendant la ouarre , New Hawn, 1925 • 
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on the f&J'Q worlt under t.hese di!ficult conditi one t ell on t.he 
wor.~en, ot whom t here were about t.hree an<1 one- fourth milliono 
engaged in aericul turo . 

t; t 0~ was the beat part or tho ram labor roree with­
drawn f'roa produc tive worl<, !Jut • large part ot t.he stock or 
drart horses •ae requisitioned tor the A:ney . !"urtheraore, dra.rt. 
oxen were requisit!oned for slaughter. The &l'Q)' tock I'OSt ot 
t he w&gons, trucks , and autos , and for t he rsmainin.v machines 
gasoUM was virtually unpr ocurable . 

To adci to tl:e contusion, moat faro supplies wars pla•ed in 
Cla~~ D of railway priorities, and as ~ost stations bad the 
greate~t difficulties in finding ears tor Class A traf fic , 
u~ential fam suopllee were nlbject to in<lefinite delays in 

tra~sit . The raill'le,ys were exempt by decree from liability for 
damagal! due to delay and mishandlin11 of fan• supplies . 

Consw::ption of all kinds o! chemical fertilir.or e practically 
eeasecl . A:>plication of pota~!l ealt e 3Ild phocphateo rr,,. baeic 

~lav /11ll to ze:"' in 1915, and by 19lll ~he u~e or nitrate of 
soda and eulpba<e of U~mnia had ehrw\1< ~ a ne~~ble fi~re . 
A ... .nu qnantity o~ super-phosphatee - the principal chemical 
fertilizer t hen as no·;r - was use~ t rouehout the war, but the 
volume fel l from 2,000 thou sand metric t ons in 1913 to 500 
thousand J:\etric tone in 1915. 

The cumllative effe ct of All WSe W~S disaetroue for French 
al(r!cult ure . !lot o~ did France lose by enea.r occupation of co~ 
siderable part of her 1n0st fertile lands - that IIIJ' be or little 
sisnificance in estimating probable develo~ento tn the present 
war - but output i n the free areas also dec1inod heavily throush 
abandonment of fielde tc fallow nnd poor yielJis on the remainine 
cul tivated lands . Thua , takinq the avora~e Jl<lr acre yield• ot 
1904-1913 a s 100, yields per acre tor the war year s were ao 

follows: 

1911. !ill 1916 1917 1918 

'llheat 94 82 81 64 102 

Rye 97 84 90 78 9? 

Potatoes 92 ?9 78 87 62 

Sw(ar beets 114 62 100 106 ?0 

Wine 120 41 ?2 ?6 91 

France, during the wa r years, consumed ho r ..tock of tan~~ 

an illlal.s • The figures bel ow show w relative poeition: 
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N~rbera of t.be principel kind a of live stock in France 

!2Y 1919 !m ~ 

Horeee 3 , 222, 000 2 , 250, 000 2, 742,000 2, 692,000 
Cat.t.la 14,787, 000 12, 250, 000 1 5, 805,000 15, 621,000 
Sheep 16,131, 000 9,061,000 9 , 994,000 9 , 872,000 
Hogs 7,035,000 3, 980,000 7 ,ll7 ,ooo 7 , 126,000 

This table fei.ls to reveal the rela.t.ive inc-rease ill il:!port.ance 
or the livaat.ock industry. The rapid increase in the cattle and 
hog population after the low or 1919 was in the race of a genenl 
!l1ght from the land and a decline in cereal production. FUrthei'­
IDOre, the a• erage weight. of cat tla. and hogs hae increaud by !'rom 
6 t.o 10 percent, so that act ual .-.eat production baa increased 110ra 
than cattla. and hog production. ll\ltton has never ronoed more than 
a neg~ble part of French meat conewtpt.ion. 

4. 

Nothing has been done since 1930 to build up & reserve of 
fertility, or e ven t.o insure the INiinhnance or the fertility of 
the }'ranch eoU. The liSe or Mim.al man~~ree has probably not 
!allan ott since 1930, but the ueo of chemical fertilizers has 
declined. France has never made as extenai ve uee of chemical 
fertilizers aa Ge%1MJlY. Since 1930, llhile Carman consu::JPtion of 
all kinde of fertilizers baa been increasing at a rapid rete, 
" ranch coneumption baa ram.ained low. Con8\UI:Pt.1on of euper-pll<>~ ta, 
the principal chemical fertilizer uaed ill Franca , fell by a tbird 
!rom 1931 to 1936. tess superphoapl'.ata wae uaed in France ill 1937 
than in tba years before the 'lorld W&r. !;itrogen tertiliters have 
never been int.enaively used in Franca; in 19)2, the capacity or the 
French n1 trata industry was about 1,600,000 tons, .mile actual 
output was 361,000 tons • 

It. will be irl)058ible to Jllaint.ain the output of chemical 
fertilizer& under war conditions. 1:ai ther the raw materials, nor 
t he la.bor, nor the t ransport facilities will be spared tor what 
will bo regarded as a secondary need. 

Thua 1 t appearo: that not only baa French a&riculture lost 
the beet part of its labor torea , but the women, boys, and old •n 
'IIIlo &re lett will have t.o aaka the beet. of i,nadequ.ta end wom-out 
tools and illlple•nts inadequate tertillura and other 5'.zpplles, 
and inadequate -~al and animal power. r:or •auld it be correct 
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to rraar:l t he W0"""' of rural Fr anco aa a labor r e!!8Mil . Feaee-t!.me 
er(!!!• ~<are a1roac!y in considerable part tne fruit of long and 
heavv labor of I'reneh farm WOOlen . It is therefore no renaet.ion 
on •he courage and energy of these woMen to conclude that tbey 
•ill hot be r.ble to prevent a gl'oat. decline in Rgricultural p~o-
r~uction in 11he course of a long .. ar. ... 

5. 

ll.o French govem:oent can confidently be el<Jl8ctl'd to treat the 
pro"la~s of agricult ure &s secondal)' or to ~ore tnm. St.ate..,nt.B 
froa him o!ficia1 s:>Urces bearing on Franc<~'• a•rieultu:-al coai­
tion "'·"" a earef'<'>e opti=:is 11Uen :.uo~ ' e d\!a to insu!!ieient 
ctr.sidaret.!on or !:.he problc. . O!Cicial plana are still in the st~e 
~~ !nv,nt.ory o£ r&soureas end eetinat.ee of need{ 1 and even the 
l..>"tar astUt&t.es will. r:-o doubt be t>ado in an off'hand unner. The 
french .,o am.-cent persists in Us view t.ha~ nolal.ively 10116 ten:> 
!orecaots and pl ans of all sort are imposoiblo and !11ZJ"rnuou.s . 

P•·o.fenmeo will be given t o industry in allocating labor, raw 
m11t.erials, INichillery and t r ans· nr t f~ci.litioa. 'l'he meat<UJ'Ss of 
cont.l'Ol so .far undertaken do not tug~est t11at the French ( ovemment 
pJ eno any o.f the drastic mo~suros which would be neceeeary to the 
r.ointell&nce of BJlricul turnl production i n , ,ar time . 1} Ver; little 
Pp!Je&ra to have been done tbuo .far toward• Mtual a~swr.pt.ion of 
•oventl:'ent contr ol over F encb agriculture alt hough such control 
is authot·ired under decrees of April 21, 1939. The 5811'.8 decrees 
pr vida for a apecia1 service of the •·1n1etry of Agriculture ca:lled 
the ,e~erRl l'lar Provisioning Service . ariour services are to be 
Mt up, various plans rzsy be made for a Pricultural ltObilization • 
..n ••en of France' ~ nir.ety Depart<"enta, a c...u•.tee for a.otricult.urn 
production in war tie is set up (~epte::ber 3, 19)<1) under t.be 
presidency of the Pref ect . It will advilla !al'lll&rs to adjust out;>U'.. 
in line with !!atioMl food requj rementr , and •tacllitate• ..,uuru 
providin<> ror tbe requisite a:;ricult ural labor, dr&.ft E.Jlil:;.als, 
r ert111•er, eeed , and fodder. liove,.,..,.nt auboidiaa up to a r.a.xiJr:um 
of 20 percent are to be provided for t.he purcl:a"" or t rutor• and 
up to )() P"rcent for the repair or old ones . Y 

'!'hie aotup i s not ver; impressive even on paper . Its effective 
operation would depend entirely on nlltional govo""""'nt action, ae 

IT!orei"" M riculture, U. S . Departrent of Agriolture, lloveeber 
1939 , page 50?. 2/ Journal O'ficiel, October l tl, 19~, P• 12, U.S. 
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tbeee probl""'P would defy local 100lut1ons. l'he loeal co=itteea 
could obviously do very little to ineure tuppllea of f ertilizers, 
labor, draft animals, or tranaport . 

Agricultur e in france ia, or eouree, 6\tb~eet to the general 
control~ of e><port and i mport licensing . The J.:iniater of 
Nlrieulture 1S authorized b:; " doorae of l:epte~JJer 1, 1939 to 
fix prices . In f'i.ld.nl1: prices, the l:UU.eter ia authorized to ask 
the advice of the Consulting Co adtteo , made up of rep,-.,Rentativea 
of t he employers and employees Of COCIII8rcial , industrial, end 
agricultural enterprises , and of the vari ous government depart-­
C'ilnta, aa well '"' the llat ional Colllmittee for Price Supervision . 

Only 'Wheat has been brou;th~ under 110re pffeeti ve control; 
w ee the eetablisr,amt of the Office du Bl.e in 1936, prices end 
C'&IY. tiM have been under national cont rol. 'Lhe activities of 
the O'"fice du llle prevented a continued decline in the area 60lm 
to 'Wheat a!ter 19)6. ~a has been indicated in Chapter I above, 
'Wheat prices haYe been !'ixed at over ,;1 .25 a buahel. 

I f French dteat yields per acre fall aa heavily as they did 
in the lost war, say by 20 percent, F ·ance will fall about 
1 , 700,000 tons short of supplyinr her nomal peace--time needs . 
It French potato yielas fall ae heavilY ae in l 014-19lJ!, France 
1of1ll tall short by 4, 000 ,000 tons of t;Uppl.yiM her normal potato 
con au ptl on . 

It ill not possible to measure declines in liv011tock yield!! 
i n t hio wrq . In 1914- 191!1, !"ranee waa preaeed into consumin;; her 
llvntoc:Y capital, (as eho..n by t he t.able above), 811 well as i n­
creallinP her il!tports . Thi~ can be expected once more . 

Su,var production, -.cbiC:• doe!! not no really cover France • a re­
quireuntll , will no doub~ fall aa it did in 1914- 1911'1. 

Inevitably, ~. France will find h• r a~ricu1tural deficit 
Preatl.y increased by the war. · o the u!IUBl deficit• of vePetable 
fibree and rubber which cay thect!lllvea be increased so:::.e"«hat , 
will be added large new deficits in .roodat uffe - grains, pot.atoea, 
fruit!! ~•anr cheese and ti!lh . Tho deficits in coffee and 

' """"C , ' various nd.nor foodst uffs nll remain a• large as ever. 

To meet these deficits the French covarnment hae sewral 
choices open to H . It can iaJPOt't, a a long as the Allies have 
partial cont rol of the 88&81 and as lon~J ae foreign exchan&e h 
procurable• it can introduce rationing; or it can reduce con­
s=ption ~rectl.y by allowia& price rieoD to work an sutocatic 
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restriction on consumption by the lowt>r inco=- groups . The last 
108thod ia the one moat 1n hsmoey 111 th the peat record and the 
outlook of the pree<~nt French government. It this restriction 
is insufficient, the French government will attell'pt f irst to 
buy .roodetu!ta !rom tbe British Qttpire and !rom Argentina and 
Urup,uay . It will be very reluctant to allow ArG' dollar exchqe 
to be spent on American agrj.cultural products. or course , liberal 
dollar credits woul.d change this s i tua t ion. 
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D. '!he F1Mnc~ns of Internal Expenditures 

Central gow~nt expenditures in Franoe are eu,.rentlr 
at a rate in exceS!I of the past IIIO!!!!Y value of the national 
income. Projected expenditures for the year 1940 are about 
:no billion frAncs . Fl'ench n»tiond i ncoiiiB raid out hae 
been I!IOSt reliably estim .. ted at unrlsr 270 billion francs for 
the year 1938; there is ewry rsaeon to believe that thiS 1s 
the hiPhe!!t money value ewr attained. 

'The l"rencr. financial syiStc• 1113de a dimal. record duri118 
the war of 1914-1918 . lluri.ng thoee years , no part of war ex­
pend! tut'OS was paid out of taxation. lll special e•pondituree 
due to the war were paid for out of borr ow:in.<( . Prices rose to 
between three and f our tines the lovel of 1913. 

llur1ng twenty years of peace, the French public ~ebt hes 
i ncreased almost continuously. As l.i. Oualid has shown!/, 
French State tax revenues in recent years have run sll&htly 
less than two-thirds of State expenditUl'Os . I n 1936, revenues 
were 63 percent of O"!'enditures, and !.! . OUalid (in January 1939) 
esti."'atcd that aiJnil.ar figures would reSIIlt in 1939. At the 
end of the year 1939 the French debt will be about 650 billion 
franca (1.ncludin2 the debt ot ti>A national railroads and of the 
Departlll8nts and Cocnunes, but llOt the Colonies) . !'inance 
~'Water Reynaud has hinted of !'ll rther borrowi1188 of 1, 000 
billion f ranca during the present war. 

Over bali' of French national tex reoeipts are derlvAd 

from cuato::l~, excic. , at&rq> and sales taxes. Incoce 2nd 

property taxes are not sev.::rely ;>regressive. 

'!he social compos1t1on and intellectual caliber of the 
preaent French gowrning bloc leads us to believe that such 
l'll!aaurea of beav:r taxation, rationing and price control as 
are necessary to prevent a major inflation will probably not 
be carried out in f'rance . Already be!'ore the outbreak or war 
all French general price indices ehowed a strong and pers1~tent 
upward t rend. '!he prospects tor the stabi.li ty or the French 
general price level duri.ng a long war are ce rtainly not bright · 

!/ Rewe d ' EconoiDie PolUioue , January 1939, page 482. 
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!a' t.he cont!'frv, there is at pl"'unt everv reason to believe 
~t , ranee 1s about to undergo an 1ntW19narx experience 
cCIIIP!rable to t.hat of t.he nr gf 1914-191,!!. 

These indications do not, ho• ever, anount to proof , uur 
forecasts llWit not be confused wi th deacriptione of fact . 
v reat liri tain may exercise a restrainint. influence on !'rench 
1'1n.anc1o.l policy. Large credits from the United States .,-ould 
ease th~ strain . It i s even po•st~le that : rench pr1ce con­
trol~ will prove e ffective and tr.at the f rencb government 'rlll 
subject its supporters tc h•avy propoeo~1ve taxes . Ho\;ever, 
at ~r< sent, it does not seem likely t.t.at t.heoo forces will be 
t'Xerte<i with sul'l'icient stren('t.'> to pre,ent a serious inflation. 

1 . 

Tho outbreak of the "ar in l 'Jl4 found ranee with a 
v., .olly in~<.:.cquate tax syste!!l . ·:;,e "eaHhi H classes had 
succeeded i n ciefeatin ever) attempt to reconstruct the tax 
3tructure along pro~ressive l i nes . !/ fh~ elaborate system 
ol' indirect taxes and the •eak an•l cntiqllBtod ~j rect taxes 
had nol. produced enourn revenue even for tho needs of peace . 
l cr did the resistance tc th~ l "'!'Osition of l ncomc t::.xes cease 
.. i~h tl:e outbreak or ... ar; on the contrary, t.he enemies of the 
i nco~e t.aJt art;ued that it ... as intolercblc that. a D'.an ' s prlv8te 
a ffairs sl:culd be subjeet tc inquisl Uon t.hile he faced t he 
eneJIQ' at the front . In foct, no fUndu. ntal reconstruction 
or u .e • rench ta>. systeJ> took plaee aurin; tr.9 nr. 

As a t'<'sult of the O?POSi tion of the -.ealtny an<! t'lt" in­
eos:petence and corruption of we aaaiiUstrat.ion, t.he real value 
of t rencl:. tax receipts not or.ly did not rise to meet nr neeos, 
but. cc t ually a eclined aurin~ the "ar. ?./ ;.o part or tl:.e war 
co::ts -.ere met oat o1 tax receipts . """'t a ( tne real J.llternli 
t>uruen or the ""r was borne by the class of suil investor:: in 
the securities of t he Freoch ~ovemment, the val ue of woich was 

l.arrely destroyed by inflation. 

The r rench natio"al income was eatir:lated at )5 billion 
f rancs in 1913, but ~"c French povo~ent borrowed i nternally 

i/ h . ;,: , F.Aiy: Public Pinances o{;:Q§t;:::;;r .·rtnce, J,ew York , 

1929. 
?./ See Jeze and Truct.y, on . cit., part I! . 
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an avora~e ot about 50 b1.llion france a year during 191.4-
1918, i n spite of a drastic decline in production, At the 
end of 191~ the index of retail prices stood at 261 and 
that or wholnale prices at 362 (beau 1913 = 100) . . ' 

The financial tradition~ of France have ehown ~ remark­
able tenacity . There is !Ill ominou~ parallel between the po­
sition of French finances 1n 1914 and t he position today. 
The t radition of economic illiteracy bas been preserved in­
tsct . Cor rupt financial practices are probably 100re widely 
current than in the adc1n18tra.tion or ;my other major ponr . 
!'he weeltlv cl asses have still eucceeded in evading, in one 
way or another, the paya~nt or ineoco t axes even rer.otdy 
co:-parable to the ! ri t iah ones. 'lhe backbone of " reneh 
Sl-&te revenues still C<lnsists or indirect ~es - t oes 
bearing most heavily on the poorest cla'seee in'tl:e co=ity. 
noe table inEert.ed at the end of this chapter cakes this­
point eloar. 

It ehou1d be observed, h011ever, that this inserted 
table of budgetary receipts does not add up to tne total 
of Public RevenllB. This table does not contain the 
rovenuoe of the Autonomous I.JllOrti zation O!'!ice, 'lfhich are 
raised largel:r by indirect taxes . It does contain, 1\olTevsr, 
the net results of the budget operations of a series of 
~stellite institutions . It does not show the revenues or 
the State railways , of the .osts, Telephone, and Telegraph, 
cor the receipts of local goverTil:lOint e. It tile oe absent re­
ceipts were accounted for tully Rnd on a grosft basis, tbe 
re;;reaei ve character of the Stste revenues would be further 
a:~phaeised . 

The following table which we haw borrowed fro= 
L. -"'rotabas !/indicates how l!.;~~17 the French incoae tax 
bears oven on the declared 1:-ec<-e or t.!wl • nltidest clas5es. 

1 tea Finances Publlgues et lea I!!!J)Oh de l a Franca, 
19) 7 , psge. l57. 

PariS 
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F:1rures po~bllshe<i by the Ad:r.inbtraUon or Finances 
i n 1935 = income t or 1933, taxed i n 1934 

347 

Catef.!ories of Income Tu ed :Number o r I Total Income : Total Taxes paid 
: 1'axpaye r• (in Cranes) ( in f rancs) 

1 onillion and over 349 7.35 ,<.n6,000 222 , 27 3, 600 
roo 5 O, WO fr . to 1, 000 ,000 1 , 223 Ill 7 , 691' 100 182,969,900 

From 2~0,000 f r . to 500,000 &, 219 2, 4'19, 8?9, 500 329, 451, 700 
• rom 10010UO f r . to 2(.() ,000 24, 416 .3 , 4>•3, 42,900 26o,099, 6oo 

rom 
rolll 

. ...,.. 
~r 

""" 

50,000 f r . to 100,000 IS2,m 6, 11>2, 158, 000 221, 450, 800 
1.0 , J r r . to 50 , 000 5o, 88.3 3,020, 397, 900 61, 857,900 
).>, "' r . to 1.0 , 000 124, 409 5, 1, 333, 600 73,002, eoo 
2i>, DIN f r . to 30, 000 320, 173 ' , 5c3, 526, 600 7S, Jl.il, 100 
1 ,c 0 f r . to 20, 000 1 ,299, o57 U , Z64 , 732, 400 68, 270, 100 

lintort.unate1:·, t hese l'i!;UT9s are not aa l"cent as ordpht be de ­
oired. lionver, they are t.M ltOSt recent ones available, and 
as t:uo: schedules have not been chanped substantially s i nce 1934 , 
the table rel:lains of consicerabl.e 1nterest . 

Tbe striking fact is tnat tne total 01 taj<es paid on all 
tho i ncome r cei ved by the e r oup •·i th incomos of a million f rancs 
or more was only about JO percent of t heir declared income. It 
anould aleo be obse rved that t he proupa below t he 50 ,000 franc 
l evel made only a neeJ.igibl e percenta~e contribution. The r roup 
w1 t h incomes of 40 , (1()() to so,OvO f ranca (at that tiu roughly 
equivalent to ~, 700 to -.3, 500) paid a tott l of only about 
2 percent of t hei r i ncoat eo r eneral 1nco.,., tax . 

In spite of the t=enae popul.ari ty of t.l)e slo&an "faire Payer 
Les h1ches l " in the 1936 election, in spite or t he specific 
cuusu in the pro!m'l" o! the t>eor le ' s r ront calling !or P"'"' 
r ressive inco.-.e taxes, the percentare CC'ntributed by cii rect 
tuea in 1937 .... s still only about 37. The rich i n : ranee 
do not want to pay, and by one .. at, ad or anoth•r they are 
still euccecd.!n.- in avoiding poyment . 
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2. 

Public Debt 

The French national debt has increased almost c ti 
oucl;,: since 1914. 'l'he latest 1'1111 figures which we ~~venu­
are !or January 1939, as aho1111 below: 

The Public Debt or france 

(In lllill1oiUI or francs) 

Internal Debt: 
Perpetual 
Amortizable (long- term) 
lledium and short-te'l'lll 
Floating 

External 
Bank of France advances tc Treasury 
Railroad ()o,ooo,ooo,ooo franos 

includGd above . Not i ncluding 
Treasury advances in 1938) 

llepartmenta and C011111unea 
Posts, telegraphs and telephone 
National /.gricul tural Credit l'und 

Total 

January 1, 
lCjJB 

'50,037 
228, 255 
35,992 
48,698 
3,?39 

35,104 

84, ?96 
32,9?8 
10,137 

2.034 

531, '710 

January 1, 
19)9 

50,000 
231, ?50 

34, 000 
6?, 150 
3, 500 

J0,62? 

84, 000 
33,950 
9, 500 
1.900 

54!>, 377 

Souree: Oil'ice o£ tbe .Merican c.-re1a1 Attache, Paris, 
Febn~ary 10, 1939 . 

Since January 1, 193':1, the debt has been increasing at 
a very rapid rate . Net borrow1"6 or 40 billion trancs during 
1939 wu forecast in the micidle ot the year . At that t1Jne, our 
represontathes in Paris said that this waa a m1 nimum est.imate. 
Tota1 State expendi turea froiJ Sept•bor 1 tc Novl!llber 11 alone 
were ?8. 5 billion rranes, or more than a tull ;year's tax revenue 
(and approached JO pe.reent of the French national 1nc01118) . At 
this rate , upenditurea troa Sapteaber 1 tc Dec•ber 31 will be 

about 130 billion rranea·. 
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Budget4ry revenue" in September were 50 percent. under 
ostima~es . October snowed a decided iaprove.oent, but revenues 
Cor the last four months of the year to(lather will he con­
siderably under budgetary estimates , perhaps by as much as 
one-third . Theref ore, the French national debt w1ll inc rease 
thio yea r by a t l east 100 billion f ranca o.nd. probably by 
considerably more . !J. Reynaud he a spoken of new public borrow­
i ng of 1 ,000 billion f r ancs for war purposes . He has pr ojected 
expenditurec of 250 billion fr anca for r.ational defense in 1940; 
all of this is to be met out or borrowing. 

Prof~ssor ltist has eati:r.ated •;ar costs tentatively at 
700 million to 800 million franca a day. t.e do not know exactly 
;..,.. new subscriptions to lll"C.8lOIInt boms are runni"!.' currentl) . 
It •·• asswae , ho,.ver, that they are t.al<1nf place at a rate 
tw1ce the 100 cllllon francs a ell.;, , 'Ot.ich they .. ere averagint 
at the outbreak of war, t hey would s till be only bet..,en one­
t..!rd and oro- fourth of csti=ted eurreM nr coots . If V.:e 
1ina.ne1al pregra..., of t he f rench rov•mr.ent is to succeed, 
nr.:wcent bonds subscriptions l:lllst rise rapid.ly, an.:i t!le;; probably 
will . "Ubscriptions w1ll CCIIIIC both r rom inclivi!iuals an.:i frcm 
orlvat3 oonka . Bank subscrlptiQns will, no doul:t , result in 
an fill-round infl ation of de!Mnel depoaits . Inso!3r as subscriptiOM 
oro inau.t'ficien~, it 'Will be necesJar;,· to resort to advances i"rom 
the Ocnk of <ranee and t r P. printi nf" of notes . 

t rom the out.break of war up t.e ~lovc:uber JO, the (.zOvem-
;..ont has received advances of 10 billion f ranca from the 
. ank of !- ranee . It is uncerbin "hether t !tote advances 'll'ill 
inc rease very r a pidly du.rin~ the cou rse of nos till ties . It ia 
'l'Jite like!y that the !'rench gove m=ent will, in fact, be pay­
ing for IIIOSt of 1 ts expenditures wl th rov~nw;ent bonos . I n 
that case reliance on adv&nces frooa the b&nk need rot be very 
con.•idarable . 
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). 

Pricae 

The French govemment (and II, Reynaud in perticul&r) 
hae an unjustified confidence in the effacti venesa of wage 
controls 1n koep1ng do1111 ~ price riees . Since civ111an 
coni!Wllption expenditures w1ll be a decreasing percentage of 
the national incollll in ~ case, greater i portance att.aebea 
to the volur;.e of war expenditures and the prices at 'llhieb 
they come. Price controls and the care.tul adjwotcant of 
gover=ent d81:Wld to available reeourcea are absolutely 
neceseary. Once prices have been pushed up by aueb a voluoe 
or eo••n·t>r>an~ orders as are projected 1n the 19~ bud&ats, 
it will l>e very difficult to ruiat pressure tor hi.<"her 
wages e.Jeo . 

U se&IM likely that the political croups 'llhieb haw 
gre,.te..t in!luence in Frsnce todq will resist effective 
priM controls as they have resisted effective progressive 
taxation. French price controls ware a total failure in 
the war of 1914-1918, as Pierre Pinot has shown in his atlldy 
of the control of food suppllea. !/ \'Ia h11ve no confidence 
that they will ba c:oro succaaat'Ul thi~ tillll . But dogmatic 
prophecy ia foollah. We shall aio:ply have to watch and ""· 
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French ~getary Receipts 

(In llill.ions of f rancs) 

1930 ' 1936 1937 
' 

1934 ' 

Tu .. on Con.u~~PtiOD and "nlnlo ... r 

cutou 4,785 5,312 6, 524 6,378 

TUmo ... r 8,240 6,151 6, ll5 5,301 

llonO'pOllea (utcbes, tobacco) 415 252 241 535 

Dllt1 .. on Colonial foodetutfs , salt, wine, sugar, etc, 8,300 7,088 6,128 5,280 

St.lp and registry 4,882 3,242 2,846 2,771 

Saptury taus (autos, tbeatree, etc.) 1,542 527 271 251 

Di.,.ree 616 2J6 ~ .~68 1 

Tot.al taus on consucption and tumoftr 28,780 23,158 25,493 20,516 "' "' 

Tulia Oil Inco• end Propert)< 

General IncOM tax 9,948 5,908 5,706 7, 551 

GUt and Inblr1 tanee taxes 884 1,869 !I !I 
Tax on incoM trca 118c:urit1es 3,640 2,868 J ,o6o 3,061 

Stamp tax on stock market transactions 2,428 2 ,2~ 2,093 2,004 

Total direct taxes 16,900 12,883 10,859 12,616 

Tot.al state rennues 45,680. 36,041 ;36,352 33,132 

Percentage deriwd frca d.irect taxes ~ 3~ ~ 3~ 

!/ lnoluded in a bow. 
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E . Imports and Foreip,n Exeha"8e 

We are quite unable to s~riko a meaninaful balance i n 
torms of which it woul.d be posoible to MY that France •s 
eeo•cl ty for the financing of noeeaeaey i•oorts is "•degu•to" 
or "i nodeguate• . Too much depends on the character and out­
come or hostilities on land, on eea, and in tho air. 

~e fin<\ 1 t equally l. oossible to •ay Ula t "ranee ' • caoacity 
t.? finJtnce necel!lsarY 1.--oorts is •reat.er or le~tr todav +..ban in 
\Dl4 . Cn t.he one hand , as we hAve """ eeted a'>ove her de­
nendeneo on 1.nduetrial iloportP will he e~nM. 'era"J.1le .. than 
Jn 191L, because of her r~.: fortit'ieet1.ons '"or t.he de'"~ne4! C'r 
•ho rr:')"tt i er re;:ionE (',. ~,. .. 'Y i.nrl,,e~ey and .,eC'~"~e o! ~he 1:'\­
rt·a~trial!.:~ticn tt:.!C~1 sh4! P,.!U.e·np~ in l".n 1020' "' · p r Col {'n•e• 
lt'l'l ~"U'lb COTP r";><!HP of l'urniSlin• 11Upplio< t!wJ in 1914. '1le 
ilae over one billion dollars .-o,.., 110ld than •he harl in 19)/, . 
'h~ will receive earlier .nd ~oro r.?r~lc>.o sconornic a•sistance 
f r cn r.t~n~ Pritain. 

n the other hl\nd, sho hA• perhann no 1!:\lch a• rour billion 
dolbrs lets or· <oreign i.nve tJT"<Ints today than •lle had in 1'114 . 
'!'he ct'Odit r~sources of the Uni•.ed Stal.oa ar~ , at prnent, closed 
t" her. !/ Sbe is slif'htly more dependent on 1r:;F"rte for her 
food su pplies . And she de-e• n<>t eeeo likely to Mve .he as•i"t­
..nca which waP rende red in tne war o' 1014-l'll P b-; t:.e partici­
pe~ion on the s i de of u,e Uliea or r<ueeie , Japan, Italy, and 

ultimntel.- the United Stater. 

353 

"That ue"'s certain is that ranee .. ~..., to l.u<'>and her 
!",.reifm exchanpe veq carefullY . :a eYTltct. her to reco=e ~t.eadil.y 
rPore dependent on •,..he vastly "~'reater rf'tt.e\trco!: or t.h'l ""'rltisb 
!'kcire . ::he 1• already eepe"1<ient on .he n\. etl ~t.ates :,. •ell 
her fi':Un1 t.i one not oro curable in ot111 '!" cour .rior . 1 .. ray rcp~<')f't-­
nhlY he erpected that . should the nar nrove ~ lo l o•; An\'"'~; 
rowO:-:.t. , French requests for ,lmrtctu"' c!"f'clitll' will 1-..-cnte o; .es v 
Mr& freguen t and insiRtont • 

1 It may be recalled that France accllllu'IA~d a debt of four oil­
lion dollars ( value at time nf fund1"8) to •hB Co•lern:t"nt of 
the United St.atee , 1\!)art rroro COI'l'118reit.l debts. 
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1. 

Durin the war of 1 1<11!1 Francfl had "" enormous excestl 
of i~porte . 1 In 1913 ber oxceee of import s was 1.5 billion 
franc~, end in 1914 it r emained stable at 1 . 5 billion f rance; 
t-11t in 1915 the excese of imports was 8 .1 billion !ranee and it 
mounted to 21. 5 billion france in 191? . For t he yeare 1914-191e 
the e • cees of i mports totaled eixty- two billion franca and ' 
this eum cennot be written off lightly aa due to a fall in the 
val.:e or the franc. On the contrary, the exchange ..Uue of the 
franc •as reascnably stable during 1914-1918. 'niB old par was 
5 .18 trance to the dollar , and even in De'*"ber 19lll the f ranc 
was quoted a~ 5. 45.• The excess of il!porte f or tbe yuar5 1914:-1918 
therefore zounted to about twelve billion old gol d dollars . 

The eaoe facts can h• a• proaehed !roll the point of view of 
tonnue. France ~s regularly an U;porter of he&'f)' raw ..a terialo 
(coal, p~~trol8UD11 e t c . ) and an exporter of 11_.,~ fabricated pro­
ducts . ln 1910 the n ight of h&r iJ.porte (in tons) was 2.1 times 
the weivht of her export11, and in 1913 the weight o! her L'lporte 
wao 2.0 tiiiWIS the weight of her exports. &t in 1915 this index 
had mounted to B.l, in 1916 it wee 10 .8, in 1917 reached ll.6 , 
and it was 7 .9 in 1918 . (By 1921 this indax 1\ad gone beck to 
2 .4, and by 1928 i t had subeidod to 1 .2.) 

It does not at present seem likelY that AA excess of :IJ!ioorte 
cn!!!J)arable to that of the years 121S=l918 w! ll appear earlY in the 
pre~ent war. '!bus far France has retained her centers of heavy 
industry . The French government oeev.l! tully aware or the i~port­
anee of maintai.nin~ exports . '!be war h .. not yet been wasteful 
of lives or uterial. 
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But there iB a great danller in projecting the present state 
or llilltat7 affairs far into the future . AS yet warfare on land t.e 
been 8tetic in tbe West, and even in the air, hostilities have harcllJ 
gone beyond prel.iJII nary zld.r1ldsh88 . It 18 possible that the con.­
tend1n• armies will not lightl y rial< r reat land o!!ensives in which 
hundreds of thousands o! casualties recult in the captlll"! of a few 
villaJ!ea . 1'his war rNIY have no eepaign like Joffre ' • or 191S, 
the J'!ritish opening on the Sootrl8, I 1 vella in the sprinl! of 191?, or 
Pauchendae1e . fut it is too soon to llllll<e any such judgcent. It 
is quite probable that this war will involve losses of life and 
expenditure of material beyond any past experisnce . It is quite 
poe,.ible t.bat tcmbing (rom the air will oeriou•ly disrupt industrial 
activity. The Ge"""" armY has proved itself in the p&st to be a 
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IU&ter of surprise , and there ie no reaeon to believe that i t 
will not again deal GOre crushin• blows. In that c""" Fnonch 
l nduatria1 operations lfA// ba as seriously disrupted a e in 1915 
or 1016, and dependence on illl'ports mt:t pass all pre vi 
eXJ)8rience . ous 

2. 

Mn~ the war of 1914- 19111. in addition to her deficit 
on irwrts !'~anee had to "'eat geial coata for shiooi.n< 
.. rvio.es . Again this aoceare to be a coat 'llh1ch will not be 

guite eo heavY in tlle present wnr. 

In 1914 French ships carried 1?. ) pncent of ~ronch u.porta 
and 35.S percent of her elq)Orta. Shippin<' services yielded 
!'rMce a net annual credit of ?~ to ::lSO dllion franca . ller 
r..erchant neat was the f ourth larpat in t.he world , with a JP'CU 
tonnag11 of about 2.:3 oillione (•ncludins all kinds of ships} . 

l.lut during t he war she lost about 1 .1 million tons . l I She 
had to paY enorrr.ou"l¥ hi~h f reight rates . Coal f reights from 
Enoland to France •.•ere 81.x to a oven tir ea as high (in •hilliruls) 
in 19111 as in 1914. Ratee for the carr;in~ of Canadian wheat to 
France "'"re twentY-fi"" times aa hi,h (in francs) aa in 1914. 

In 1939 ? ranee bas about 3.0 ndllion groae tons of merchant 
el.ipe . Her fleet iS seventh in size . Her net credit on shi"l'in& 
a ccount in 1938 was estlr.lated at 2. 5 billion francs (10\U.ch is 
rcughlJ tlle =•• in dollars, ar in l9lL) . She do-!! not ""ea 
likely to l o"" as baa'filY rro= l!Ula.arino attacl< a s in tlle last. 

... r . 
('n the other band , the w1 thdra•a1 Of American •hipS /Y;O& the 

t'orth AtlantiC trade will ovidontl.Y ~:~~an eol:l8 additional burden on 
<'>-a ncb eapaci ty . Should the Oert".all air and a1ne •blocl<ade• pron 
effective, this withdrawal of ;ur.erican ships ClA1 nuch more Ulan 
compeneete !or the incraeee in French to~Ag• · 

l c. Oide et 11 . oualld I La Jlilan Do LA "luerre Pour La Frane• 
New Haven (1931) p . 280 . ~rh&pe the beat-rounded brief study 
of t.he whole queation iS 1! . steubel , !lie "racbtrauro!'OblC1!1 in 
Weltkreiee, in ~iertel~ahr•herte Zur •irtschaftE!orshunr , 

April 1939· 
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) . 

France has more gold today t.han she had in 1914. but 1 t 
1~ difri cult to say exactly how rouch mo re . 

On July )0, 1914 the BaJ'1k or France had nearly 4, 150 mil­
lion f rancs of gold ; !/ this wa• worth al mos t exactly BOO 
mil lion old gold dollars . llurl~ t he Muree .,r t,he war, the 
Pank o r Prance reooveNd about 2,400 l'lillion franc s o! gol d 
!ron the public; this was worth an ~dditional iJlJ m1llion old 
gold dollars • '!'here is 0 0 wa;y or rnorlng how MUCh a:ore gold 
was held by the French pu'>llc and tlipht h~-.., heen recovered 
hntl the povencent gone beyond app ala to pl'trl..,ti sr.. 
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rr we disregard the di!'fere~c• hetwen old and 08'10 dollars, 
we ..ay sa_y that the gold bald and reco· ered by t he l!ank of 
f ~<nee in the war of 191.4.-191 was about • L 7 bU lion dollars 
lose than France had at the ou tbrealc or war in 1939. On the 
othar hand , if we attecpt to l!et Rt the physical ouantit y or 
•old by redueiw new gol d doll.ars to old old equivalents, we 
~ind that the French gol d stock or about Q) .O bUlioo on the 
outbreak or ·Rar in 1939 wRe only """~hl:r ' · 9 b1lllon more than 
l'rench holdin s in 1914, and, if we 110 f\tr~her and make an 
allowiUlce ! or holdi n s no t recove red trcl'l the public in 1914--
1918, the di! ' erence in ~he n • e ot French gold stocks at tJta 
two da tell i s further narroW<~d . 

Our~ the war of 1914-1918, the Bank of rrance sold or 
pled~ed about J , 0?.2 nill1on franc• (about &5QQ ttLllion) o! 
P:Old principally to the Bank or -::no:land . Durin~ this war, t.~ore 
wm' be no trane!ers o! gol d to the l'n1 l.ed ~1nl'd'7"', !Jut t here 
will no doubt be =h latyer ehipcoent.a to the -nited Stal.es . 

1 
..... Th lM.e...:-!!•Sl!r:.LFin&~!!in!l!e!!.a_.o!tr_,_rr,_,an,_=ee, !lew !Iavan, 0 . Jeze and K. Tru~v, ~ 

(1927) , p . 297 · 

Regraded Uclassified



- 60 -

"· 
fr!!neh roroi!W invod.uent. ot thll outbreak of wAr in 193'1 

wore eona!dorablY l e ss than in l<ll4. It oeemt not extra•;agant 
to AJtilMte the difference in nn!!!l.nol value at t4 billion , but r: gncll !orel.p;n investr..ent~ did not provo of any great •talue to 
Vrnnce in 1914-1'118. and it is 'lOt to bn reon >~hat they wUl 
be v.o rth in this 11ar. · 
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Prench foreign inve!'tr:>ents in 1911. were eeti ated et be­
tween 40 and 50 ~llion francs (i . e . , between 7.7 and 9 .7 billion 
c>ld r.old dolla!'s) . 1/ They proved to be of ll'.tle value . About 
a Fourth consi,.ted of •-u•el.an securities and a considerable 
!'\lrtr.er par~ of aU'an securities, which quickly lost their 
value after '·"• outbreak of ,.,..,. • nl.y between th:-ee and three 
and 8 half billiOn fraDCF Of fOraipl &eCllri tie 8 were actually 
•o)~ durin!t tlu! war . Perhal's 20 bill' on fT'lllC' ro~ nre &L"'!>ly 
lo~t. throu h default or repudiation . · 

St.aley hat estinated F''Gnch lon - tom fo~•! f'll !.n•:est.-:ent.s 
at U~ . 6 billion in 1911. and 3. 5 billloll in 1'129. 

There is no f igure worth dip,ni ry1n• ~Y the n.,.. of an 
"estimate" "f F ·ench foreign inveatn!lnts in 19)9. Rist and 
•cliwob have ~ested that, at the end of 19)7, "rench roreign 
aeaete were worth eo to 130 billion Poincare r•ancs (which 'II'OUld 
be . ~ . ) Hllion to $8. 6 billion, at the present ~old content of 
th dollar . ) !letween the end of 1937 and th9 nut'treal< of war 
there was a repatriation of ~500 million to tEDO million of 
F eneh b3lances . This would laavo ranch forei.Jrn holdings at 
t.e outbreal< o' 'lrllr at between '>,/. .7 bUlion and a.o billion. 

ln our opinion, the la:rer of there !'1furU 18 a ~enoroll!' estiJ:late 
even of peace- tilte value. 

~otal French holdin .i of Jni~ed States dollar balance&, 
""euritiee and direct. ino;e toents •ore ~nly about. 580 aillion 
at the outbreak o' war . It 15 ext"""'ely unllkol.Y that French 
holdin.u in eanadaadd up to anotl'.er l 0 milllon . Cur experts 
on Latin America say that no er;ti ate worth quotin~ ensto on 
the value of French a sse ts in Latin AJrerica . M1 do not know 
tho value o! French invert..rento in Pol •1un , mt:erland , 11<llland, 
Spain or the United Kin~don . 

}) Qida et 0\>alid , op. cit ., p . 91 f!,, Leon&rd Rint et Philliopa 
Schwob , ouance de s Paierentlll, in ttevue d'Fccnor-J.A Pollt.igue, 
Jen\Uiry _ February 1939, and the eetiC18teP browo:ht together bT 
E. Staley , War and the PriYAte I nvoot.or, ~ft" York ( l <l35) , 

PP• 523 !f. 
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It is ll.ke}J< that, awn ll8ld.n& allowance tor """" valllable 
properties in euch count ries as Pelonw., Spain and Switzerland, 
f'\llly three-fifths or French foreiiiJl ueets are w1 thin her own 
empire , eepecial}J< 1n Al8aria, Tunis, Indo-China and l.!orocco , 
It 1S cl~U.med that France baa 1n, eeted twenty-five billi on france 
durin!! tha last filly years in French I ndo-China . 1/ These france 
were ,..r very different values . We have no knO'IIledge of the 
present value of the•e investments, except that they include 
large rubller plantations which miPbt t e salable a~cets . f)oencb 
Indo-Ghina has over t lll!nty-tbroe ad.llion people, and consequently 
H <'A:/1 he quite reasonably believed tloat French inve•t.:enta the re 
are of considerabl.e val"" 1 but wo have no real knowledge o! the 
~.atter. The •ame .t.xlg~rent appliee to Alreria , Tunis and L:orocco, 
but in the.., lat.t.er cases f)oench invertrento are probably not 
ral.at-le except at sacrifice prices 110 lol'll! a: tl:ere is a '10Ssi­
h1lity of the war spreadino to t.he 'editerl"lMan. "'"an.'<el hae 
ett1 ated y that betwden 11!'10 Md 10)6 about 1.'10 llillion -.rae 
invested in .....,ncb Equatorial A!riea, " eneh foat A!riea, 7ogo 
A!ld Cue roons ; we have no idea what these investe.ente are worth 
now 

1 
and they are certainly not eal.able dl•rinl' war til:e. 

All together we do not heUo·:o that France ' · foreicn in­
ve st.rnent s are 111ce~y to nrove a M:1or ttour-ca of forei,:rn exehAn~ 
durin" the present war. Certainly it would be naive opt i.JII1m to 
Add an ostimate ll.ke that of Riet and t·chwob i nto any balance 
Sleet of F'renoh foreign exchange aoee ts . 

s. 

Prance • 8 colonies will lie or rueh greater assietMce to her 
du rin« the pre~ent war than durino 191kl'll8. '}} 

In 1909- lCJU the Frenoh colonial spire (ineludinl! ; lgeria) 
11\lpplied U percent of ?ranch irporto and tool< 13 pe~t d 0~ :Tench 
e~~rts In 1937- 1938 the ~ ench col onial ""'pire •=oh e • ... ,........ • __. . 1c 29 cent o~' "S:ren expor-.e . 
percent or Frenc.'l ;,ports and too ~(~ s ha~ more tllan doubled 
In short Fre nch t rade 'IIi tb he r own eo o • 
its relative importance durin~ the last t nnty-five years . 

1 oreisn PolicY Reports, t:ovembe r lS , ~:· P·~~~n (1938) y s . H. Franlcel, Ca ital r nvestment I n ea , • 
table 28 and PP• 331-J~a"'! ~~bbr He nri Hauser, tha di .... 

lf See especially the excande eirn 8 ialUt Col onies e t Jletropole , 
tinguiohed historian oer ' FebruarY 1939 and also 
1n Revue d ' Econotxie Pol1tigue, January- 1 

Q , Hardy, La Pollttoue COl oNale ... , 1917• 
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In 19)8 Algeria was first in the to•.al val 
wit h France ( surpassiJli' even the United KinPd i of ber trade 
eighth and I ndo-China was ninth A' -ri ~~. • Tunis n.s 

ial
' ~ • .._... a su ... -ee France 

espec "'J with wines, cereals and truito Tuni 
cereals, phosphates and lead. Eaet.orn At;.,ca al:O ""~;svi:::~ Wines, 
cereals , fruita and about hal! France 1 s i.mpcrh of 
China sells her cereals , rice, rubber and petrolewn~acao . Indo-

DI•rin,r the war ot l9lJ.,..l91R, the ahara of French 1m rts 
which came from her col onies did not increase , e xcept in~he cate 
or Algeria. I n tha interval, however, a 11reat deal of time end 
thoua:ht has gone into the develop~:~ent of i p• rial tie s . As 1oM as 
normal COI!Zl.unicaticn ill maintained 1n the l.!editerranean and adequate 
shipping tacillti es are available to carry iltpcrts from the Far 
Bast 

1 
the 8hare of !'rencb 1o. porta supplied b)• be r colonies will 

probably tncreaee. 

6. 

France Will receive earlier and ""'re eOMDleto finoncial 
assistance from Great Britai n during the present war than she did 
durin! 1914-1<118. On tbe other hand, the Allies do not seom 
likelv to procure supPOrt CO!llJ)!U'&ble to t)la t which wao rendered 
t hem during the last war b;y Japan . RuBsia . Italy and the Uni ted 
State ~ . 

Allied econoJOic cooperation '' as a sl"" growth during the war 
or 191J.,..l<ll !l. !/ A ComJOitillion Intema tionale de Ravitaillement 
waa created on All,ltlst 15, 19l.L to exchani;e Wonnation on an;v 
11Upplles, and Italy was aa.it ted to tho Co::r.i•sion in ~epr.edler 
1915. The Coo::iesion• & autbori~y wae vroulually extended to tho 
•aking of joint purchaseS of llnQ" ""!'Pllea, wt.aat and sua:ar• In 
llAy 1916 England agt"eed to supczy France with coal at tiud 
pricee. Allled gol d stocks were pooled to support the exchllll6•, 
and the United Ki.ngdoa agreed to lend oo .. ahi~ assistance . 
At the end o! Novelli>er 1916, an Interallled 'F'heat tlxacuti ve was 
~et up, and in December Great Mhin Al!reed to sand France ""re 
coal, to a s sist her nth ra.Uway rol.l.l.n& otock, and to cooperate 
turthor 1n oceanic sbiPPin&· In Au<iUSt 191- a !.!eat and Fats 
Executive was organized tor joint purchue or tbes~ foods . 

1 An excellent short account is in s. B. Clou,gh, France: A 
History ot National Bconomioa. (19.39) PP• 2113 rt . II . Clementel, 
who conducted the negotiations on t he French side, hes writ ten 
p. rambling book, La Franco Et te Politiguo Economicu& Jntero-
alliee , New Haven (1930). 
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~'1NJ.ly, i .n November 191? , c::>re tl>.a.n three years after the 
outbreak of l'f8.r1 came the reel poolinl of allle<l econo!:!ic 
po"er unoer the :~= Furch:llle and Finance Council and the 
illiod ..aritir.e Transport Counc 1 . Close econolllic C<>nrorati on 
survived until Deceober 1919 when the United states ar.ci Britain 
refused to supply }'ranee >~1 tb foodstuffs llnd coal out of a 
coar.on pool. 

In this war, allied eccno~dc c00poration is sW.rtin~ 
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a oint •hich it only app~mate<l last tiM after three years 
of hontilities . q an &!'ree:aent dated t..ecet>ler 4th, Fronce L'ld 
~ rea t t ri tain have decided to uke exchaoces of francs a.."l.:i •terUJ1i 
at f'ixeo rates for the duration of t . e r.ar L'ld • ix aon~s tl:ere­
aft.er . l.ny exchanote acquire<! , by either party, t eyond ~50 £illlon 
or 9 billion francs is to be held n tr.e ro,. of J percent Ireasu ry 
notes , on 1d>i ch po:Jt"'nt !U!Y not be ce-...&nde<l Wltil u ree years after 
t.t,. duration or the •ar. All for ei(ll bo~ i5 to be done i n 
collal:oration, and any usistance 1 ranteo to alUed or gwL"2nteed 
;,tates is to be bome 60 percent by tho vni ted t..in,doc and 
40 percent by • ranee . Specilll arrang..,.eote are I'IO.de for "blockade" 
purchases and for th2 joint sale ot foreitn essote . Cooperat~co , 

on the f i nancial level , could hardly be more complet" .. ·ithout a 
<\l reet amal.gastion of i nternal tax 11.11d borrowinr r ' ceipts . 

Nevertheless , it is d!>UI>tfuJ.. ~l,.t!•~~U'P.IY comolete CJ1-
WIJ!t!on CIU' comDensate for the 11bsenea 9f Husaia. ltalv.~ 

&n<l tho ~ni ted <>tates from the Allied )'Jnkn . each of t~ose po•·•~• , 

and u r ecially Russia and the Uni ted .-ta tes , -.ade e.n l.J:!portant 
eontrH:ution to t l>e defeat of the Contrlll rowers in 1914- l<)lc . 
The auortanee of the credit faeillties O i th9 Lnited ~t<lteS in 
t he last war can bardlv be overest.i.Juted , It is t rue t.r.u the 
Lnite<l ->tat.es is also renderi.nr assistance to • ra."ce in the present 
war by con ..... rtinr gold into dollars ano by eni<~inr su;>;:Ues not 
avaUal:le froa ot.l:er sourees , but - should toe sar prove lour and 
hare fought - ~ranee will no doubt tum ever .:ore 1"si~:""tl7 to 
tne United 5 tates f or credits . If trance docs ~ot receHe credits 
from the United States , sl.e will liLrdly te able to avoid exclusive 
dependence on the British ~ire. 
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F. Social Trends 

When the Radical Socialist Party lsft the Popular ~nt 
in 1938 to join forces with the part ies of t he Center ~ 
Ri8h t , it accepted t he leadership or a bloc which 18 dominant ly 
conservative , nationa1ist and anti - republican . 

l . 

The Coneervatives 

~enoh conservati= ill not that of t he old school tie or 
~ van a Pt"'..nceton eciucation. It 18 aoaethinP cuch 1110re sdf­
conacioua and intellect ual . Froc biatre to L!aurrae, P'rench 
conaervatiem has carried on a tireless intellectual warfare 
agai nst t he rationalist, equalitarl a.n and d..,ocratic traditi on 
or Ft'e.nce . !/ 

A~ainst t he all9ged anarchiotio doct rines or the Revol uti on , 
French conservat!!Ul calls f or a return t o a 8<'c1al order in whi ch 
aut ho'rity, hierarchy, and order will he d•ll,y '"cr~nized . Against 
the jud,o:ment a of individual rea110n, it appeals t.c historic t ra­
di tion. The Conservat i ves represent th.,.~;elvee as the pror>Ononts 
of the Stoic lif e of Ml!-almegation 1n public service; the;r 
uphold the authority of the State and ~ociety against the dia­
rupthe influences of sel!iah particular int erests . Y ':'be7 
st.and ! or the essential and pen-anent interest! of :.lie nation 
and the unity ot the nation above cl aea atmggl o . 
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In :i'r&I\CO this 1o \Ullveroall7 lll'l4eretood, then the 
DaltA1er ~;over,.,ent wao tor=ed , all France knew that it leaned 
oo the mon of !ranco, t he bloc thcee ~reea rarel7 &lasee a 
chance to praise lluaaoliai, the .. ., ot tl'.o Rhine frontier, 

l!ut t he pnrt1es of the Right have 110t been oo sectarian ln 
their mo tl'~do as t heir intra~olaent doctr ine mlt;bt lead ono to 
expect , I n spite of t heir unbend1nj~ hoat!lHy to all tho p.rl n­
cip leo of the Revoh1tion, tbe;r hl.vo r,over heoitat ed to ltllke use 
of :en raiaOO. ln the RevolJ.ti~nary trnd1 lion, This flo xi bill t y 
1t tlllly in line with their theoretical eapir1e1u, The die­
bud Royalist Action Francaiee beca:ne t he etrollf;Oit supporter 
ot Cle,encee.u l.n ·1917, 

rho French part!eo of the Ri ght h .... der.>Onat r&ted on = 
occ "' .. ai one , &-~ receutl1, t heir villlnc:,.:toae to u s lat it1 the over­
t r: ow o! the Repo1blic. !/ Jto1t &a lor~ • • It It i "!>r&etlcal t o 
,ot r l d of democratic tor~, they turn tht!r eo~r~lt~ to :akine 
~tc Aer llblic ma.n.E..ge-&ble. ior t ide 1t 1a neeea&6!"7 to d.ts~r'J~· 
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t bt independent labor \Ullo,o , to ol1;;alnnte wo.F.i n,;: elo.<o r olitlcal 
p8.l"t1ce, to diac~£di t parliane:1t , and to e..zpr reee sll !!lt.epe:uient 
er1tichm, The ....,. , together with tt.e d1o1nte,:rr t1on o! t he 
Po~ul&r Front , h&8 been seized upon by t he ?artie• o! tte R!~ht 
aa an opportunit;r fo1· •ettli"b ocoreo wHh the democratic a.'ld 
I OCi &liot forces 1n France , Alro&dy they h&ve &OnO II CO,Oi~erable 
wa:; toward• the estcblisbment o! a d1ctatoreh1p of the Right Center . 

2 . 

French duocraez 

!be :ooet !orcidable b&r.ier to t he eotab l1e~.:ent •:.Ito ?.1gb!- ia., 
Ce:>.ter .Uetatorahip 1e tbe atrenGtb o~~ de:oo,.::~~"~ .~~ t: 
tr&dition in France. 11r.:1a tr-adition een t1 e ~ &oltl:or1tar1u 
llnolution ln spite of nll o!foru ot eonlt'::od• h.U Fe,.,eated tho 
Lovernnenta to destroy it . Tho ~olit~i::O le't a deep tapress 
whole of French social relationo po on The ..;_.ncr are a de:<>-
an tho poli t i cal 1nst1tutlont or rrcnee:1~~~ are d~ocratic , 
oratic people in the oenae thn\.~~ ::· ouoplcious 0~ and rebelllouo 
l'.nd the llncHoh undelllocratio. it oy Thov do not r eapeet t hei r 
atainot duly constituted &Utbor y . luoi~o ~nd oeeretive; it h&a 
bettero. French hit;h ooelety 11 exc 
~~--~~--.~~-·~-~~~~.;Ccco-n-tr-e~L&-=r-ran--c~e.-oP~~~i~s~(r.l~9~uo)~.~s~ee 
!] Fernond l'ontena:r, "" _ t ro aliat on tne oolHieal 

alao t he co=enh of an 1r.tellie;t~1~ tbe civil ,.,.;. in Spain , 
tegper of good soeietr in r:::eoCi .. tiereo Souo L& lune , P.rlo 
ln Coor~;e• :a..rnanos , Leo Gr 0 

0 10t .,.'\d 117 
( 19~) , eopeciall¥ Pl'• 2} • ~8 • 5S ' 1 ' ' • 
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no popular tollowi~, J. ~~~~~&u1ne IU.Ch "" The Tatlor , which 
recoUllh t he co•l~o and t;Oi D«o ot the hit~orn lor the benefit 
of t he l owl:r of Britain, would be Ullthinkable in Jrance, J. 

noble name h a oeYere llarul.1cap in !'reach polltleo. 

!be otre~th of t he da.ocraUc idea 1n !'ranee 1a reneeted In 
the atroo,g pooHion of the Deput :r, and tbo power or the Deputy In 
turn 1a reflected I n the fact that !'ranee nomall;r hae a ParUa­
cent ary GoYerMent, The t;nat Co...,.tteeo of the Cll&=ll:er are ill 
a position to f ormulate policy, to auper..ioo and inter..ene In 
&d.m1n1atration, It 1a not for a mer e l'reneh cabinet to d1 .. ol.,. 
the Chacber which bAa been depuUaed by t he So..ereie;n people ot 
r·ra.nce . 

The power of t he deoocratic tr&ditton in J'ranee 1a f\u'ther 
ohown b:y the :ta1luro of ita arietocratic elcmuto to adapt thez­
aelus to the publlc aide of Rep'»blican politico. 'l'he at<ooophore 
of C8JIIl)Ai~o 1o op;>ruoive to t~::o. !he ll1&ht in J'r&!lee 1o al­
W&J'& Ucldo,g hi lca4ero who have elooe contacts ri t h and a follO'I'­
io,g a:>o~~g t he co....,n pe ople , Poy>llar leadero who c:<>::> ••• t heir 
wa:r clear to eollaboratlne; with tbe~ht ri~ parties are a .. ured 
of a profitable and honorable career, !hio helpo to explain the 
const ant defection of t he leaders of the 14ft portieo. I ndeec! 
the hiatory of the Third Republic could be rritten in ter:o of 
the movet18nt from X..tt to Right ot the proteoo1onal political 
personnel. Clemeneeau , IU.llerand, llrland, q.nd loYal e.re onl7 
a !n conspicuoue D&liiU on a roll whi ch i neludco bundreds, 

In the bec1nn1D« o! 1939 t here were three great putieo In 
J'ranee which cla1aecl., with ooae plausibility, to be the inherltoro 
of t he ideab of the Great J!ayolution. Theaa were t he Radical•, 

t he Social!eta &D4 t he Co..unista. 

'l'he Rad1 cal a 

fbe Radical &Dd !~Mical Social! at Part7 11 a poll tical alliance 
i 1 It baa little atre~h i o 

or peaaanh and prorlnc1al bourgeo • • • t t the 
industrial dietrich or in Parle . It 1o abOYO all t he ~~QC 
little people (du petits p!l&), o:t proYi,.elal !:;ru"\t J.ltbou&h 
peasants, ~l buo1naoo aen, and otate t\ulct1o. ••· ~ 

l Robert de J ounnal Republ1<!Ue Dea Cazarades, Pari• 
llale La Republlcue Dee Co•!tea , Pnrio (193~) • 

~~t~; 11 .:"~opaciall:r de..aotatint; little p&liiPhlet, 
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the part;y was not fo-o.nded before the u tabllalu:ent of the 
1'!.1r4 Republic, ita ocytboloo doacen4a tro• t he t1ce of the 
otru,;ale ot;c.inat th• Second E:opire, lia41clll1all 1D thoae days 
waa tsken no the equ1TIIlent of Jacobinla11, At tbot tl a:e the 
party wae nnti-clericlll , republican, nat 1onaliet o~1tarian 

And eocial1ot i n t he Prou.dhonian oenoe , ' ' 

The Radicals have not oucceoded entirely 1n adapting their 
prograa to the re~lrecento of poet-war polit i ce, J.nti- clerlcalioll, 
"bleb wo.a formerl;y their s tock ln tro.do , h now largel,y a dead 
leeue , They have suffered aeverol;y froc e:J,eetorsl, competition 
with the aoc1aUote and 1110re recently w1 th tbe co-..n.leta, The7 
hav~ f ound t hemaelveo obliged , ln the fa ce of t l:i a co:::pet1t1on, 
to dopt progr""'a Qlch to the left of the real vien of the 
l o&dora of the po.rty. TJ.'..ta the7 t.:.ve bet:> placed in the cn:.el 
position of depending on oocl llllat, C. G,! ., and even co=lot 
votea 1n electoral ca::::paign.s , but on COnlerT&UTe votee 1:~ t.he 
Cha:lber of Deputleo, The eoulvow a:-.4 opportunlat pollclea !'llr ­
eued by the party haYe weakened ita preatige, I:> the .1':-ench 
un1Ter a1 t1ea , in recent ,yeara, ~yo·~ DAD eon:tected with tbe 
Rdicala baa been re€8Xded ac a s imple carocr1at. In 1932 the 
pnrt ;r c=paigned on a Ltftloh progrllll w1 th aoc111liat oopport; 
the roo\llta of the els:tion wore r ecarded aa n dech1n vietor;r 
for the Ltott. Yet the R&dlw• ooon had puohed aoida the prograc 
on which the;y hnd gone to the co\lll trr. Y 

1'he Rndical- ouppor ted ;;ov~rnmentl froe> 1932 to 1936 .-ill be 
ree>embered for t heir sabotage or the l.elll>"• • thei r deflatl onu7 
econo~c po1iciea , t heir taint of financial corruption, and thei r 
compl a cence to~ardo the iaaeiot 1e~••· 

It wu clear in 1935 t hat tho ?.M.icalt nre !aced with a 
o:a,jor defea t at the noll• in the 1936 alectlono. They und tt.u­
ee1veo oal¥ bT entering the Popular Fro&t and O'.>.herlbill€ to tbe 
opec1t1c co...::daenta of the pr oua= of the Paople'• Front . Onco 
t ho 1936 elections 1rere post however, U:e loadera o! tl:e ~cal 
par t y r eturned to a 110re conaorvatlve Uno of poUq. Io 19>5 
and in 1939 t he R&dlcalo have forced part of " gover:lioo; bloc 
whou poUcieo hnd been repudiated by t ho French electorate and 
by the Radical party itself in 1932 and 1936, reapeetlvel;;. 

What 1a t he thread of eonaiatoney which run• th...,..U&h poot-•ar 

Radical policy, giving coherence t o what •••"" 
011 ~~."~!"'~:,.:ad 

vnc11lat1ng and ineoneiotent rocord7 It can hnrdly 

1 Gear&•• Gautier, L' Exparience Radiealo-Socinliata , 
Parh (1934) p,.;e 17 , ao.d pua1D. 

1932- 3 • 

Regraded Uclassified



- 68 -

or ec:onomic and political doctrine . The party has failed to 
re•cll e c:oCDon a&reernent on ~he alphabet of political or 
econolllic theory • V. Gaet.an Pirou hae, in twenty scant pages y 
'!i ven courteous treatment to all of ~adical d<>ctr!ne frol'l the ' 
days of U. Leon Bour~ois ' •Soe1Rl que~i-c~ntract• to toe 
"econol!de diri<:ee" of II . Pierr e Cot . 

"nl8 reel political capital of the RAdicals consists of their 
RM litY to provide a oopular basie for conoervative ~overtU:>On t.. 
l'he party 1" the historic 11p0l<ef'llll80 for tha interests or be~tor 

' ' the aspirations, of the pcaii'\Titry, the sall l!hop"eepers, the 
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1011all rentiere, the ambitious profePsional an of rural France . 
1'118 party has "'iven th.ese people a political uni t differentiated 
from prol etarian sociali~a. At the sate t ime it h~ ~raintaioed 
ttoe e galitarian tradition of l 789J i t hu defended {at least 
verbally) the interests of provincial F ance a ·ainst tee p:>cl'<'!lch­
r-ent of the " rea t i.Jldustrial and !'ifUIJicial trusts , ">ai.nst the 
pretenllionfl of t he Courc!• and the eocial aonopol,y of the noble 
reJlies . Ito ha5 kept ooen the cll4nnels or oolitical ad'lanc..,.ent 
to ~he little people of the provincee. It hae Piven the peaeantry 
a voice in the political l ife of France which it never had firty 
or eixty years 4'!0 . The party therefore has considerable historical 
capital assets . The Radical l eadera have been able t.o collTUlJld 
votoe , decisive votes, The 1.esde r e of i ndustry and fi nADce have 
needed those votes ADd the popular eupoort which ~he Radical leaders 
·~ore in a position t o deliver to them. llut it has been inrreasingl,y 
dVficult for the Radical leadera to reCI"ncHe the interests and 
aspirations of their electoral clientele with the requirements of 
parliarentary cooperation with the Ri,ht partie e . here is t l e 
root cause of the cballele on tondenci ea of t he "adical party · 

1. . 

'l'»e Soci ali ats 

The Sociali!lt party (S . F .I .o.) u , accordin7 to ilnts /file~ 
pro~ram llarxiet working claae, ond internati onal . ·~ t • -
ever o~o can se~rch in vain throU/lh the •orks of the soci s 
lead~ ~s for any t race of ~arxist docbrine . 

l Gaetan Pirou, LPs 
ctrinss Eoonom191:88 en Prance ' Paris, 1934 • 
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Rous68au, Kant, Sa.int.-siJ:lOn and Proudilon are the fathers nt 
the S.F .1 .0 . The French Soeiallate are 1n the preat tr-adition 
of the Revol ution . nus can bo seen 1n emel.l matters as well as 
in flre&t . 

Ir the S.F.I.O. is not l!arxist , it is in con•iderable 
de v,ree a wrkln<: class party. It ha• ~efended the i nterests of 
the working class with vigor; a larae part of its numerical 
atren11th coues from the- worklll,(' clots. &t 1n r-ecent years, the 
f ocialists have lost t r ound amon~ the industrial working class 
to tl.o CmliiiiUDl.sts. In all the area of the Seine, the greatest 
intlustrial district of !'ranee, the Soeialls-.a have saved froc 
Co!YW'.ist encroaet.ment only a handful o~ seats. T!>ey heve l<e pt 
.t.eir 1n!'luenee 1n ~e oiniw town~ or the l·ord' but 1n general 
t heir strengtt. is =ncentratocl 1n t t.e P.epublican •~roll!'bolds of 
tr e Southwest . -..en Blu.• was dri van out or hie "<ilav1lle 
eonPt i tuency by •he Co-::;untet candidate , he found a ~are •eat 
in the ei t: of h r bonne, a center or V.e wiM t rade and an 
a r icultural market town . ~chool teachers , doctors, artisan•, 
Ror':l.nP, husiness r.en, peasant s, state 8'1'\JllO."ees - these , l!!Ore 
than industrial worker s , 10Ako up the baekhono of the 5 . " .1.0. 

The S . l" .I.O has stood for the <lefenM and e'<tension of 
denocratic processes under t~.e ltepuHic; f or the eJ<tension of 
atato enterpri se and public control of buainesq for the 
development of the social services; for the or&aniz~tion of 
world peace . Tbe :oociallsts h&ve enorally cooperaoed with tho 
Radicals on t he secorul !-allot , but tuy refUsed! until 1936, 
to enter an:! l!edical cabinet , owewr, the '1adical< could 
US\ ally depend upon their votes 1n the Cher:lber • 

The Comuniort.s 

The Co~t>tuniat Party first becarr• • politic~s.r!o~~· ~~ !:~ first 
order of ilr.portance in 19:J5.n!1Prev1oubes to n~h!\ector of the indUstrial 
succeeded in extending ita i uenee yo 
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wor"<i:oc: clan and a l=ldf.U. o! ..,.1toro &lid pro!euional people. 
It bft4 not wrked out a p~ograa capable or l n!luenelnc th!l peaaanto. 
Allon& tho urban IJOrkers it& i nfl uence wo.a l11111ted by its <>uarre l 
•lth the Soe1a11tts ~d .tth the C. C.T. The Co~oto l;slst 
t hnt they have aiced conoietently alnce 1920 at creatln& a llnited 
"or:<lng el aoo illovenent capable of attract!~ alliee from the middle 
cl~•• and from t he penonnte . ! / Horovor , t heir calla for labor 
u~ity cou ld not be taken vory oorlouol y, at th•y were baaed in 
1.•nornl on the i dea of t he "11n1ted front froM below• . 'l'het h . 
t ho rtu\l: o..'ld fib of t he Socinliot an~ ot h•r de<Jocratic groupo 
~ero to be drawn Into the Co~~tt tphore of i nfluence , while 
the Co:ll:IIUllats contiaued to attaC::: And dieerodit the Socialist 
l•3dtre. Naturally , t he Soelnllat loade ro 4id not care to co­
une:-nte o~ this b:nsi s . ;/ 1hey pre terred cooperat.io~ 1fi th thcl 
RM!cnl party, " l:ieh, if 1t """ ~ot t oo ae..-~r-"lo•• :>bout oboe~inG 
1 te 1\.."'"l'ee~eots , e.t 8Jl:'l l"'3te Ud !lO t attenpt. t o diGr-tJpt tile Soci al! a t 
:nrty or~~l~ation. In t~~tb, tber· •:~ ~o reel baa!~ of eo-
o e:- ~t i OD ~~tween t~ Co~~1Gl8 anJ t~e ~t h•r partie& o! tft~ 
r~rt before 1933. After t~.at year , the fore• 0~ cooper~t~on hod 
to b(ll nin...'Ully ll!:.d slowly worked out , t.n' vJew of the c.onfirt:oed 
ht.~r.,!o and jeelousiea wl:ich lwl lO"C ehnraeteri•ed. ~he relation• 
of the Left pcrt i es . 

In sp i te ot all dlffie~ltiea , t ho Co~•lat part: •aeeecd~d 1n 
1936 In eotsbliohine; itoelf !or the !irat time ns be1!1E' in the direct 
line of French revolutin""ry tradit ion, Under the prograc of t~.c 
PeoDl a1 e ! ront , t he Co~ictt £alnod tremendousl y in influence 
nco;c the worki~~ class , &nd the1 alao auceeeded io penetrat1~ 
rurc.l ~s.oce to a degree alar:~!~ to t ho Conservative pa.rt iee . l/ 

6. 

The Pov.u.ar Front 

TM Populu :Front i n Frn.nce wu ton:1od 1:1 react! ~a a(;a.1 net. \be 
developing international Fascist aov~ent. It Jr~7 1~& atrencto tr~~ 
wldeenread pop·.tar !eel1D~: thet the Ei.:.ht .... eonaplrl:>g to onrtbrow 
the pArliamentary s~~tem, fro~ popular AnGCl' at GOvernment toleration 
of th~ Fa.eiat le~~ea, and tro~ bittorneaa a&ainat the e conomic 
noliciea of ~vel' s Radlcnl- Conaervativc coalition, 

lt'IUI"iee Thor e z, France Toe!& and t he Poop}• ' • ~ont , P:uolo (i§J6). 
~ Leon :Blwo, Leo Co=nieta et l>ouo, Parh ( 1935f. 
lf Neil Hun t er , op• cit. p , 2$4. 
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file prouaa of the Popl1lar front (!1rot J711blhhed iD 
Ja:J.UI>r7 1936) called for the tollowinc pol1cieo: JJ 

1, Diaaolution of t he Jaeciot leaguee, Suppreeeion 
ot political corruption, The repr• ooion ot slander 
and bla~<mal.l, J>~l>lici t:r tor the 1'1nnnc1al accounto 
<!the pr eea. 

2. Collective aeeurity within t he framework of tllB Leacua. 
Sanctions against agueoeore . 

3. Recognition o! tha r1£)lt of labor organization. 
Reetoration ot J711rchaeinc power by the adoption ot 
an expan&iooiat eeonocdc policy. Reduction of tbe 
working week w1 th CD reclu.ction in J>I'T• Old 1!4;e pend one, 
Unemplo7C8nt relief, 

4. l!&iain& of 86l'ic-.Utural pricOio Eatabliabment ot an 
Office du llle . Stre~beni"C of a&ric"<lltural eo­
operat1 vee, Sale of agricultural alqlpliea to far:oere 
at coat. 

5. Rofortl of the llank of :France. 1\eor gaoization ot the 
tax aystem on a progrcaoive baeis. Ueasurea againet 
tax evasion. Control ovor t he e~ort of capital. 
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The p rogram of the People ' • Front wao expanded and given color 
before the e l ections and afterward• by tbe denlopment of a groat 
ca:~paign of elogans, poatero, and articlea. It was the CO!'IDlnht 
put:r which nehieored t he :ooo t oenaati onal wccesa in thh war ot 
ologan•, with its JOAin battle er7 - 1pour Una France Libre, forte, 
l!eureuee1 , wHll ito brilli~~t~t elopn 1 Contre Leo Ge:~~ de Coble.u•. 
Tbe battl e cries ot the PeoplA'• front e<roked all the latent, 
Reorolutionar:r ~ha ot Jralice, troa the d.t.7a of 

189 t o thoce of 
1 48 and up to the preeent: Leo Dew< Cent Ja=illeo, Le llur ci'.lrgent, 
Leo W&rehandl du C&no:> - these elot,"Cnl were loet.ed ori th ::eaoinc 
&nd t hey e&ll4lht on 8Teey11here in lr~~t~ce. 

The electiolll of Jpril-lt&:r, 1936 were , according to French 
ltandardo, a landllide for the Lett, epaciticallY for t he tar Left . 
At the aame time the tsn.&city of Conaerorative influence wao deaon­
etrated once more. Throughout the greate•t part of the Northweot 
the People' 

1 
Jront !ailed to mlllte e.n:r inroadl on t he eonoenatin 

etroDf;holda. fbe d1atrib11t1on of vote• in 1932 and 1936 was 

Y See .t.. Werth, Which Waf Jran!!T lew York (19375 :P• 233· 

Regraded Uclassified



370 
72. 

&o !ollowo: !/ 
1936 1932 

Right , . . . . . 2, 254 , 000 2, 262, 000 
Centre . . . . . • 1, ~38 , 000 2, 225, 000 
Radical a . . . . 1, '161, 000 1,305, 000 
Slll&ll Left Groupo 518, 000 511, 000 
Sooialilts. • • 1,922, 000 1,9}1,000 gJ 
Diaa!dent Communists 95, 000 s;,ooo 
Col:lllN.n18 ta . . . . . 1, 503 , 000 794, 000 

It will be :>otlced t!lat tho Right tNcceodocl In ::aint&!nJQG 
1 to e 1eetor:U strength nl!toot w.inp&!~ocl. The Center =II t l-.e 
!'.Miealo were the great looero and t ho Co=.mloto the gru t 
,&!:>ere, but t~ decline in the Radical YOtO h \JndQUbtedl;r nr;r 
..,eh o=l1er t~-, would ba .. been tluo caae If the7 bad gone to 
the country without t he support or t ho People ' • 1Tont. 

B .. C4uae o~ t he vary!~ concentration of popular votaa , the 
d1atrlbu t1on of seats doea not r eflect clooel)' the >.ot&l popul lll' 
\'Ot • . '!'!!Us t he Radie4la t;ot 4o, OOO !twor votea than t hf> Cotlllllnl sto 
but the Rndicala won 116 ceata , co:pared wi th t he Coacunisto ' 72. 

In epHe of the e l eet or"l victory of the Popular Front &nd 
tho eweep!n& a~cee•• of Ita B\Jprorters ! n tb• ~eat et r ikeo of 1336. 
ito otrength \\'a& hollow o.boot froiD the boginnlr~;. r:either on 
do111ea t1c nor on foreign poli c;y W&l t here M7 reo.l aueuent ::.~ong 
Ita co not! tuent par t! ea. 'l'he Blua eovorNteot troke the unJ t;r or 
tl-.e Popular Pront on ita attitude towards the chll war and !eocilt 
!nternl\tiOD in Snein. ~he Radlcal Soohl11h would not au•c t o 
~ro&reaal•e taxation, con~rol OYer the ~~rt of ca ital or a 
4rce p roo;rs of p~>bl!c innat&ent . B:r t ho b81;1 n=.!OC of 19}7 , the 
Pop\.l].ar hoot was at a eo;::-l e te at&leac.te , lta d!esol ution ua 
onl7 A ~eation of tiae and eir~atanea. 

~_1/f A, W~rth, op. cit. , p. 274 . 
c 'l'hia 1neludee vote s coot for 

Soci alists . 

c&ndidete• who Later becace D1oa1dent 
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evidentl y concluded, end ~te richtlJ, that tbo !oreicn policy 
o f the PopUlar i'ront did not need t o be taken oeri<r~aq. If 
Blum wa o r eady to r et r eat on the Sp&nioh ior~~ where h1e l egal 
L~d etratecie position waa oo otroOG, t here waa no reaeon to 
be &!raid of the French government in o ther quarter• where 
otrategic factors were unfavorabl e to irance , where the legal 
pooi t ion could be coofUeed and where t he polit i cal issues were 
leu c lear-cut. 

Tho reoult of the abendonment of t he forcicn policy of the 
Peop l e ' a i'ront was dhaatr ouo, The unity of the 100vezaent ma 
broken at the botto~. 'l'he rank and !ilo or t bc Socialiot Party 
cenood to attend tte neetin&o &nd deaonotrat iona of t he People'e 
Front , beeauae the Spanish qu.eotion wu certain to be raised 
there end t he Spanieb qu.eotio~ wao a oubject o! painfUl bacil­
iation to the entire Socialht Puty, '1'0. Socialists .:ere ea:­
bittered by t he Co~unieta 1 attacko on t heir pOoi t loo on the 
SpL~ioh q~estioo, 'l'be7 felt that t he Coacunioto were taking an 
uo!ai r advaotege in p osing as t he only true !rier.do of Spain in 
France. Tbey felt that it wee eaoy for t be Co~~iato who, 
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after all , did not have the r eoponal bl lity of office, t o be <.ilitant 
in their tr"pport or Spain. The Co=niotc, !or t heir part , r esented 
the 'tooycott by t he Soc1Rl1ot PIU'ty of all t he deconatrationo or­
b&nized in oupport of tho Spanieh Republic, 

The hatred and Jealouey which had chnractorl zed tho rela tlon­
oh1po of t he Social!et and Co'IUlllllliot po.rtiee e1nce 19:::0 , V1hi cb 
had never been compl etely overcome by t~ co:mon nctioc o! the 
Pooz>le ' o Front , appeared egaln more violent tbnn ever. The great 
JOIU'Ml of tloe ColliCU:IiGto, L' liu-.anite, a t tacked tbe !or eiGJl pOlicy 
of the :Blwa Gover=ot daily . IA Po~ro , t r.e chi ef Sociallot 
newopaper , replied by o!farin& ita cc:uana ~c c r i tics 
of the ~thole Paop le' o 1root :::l?\'811ellt and part1cularl7 of '~'-" Co:cwtlot 
Party. 

On econollic policy it ,... t he Radical• wbn reduced the prc ­
£1'c.:> of ~Joe Popular i'ro;t to co:oplate i:>J'O t ooce. 'l'~ liMicalo n 
controlled the Senate ( bece.uae of t he enorcoua over-7epreseneat!o. 
o" rurnl co-:runea in senatorial clect1oo:.a} , and U:.e- Senatt wtr.lld 

• - t 1 onr the eXI)ort of 
hear no th1DG of p rogressive taxat ion or con r o · . • 
c apital, ~itbout theee too =eaourec t be econo~c pol1c7 of the 
Popular Front was reduced to an empty ohell. 

l!t!.YI n& dioorge.nized a11d dhheartened ito follow_:• o\:~ 
s anish eation and lacking any conotructhe econ e po c • 
t~e Po~ar Front gradually dioeolved i nto It• conot!tuent perto, 
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The Radical Socialis t s j oined forces again >li th the Center 
and Right . For this combinat ion t he only poesibl e econorlo 
policy was one which l ett control of U!e econQOIY to the 
captains of industry end financa , while I,'Ovemr.ent unde r-
took t o protec t t hem f'raa any los" ot con.l'l.denoe which lli" ht 
result f'r<>m popular pre~~ f or sa curl. t y and a redistribution 
of inco;:r.e. 

7. 

'!he return ot the Riv,ht to o<Tifer 

Certain ll(roups on the extrel:8 RiPht has bee~ preparing 
tor a irllltary coup before tte cooplete dhsol ution of the 
Popul.ar "rent. I n the f all of 19371 their ..uitery prepara­
tion~ were di.seove red quite by accident . A "78te:l of 
heavily ~d private araenal~ was round to exist 1n fp~is. 
The equ ' o:r.ent or theae a rMnals, as well AS tl;ej r location, 
su•~ested tha t they were not intended ailtply •or U!e 
limited objeet i ve of bl ackr.lailing Parliarent by means of 
organized riots, like U!at of Febl'\Uiry 6, 19.)4. 

It ·.as not lOll&' before t he politicol bl>~iz of the plot 
"~" revealed, 11t least 1n part . "The Artenale had been 
built by the Sec~et Cornittee for Rovolut ionAr, Action, of 
wnich ""'"'ral llw'e ieneur, C=ndant o! t.l.e ~rreat Chartres 
air base , was U!e head . '!'h<l C. S.A. 'I. proved to be an 
in&tru:::ant of the ""'o HWldred !'cll111e s . D.lke Pozzo d1 "o~"<"o, 
a l eading "asciet and f riend of "ardieu, was procinent 1n 
the C=i~tee . !1 . Eugene Delorcle , a leadino, e"81n¥r of 
the Penboet shipyards end V. lloreau de l a "euee, banker 
and industrialist were anong t..'>e firet ilrplicsted. flut 
1'1\lbsequent eviden~e n:ade it cl ear that U!e supporter s of 
tne C.S .A.R. were even ~ore po~errul and 
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10ore reopected tban ~hese, The tr io.l of t!c.e C.S . J..R, led 
otral.t,ht to the Etoi.e boabingo and the :Etoile boabings had 
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been carrhd out by the e.,.Pneerlng depart~:~ent or the loilchelio 
Rubber 11orke, under the direction of II. C. J , G! gno·.u, hen<! of 
the Oeno1·o.l ConfGde r&tion of French Production (tho French counter­
pnrt o! our Nat! oDD.l Auoolation of llanufaeturero) . 

'l'hrouah tho whole per iod when th• Lon wing pcpere nrc 
earr:t1116 hcadlinec on t he Plot A£al.not tho Rtpabllc, the chief 
Center newcpeper , Lo'remps, carried only a wbdul!d note on M 

1 nil de PDO!• under the rubric 0The Af!llir o! the Keep inc of .lnlo• . 

It should be noted tbet &Uioot nll o! u,. v·..at a::aeol!lt l o! 
e q.UJ)IIent •hi ch bed been a.soeabled in t !l&oc aroo>alo was of Oen:uo..~ 
•.r.d Italian origin. H is ~ot poooi Ue to bel!e•e ~b:lt tUo .,.._ 
t~~~r~ parted f rom these count~tc• without the ectlve cooner~t!on 
of G•raan and It~an of!icialo, It I• e~11, d!!rle~lt. to be­
liovo tb:lt 1t c~o.ld heve been aooelibled in F'I'Qee w1 tl:.,-~t the 
connivance of highly placed o!fic!alo. 

I =odi&tel y after the discoveries , I!, llarx Domo~, a Socialist 
who waa at tbe.t time !.!biater of the Intorior, !asoe:i " •tr o,.;l; 
... orded atateJOent in nUcb he oeid tha~ the plo t .-ao clearly n 
ooriou• atte111p t against the Republic, y Thoae c-oilt:r wo·•ld oe 
hunted down &nd ~~thleosly punltbod, he o&!d. 

I n !'net , howe·ver, the proaecution of tho &1'!'&1:..· soon be0~ 
to l G&• I~ortant diacov~riea cont4~od to be U&de , it is tr~e, 
but they • are mont l y made by accident or b:r scooping Jo.rn&lioto 
or tbe Left wing pe<>•~•. Tbe Sur~t• ooon epna&rrd to ~.a•• lo•t 
ln toroot in tl:.c ,.,..... l!et>berl or tbe C. S. J..2. confesa~d to t-&Y!:>;; 

or a:ti:td tho =rder of Carlo and l;ello Roulll , leaders of ~!:a 
An~!-F~clat Italian exiles, ~~t in Gplte of this co~es21ca, 1~ 
•pHc or the clearly establiohed fact that t te C. S. J..2. ~..:d •~-
c&&•d. in O.S£&1S1n&tions , bO!:!bin£1 , 10 'he tale Of fTench :.il1te.r;r 
••c-reta to t~ Fasc1$t Axis, a.n4 1Dr£e ecnle cdll tar:~ ;-rf'p~e.ti?r.a 
ac;&inot the Republican ret;i::te , t he prO .. C'JtiOO or tl:e c.s.- P. • • 
waG q.Ua Uy dropped. AI: far u •• lo:notf the atrlli r h-1-1 never ;;o . 
bo.-ond the Instruc t ion. The tre&t~nt o! tbe C, S.J..!!. a:: the 

moat ~;l~>rino contra•t w1 tll the ..-~tblaa• proaeCJ.tioo _:o " ( , 
mili tant &nti - i ascist exiles heve boon oubjoctod In rranee. Today 
S~aniah re~· ~•os i n Fr&nce receive troatnent which CAD only be ) 

•• """'l:t- __ , ·1 ra in ve.aciat cou.ntriet . 
cotr,>ared w1 tb t b.•.t accorded poll 11 ..... P' eo no • --- ----
lf Fontenay, op. cit . , paJe ~. 
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Eopeci&lly einee No•eobor 13}8, the !orceo of the Ceoter 
Mel Ric;ht h$ve been eteadll7 increMI IIC t~.eir autbor!t;r I n hence . 
Their power h$a beco:ne al.moot unch$llanced o!nce t he outbreak of 
wnr Md the d1e1ntegr nt1on of tbe French Con:cllniet Pr.rtr . 
"0oMUn1all1" 11 being uaed a.a an excuet to atrile at every 
oppoei ti~n move~•nt , and it !o a very offoetive ex~>•e because 
1 t can be clothed i n the r hetor ic or putUng down national t r eMon, 
The Soci&liste , at pr esent , have vor~ litt l e ronl otrengt h; 
they are not strong enouch even t? force a di •~~aeion of ~anee ' a 
.. ar a1a e, &ltd certai ~l.y t hey ca.-.n~t defend the !'rench trade uni ooa 
'" tho Labour P&·ty h dol ng 1 n the United ltl.ne<i~ll!, 

!ievertl'o.eleas 1 t W\tld. be un.wioo t 9 project a plctu.r6 of CO-X'leu 
ooci:.l cnlm in Fr.:wce for the (.unticr or tho war, ?be :Tuch 
peo,le c?~atantl7 surpr1aes~~ual obaerrcrc by it~ ~ee~r:e~~l7 
cr:.t1cal &ttitude ton:da all 80v,.:n:e~t a"\! e8pteiall;,· ':o':rr..rU 
&."\y ..,rat.litous displ.a.:f of 8.J t~or1t:t. ll'~· t1~ ct.:i'\ictra~ion, 

l':o nve:- , aee.aa l1kel7 to be eff•etiYelr dictatoriAl. !t ia 
r.u- t llrr pou1ble t~.3t a pen:a.•ut P.1tl:t 'rinc dic:ators!:.i; 'rill 
r:'r'e froc the oreaent war in Fr-~c•• On t~A ot~~r ~~; . it 
t.o.Uc! 'be folly to be conf1 dor~t about M;t or.rl:· •.n4 ea.ay •!1c-
"at 1on or Fre~ch de~c~et lc a~ eqoal itarian trod!t•ons . : ho•e 

wloo oxpect a loDG a:W. hard- f OIII;bt Wl\r to 'brln,; out ~ot~.i:>;;; but 
tte apiri t of "r..ational union" i n Frco.."l~"'f nre due for soce ueat 
aurpr l•ea. 
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Treaeury Department 
Division of Tax Reae&reh 

D& te ........ ·----···-'Al'lJ.[1!9.·----··-19:18 

Mho CheWlC8T 

On J&ll. 10 at the 10130 J. M ccntereooe- Mr.Blo-acb 
b&llded t he hcretar;r the origill&l. ot t he at tacheen t. 
You &8¥ vent t hio cop;r for ;rour information. 

Pleaao note th.'\t attar the conference a c~w~&• vae 
udo on pace 10 - line l2 - ve aa4e a chelle• fro• 
"fhe 1933 Ac-r1culiural1 - to: !he~icultural. 
! BlS ClWIOI DOSS 10'! .Al'PUil OJI !'Iii IJ OHOfl.u. 
TYPED OOP'C . 

Tbio cor rection 11 a aiJicr one, becaDee the oaae 
vordlQC appearo both 1D tbe 1933 and 1938 law. 

OGHlllllpbr1 .. 

IIR. BLOUGH 

' 

·~ 
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IIIUU BELlTDIG TO 'lBI 111008 CERTiri<aTE PLAII 
roR A<HUOUL!UR& 

!be U.Oloo of a poll or w1 th rupoot to tho 1noo• 

oorClfloato plaa tor asrloalturo 1nYol••• tho oone14ora­

tloa of a ..-bar of liiUII· It 11 tho purpoee ot th1e 

.. .,....aaa to olarlf)' oorta1Jl ot tho10 1uuoe an4 to 

pro•oat OOM taot1 boar1Jlg on thea. 

I . OCIIIIIDDA'fi018 D SUPPORT OF 'DiE CERTIFICATE PLAII 

!be oGDo1dorat1oa• adYanood 1n IUpport ot the 1noo• 

oortltloato plan tal.l 1ato throe parte: 

( 1) )lora agr1ouUW'al. a14o are neoeuarr, 

part1oularl)' tor oottoa and wblat taraero; 

( 2) 'ftW aldl lhould bo adopted &I a pel'll&llent 

pollo)' vhiob w1ll not ha•• t o bo eorut1n1&od 

aanuall)' b)' eongrou; 

(}) Oal)' \be 1nooao oort1t1oato plan hal the 

•••oat1al obaraotor1et1ol tor aoh1oy1Jlg 

th1• ran1t. 

(l ) Vlth roapiOt to tho point that a ore agr1oultural 

alde are nooo1aarr, aa 1atell1gent ••al uat1on would 

roqulro a length)' taotual and anal)'t1oal dleou111on 
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1noo.. oo~ltl .. ,o plaa woul4 aot onl7 reattl~ tbe 

du1rabUU7 of .U )lrooea' ap'lii&Uural propaa, bla' 

would onl&rp 'ba' Pl'OCI' .. 11114 ••* to ake 1t aore per­

u.Aont. Aooo...U.q~, oenaln quooUou ·~ properl7 be 

ra1eed. lo .. of ,lao .. are: 

( a ) Do .. 1 JMU"lt7 prloe1 MaliaN Ulo ltlad of 

parU7 llhleh U 1e la ~ p11bl1o lntore•' 

to proTlde asrlauUural produoore at 

ao•• ..... •' 11114 p\llll.lo npon .. , 

(b) lbou14 ap'lcnal.tllral nbo141 .. ao to Ule 

agrlGUUural lfi'OUp ao nob, that lo, 

oboul4 'bo ouboldloo 10 'o all tar.ero 

pi"'duolatr a Cl•ea orop, 1aolud1DC oorpora­

Uoao, wlthoat ropz'd to aood tor faa117 

laoo•t 

(o) Doeo tbo proooat dlotrlbuUOII of parlt7 

~·to aDd th&' propoood uDdoJ' tbo 

s.a ... eenltloato plao aln aa 114~to 

~ of aoolataaoa to toaa~~to, obai'O­

oroppero, t~ laborer• aad -u tar­

UDUot 

(4) Ia d- of t1ae beDotlto of all ltlad• pald 

tb• b1 &OY•~'· are til• agrlnltwral 

317 

Regraded Uclassified



• 

• 

-'-
IJ'Owpe 1A IJ'e&hr INlaUn IIIIM tor 

ru.r~hor &14 ~o aoh1••• 'pa:ru:r• ~baa 

.uoh 1D41latl'1oo ao ra1l:roa4a aad ~ 

ll1D1DC, or .aoh g:rcNpa aa the llllallplo:reu 

(2) '1'ha aaoon4 polllt, that paru:r p~aah ahould bo 

adopted •• a per.aDellt pol1o7 'lllh1oll will not ha•o to be 

reoona14ar ed aDd r8Ylawa4 b7 eaoh auoooMlag aoaa1on of 

Congroaa, ooAfl1o~a wl~h aaothor oona14orat1on 1n41oate4 

below, -l.J', ~ha~ aoUIId 'bll4cota:r:r p:raoUoe :raqll11'aa 

upond1tlu'aa t o be aol"'l~11l1&ed por1o4.1oall7· 

!he do110o:ra~1o proooaa ••-• ~\ Ooas:reu1oaal. 

doh:rlll.naUCIIl :rapraHDta ~. Doa:rut poaa1blo a pp:roaoh 

to tha axp:reaa1oll of ~· publ1o v111. !!Ua 1a reoogn1ud 

1n oarta1a par~• of tJae Depart••~ of Acr1olll~•ro'a 

-raa4••· Ia :re~oo~ ~o ~ pa:rU7 p~~·• ~or, 

a ooatr&rT poa1~10il a:ppMl'a w bo ~ak•, -17, ~ha~ 

vb.1la ~ha pro-~ OeJlC:r••• ropreaoau •• pGb11o v1ll, 

auoooo41• OoJlCIN•••• M7 ao~ roproaoa~ u • 

.U\houah ~ro 1a flma aa appa:roa~ aaoaa1J, thoaa 

takiDC ~hla poa1~1oa hold ~~ agr1oult11ral aida ahould 

bo 1140p\e4 aa a pa_. .. ~ pol1o7 outa1do the budget, 

bOO&\lee O~har OOOiloala aa4 1D4\latr1al aroupa han p:ro­

t OOUYO leg1al.at10D ~ Yal'ioaa kS.Dda 'lllh1oh DOad DOt bo 
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r eoondderecl at eaab aeaaion ot OOJIC!'eu. The taritt 18 
the p r1DoJ.ptJ. euaple aent1oned. 

Kaa7 agrioultiU'al OOII80diti .. are proteoted bJ tar1tte 

and, in reoent 1eara, eTen the tar1tt on wheat baa bean 

atteotiTe in raiatnc the tar. prioa. 4aide troa tb1a oon­

a1daration, howaTer, the obaanat1on MJ be llade that the 

taritt 1a either a polioT or a dieeaee. It it ie a polioJ 

intended to aoh1eTe a oerta1n reiNlt the aeaaur .. ehould 

not be taken vhioh would operate t o nullitJ u. It 

inataad the taritt ia a diaeaae, tbe 011re would eeea to 

be ita el1a1nat1on rather than to apread the dheue bJ 

aeaaurea vbioh in no reepeot raduoe the eoonoaio loee 

oaveecl bJ the taritt in a1adireot1118 tba uee ot the 

nation'• produet1Te reaouroea. The taritt bite pr1aar117 

oon-re. !hie propoaal would hit thea again. 

The type ot tax pre .. IU'e attorded bJ the taritt 1e 

nrr dittereat troa the p&J8ent ot sonrnaeDtal ouh 

benet1ta tin&Jloed troa tax••· The d1Ur1but1on ot burden• 

h ditterent, the d1atribut1on ot benet1te 1a different, 

and the etteot on internal ooapet1t1on and produot1Te 

ettioien01 ia d1tterent. 

A 11ne auat be draVIl aoaevbere between the incidental 

etteota ot 1oTerDMntal pol1o7 on the tortWie• ot people 

and the d.ireot p.,--nta ot aone1 toro1bl 7 oolleote<t troa 
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the p eople. fbe latter h .clre naoeptlbh to the dangere 

ot Ill.•••, ud aooordingl7 requ1r .. eore oare ... ·' .,... IOMltlnJ 

to aohleYo u allooaUon ot go•erneental burden• and 

beDofUe ln aooorduoo wl th the publ1o 1ntereet. Although 

l1a1l11r I ONt1117 llhollld no doubt be aooorded to tar1tte, 

tho taot ~at lt hao not boon s1Yon doee not warrant 

nteDdlJIC Uao laok ot IONtlft7 to 41reot gonl'llllental 

pa7MJitl. 

(J) !be tb11'4 po1.at railed ln tuor ot the 1nooM 

oort1f1oato plaa 11 Uaat onl7 tlat plu hae the euenU.al 

ohareotorletloe DOOOII&r7 to aohle•• l arger and .clre p er-
• 

( IUJIIIlt pal"l'T pa;rMntl. U 1e probabl7 true that agrl-

oultural a14e would be larger aad aore per•nent v1th 

thu wltbout ~~ lnooM oort1t1oah p lan. Rovner, t here 

11 aloo ~ p ooelblllt7 that tho ex1etenoe 9t theee 

epoolal taxoe fall~ on ~e -••e• ot the population 

would pree•t a ooutut tarset t or J10l1t1oal a ot1on tobioh 

lll.pt lM4 to a reaotlon agalut both the tax aad the 

beaotlte. 

YlUa Nforeaoo to Ulo aboYI pout• ra1eed ln taYor 

of ~~ 1Doo• ool"tltloate plan, the pon1b11UJ met 

alw.)'o be opt 1n a1J14 that eo• other •thod MJ attord 

rolulte eutt1o1oatl7 approxl•Uns tho .. expeoted of ~e 

oortlfloato plaa bat wltbout He Uherent dUa4Yaatag .. 

ae to 'be oa 'be' eaoo pNforeblo • 
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II . FISCAL CON8IDERATIC*8 AGAINST '1'KE OIRTU 'I CATE PLAII 

The t1eoal OOIU1derat1one aga1nat the 1 nooae oert1t1-

oate plan •• a aethod ot t1nano1ng agr1cuUural parlt)' 

pa;raente are aa1nl7 the tollovtng: 

(l ) An7 plan tor the pa)'8ent ot agricul tural 

benet1te would be leee eubJeot to abuee 

and woul.4 be aore lUel)' to pr011ote the 

publ1o 1ntereet oTer the l ong run 1t the 

tax oolleot1oaa and benet1h were included 

1n tbe bllqet &114. handled 1n tbe , .. 

aanner aa other tax .. and appropr1.aUone . 

( 2 ) 'fhe prooeee1118 tax .. oonet1tllt1 eo h1gh17 

ragreaa1Ta a .. tbod ot t1nano1aa benettta 

aa to be leae daa1rable than other eouroea 

ot rneaae. 

(J) IYea 1.t prooe .. iag tax .. were to be 11aed 

tor t1~~&~~o1nc ~t1ta, tbe 1noo• oert1f1-

oate tax wo1ll4 be t.ntertor to tbe t)'J)e of 

prooeaat.c taxaa wh1ob ware 1n oparat1on 

rro. l9JJ to 1936. 
(1) 'ftwra u nae4 tor a better geaeral oo11Prabena1on 

ratbel' 1haa a eoaeaal•nt or ooatualon ot the 4eta1led 

reoa1ph M4 a:lpM41tare• of Ute Federal OoTeranaat. 
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The adoption 

it aore d1rr1oult 
would aake or tbe 1noo .. oertitioate plan 

to dater.ine the u ount or actual publ1o 
expenditure• and the actual tax bur• r h " en o t e •arioua group• 

i nolu eion ot all publ1c ""f•eN! i­

tbe auba1aaion ot all publ ic 

or taxparera. Onl 7 b7 t he 

turea in the budget and b7 

e xpenditures to peri odic exeoutiTe and l egiel a tiTe ra•iew 

c an there be 

publ1o t'luld• 

An7 aeeuranoe t hat the proper allocation ot 

- .ong the -.u17 publ1o u eee 1e approx1114ted. 

f'Urther.Ore, the el1111JI&t10D or euch ~ 111J>Ortant itea a o 

th te rroa the budget would l1111t the ertecun u .. or 

tlaoal. polio7 aa an 1natruaant or eoonoaio oontrol. 

In the aeaorandu.m eubai tted b7 the Department or 

Agriculture t h e Tlew ie expreued that ' It 1a a ore 

appropriate t o coapare the Certificate Prograa with tariff 

l egialaUon o r a1nilllUI wage and collect1Te bargalni~ 

lagi alation than v1th e xpenditure • under the Budget. Tbe 

l u u e 1a p r1-r117 one or agricultural pol1or rather t han 

t1ecal. poli o )', exc ept ae 1t IIAT atteot other aopropr1at1ona . • 

In point or r aot , hoveTer , th e certificate plan 

inYolvee aan7 aspect& or t laoal polio)'. Under i t o pro­

Ylaiona taxee would be collected and re•enueo vould be 

d1etributed by an agenor or the go•ern11ent. The operation 

or the plan would not dlrrer materiall7 troa th e prooeee~ 

taxea and b ener1t pqaenta pro• 1ded under the Agricultural 

~ AdJua t aent Act or 19JJ• The r aot that i n tb1a 1natanoe 
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~o•e ot 

epecial 

the actual operattou would be oonduoted b:r a 

reYolYtDg fluid and not the general tund doee DOt 

alter the tact that the thoal aepeote ot agricultural 

benefit paraente are eubetantiall:r elatlar to tboee ot 

other goYem•ntal aerY1o .. or e:q,en41turee. 

Purthei'IIOre, the parH:r par-ante proTided the pro­

ducer• ot the 3 or ~ oo .. oditiee COTered bJ the oert1t1-

cate pl.an would not d1tter e1gnit1oantl7 ( except1.ng 

perhepe 1n .-oaate) tree the parH:r pAJMnte wbich are 

nov proYided through the budget and troa the general tund 

to the grovere ot agricultural ooaaocUtiee and would no 

doubt be oontinued tor the oomaoditiee not covered bJ the 

plan. 

In the Departaent ot Agrioulture'e Maorandua the 

Tiev ie e~reeeed that 1 under exleting olrouaetanoee,• 

an lnoreaee 1n direct goTamMntal p.,aente 1 11 neither 

praot1oa1 nor d eelrable . 1 It le urged that Iince Coogreee 

1e not liltel:r to continue to aake dirl!ot appropr1at1one 

tor the benetit ot a particular group, an indirect eube14J 

ehould be proYlded; that auoh 1nd1reot eubeld:r le alreadJ 

being proY14ed induet17. In addition to vbat hu alread:r 

been eald on th1e poin t, lt abould be noted that t he 

pureuit ot the propo eed pollo:r would log1oall7 1n•ol•• 

the granting ot 1nd1reot eubeldlee to numeroue additional 

f groupe. 
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Ia 'be 1Jihren ot thoal plannins an4 -nd tlaoal 

llaJUICe••' pari,,. P&,...nh t o t~re ahollld b e aade 

wUb1JI tbe ba4cet. 

(I!) In regard to the eeoond poi.nt beari~ upon the 

aerite ot prooeee1ng taxee, 1t ehould be noted that the 

oert1t1oate plall would p lace t he burden ot par1t:r pa:r .. nte 

on the OOD-re ot the produote attected. Underl;r1ng 

tbh Mtbo4 ot t1JiaDoing 1a the aaau.pt1on that the 

ex1et enc e ot low agricultural pr1cee beatowe an unta1r 

a4Yaatase on ooneuaera, and that auoh an adY&ntage a1gbt 

properl)' be rec aptured tor t .be benet1t ct agricultural 

pro4uoere. It preeuppoeee that the rewarda accorded b:r 

tbe ..net place to tbe producer• ot certain co .. o41Uee 

are not Juet aad require auppleaentatlon to r&11e thea 

t o aoae apeo1t1ed but Y&r1able leYel e . 

Altboasb 1t ~ be agreed that ' the taraer 1a 

entitled t o a ta1r price, 1 that do .. not di~ae ot the 

q ueet1oa ae to what 1a t h e ta1r price. 

ae a price w1oh w1ll g1Ye tbe producer a f air i nco .. 

1 t lon or vbat 1a leaYee .ndeteralaed the eaeentia quea 

tair. J'larthe~re, a p rice that will g1Te • t&lr inco• 

il tair price to the t o 'be prodUcer 1e aot neceaaar :r a 

con-r. 'l'be oon-r oi.J8bt not be required to pa:r 

--lt1ng under a eoUDd orgaD1&ation .ore tbaa the pr1oe • ~ •• 

Regraded Uclassified



• - 10-

of a«r1GUlt'IU'e. A IIOWIIl organ1ut1on of agriculture 

g1v 1ng fair retunaa to tho .. engaged 1n fa.raiAg would 

aliiO&t oartalnl7 afford lower pr1o" t o oonauaere than 

1 par1 t71 
•• now oo~~puted. To 111p0M on the ooneua.ere 

thrOugh a prooe .. 1ng tax the wrdan of g1v1ng tba farur 

a fa.1r prloe -- wbate·,..r that 11&7 be found to be - 11&7 

tbua rellll1 t 1ll aer1oua untalrneee to ooneuMre. 

S.oh oonoepte •• par1t7 pr1oe and parU7 1Doo• 

cannot ~ aooepted w1th01lt re .. rvaUon. WbUe Congreu 

baa on aaYaral oooae1ona endoraed par1t7 1Doo• IUid 

par1t7 pr1oa •• a leg1alat1Ye obJective, tbeee endorae­

MDh haYe ~en qualified. '%'be 19)~ Agr1oultural 

AdJuataent Aot, tor azaaple, 1natruote4 the &ecret ar,. of 

Agriculture to aaelat t~r• to obta1D par1t7 pr1oee 

385 

aJid parit7 1noo•• 1 11leotar ae praot1oable1 at the -

Uae that 1t 1Datruote4 h1a to a .. 1et 1eon-ra to obta1D 

an a4equate a114 atea47 auppl7 of euoh oo..o4.1t1ee at fldr 

pr1oee. 1 Aotual par1t7 pa7Mnte to tbe f~r• are to be 

aade onl7 whea, ae, all4 it, aD4 t o tba extent th.at, 

appropr1at1oaa are aede tor that purpo ... Even 1t the 

pre .. nt oonoept of par1t7 pr1oe IUid 1ncoae be accepted, 

the tleoal aetbDde of proY1d1Dg thea are eubJect to 

turther ooae14erat1on. !be queet1oD 1 ... 41atel7 at b&D4 

ie wbether a tax 011 tba coniUaer ot certain agr1ou1tural 
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oo..od1t1ea 1a the dee1rable .. thod ot t1nano1ag 

p a,aenta to the grovera ot thue oo- od1t1 ... 

!'he oert1t1oate p l.an woul d 1- 0 11 a t - r u on c ertain 

neoeea1t1ea. It would tax the oonallllpt1on ot wheat , 

cotton and r1oe. E2:per1enoe v1th the prooeu1ng taxee 

UDder the Agr1oul t ural .A4Juetaeat .t.ot ot 1933, 1nTal1dated 

1n 1936, 1Dd1oatea that the burden of t u .. on theee 

cOIIIM)d1t1ea .cud tal.l , 1n large part, on oonauaera. 

Inaeauoh aa the oone-r e xpenditure• t or the pr oduct• 

ot tbeae agricul tural oo~1Uee a ccount tor a .,0 b 

greater p roportion ot the total expend1turea ot 1nd1T1-

duah and taa1l1ea v1 th aaall 1.noo .. e than ot the total 

expend1 turea ot tho .. v1th larger 1nooaee, the burden ot 

the tax would be regreaa1Te. It would bear aore ben1l7 

on tboee v1tb ..all 1nooaea than on tbo .. v1tb larger 

1nooaea. 

!'he tax .ould be unuauall J ragre .. 1Ta tor 1t would 

be 111po .. d on pbJelOal UD1U of an agrlGUlturel oo~dltJ , 

vltbout regard to the pr1oe o f the product coneu.ed. 

Unl ike a aalea tax .blob 11 1apoaed on the baala of prloe , 

the oert1t1oate tax would be 1apoaad on the baa1a ot 

velght or TOluae. Low 1nooae ooneuaere pur obaa1ng low­

priced ootton article a woul d P•J a b1gber t u v1 t b each 

• - ooae oon auae r e purobaa11"4! b1gh­doll"r ~ent than higher .o.u 

0 priced oottOD art1olee. 
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It 11&7 be ~at in eoae oaeee prooeuore would t1nd 

it ne oeaaarr and practical to traneter eoae ot the t&X 

burden fr<D their low-priced t o their hlgh-prloed produou. 

Under the 1nYal1dated prooeaalng taxea c~arettee, t or 

lnatanoe, app ea.r t o !:aYe bome a cre than thelr abare or 

the tobacco taxea. Thia t:rpe o f adJuat .. nt, howeTer, 11 

Ter:r unoer tai.n and cannot b e predloted aa a llkel:r 

o ccurrence i n the oaae of otbtr produote. 

The rate of taxatlon oonta11plated b:r the propoeed 

oertlfloate plan 1001l l d be far heaTler than the ratee 

'llbloh ln the paat ueuall:r ban been applled to neoeu1 tlee 

ln the United Btatea. The general .. 111 taxee 111poeed b:r 

etatee ln no 1netanoe exceed 3 percent of the amount of 

the traneactlon, and aoreoYer, ln aan:r oa•••• exupt taM 

produota troa taxation. 

The rate of tile tax under the propoaed cert1t1oate 

plan would be equal to the dltferenoe bet ween eett.ated 

pllr1 t:r p rioee and the aYerage t&M p rloee of the particular 

agr1aultural oo..oditiee affected. In eaae 1natancee, 

the ratee o f theae taxee would be eTen h1gber than thoee 

1apoaed under the inYalldated prooeee1ng tax••· ETan on 

t he ba cia or United Btatee aTerftSe tara prloee preTalllng 

on Deo .. ber 15, 1939, the dlfterenoe between parl~ pr1oee 
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and rar11 pr1o .. aaounta to 30. s oenta per bua'"- l 
o~o~o~: ot wheat, 

6. 2 o ente per pound ot ootton and 31 • 
•o oenta per buohel 

or roup r1oe . A 6-oe.nt t u on 10-oent cotton, t or 

1netanoe, wou l d be equal t o 6o peroent or tho farmers' 

eell1ng pr1oe. The 1mpo e1 t 1on or 1nd1reot t axes or th1e 

Mgn1tllde, euper1~~poeed on an alrea4¥ regreaa1ve rederal­

etate-lo-1 tax q atem, would enerel 7 atteot the alrea4J 

11a1ted p urohaa1ng power or the low- 1nooe e taa111ea. 

The erteota or the oer t 1 t 1oate p lan would be 

e 8pa o1all7 bur d eneoa a to thoee who , Juet lilte wbent, 

c otton and rice raraere, a re reoa1Y1 ng leee than •parity• 

C 1nooaea. There are large nuabere ot otbe r p erson a on 

tar•• and 1n t he o1 tie a lObo haYe 1nooaee and et andarde or 

l1Y1118 ae low ae the grower s or whe a t, oot ton and rloe. 

The whole bod7 ot t he u n eaplored and the under-eaployed 

l aborere in all 1nduetr1ee !BYe l eea than "par1tr• 1nooaae 

and would be eubJeoted t o a beaYJ burden on account or the 

tax. 

I n tbe Department or Agr l oulture 1t 1a recogn1t.ed 

that the oer t1t1oate plan wou ld conet1tute , 1n e tteot, a 

t ax on oon.uaptlon. It hae b een aa1nta1ned, hoveYer, 

ha Ot the tax would be otree t t t the regreee1Ye etteote 

by the 1 progreee1Ye" errecte ot the aX"Oend ituree and that 
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the net rewlt would be 1progreu1Te . • UnderlJtng thh 

poa1t1on h t~ aeau.ptton that the plan volll.d benefit 

a low-1nooae tara gro~p large17 at the expenee ot a 

h1gher-1nooae non-tara gro~p. 

At the o~taat, 1t aho~ld be noted that th11 d1et1not1on 

between t ara and non-tara pop~laUon 11 not wnou
7 

relnant 

to the 1aa~a. 'l'he oert1t1cate plan hae been d esigned tor 

tha benetit ot wheat, cotton aDd riot (ud poea1b1J eo
1
u 

tobacco) growara onl7 . It probabl7 cannot be eaploJed 

auooeu~ll7, and it 1a not propoaad, tor the benet it ot 

the grovara ot tha -.J\7 other tar11 ooaaoditlea. In oon­

aeq~enoa, the plan does not propoea to benet1t the enure 

t&na pop~lat1on at tha expenaa ot the enUre non-tarm 

pop~l.at1on. It propoua, rather, to bene t 1t wbaat, cotton 

and r1oe growera aa d1at1not troa all other tara groupe 

ae wall aa all the n on-tara groupe. 

Tiara are at present 1n the United 8tatee approx1•h l 7 

7 111ll1on tara taa111ea. About 3 aUUon ot theee are 

engaged, to a aaall or large •~tent , 1n the growing ot 

~eat , cotton and rice. Thue, even 1t all wheat, ootton 

and rice growar1 cooperated 1n the AJJ.. production and eoll 

oone1n-at1on prog...-e and were el1g1bla tor par1t7 paymenu , 

the oert1t1oate plan would bene tit not 110re tllan 3 mUlloa 

tara taatliel, at thl e:xpenee ot another group cone leUng 
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ot ~ a1ll1on tara taatl 1ee aore than 22 • a1ll1on non-tara 

taa111ee, and ee·nral a1111on 11~1e 1nd1Ylduale. 

Koreo~er, t~ plan, 1t adopted, aay not be ot muoh 

h elp to eo• 'llbea1i and cotton g-~ere. '"b •v~ • at l 11tel1hood 

11 1nd1oated b:r the taot that a portion ot the .meat and 

cotton grower• produce theee CCIIIJIIOd1Uee 1n euoh P all 

quant1t1ee that the benet1te th e:r would r ece1Ye from 

the1r mare ot the cert1t1cntea, 1t the:r coaol1ed v1 th the 

tara prograa, wauld be otteet largel:r b;r the1 r ahara ot 

the tax burden ae purohaeere of wheat, cotton and r1ce 

produc t e. 

'!'he oert1t1cate plan 11 ea1d t o he~• 0 progreee1Ye" 

ettec te beoauee the •~•rage 1ncoae ot the tara population 

wh1oh would be benetUed 11 lover than the a~erage 1nooae 

ot the non-tara population which would be taxed. Hovenr, 

a cc.par1eon between tara and non-tara population on the 

bae1e ot p er oap1ta 1ncoae1 11 eubJeot 1io a1e1nterpreta­

t1on. '!'he 1nooaee ot the tw g roupe are not ooaparable. 

A dollar ot 1nooae 1n a J'll.ral area 11 eoaeth11!8 ent1rel;r 

d1tterent troa a dollar ot 1ncoae 1n an 1nduetr1al area. 

Ite purohae1ng power 11 different becauee the coat of 

11Y1ng generall:r 1 1 lover 1n rural. than 1n urban erea a. 

For tho .. on taraa, food, h0ue1ng and clothing, t l!ree 

111port1111t eleaante 1n the budget of the low-1noome group e, 

(; require a ••ller expenditure than tor tboll 1n the o1Uee. 
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In oa.pa.ring the 1nooae ot the tsna and the non-tara 

population it ie eapbaehed that a l arger proport1on ot 

the tara popul&t ion te.lle 1n the low-inco~~e g roup t han 

ie the oaee 1n the non-fArm population . rt ie pointed 

out, tor 1netanoe. that a ooneiderably lArger percentage 

ot the t&a111ee on oot ton tarme ha Yl low ftnnUe.l 1nooaee 

than ie the o&ee v1th an induetrie.l populat ion. Such 

uee ot percentages, howeYer, doee not br1ng out aoae ot 

the 111portant aepecte ot the low-1nooae problea. The 

peroentagee relate to entirely d1tterent magnitudes. 

~ adoption ot the oertit1cate p lan vould result in the 

taxation ot at least 5 aill1on non-rel ief t&a111es w1tll 

inooa .. ot lees th&n t 7!10, tor the benefit ot wheat, 

cotton and rice growers , only part ot whoa haYe such low 
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1nooaee. In add1t1on, there vera 4 cnn 
00 •JVV• 0 relief families 

ot vboa 6oo,ooo vera tara taa1l1ee 1 , 1 ' 
• :::J n other "Ward a, i t 

1e not e'l'1dent that the net erteot o~ th l • e p an would be 
a d1e tr1but1on ot 1nooae trom higher t o l ow income groupe . 

Moreo•er, ve a r e here deAling wi th tam111ea 'Whose 

1noo•e ra.nge tl'OIIl a1nue quantities upward. Therefor e , 

••en 1t, on the a•erage , the taa111ea taxed had a h igher 

1noo• tbM thoee -.111~ rec aiYad the bene f its, the f ROOU1el 

taxed would a t1ll inolude a number 'Wbo1e incomes would be 

l ower than the 1noomee ot aanr rece1Ying th e benefits . 

1/ In 1935-36, one-third or American tSAil1es are estimated 
to ba•e had inooaee ot leee than $780. No information il 
aY&llable on the 1nooae distribution among 'Whea t , cotton 
and r1oe tarmere epeo1t1callr. Honver, in that y~Ar, 
37. 6 percent ot all non-rel ie f t~trm fami lie s were 
eat1 .. te4 to haYe bad annual income s under S7SO. For 
all non-rel 1et t8m111ee, the oorreopond1ng oroportion 
wae onlr 23. 5 percent. However, 1n actual numbers, 
OYer 6 a1ll 1on non-relier r amiliee hAd incomes lese than 
$780. Kon-rel1er t ara t amlliee a ooounted tor a l ittle 
OYer 2 a1ll1on or the e1x. KoweYer , t~tC11l ies or wage 
earner• a lae accounted tor OYer 2 mil lion. Even it the 
perc entage ot wheat, cotton and rlce growers t .Ul1ng 1n 
thll low 1nooae gro11p were much larger than that repor t ed 
tor all tara tamlliee , the adopti on or the cert1t1cate 
plan would re wlt 1n the t uat1on or at least 5 a1ll1on 
non-rel1et taa111ea with 1ncome1 ot lela than t 7SO, for 
the benet1t ot wheat , cotton and r1ce growers , only pArt 
ot whoa ha•e auoh low lnooaea. In addition, there we re 
4,5QO,OOO relief ram111e e, ot whom 6oo ,ooo werA r~rm 
taa111ee. In other worde, 1t 11 not evident thn t the 
net etteot ot the plan 'IIO Uld be a d11tr1but1on of income 
troa h1gber to low 1ncoae groupe • 
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In other word e , deapite the t11.ot that on the averege 

tara f&llliliee bave lower inoo .. e than urban tam111 .. , 

the plan would tax eoae oon ellllere v1 th little or no 

inooM tor the beneti t of eoae tarmera v1tb rele u vely 

larger 1nooaee. To t hie extent the etfeot ot the p lan 

wou l d be the oonveree ot •progreaa1vene ae. • 

Finally, it should be noted that, aa1de troa 

11aitatio ne on llllJt1awa pqM nt a to 1nd1v1dual tercera, 

the benetite under the oertitioate plan would be d11-

tributed aaong farmer• approxiaately in proportion to 

the present dietribution ot 1no omee. Wheat, ootton 

and rioe growers would benefit in p roportion to their 

noraal production. Therefore, 1n general, taraera 

with large tarae, J>roduoing large •ouata ot wheat, 

cotton or rice would recei•e aore aoney tro• the plan 

than --.11 taraere producing auller aaouata. 

Theee ooneiderat1one 1nd1oate that (1) tbe ooat 

ot tbe plan would be d1atr1buted 1nYeraely to tax­

paying ability , ( 2) the benet1ta ot the p lan tor tbeae 

ooamodit1ee would be apportioned roughly according to 

the pre1ent d1etr1but1on ot 1nooaee uoag the grover e , 

&Ad (}) eoae purchae1ng power would be tran 1terred 

tro. 1- 1nooae taa111ee to hJ.Cber 1nooae talii111U· 
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At all ••ente , eYen if 1 t could b e agreed that 

the oert1f1cate p lan t ax on coneWDe r e for the benefit 

ot producer• aigbt baYe •progr eea1Ye• etteote, it 

would atill be true that the deg ree o r euoh 

•progreeaiYaneee• would be leee t han oould be . a oh1 eYed 

under praotioall7 an7 other aethod of taxation. 
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( )) The third oone1derat1on eglllnet t be ce rt1t1oate 

plan i a that ••en i n the event that 1t 1e deeoed 

dea1rable t o f 1nanoe par1tJ pq .. nte f rom taxes fall ing 

largel 7 on t he oonwaer e ot the ooa modi t1e e concerned, 

p rooeaaing taxea of the t7pe eeplored f rom 1933 to 

1936 woul d be o reterabl e adm1n1atratiYe l y t o the 

certificate plan taxea. 

A pr ooeee1ng t a x oan be ttdmi n1etered r Padll,y b7 

the regul ar t ax-collect ing agency ot 1he government . 

It OM be aore careful ly integrated in t echnical 

detai l & (with reepect to det1n1t1ona ot tax base, e.nd 

exeapt1ona , deduc tion• and r etund1ng prov1e1one ) than 

1e the oaee w1 th t h e c er t1t1oate pla n. 

The ettect1Ye a ppl i cation ot prooe ea1ng taxe s 

require• the i.poe1tion o r oomp enaatory taxes . Floor 

atock taxee are a case 1n point. Und er the i nval idated 

orooeas1ng taxes proY1e1on wac .. de t or compen sa tory 

f loor atoek taxes on l'ln7 art1ola t hat on the date the 

procaaa1ng tax b ec&ae errec tiYI wee held t or eale or 

other d1epoa1t1on. 
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hob oompeneatolT tuee are euent1u to pre•ent 

undue profiteering. 

eepeo1all7 preeent 

The need tor 1uch taxee 11 

when rate ohangee are l1iel7 to 

ooour trom t1ae to tiae. koreo•er, 1n thole inetanoee 

where on oooae1one reductiona 1 t n ax rate• are l1kel7, 

proY1a1on ahould alao be -de tor retunda on noor 

atook1. In the abeenoe ot IUoh proYilion1 , prooe110r 1 

and d1atributore are arpo1ed to beaY7 lo1aea mere17 

beoau•e ot a change in the tax rate. 

Under the prooeadng tu, the 8ecret&lT ot 

Agriculture vas 1natruoted to aeoerta1n whether 1 the 

395 

0 paraent ot the prooeulng ta.x upon an7 bade agricultural 

coamod1t7 1e causing or will cause to the proceaaore 

tbareot d1aadYantagea 1n o~pet1tion with competing 

co..oditiea b7 reason ot exce•aiYe eh1tt• in conaumption 

between auoh co-od1t1al or produotl thereot. • It he 

• 

10 toUDd, ba vee to '9roola1a a tu at a rate ' nece1a&r7 

to preYellt 1uch d1aadYantagu 1n compeUt1on• on tbe 

t1r1t doaelt1o proceea1ng ot the competing oo-od1 tr• 

The need tor th1a tJpe ot oollpen~atolT leY7 18 part1oularl7 

important in a oommod1t7, 1uoh ae cotton, tor ~ab 

important 0ompat1t1Ye aubat1tutea are aYa.1lable, euoh 

a 1 paper, Jute and raJOD• Th1• problea 11117 be acre 

aer1oua 1n the oaae ot the 1ndu1trlal u••• ot cotton • 
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Conothabl:r, a oert1t1oate plan or the trP• 

propoet4 ooul4 be tUppleMnted b:r oo~euator:r tuu 

w1th1D the 1nt ernal rennue •:retell. Whether 1111oh 

oo111peneator:r taxee are 1n tact contemplated b:r the 

proponentl of the plan b&a not :ret been 1nd1oated. 

It would appear that the 1mpol1t1on and ada1.n1etrat1on 

of ooapeneator:r taxee aa well aa the d1apoe1t1on of 

the reYenuee ra1eed would be len auabtreo• as an 

integral pert of p:rooeuing tax .. than u adJunote or 

the oer t1f1oate plan. f o theee ehould be added the 

preY1ouel:r d1toueaed oone1derat1on a: that 1t prooeaa1ng 

ta:xee were e~~plo:red the:r would be 1nol uded 1n the 

budget, that the:r would be leu hidden tro11 the public , 

and that the:r are aore l1ktl:r to be ourrentl:r aorut1nhed 

than the taxu inherent 1n the oert1t1oate plan • 
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