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Me rrl ner 
Eoolee : 

HMJr: 
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HHJr: 

E: 
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H~!Jr: 
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~Jr: 

E: 

HHJr: 

£: 

Hl(Jr : 

£: 

!i}lJr: 

E: 

iiMJr: 

E: 

!IMJr: 

Hello . 

Hello. 

Hello. 

Hello , Marriner? 

l{arriner spee.kin&. 

July 23, 1941 
9:15 a.m. 

Henry ta lltlng. Ho1< are you? 

I'm f i ne. I ••.•• 

Well, a re you home? 

Yeah. 

'.iel l , you sound a e though you were in 
Sen Francisco. 

(Laughs) I'm not. 

l•'ha t? 

I ' m not. 

I see. 

I' m - I called uo yee t erday, and with 
reference to t hat reouired modltication 
you suggested in that Executive Or de r •.... 

Yes. 

• .• •. and I talked t o Bell about it •.•• • 

Ye~ . 

..... and I wondered it it would be poseible 
tor Henderson and I t o talk to you. 

I beg oardon? 

-
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\/hat is i t? 

I couldn't hear you. 

It it would be possible f or Henderson and 
I to talk to you about it. 

'·''ell, her e 1 e the trouble. Dan put up very 
strenuous arguments eno told me t ha t I was 
wrong and gave ell the a rguments. I'm 
leaving at two o'clock, unfortunately, 
and - hello •...• 

Yes. 

.. ..• end I've Just tied oyeel r up like a 
knot in or der to get my desk clear, but . .... 

:.en , I'm - I reel t ha t 1f I ooulo - the -
the way the t hing ie, Henry ••••• 

Yeah. 

.. ..• it i sn 't very eati eraotory; and I think 
if you were in my position , you' d reel about 
l ike I do about it. 

I - I think I would . 

They ..... 

I think I ..-ould; and I thi nk 1t you were 
i n my position, you'd r eel the way I do. 

Well, I thir~ it - I think it- it's eouivelent 
to - hello ••.•• 

Hello. I'm right here. 

Yeah. I say, it's eou1v~lent to a veto, 
really; a nd it' s one agency having a veto 
power over another , and what it really does 
i s give us the responsi bility .. ... 

Yeah. 

2 
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•. . .. on the thi ng , and in ef fect , gives JOU 
the author1 t ;l . 

\~ell , t hat 1sn' t the way • . . . . 

Wha t I - I wouldn ' t - I wouldn' t mi nd a t 
811 t he r equirement s t ha t ~<e advise with 
you on t he mn t ter bef or e we do Any thing . 
The - any other oo••ers we have - !or instance, 
we have - we have po·•e r t o put mar gi n requir e­
ments . 

~e have other oowera , and we r~ve never 
undertaken t o dO any o! them without advi sing. 

>'ell, I - I - you aee the way I ! eel , I may 

3 

be wrong, but it's just the way I r eel. Hello •.. . • 
Hello . . . . . 

Yes. 

I don' t know. Soroebody keene 
wi re. Are you oall i ng dir ect 
or t hrough your switchboar d? 
Uo ahead. 

Ooerator. 

He was cut of f . 

He was? 

ge t t i ng on t he 
!rom your house 
Hello . .. .. 

I f be ' e talki ng thr ou&h hls swi tchboard , see 
i ! you can ' t get hlm directly onto our s . 

All r i ght, I ' ll do thD.t. 

Please . 

Thanks. 

Hello. 

Hel lo . Yeah. This ia a better connection . 

• 
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Hl~Jr: 

£: 

HI'.Jr : 

£: 

£: 

':1~Jr: 

E: 

!w.Jr: 

E: 

- lj -

Yeah. I d~n 't Know . YPah . 7hie i e ouch 
better. 

Yeah. ':iell, whot- ~<he t I wae sayi ng ..... 

\•/ell , I wa e t r ying to explain to you my 
·>osition . 

Yes . 

I mean, so that you could just see lt and 
the r eapon I feel thie way. I just feel 
t ha t we're goi ng i nt? a - well , maybe a 
five yea r ?eriod or verJ , very difficult 
times. Ther e ' s going to be a l ot of these 
thlr.gs. Thia i s only or.!' of JJ&ybe a btllt 
a cozen. And I reel thA t theJ - I oa7 be 
•<rong - a nd it I >~88 in Jour oos1 t1on I most 
likely woul dn ' t Agree to it . Bu t I sim~ly 
feel that the Treasur y has to h~ve the fln~l 
say during what I would call, the coming wa r 
?erlod, ae to anything that might cut across 
its r a ising the money t or the Government. 
No>: th8 t' e - I could t alk f or a n hour end 
that boll s down the way I feel . No~. this 
i s the f irst thing t hat's come u p r ecently . 
In normal t i mes I wouldn't f eel t ha t way, 
bu t I - I do reel tha t way , end I feel the 
res~oneibility terrifically and lt worries 
me and I don't alee~ nigh t s, and I j us t feel 
like her e'e somethin6- today, you and I a r e 
getting along beautifully, the whole Boa rd ; 
but euooosi ng "'e had e ro ... 

:ihy yes. You 're 1:1 thle oosi tion here ..... 

See? And then you say , •t:ell, I' m sorr], 
you can go to hell snd •...• • 

YP.~th. (Laughs) 

"· . . . . l<e ' re goi ng to run thi e thing and eo 
fort!'l a nd eo on." 

~; ell tha t - that has never haDoened. At no 
time has - there' s no time , Henr y , e1nce I 've 
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!IMJr: 

£: 

HMJr: 

£: 

HMJr: 

£: 

- 5-

been in Waehington, have we ever undertaken 
to do anything - whether we agreed or disagreed -
we have always dieoueeed any matter that atfeoted 
the Treaeury. There il this feature - this ie 

5 

a Presidential Exeoutive Order - it isn't statute -
eo that the President at any time can veto that 
Order in fifteen minutes' notice. He can modify 
that Order. It- it isn ' t- it isn't as though 
this was a statutory provision •.••• 

Well, look • •••• 

•.••• because the Preeident- the President's 
got the veto power immediately - any time. 

Well, this ie what - this ie what I'm willing 
to do. Take the thing over. Draw it two 
ways - I mean, little eheets drawn in the 
way I' d like it and the way - like you'd like 
to have it. Seet 

Yeah. 

I won't put any arguments in to the President. 
I ' ll let you present the case. And you can say, 
"This is the way Henr~ would like it, and this 
is the way I like it, and I won't put u~ any 
a rguments; whichever way the Pr esident deoidee, 
I'll be eatisfied. Now, t hat's fair, isn't itt 

Well, the only thing il that if - if - if 
that is in the Order, I'm sure the Board 
wouldn't- they Just wouldn't want the 
Order at all. 

But that's fair , isn't it, Marriner? I'll 
let you present the case. I won ' t send any 
communication to the President. I haven't 
discussed it with him, and I won ' t discuss 
it with him until you 1ee him. Now, what 
oould be fairert 

Yeah. Well, that's all right. That's 
all right. 

• 
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E: 
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It you teal the way you teal about it, 
ot course, you - your -1ou - you've got 
a right to your teelinge and 70ur con­
victions in the matter. 

I do, and I give you my worO I'll not 
communicate with him until you 've seen 
hi a. 

Yes. 

And you can present the oase, but Just 
have a l ittle piece in there eayi ng, 
"Now this i s the way Henr y ' d l i ke to 
have it. • 

I will show him exactly wbat you want -
that you'd l ike to put in -and I would 
put up the arguments to him that I 1 m putting 
up t o you. 

And then tell him how I teel about it, and 
why I t eel that way. 

Is this thing a - just let me mention 
this, then I'm through. 

That's all right. 

The - it i sn 't poeei ble t or us to - to 
restrict the use ot Coneumer Credit with­
out it being favorable to your bond market. 
It couldn't poeei bly be o t herwise because 
what - what you undertake to do i s to make 
i t lapoesible t or - t or people t o - and 
i nsti tuti on• - t o loan ae much i n that 
tield a s they ot herwiee would. You'd cut 
it down, which releaeee tunde available 
tor your eeouri ty market. 

Well, I- I'm conscious ot all that; but 
I Just teel that this is one ot maybe a 
dozen things that are going to come along. 
Thle is the tiret one, and I ' d like to have 
it out on the tiret one. Now, it I get 
licked, okay. There' ll be no hard teelings. 

6 
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Well, nov I ' Te had a chance to tell you 
the way I !eel about it and ...•• 

Yeah. Now you know how I !eel, and you 
can be the advocate a t the Cour t ot Hi e 
Majest y. 

Yeah. All right. Well, I • •• . • 

I'll leave it to you. 

Yeah. Well , okAy then. I'll - ir we see 
the Preei dent about it, I'll giTe him a 
copy or the suggeeted - you like the idea 
generally; I mean, you teal that something 
ought to be done in tble field? 

Oh, very de! initely. 

And the only question 1e that you'd like 
to have the - the veto, in er reot, i e vhat 
it 1e - the - in ot her words, nothing can 
be done without your aporoval . 

That's right. 
way O'Connell 
like 1 t. 

What - the way - whatever 
wrote it i e the way I' d 

I vas - I waa thinki ng that we could -
you could requi r e that we adv1ee with 
you, but you reel that youo~bt to have 
the - the ••••• 

Yeah. 

Well , ae a practical matter, the way O'Connell 
has written it ••.•• 

Yeah • 

• • • • • he eaye every rule, regu.letion, or 
polioy - I mean, the thing ie eo general 
and eo all-inclusive ••..• 

Yeah. 

7 
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..•• . thAt it you made- it you made a 
regul a tion and then you - and you approved 
to the re~ulat1on , and t hen we come along 
and there s going to be all kinde of rulee , 
rulings to be issued. People are going to 
raise questions whether or not t hie i e withi n 
the regulat i on ~ we 've go t to - we'll have to 
issue a lot ot r ul i ngs. They ' ll be in­
numerable. 

Kell •..•. 

You could - i t - i t r eally becomes, I 'm sure, 
the wey that i s, even it we consented to it, 
almost an impoeeible operating pr ocedure !rom 
a practical ooint of view. 

I see. 

That - that every s i ngle thing we did- it 
would be Jus t l ike, !or instance, i n - in 
your free zing ot funds now •. . .• 

Yeah. 

. • . .• and in - in- it you i ss ued a license 
tor every single item. You 've got all kinde 

8 

of rules and matters are handled that they're 
Just innumerable. You don't- you ' d pr actically 
have t o have a member or your etatt of your 
organization , I think, sit right with our 
organi za t1on and you'd have to give t.'lem 
oover to - t o act t or you in connect i on with 
practically everything t ha t vas done. 

Well now, let me tell • . ••• 

Now, I'm sure as a practical matter to live 
up to that thing t o the letter the way it 
i a, that' s what woul d have to be done. 

'tlell , l et me tell you what we do on tro•en 
!unde. l~e' ve got an agreement with the 
State Deoartment and Dean Acheson sits with 
us and a"Mr. Shea tor Justice, and we don't 
make a move unless they agree to it. 

• 
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Yeah, but - in caee ot every individual 
license , I mean, you've- you- you don't 
with reference to policy. 

On policy they paee on everything. 

Yea. Well, I - I - what I'm eaying is lt 
the- if this auggeetion could be changed • .•.• 

Yeah. 

9 

••... to the errect that- that we wouldn't- that 
we'd make no r egulation whatever ~overning th1e 
thing without r1ret - eee, we don t make them 
w1 thout tlrat - ooneul t1ng and adv1sing you. 

Yeah. 

Well, you might eay within a period ot eo 
many days betore it's done. 

Yeah. 

It we then proceeded to be arbitrary, you 
can always ask the President to say it arrecte 
your financing and .•••. 

Yeah. 

••••• and- and ask him to ••..• 

But I don't want to bother him. He- he's 
got toe much and he'e not interested. 

Well , or course ••..• 

He's not interested. 

I kno~, but there ' s sl~eya that- t here'd be 
always that QUestion that he could cancel 
the Executive Order. liell , I've- I'll state 
the best caee I can tor you. 

Well, I - I'm - what oould be tairer? I ' m 
going to let you present it. 

• 
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Well, that ' s- that's all right, then. 

And he'll hear nothing trom me until atter 
he's seen you. 

Yea. Yea. Well, I'll d11ouaa it vi th hlm 
then. 

Okay. 

And - by the way, I listened to your rad1o 
talk last night. 

Did you? 

On the Detenee Savinge. 

Oh, yea. Did you like it? 

I thought it was - I thought it vas very good. 

Thank you. 

I thlnk it- I think it not only vas good 
on the - ought to help the Defense Savings 
tleld • •••• 

Yeah. 

•••.• but I think it ought to be- it ought 
to help generally t rom a standpoint ot - ot 
general 1ntereat 1n the eituation. 

Well, ve were doing it two-thirds tor morale 
and one-thlrd tor the detenee. 

Well, I- I- that'e what I meant. I meant 
that- I think it 1e pretty good- it wae pretty 
good generally speaking- it was put over in­
you must have bad aome preliminary dlsoueaion, 
because i t we~t over Just as smoothly ae i t 
it - as it you were old proteee1onals. 

Well , it was all written out beforehand. 

• 
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Well sure, but I mean lt vae - lt vae 
av! ully well done. 

Thank you. 

Yeah. Well, all rlght then. 

Thank you. 

Good-bye. 

Good-bye. 

11 
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Kr. Grana 
Kra. note 
}(r, Baas 
)lr, lCuhn 

Do you want to do taxes first~ 

I have nothing this morning. 

I have nothing. 

Harold, I wae delighted at the arranga.ant 
of the Bond organization for that broadcast 
that took place here yeetarda7. EYerything 
went ott beautifUlly, Thank 70u and bdegard 
and lCuhn particularl7, and Callahan. 

And Gilchrist. 

And Gilchrist. They did a ewell job. 

The prograa. were wonderful oTar the radio. 

That seven thirty was a good program. 

'o show 70u for inatanca, I waa talking with 
Dan Ball • a fri and, Jl&rriner Eocl11. 

12 
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Bell: 

H.)I. Jrt 

notu 

H.ll.Jr: 

Bell: 

H.K.Jr: 

Granat 

H.K.Jr: 

Wbitu 

H.li.Jr: 

noht 

H.M.Jrt 

ihlte t 

. . 

H.ll.Jr t 

' 
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Gee, that is terrible. 

He eaid, "fou 1111st han worked that out in 
tdnnoe because the thiDg went so 1110othl;r. 
JJid ;rou work it all out In adnnoe,. Dan Bell' a · 
friend Marriner Ecclee ia auppoaed to be intel­
ligent. 

Poor Dan. (Laughter) 

Ha can take it and like 1 t. 

Ju.st like that, 

Incidentally, I had .;, talk with llarriner, 
which uant I listened, and I told lli I na 
Ter;r eorr;r. I was not ohangiDg.;, poeition, 
but he could take oTer two drafts, his draft 
and our draft, and tell the President that 1a 
the wa;r I !el t . I had not oollaUilioated with 
the President, an~ he oould be aT advocate at 
the court. On that baaia we will try it. 
Harold? 

Hothi~~g. 

Bar rtf 

Here is that book ;rou once spoke ot. 

Spoke .on? 

0!. 

When I went to sohool, it waa o!. 

Spoke o!, ;rea. It still ia. That book ought 
to be required reading !or eTer;r GoTe~nt 
ottioial • 

The President aaid ao ;reaterda;r in hie preaa 
conference. 

• 

Regraded Unclassified



Whitt: 

H.M.Jrr 

Sohwaru 

H.V.Jr r 

Sohwarar 

Whi te: 

H.I!.Jrr 

Whi ter 

H.V.Jrr 

\\biter 

H.M.Jr : 

White r 

H.li • .Trt 

White: 

H.V.Jrt 

Whiter 

H.X.Jrr 

11hlter 

' 
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'Mlo did'P 

to everfbodJ. Oh, 7ea, he had the book and he 
reooaaended it at hia preee oon!erenoe, 
didn't he, Chick'! 

kight, air. 

He told me he did. 

He had that and Dave Co7le 1 a little book on hi• 
desk. 

I didn't know that, but I agree with hia. 

For once. 

I have agreed with him before. I don't do it 
as often as I used to. 

What else, Professor Whitef 

I have this telegram. I am wondering whether 
JOU would want to reconsider it. 

~ ahouldn • t it go? 

I don't see why it ahould appropriatel7 go 
froa JOU. I think if we want to we can take 
it up with the English here. 

You don't like it? 

No, I think it better not go. 

You don•t like it ver7 much? 

No, I don't think it ia that important. 

Jll right, if JOU are not going to fight about 
it, I will tear it up. 

14 
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H.ll.Jr: 

Whiter 

H.V.Jr : 

{.bi ht 

H.li.Jr: 

White: 

H.ll.Jr : 

Bell: 

White : 

H.'ll . Jr r 

Ilotu 

Wh1 ter 

H.V.Jrt 

White r 

' 
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Mrs. Klotz reminds me to tell you that that 
letter to Elmer Thomas really ought to go out 
today. 

Well, maybe it is circulating. 

Well, supposing it stops circulating and finda 
its wa7 to Papa' 

Well, it will gather the initials. Do you 
want to sign it before JOU go? 

TwelTe o' clock todaJ. 

.lll right. Jlr. Bell, Ur. Foley, Jlr. Cochran, 
when they get it, will initial it. 

I want it in the hands of Krs . Ilotz so there 
is no argument. It is somewhere around the 
office. 

It isn't in ~ office. I cleaned my desk this 
morning • 

.lll right, it will be on your desk - with or 
without the signatures. 

Give it to Krs. Klotz in person. 

SOllie kind o! an acknowledgment anyway. 

No, I thin.k it h.ad better be handled briefi7 
the way it is and I don' t think there will be 
an7 disagreement . 

(Mr. Haas entered the conference) . 

Get FoleJ - I have already told Bell to tell 
you about Oumansk7, Foley and Bernstein. 

Oumanaky, Fole7 and Bernstein? 

It sounds like a bum orchestra. 

15 
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R.M. Jr: 

'Miite : 

Bell: 

H.U.Jr: 

Bell: 

R.M.Jr: 

Bell: 

H.!.!.Jr: 

Schwarz: 

R.M. Jr: 

Cochran : 

R.M.Jr: 
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It was . (Laughter) 

Continue with the English? ~he answer i s yes. 

'l'ha t i 8 all. 

16 

Is there any answer to go to the State Department? 
You kept the Welle e letter. 

Yea. 

Is he coming back? 

Yes. You might let Kr. Welles' office know 
that he is putting it up to his Government, that 
it should be between the Russian Government and 
the Treasury, and that it should be an agreement 
coterminous with the trade agreement, but outside 
the trade agreement . 

And informal? 

Yea, but just the same thing as I said before, 
just the same. Chick? 
1here is still a t remendous int erest in the 
freezing situation. I think to help the law­
yers, we can blast out a story. 

Have you seen the French? 

I am not sure. Have you seen the ticker this 
morning? 

The reason I am teasing is, the other day I 
had Yadame Tabouia, who speaks, I guess about 
as beautiful French as anybody can. It is so 
good that I can understand almost everything 
she says. It is just beautiful . So I said 
I wanted to hear it because i t is very 
beautiful . So Merle starts talking and he 
jabbers away in French and he says , "Oh, but , 
Kadame, what you ask me in French, that is 
frozen funds, using the English words . • 

• 
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Cochran: 

Odegard : 

H.M.Jr: 

Odegard: 

H.M.Jr: 

Odegard : 

H.M.Jr: 

Odegard: 

H.M.Jr: 

Haas : 

H.M.Jr: 

Plough: 

Cochran: 

' 
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So I said , "Isn ' t there a word for that in 
French?" He s&ya, "Oh, yea, geHs funds , • 
(Laughter) 

You don't mind that, do you? 

No, that is good French. 

You asked about the ratings of the Texaco 
show. 

Yes. 

The Hooper ratings will not be in for some 
time . The C. A.P. ratings should have been 
in by the twentieth, and we are calling -
Mrs. Betts is calling to see if she can't 
get that rating for the ten thirty meeting. 

All I know is what the President told me that 
St eve Early told him, that they are running 
number two for the country. 

Well, I don't think he has the rating. He 
is relying on the old rating. 

The old rating was number three, wasn't it? 

Yes . 

All right. 'Aho am I to argue with the White 
House. George'? 

I have nothing. 

Roy? 

Nothing this morning. 

I wasn't able to get Sir Frederick Phillips 
before I came in, but I am positive he is 

foing to be here beyond the first of August. 
asked him a few days ago . 

1? 

• 
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H.'M. Jr: 

Cochran: 

H.M.Jr : 

Bell: 

H.){.Jr: 

Bell: 

H.M. Jr: 

Bell : 

H.li.Jrr 

Schwarz : 

H.M.Jr: 

Whi te: 

H.'M.Jrt 

White : 

H.'M.Jrr 

' 
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I 
Well, I just didn t want him to leave without 
saying goodbye. 

Surely. I will get him yet this morning. But 
he didn ' t feel that he ought to go away while 
Purvis was going to be away. 

I have said goodbye to Purvis. 

Keynes thinks Phillips ought to stay here, and 
I encouraged him all I could. 

lltbo thinks so! 

Keynes. He doesn't think Phillips ought to go 
back person.ally. He can go back for a holiday 
but he ought to go back. 

I would be glad to have Phillips stay here. 
I get along very well with him. 

I told him that you would. I thought he ought 
to encourage the people over there to send him 
back. 

Just as long as they don't send the editor of 
that other financial paper over here. What 
ia his name? 

Brendan Bracken? 

No, he has been here already. 

Sir Walter Layton? 

Yes. 

Wel l , he isn' t of the other, he is of t he same, 
but a fo rmer editor. Crowther has replaced him. 

I thought he was the same. Is that right? 

18 
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!Cuhnr 

Sulll.nnr 

H.M.Jr: 

sullivan: 

B.ll. Jr : 

Sullivan: 

H.M. Jr r 

Sullivant 

' 
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Yea. Layton waa the owner of "''M Economist• . 
I think he still baa an interest, but no 
editori al direction. 

They ploughed right through until five o'clook 
yesterday afternoon. I think they will !i.nieh 
before noon today, Only two changes in the 
afternoon in the bill . One waa in the exemp­
tion in the excess pro!ita tex in favor o! 
tboee companies mining certain orea. And we 
eliminated that entire exaaption. We bad 
opposed it laat 7ear and the Bouae refused to 
include it. It was included in the Senate 

19 

and then the House bad given i n in confer­
ence but the entire exemption section bas now 
been rsaoved. The ratea on wine were lowered 
a little bit, but tboae are the only two i.pcrtant 
changes . The figure you asked tor aa to bow 
much our loss woUld be if the Treasury' s suggea­
tion on mandatory joint returna were enacted, 
the figure is twent7•four million dollara . 

You would lose? 

That is right. 

Twent7-four ~llion dollars? 

That is all. 

Well, that is not ver7 much. 

Ko, it isnit, You will recall I told 70u that 
Kr. Davidaon of Fiduciary Counsel was interview­
ing a lot ot people who had a large nuaber of 
State and Muni cipal bonda and was drawing a 
atateDBnt wbloh la to be published in full-page 
advertisements, and he hoped that we wouldn't 
object to it, and that be could be tree to sa7 
that we didn't object and we might comment !aYOr­
abl7, and I told you be waa going to aend along 
the petition. I think i t ia a prett7 good one. 
Would you like to bear it? 
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R.M.Jrt 

SUllivan: 

H. li. Jr : 

SUlliTan: 

H.Y. Jr : 
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Sure, ia it tunn" 

No. It isn't tulmf. Some ot the people 
he baa got who &l'e going to sign this, one 
fellow owns 110re tu exempt securities than 
aeybodT else in the oountey and has alreaq 
agreed to sign it. It is in the form ot a 
petition to Congress. 

"We urgentl.T request the Congress of the 
United States to enact proper and constitutional 
legislation tor the purpose of eliainating the 
tax-free income feature from all securities 
ot aey govermaental agena,r, including state, 
cities, counties, and so forth. 

"'t there is no proper method of appl.Tlng this 
change imm.edlatel.T to the aeouritlea alreaq 
issued, we then urge that all new issues be 
made taxable . This would gradually but inevi­
tabl.T reach all issues, because millions of 
dollars of such bonds are being replaced b.r 
new issues eaoh 7ear. 

"Buying state bonds is merel.T loaning monq to 
the state. As long aa these securities are 
legall.T sold, thq will be bought. No one 
can be cri ti.ched tor b117i.ng them. On the 
contraey, citizens of &n1 state would be con­
sidered unpatriotic it tht7 refused to loan 
aon11 to their state. The onl.T possible 
method of closing the door to tax-free income 
is to remOTe the tax-tree privilege. We 
urgent!J request that Congress initiate such 
action immedlatelf." 

Wonderful. 

I think we ought to give them a little en­
couragement. 

91re . Do fOU know who the un is who owns 
the .,at bonde? 

!!0 

.. 

/ 
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Sullivan : Yes. 

ll. l.!. Jr : 

Sullivan : 

I! . !.I . Jr : 

Sullivan : 

H.ll. Jr: 

Sullivan : 

H.M.Jr: 

Foley: 

Vlho is i t ? 

llarshall Field. 

I didn't know that. 

I suggested to this felloll the. t he get some 
governors to sign it and make it more of 
a cross-section. 

What with not having to P8¥ taxes on hi s 
securities and being able to deduct his loss 
from PM, he ought to be sitting pretty. 
(Laughter) 

What else? 

That is all, sir. 

All right. 

Down at Miami we have ten planes that the 
Procurement Division bought for the British, 
and they are to be Lend-Leased. . 

Now, the State Department is asking thet they 
have U. S. markings on them, because t hey have 
got to go into Brazil and they don' t like -
Brazil ian authorities don't like British 
marked planes going in there. 

They are being f lown over by one of the 
subsidiaries of Pan-American employed by the 
British for this purpose . They are being 
followed by a clipper and the clipper arrives 
a day afterward and brings back the pilots. 

I think it is perfectly all right for them to 
go over wi th U. S. markings on them, because 
they are - t he title still remai ns in the 

• 
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1!.11. Jr: 

Foley: 

H. !.!. Jr: 

Foley : 

Bell: 

White: 

H.J.I. Jr: 

Foley: 

H.W.Jr: 

Foley: 

H. J.:.Jr: 

Foley: 

H.M. Jr : 

Foley: 
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United States to all this Lease-Le.nd equip­
ment, but I thought you ought to know about 
it in case something happened to them. 

When does title pass? 

Title doesn't pass . The stuff remains in the 
Uni ted States all the time. We just let 
them have the use of the stuff. 

Is that true with all of it? 

That is the position that they have taken over 
there in respect to all of it. 

Leased, isn't it? 

Why doesn't it have Brazilian markings if it 
is going to be in Brazil? 

It is going to Takoradi . 

It goes to Trinidad, Brazil, and Bathhurst, 
West Africa. Over there the mechanics will 
chan~e the markings and meke them British 
marklngs and put them in shape to be flown 
up into the lkdi terranean country. 

All right. 

Here are the people that you wanted to go to 
llani.la. 

\Vho else has seen this? 

Merle, Har ry, Delano. 

Bell? 

No, D&n gave me his proxy because he had to 
go down on the Hill. 

22 
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Bell: 

H. M. Jr:. 

Foley: 

H. l.I.Jr: 

Foley: 

Whi te : 

H . ~I . Jr: 

1'/hite: 

Thompson: 

H.M.Jr: 

Foley: 

H.!.I.Jr: 

Thompson: 

H.M.Jr: 

'lhompaon: 

' 
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It is all right. 

From Pehle's office,~ . Saxon, thirty-five, 
bachelor, with blue eyes, James J. Saxon. 

Why do they put in the color of his eyes? 

For passport purposes. I thought maybe the 
State Department would be interested. 

TWenty-eight, bachelor, with prospects. 

No prospects . (Laughter) 

They are good in the Philippine Islands. 

What was that, Harry? Is it repeatable? 

Really not good enough to repeat . I said 
they would be better in the Phi~ippine Islands. 

Saxon may be eligible for the draft. 

He says Saxon is almost to be reached in the 
draft. 

I don't know anything about that . He is 
subject to the draft and may be called for 
duty at any time, but it will be necessary to 
obtain deferment from the draft board. Ilo 
difficulty is anticipated. 

Well, I won't ask for deferment . 

Well, Pehle talked to me, and I told him I 
didn't think the Secretary would ask for a 
deferment. I told him I wouldn' t recommend 
it. 

No, I won' t ask for it. 

Probably he ought to olear that with his board 

23 
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Sullivan: 

H.M. Jr: 

Foley: 

H. ld.Jr: 

Foley: 

H.M. Jr: 

Foley: 

Klotz: 

7/hite: 

l! .M.Jr: 

White : 

H.ld.Jr: 
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before he goes . 

I don' t think they are going to take any more 
who are twenty- eight. 

Clear it with the draft board before he goes, 
will you, but with no recommendation from the 
Treasury. 

As I understood it, all he was going to do 
was to get permission from the local draft 
board for the fellow to leave the countr,y. 

That is all right, if he can get it. 

Now, in the Comptrollers office , you just 
give their names. 

Well, they are kind of fussy about that around 
there . They didn't want to divulge any 
secrets . (Laughter) 

They don't say what they are. 

No, just where they are. 

That is a scream. 

Are you sen~ Sol Adler? ~as he the fellow 
that was dol'l!l fn Chile? 

No, that was Speigel. 

You are sending Sol Adler because he is good 
or because you want to get rid of him? 

No, no, he is - (Laughter) I will have a time 
living that down. No, he is good, and he is 
on the Far East now. 

He is good? 

24 
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White : 

Jl.L!. Jr: 

Vlhite: 

H.J&.Jr: 

Foley: 

H.J.!. Jr : 

Foley: 

Cochran: 

H.M.Jr: 

Cochran: 

H.I.I .Jr: 

Cochran: 

ii . J.I. Jr : 

Cochran: 

H.JA. Jr: 

Foley: 
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Yes , he is good. 

O.K. 

With the understanding with Mr. Foley that 
we won' t keep him there more than a few 
months at the most . 

All right . What else? 

Nothing else. Are you going to call Welles 
about that? 

tlo. Why not let l!erle handle it? 

All right . 

I had a suggestion, Mr. Secretary. 

lie handl ed the Coe matter very well. He got 
Coe diplomatic status, which we have never 
been able to get before. 

I spoke with Ed yesterday. Should we sug­
gest a vice consul to be assigned there 
fn addit ion? I thought we might get some one 
from Japan who would know Japanese, one of 
their language officers. 

Good. 

You wouldn't need to put that on the list. 

I think that would be good. 

It might make them feel a little better. 

I think that is an excellent suggest ion. 

Won't someboey have to talk to Seyre about 
that and tell him these fellows are coming? 

25 
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H.1!. Jr: 

H.M. Jr: 
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Sure . Let Merle do the diplomatic end. 

I will go over this morning. 

He handled the Coe matter very well, Let him 
do it. 

Bell : Ther e is a question as to whether that 
shouldn' t be done through the Interior, isn't 
there. 

Thompson: 

Bell : 

Foley: 

H.K. Jr: 

Bell : 

H. J.l, Jr: 

Bell : 

H.ll.Jr: 

Yes, it comes under the Division o! Terr i­
tories. 

I should think a cable ought to be sent to 
Sayre on what you are doing. 

The trouble is, Dan, that may tip our hand, 
and they have been very, very careful to 
keep this a secret over in the State Depart ­
ment, and they haven't told the boys on the 
third floor anything about it, and that was 
why I thought it ought to be handled with 
Well es, because he was particularly careful 
that Dean should mention this to nobody else 
in"his office and not t o the career gufS at 
all . 

Well, let llerle handle it. I am leaving at 
two. I will be back here on the night of t he 
thirty-first just t o be here !or t he one day, 
and then I will come back again l.londay. 

The night o! the thirty-first or the first? 

I wi l l be back here on the night o! the 
thirty- first . 

And be available tho first? 

Yes. 

26 
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H. M.Jr: 

Bell: 
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Bell: 

H.ll. Jr: 
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Lieutenant Stephens is at Malone at the 
end of the telephone. He will see me at 
noon every day or sooner, if there is an 
emergency. 

If there is something moves on Japan, I would 
like to know about it, you see. 

AD;r directions, Mr . Secretary, as to what to 
tell the press? 

You can tell them t omorrow when you call the 
thing off that I have gone away for a week's 
r est. 

How long does it take you to get to a tele­
phone? 

I can get to a party line up there in about 
fifteen minutes. 

Would you want to talk on the telephone on 
the Japanese thing if there is anything doing 
on it? 

I can get up to Ualone, twelve miles, in 
about twentr minutes. 

Sure, that i an' t very long. 

Where they have got a good wire . I can get 
up to llalone in twenty or twenty-five 
minutes, if you can f ind me. I recommend 
that everybody take it easy while I am gone. 
I am sincere. We have all worked hard. 
Things are fine. I saw the President yester­
d~ . Very much in the room, I am so pleased. 
After about two months now they have found 
out what is the matter with him and it is 
nothing serious and it is nothing but what 
can be cured, and it has just made all the 
difference in the world. For the first time, 
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I have really seen him gay and kidding, and 
his mind is f r ee . I was with him for forty­
five minutes. They have finally found out 
what is the matter with him, and they ~it 
is nothing but what can be cured, but these 
dumb doctors, I don't know llby they didn't 
give him this certain test two months ago or 
two years ago. To me it is unbelievable, 
because it is something he must have had for 
years now. It is just unbelievable that 
they wouldn ' t have tested that, made that 
certain test, but I t hought everybody would 
like to know that - I mean, he is a changed 
person. For the first time, I have seen him 
his old self. It is the first time in months. 

We have been - on the first of August we 
wanted to take one of our Defense Bonds , aid 
I walked in there and he said - Miss Tully 
came in and said, "Mrs. Klotz, Mr. President , 
wants you to sign a check for twelve hundred 
dollars." He said, "What does Urs. Klotz 
want that for? Why can't she wai t until the 
first of August?" He says, "I am not going 
to sign any check for Mrs. Klotz." He was a 
little annoyed. He sa1s, "After all, I don't 
want to lose any interest on rrf1 money. " 
(Laughter~ Grace says, "Well, Urs . Klotz 
wants it . He said, "You tell Mrs. Klotz 
she shoul dn't bother me. She shoul d wait.• 
Grace said '~1/ell , !Jr . - "he says, "Don't 
bother me .~ So she says, "Well, Mr . Presi­
dent, it is only dated August 1." He said, 
"Well~, wh" didn ' t you say so in the first 
placel Well, I guess I don't get any interest 
on my money anyway." 

Have you got it? 

Yes. But Grace knew, so we started ten days 
early to make the thing in time, and we got 
it. She came in while I was there. 
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Bell: So that is twelve hundred dollar8 that he 
wants? 

II.M.Jr: Yes, he wants his thing on the first . I 
got quite a kick out of it. 

O.K. 
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TREASURY DEPARTMENT 

I NTER OFFICE COMMU NICATION 

D ATil au• 
ro Secretary Morgenthau 

••oM Mr. Foley 

It is proposed to send the following persona immediately 

to l!Anila: 

(a) From John Pehle' s office: 

Richard P. Ai.kin, age SS, bachelor 
James J. Saxon, age 28, bachelor 

(b) From the Comptroller of the Currency's office: 

A. L. Price of Seattle 
L. B. Dunham of Portland 

(o) From the Legal Division: 

Lehman c. Aarons , age 32, married 
T. J.!axwell Anderson, age SO, bachelor 

(d) From Dr. White's office: 

Sol Adler, age 34, bachel or 
Lawrence Hebbard, age 29, bachelor 

It ie expected that Aikin, Aarons, e.nd Adler will sta.y in 

the Philippines only temporarily. 

I am canvassing the situation t~ see whether or not we 

should also send a gr oup of men out to Hawaii. 

• 

Regraded Unclassified



TREASURY DEPARTMENT 

INTEft.O,,ICE COMMUNICATION 

DATE J~ 2J, 1941 

In aecordalleo with t~ ia.ti:'I.I.Ctiono which the Secretaey p.,.0 .,. 1n thio 

110rnlne'• Steff mooting, I called llr. Achooon'o o1't1co at 10:05 a.=. llr • .lcheoon 

wao In a aeetiag, oo I opoke Ylth hh auiotant, )tr. Donald Hioo, vho 1a ent1rel.T 

taa111Ar Ylth Forti~ Pundt Control problema. 

I roe4 to Mr. H1oo t~ lht of poroono propooed for i=odi.ate oe...Un& to 

l·:e.>lla, wlllch lht Mr . Foley bad ouboi tted, and tho Socretaey had &:Pprond, at 

t ho Staff meeting. I alto told Mr. Hloo that tho Secretory of the !rasoury would 

look Ylth fuor u::>on t~ Department of State addi.ag to the groUp in llanila a 

Fo reign Sen ice Otticer with eXJ)erience in Par E.lotorn uttero. I ouaeoted tbot 

oucb an officer mit:bt be a1'allable tither 1n tho Department of State or &aOJl6 tho 

rorolp Sorrtce Ottlcero nov on dut:r in Japan. I raload onoral quootiono, which 

l!r. liioo oaid be would look into and call ae ~ck. 

At 12:JO Mr. Hisa called mo. He bad not yet boon abl e to ••• Mr. Acbooon. 

In reply to my inquiry abo >at paooporto, Mr. Hho bad learned fro:n Mr. Jameo Mc:Xonna 

of tho PaoO:POrt Dirtolon that paooporto are not roqu1nd for direct trenl to tho 

Phlllppino hliUido. If anyone of tho l:l'O"P contoll!Platoo goln& to China , appllea­

Uon ohould be made a t once for a paooport. In eaoo dochlon 1o takn after arriY&l 

lo the Phillppinu to t ra,..l to 1'oroign territory in the Orient, pauporto co>lld be 

obtelood 1D Hanlla. llr. Hioo a«rtad Ylth rq tho~M tbot the ce=bero of t~ ~up 

ohould be dof1n1tel.T on Oommielionor Sayro 1o otatf. and that if paooporto are 

epplled tor, "opeeial paooporto• indie~>ting t hat the bearero are tra,..lln;; on offi­

cial b>lolneu o1' tho Go,.e ...... nt ohould be 1oo..-d. 

l'.r. Hioo and I egrood that it might not be neceuary to withdraw any Foreign 

Sontce Officer tro:n Japan to Yo&Aila at p reoont , o1nco we already ha,.. a :?orelgn 

Se"ice ottlcer , Mr. S&lhbury, on Mr. 5&7r•'• otatt. Mr. Sallob\lrl' opoako 

Jopaneoo and hat had much e~orlonce i n Japan. ao well ao in t ho Department ot State. 

J.ir. Hlao 1o otlll vorldJl6 on the reeo,.,.ndatlon that oomeone go from the Depertmont 

ot State . He tbiDko tbore 1o a pooolbllit:r that Mr. J . llartlett l!icbardo, a 

!'ort1gn Senice Officer wbo formorl.T oernd &o 'l're4e Oolll:l!laoloner at l!an1la, and 

vho alao Jcnowa China, IMY be aent. 

Mr. Hioo io working on the queotioa ot oarlieot poooible tranoportation of 

t he group. l!o Ylll keep in to>lCh Ylth )!r. Foley on t hio oubject and will alto di.o­

cuu Ylth )!r. Foley the quootlon of aalarleo, e~onoeo etc. 

At to iaoti:'I.I.Ctlono to Commluioner Sayre, llr. H1oo eald that the Sta te J)epartseat 

had authorization to comm>lnieate through tho American Oonoul at Y~ila Ylth tho 

Co=atoolonor w~n aattoro of foreign relatione are concerned. In t ueb eaoeo copieo 

of the aou..,._o are prortdod to the Department of tba Interior 1n i'aoblngton, Ia 

the preout inotance, it wao our teol1Jl6 that the aeooage to llr. Sayre oho>lld go 1A 

tho •oat oocret codo, vhieb wo>lld bo pret>lll&bly thar.'had b:r tba Department o1' 

State with lto Cono>ll a t l:anila. -:7. / ~ 
,-" / -~-- ' 
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Jul;y 2S' 1941 
10r30 a.m. 

RE DEFENSE SAVINGS BONDS 

Present: 

H.M. Jr: 

Graves a 

H.V.Jr: 

Grnua 

lfr. Edward 
llr. Sloan 
){r. Sparks 
llr. Buckley 
)fr. Duffus 
)fr . Jlahan 
lfr. Graves 
lfr. Powel 
lfr. Kuhn 
lfr. Callahan 
1l1'. Odegard 

This is the only cop;y of the agenda I have . 

Yes, we have all of that covered. I might 
give ;you some statistice this morniCf if you 
would like to have them. On the bas1s of cash 
deposits at the Treasury, total sales of our 
Bonds, all series, through the 2let, that is 
da;y before ;yesterday, were eight hundred eighty­
seven million, of which three hundred three 
million was the E Bond, eighty- three million 
the F Bond, and five hundred one million the 
G Bond. That is on the basis, I sa;y, of caah 
deposits and understates the true total on 
account of items in transit b;y as much as 
fifty to sixtr million. I might aa;y that there 
is a possibil t;y if not a probability that 
sales b;y the end of this month will reach a 
billion. 

They have got to. 

Well, they will certainl;y go over a billion 
in actual salee, but allowing for items in 
transit, there i• a po•eibilit;y we won't reach 
that figure on that baeia. 
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O.K.. Ra.rold, just - could I get the direct 
mail reports first ao we will be sure to have 
time. 

Yes, from Kr. Buckle7. 

I sure want to get that thing. 

"Teat Series No. 1, consisting of approximatel1 
96, 000 pieces mailed on June 21st at a cost of 
$1,182, is still pulling. The campaign has so 
far produced 234 orders, amounting to $107, 310 
worth of bond sales . In addition, quite a 
number of letters have bean recei ved similar 
to the foll owing : •r have already purchased 
$3, 500 worth of these bonds and intend to buy 
more from time to time as funds become avail­
able. ' 

"Test Series No. 2, consisting of 11 separate 
mailings of approximatel1 ten thousand each, 
went into the mail on Saturday, July 19th. 
These mailings were designed to teat 
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the relative pulling power of a folder and 
order blank versus a l et t er, folder and order 
blank; a new three-color folde r versus a one­
color folder; a new l etter versus those used 
in the first aeries; one state where we have 
active field representation versus another 
state where we have practically none (Michigan -
Kassachusetta ) , 

•other mail order activities already under 
way, include : 

- a two-million mailing to all customers, 
urging them to start buying regularly; 

- a mailing to corporations, associations, 
partnerships, trustees, etc ., featuring "F" 
and "G" bonds; 

• 
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- a mailing to all new customers as the orders 
are recei ved, thanking them for their order and • 
attempting to turn them immediately int o reg-
ular purchasers . 

- a mailing to all regula r purchasers, enclos­
ing three order blanks for distribution to 
their friends or relatives. 

- a large mailing is planned for October that 
will have the advantage of all the conclusions 
that we should be able to reach shortly as the 
result of these and subeequent testa . • 

I have in addition a complete report here 
with samples of the first series of tests up 
to yesterday. 

Well, have any of those gone far enough along 
that you think they are a success? 

In the first series of tests, we have had 
about twenty- three actual mailing days . I 
don't think it is fair to come to any definite 
conclusions for at le aat another week or two, 
because they haven' t s tarted to fall off yet, 
and I don ' t know where they are going to stop. 

That is unusual, isn't itt 

I am sorry to say I can' t answer that either, 
becauae there is no precedent . We have never 
done this before. It has never been done 
in exactly this way before. 

When I come back after the first of August, 
you certainly ought to know then. 

Yea, I should think we could come to some, at 
least tentative, conclusions at that time, 
and I should want to. Incidentally, I will 
collaborate with John Blair, if it is agree­
able with you, in reaching those conclusions. 
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I wish ;you would. 

I would like to very much. 

This song, "Ani Bonds Today", when will that 
new cover be f nished? 

Mr. Powel told me lt would be some time around 
the first of August. 

Why can't they turn that thing out in a couple 
of days? 

lell, a design has to be drawn. Paper is very 
hard to get. 

I should think t he design would have been drawn 
two weeks ago. I got that song in Kay. Isn't 
there even a design finished? 

• design is finished, plates are being made, 
and it will go to press probably tonight or 
tomorrow. 

I don't see why that is, Harold. 

The Government Printing Office, I understand, 
is slow. 

Is it on them or i s it on us? 

i little of both. 

Here we get t he song, we have it, and we 
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just hang around waitinkfor somebody to get 
a cover. I don't see w they can't get a 
cover. I am very much d sappointed. I thought 
they would have the thing printed and have it 
out and available and the publicity. I think 
we got that song, didn' t we, sometime in~? 

• 
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I will have to look baok through the file as 
to exact dates . 

It has already gone to all the radio st at ions , 
Mr. Secretary, and the letters in reply are so 
enthusiastic that I sent them on to Mr. Berlin 
to look at. 

In other words, professional copies are being 
used. 

But I want to get i t in the hands of the people. 
All I am waiting for is somebody to sit down 
in one day and do s cover, I am very much 
disappointed. 

It has been done . 

But I thought you would tell me you had it 
because I wanted to go ahead with this mailing. 

We are going ahead with the mailing on tb~ basis 
of using the --

Harold, it is awful , it is a disgrace, to have 
to use a thing like that , 

Kr. Buckley can gi~e you the f i gures on that 
uiling. 

What is the use of givi ng me the figures? 
We ha~e got nothing to mail out. Berlin takes 
the trouble and we take the trouble, and then 
we haven' t got any songs . 

Would you be satisfied to mail those people 
the professional copies with a statement that 
the f i nal sheet music copy will come? I think 
t hey wil l be more flattered . 

Kr, Secr etary, this task is going to - we are 
still getting a large number daily on that. 
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But if I had copies I would hope to tell Buckley 
today. Now here rou have got - -

A~out t en per cent, 

A thousand requests for fifty-seven hundred 
copies. Go ahead and mail everybody one, Go 
ahead, Let's get the thing in the hands of 
the people. 

Would rou want to mail evecybody one or send 
out this post card again to our whole customer 
list? 

That is what I want to do. 

If you want to do that we don't need the songs 
just yet because we have got to --

They have got to be printed and addressed. 
The chances are we will have the new songs by 
the time the new requests come in, I believe . 

I would like to send a postal card, one of those 
return postal cards, to everybodr that has 
bought a bond since the first of Kay. 

All right, sir. We will find out bow many that 
is and order them right away. 

Order them right away anc then maybe Yr. Powel 
can get somebody to --

Well, you put it that way, everybo~ t hat has 
bought a bond since the first of JAar - it is 
going to be several weeks ret before we will 
have plates for the Mar purchasers, won' t it, 
Gene? 

Yea, it will be aybe a couple or three more 
weeks before we get them right up to date, 
but we have the whole owners' list from the 
time we started. 
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But t hat is a different thing, Gene . 

Yea, I know. 

Kr . Morgentbau said he wae interested in send­
ing to purchasers sines the first of Kay, and 
I am saying we haven't got that liat yet. 

No, sir . 

And will not have it for some weeks, so if that 
ia what you want, we have plenty of time. 

Who did this mailing go to' 

This went to customers, old customers, before 
April 30. 

Purchaser s prior to Kay 1. 

How many are there? 

Two million, approximately. 

All right, I want to me.il lt to the two million. 

All right, we will do that. "nd as Dllllf since 
K&y 1 as we can get. 

But rou had better not put thea in the mail 
unti August 1, because you don•t want a lot 
of people writing in and then sitting there 
we.iting for the copies. 

No, we will have them all ready to go . 

Couldn't we get the post oarda manufactured' 
That wil l take until August 1, I suspect, 

And having them addressed, two million of them, 
will t &ke some time too. We will go right 
into production on thea. 

Will you do thatf 
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Be glad to. 

Wlll rou be read)'? 

Sure, I will have them rolling, anr number rou 
want . 

I would hate to call your bluff and ask to see 
the drawing. 

You can 't, it would be an engraving, but I will 
show rou the engraving. 

All right. 
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Now, I think marbe )'OU would like to hear 
about chain stores and advertising and publicitr 
in Vichigan on that project . Vr. llahan can tell 
us about that. 

Well, Yr. Secretarr, there are now twelve thou­
sand five hundred retailers selling stamps in 
Michigan. 

Twelve thousand five hundred? 

Yes. 

I think that is wonderful. 

And the estimate is t.hat there will be another 
ten thousand added probablr in the next ten 
dars . 

In !.fi chigan alone? 

'!'ha t is right. As of yest erdaf, every town 
of over twenty-five hundred population in 
Wl.chigan has retail stor es selling stamps. 

Can I interrupt rou just a minute? I would 
like to repeat what rou said. I think it 
would be a nice thing to aend Vr. Berlin a 
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letter and tell him about this return and that 
we are going to mail postal cards to two million • 
people . 

I will be glad to do it. 

Because after all, he is entitled to know that. 

Yea. 

Would you mind? It you would just start over 
again, please. 

Yell, there are twelve thousand five hundred 
now selling. Wi thln the next ten days, it i a 
safe to say there will be ten thousand addition­
al stores selling. As of yesterday, every 
town of over twenty-five hundred population 
in the State has retail stores in that town 
selling stamps. 

Grand . 

There are six chains - five chains and the 
independent retail grocers, which adds up to 
around three -thousand stores. Then the var­
iety and drug stores, a couple more thousand, 
and then about seven thousand miscellaneous 
stores that do not belong to the chain groups, 
the re~ar groups . That brings the total 
up to fhe twelve thousand five hundred that 
I gave you. There are two national associations 
participating in Jlichigan. There are thirteen 
local Michigan associations covering practically 
every type of retailer who are cooperating 
and then in addition, there are local associa­
tions such as chambers of commerce and so 
forth . There are a number of those in Detroit 
and Grand Rapids. The mailing has been 
made to a hundred and eight thousand Michigan 
retailers of their tax notices and that was 
a very good bulletin and told thea the whole 

Regraded Unclassified



H.ll.Jr: 

Graves: 

H. 'l . Jr : 

Mahan: 

H.V.Jr : 

Mahan: 

R.l.I,Jr: 

llaban: 

H.l!.Jr: 

Vaban: 

H.M.Jr: 

- 10 -

story. The Wlchigan State Police and the Depart­
ment of Conservation and the State Highway 
Department and the Department of Agriculture 
are all participating in their shows at count y 
fairs and that sort of thing this year, having 
stamp booths and inf ormation. 

}lay I interrupt rou a minute'l Harold, what 
about my suggestion that we ask these people 
to le t us know about their sales'l 

Kr. llshan has the answer on that also. 

May I have the answer on that 1 because I am 
verr much interested in that? 

I would like to do that throu~h thei r associa­
tions, have them collect the 1nformation. 

I don't care how you do i t, but I am very keen 
to have it. 

I think probably we should call for our first . 
repor t about the first of August. That would 
give them a chance then t o --

Could I just make this - if they knew that we 
were going to have that, they might begin to 
set up their books that way so we could get 
the information fr om thea. 

I think mos t of them are already doing it. 

I am very keen to have that. J.G. Penny 
or Sears Roebuck has so many - the name of 
the town and how many stamps they have sold for 
that month. If I could got that . 

I can get that, I am sure. 

That would flow in to George Haas and he wi l l 
put it on his machines, rou see , and he can 
run it off and tell us all kinda of things, 

, 
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t he population, and which towns are doing well 
and which aren't. I mean, it will be very help­
ful to you (Graves). 

Yes . Mr. Mahan's point, which I think is a 
good one, is that this will go bet ter if we 
can induce these various associations to adopt 
this. volunt ary reporting system rather than 
to have it imposed by the Treasury. 

I am mor e than pleased to let him handle it 
as long as I get the results. 

Yes . 

The distribution of sign material is the best 
we have probably been able to make to date, 
because first of all, the distribution in 
lar~er centers was made by the State organi ­
zatlons. Then we followed up with distribu­
tion t o post offices all over the State to 
fill in the chinks and then there is a very 
interesting thing happening which will -
which can probably be duplicated in other 
States , We have practically all of the 
wholesalers in the State of Michigan. Their 
men are carrying stamps which they furnish 
to the store, The wholesalers are buying 
the stamps themselves and reselling them to 
the small merchant and they also carry signs 
so if the merchant doesn't have signs they have 
a small stock which they equip him with, and 
I think probably if we can set that up in 
other States , and there is no reason why we 
can' t do so, t hat will be a very, very 
helpful thing for the whole program. 

We have had verr - the theaters, as a matter 
of fac t, are al - there are six hundred 
sixty-seven motion picture theaters in the 
State supplied with display material and 
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and most of them are selling or will be selling 
stamps . The material, the publicity, has been 
very good. The newspaper press association 
have cooperated, urged all papers to run material, 

The radio stations have averaged three announce­
ments a day or bet ter, and the Cunningham 
Drug Company on July 19th comple:ed their one 
thousandth broadcast since the thing broke. 

Grand. 

There are a couple of other companies also 
using their program. All the St ate trade 
papers have carried material, and altogether 
1t is a very excellent publicity and radi o 
job, and I have gathered just typical samples 
of that material which I thought I would 
pass on to you. 

I wish you would. I don't know how these 
retail stores would like i t if we continued 
to go on like we did last night. Mr. Phillips 
of the Railroad Brotherhood recommended that 
we don't buy l uxuries . 

I think they are pretty much in agreement with 
that , That was something that was di scussed 
in the meeting - the original meeting in De­
troit, and they indicated t hat they were 
interested in seeing people exercise some 
thrift. 

I love this advertisement . Pork and beans 
and Fels Naphtha Soap and Defense Savings 
Stamps . Your old minute man sure shows up 
in funny places . 

Tbere were two hundred thousand of those dis­
t ributed. That is a circular distributed from 
door to door . 
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There is a picture of the statue of the real 
minute uan at Concord . That was ttken three 
da,-a ago . 

I agree with the daughter of the sculptor that 
i f there was some wa,- we could give her father 
some recognition, it would be ftne . 

I went up and looked at it . He wrote his own 
name on the back of it . He wrote •n.F. French 
1873! But 1 t is a nice picture, if ,-ou would 
like to heve it. 

No, thanks . Are you finished , Mahan? 

Yes. 

It is an excellent report. I am delighted, 
If you can do as well as that in every State, 
it will be marvelous. Harold? 

You asked about factor,- distribution of posters. 

Maybe TOU would like to have that subject dis­
cussed next by wr. Sparks . 

Since TOU asked about that, ~. Secretar,-, 
t he large posters have been sent out, large 
posters of theJicture we have seen before, 
with the speci emphasi s on having it placed 
at the entrances and other conspicuous parts 
of all plants and factories and industr1es in 
in the countr,-. In addition to that , we have 
received and sent out the small poster with 
the line across t he bottom, "Ask about your 
payroll allotment plan." Thet also has been 
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sent out with the request that the small poster 
be placed on all bulletin boards and in cafe­
terias and other gathering places of the employees 
in the plants. 
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Have you checked up at all? 

We have just sent them out, sir. 

You see, they went ahead and manufactured this 
special poster to be put in factories , Instead 
of using the words , "For sale at your bank 
or post office," they have, "Ask about your 
payroll savings plan. • Those were just in 
the process when you made your inquiry. While 
Mr. Sparks is on his feet , he might go ahead 
and tell you what is going on in the field or­
ganizations . 

Well, a SWII!lary report of field organization, 
Mr. Secretary, is as follows: We now have 
St ate Administrators i n thirty-one States, 
Deputy Administrators in twenty-five States, 
State Chairmen in tYJenty, Governors' accep­
tances as Honorary Chairmen i n twenty-nine 
States, and in thir t een States the Organiza­
tional Committee has held its meetin~ and 
launched its organization, Twenty-s1x States 
have been visited by field representatives 
from the Defense Savings Staff here in Washing­
ton. We have taken all these Sta tes and graded 
them A, B, C, and D. The A group are States 
in which the organizational work is prett1 
nearly completed, There are four States 1n 
that group, which represents about the - a 
coverage of about thirteen per cent of the 
population, In the B group, where the work 
is well under way, there are five States, 
r epresenting about nine per cent of the fopu­
lation. In the C group, where the work 1s 
already started but has not progressed very 
far, there are twenty-three States, refresent­
ing forty- f ive per cent of the populat1on, 
and in the last group where we have not launched 
any Stat e organization as yet, there are six­
teen States, representing about thirty- three 
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per cent of the papulation, Last week you 
inquired about the salary allotment plans 
with particular reference to the percentage 
of participation by employees in these plants , 

That is right, 

I am afraid we are going to have to let that 
pot come to a boil before we can get some 
definite infonnation. The onlr thing we have 
been able to obtain which may 1ndicete some 
kind of a trend, is that Kr. Jeffers, President 
of the Union Pacific Railroad, has advised us 
that eighty-eight per cent of the employees 
in the'home office are already participating 
and th.a t was within one week after the plan was 
launched . The Fort WOrth shops of the Texas 
and Pacific Railroad Company report an eighty­
five per cent participation within thirty days 
after launching the plan. 

How much.? 

Eighty-five per cent in the Fort Worth shops. 

Keep plugging to get them, will you? 

We have got cards out and we are keeping pound­
ing on that, 

Because we heve got to have information. 

We have some work going on in the States that 
I have included in the unoreanized classifica­
tion. Mr. Graves has been working, as you 
know, personally, on those St ates and there 
are some meet ings scheduled, one with the 
Virgini a Bankers Association, which you spoke 
to me about yesterday. Yr. Poland is in Cal­
ifornia interviewing a good many persons .. 
with a view to picking the Chairman or Adminls­
trator, Ur. Fisher is in Illinois, and although 

46 

• 

Regraded Unclassified



H.J.I.Jr: 

Sparks: 

H.t'.Jr: 

Graves: 

H.M.Jr: 

Gr aves: 

H.M.Jr: 

Graves: 

H.li.Jr: 

Sparks : 

H.li:Jr: 

Graves: 

Edward: 

\ 

- 16 -

arrangements have not been made, there ia 
a great deal of consideration being fiven to 
Mr. Robert D. Stewart, President of he 
Quaker Oats Company, aa a possibility for 
state chairman, 

Of what state? 

Illinois . 

Better check him politically. I think he is 
vei7 active, 

It is his nephew who is active , 

America First? 

Yes, that is right , Yr. Houghtaling is out 
there now and has checked all that , 

Oh, all right. 

It is the nephew that is in the America First 
group. This fellow is your kind on the inter­
national and defense situation. 

All right. Does that complete your report? 

That completes it, sir. 

Thank you, 

Ur. Edward, you might tell us a~out the bank­
ing business, 

Mr. Secretary, as you know, fie started this 
banking program without the idea that it 
wouldn't be any coercion or compulsion or 
urging anybody to do anything . It was all 
on a voluntary basis. 

Nearly ten thousand of the banks are in and 
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there a.re some forty-five hundred who are 
not in. About three weeks ago we got a 
complete list of all the banks who have quali­
fied and sent i t to the secretary of each and 
every state association in the Nation with a 
suggestion that they check that list against 
the banks in the vari ous states and follow 
through and make an effort to bring the others 
in. Since that li st has gone out, about 
four hundred have already come in and there 
are others, of course, that we have not yet 
heard about. There are some l ast - the last 
figures show eighty- two percent of the nat ional 
banks are qualified and eighty-four percent 
of the mutual banks and about f ifty-eight 
percent of t he state banks . 

The state banks, of course, a good many of 
them are very small and haven' t seen the 
necessity of them, some of them, of qualify­
ing, because they say, "Well, we sell them 
a bond, but they jus t go right ever to the 
post office and get them. " We are t rying to 
get them away from t hat . 

Here is something I will leave on your desk. 
We sent this, Mr. Secretary, along with our 
list trying to get them in and telling t hem 
the necessity for them. Some strange t hings 
have developed in this banking situation, 
however. I guess this is a strange country 
of ours. For instance, you asked the other 
day i f I saw lw. Houston. I didn't , and I 
wanted to, and I have wri tten him. The state 
happens to tail the t icket in qualified banks. 

~ich is his state? 

Tennessee, where we bui lt the TVA and all that . 
And Kentucky happens to be the next man on the 
list . But don't worry, they wil l be writing. 

You most likely have thought of t his, but 

Regraded Unclassified



Edward: 

H. J.!. Jr: 

Edward: 

H.M.Jr: 

Edward: 

H.li.Jr : 

Edward: 

H. ~l. Jr: 

Edward r 

H.!.!.Jr: 

Edward: 

- 18 -

with that offer of cooperation from the 
Federal Reserve System, can' t we get some 
help from them - -

You mean from the Federal? 

Well, yes. 

• 

Yes, sir, we are going to get some help from 
them. We have had two conferences with them 
and we have given them all the na terial that 
we have gotten out so far and asked them to 
study it and tell us how they can cooperate. 

Didn't Ronald Ransom go do'll!l and fix up Georgia? 

He is down there doing it . -hen ,he asked what 
he could do, that is the first thing I told him, 
"Go to Georgia." Now, these banks have offered 
to do a lot of advertising. Here is the best 
advertisement I have seen this week. That is 
a Seattl e clipping. Every employee i n the 
bank has his name signed that he has bought a 
security. 

Very good. 

I think, Kr. Secretarr, th~ t the banks are com­
ing along all right . 

I have got no complaint . In fact, I am pleased. 

That is my opinion. 

I am pleased. They are all right. 

Of course we expect to follow through. Here 
is something here that I think is going to 
be very helpful, something along the same 
lines of the selling of the stamps. 

My bank, for instanoe , instead of running a 
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Christmas club this )'liar, ie running this 
tax club. We run a Christmat club, but we 
run it for the purpose - first to sell him 
tax notes if he needs it and next to buy bonds. 

Is that your bank? 

Well, we bought it. These people sell it. It 
is gotten out by the Christmas Club Corporation 
in New York. 

I see. 

A:Il.y bank can buy it . We have already bought 
it. A number of other hanks have bought it, 
and the others will , I am sure. 

Vr. Callahan now. B. Y. , were you finished? 

I would ~ust like to say this in connection 
with your stamp sale program, I think it is a 
fine scheme. One thing came to mf attention 
a day or two ago that I would like to t hrow 
out as a suggestion. The railroads in Canada 
are selling them in all the dining cars and 
you might think about that here. 

I have a report on the press, Mr. Secretary. 
These defense quizzes are now running in 
forty- four hundred and eleven newspapers. 

Vy gosh! 

Of which eleven hundred and seventy-nine are 
dailies . That ie eleven hundred and seventy­
nine out of a total of fourteen hundred and 
twenty-nine on our mailing list. Thirty-one 
hundred and twenty- two weeklies and one 
hundred and ten foreign language newspapers. 

You are better than Walter WinchelL 

I have these clippings here. We have about a 
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thousand papers in here , if you would like 
to look at them. 

No t today, but bring i t back today. I would 
another time. 

On radio announcements , that is one minut e 
announcements , we have run up until yesterday 
one hundred ninety- four thousand nine hundred 
and thirty-one. We have run eighty thousand 
in May, with reports in June of seventy- two , 
and July of forty-one. 

I have got just one auggeation and one 
criticism right on this . This goea for every­
body beginning with Powel and down. I would 
like a little bit more on the stamps and a 
little 1 e s s on the bond a all through the 
organization. 

O.K., I am for that. 

A little more on the stamps and a lit tle less 
on the bonds. I t hink you have done a grand 
job, but I think it \a a little weak on the 
stamps. 

You will notice the quiz today we emphasized 
stamps, and I have. felt that too very strongly. 

O.K. , Harold. 

Yes. 

All along. I mean, backing up - after all, 
if we are going to get the retail outlets 
now, which we are doing, then let' s move it 
more onto stamps. 

If you will look at today's quiz, you will 
see we have more on stamps there. 

I did. I read it. I read it every day. 
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I quite agree with JOU. 

One of the ideas, Kr. Secretary, is that the 
largest chain of movie houaea in the state 
are running children's movie concerts on 
Saturdays and the admission is to exhibit 
one twenty-five cent stamp, and they place a 
date on the stamp each week so that the child 
has to ahow a new stamp in order to obtain 
admission the following week. That is in 
Florida. 

I might add this in just one aecond in con­
nection with publicit7. We are arranging on 
!uguat 23 a baseball day in a011e one hundred 
fifty parka throughout the country where base­
ball players will buy stamps from the post­
master.. 

That is fine. 

Commissioner Landis has okayed it as something 
which they will carry on with the help of the 
state organizations. 

O.K. 

Would JOU like to know what we are doing with 
the War and N&Yf Departwents on the Treasur,. 
Bouse? Kr. Duftus can tell us about that. 

Kr. Graves, I would like to say one word I 
overlooked a while ago. While we onl7 have 
about aasewhere around seventy or seventy­
five per cent of the banks qualif}ing, Kr. 
Secretar7, the beat I c.a ffgure la that we 
have about D1net7 per cent of the total 
deposita because it ia the small banks not in 
ana I will give JOU those figures after the 
first of August. 

No, I know those figur81. That ia insurance 
and--

52 

Regraded Unclassified



Edward: 

H.M.Jr ; 

Edward : 

H.Jl.Jr: 

Edward: 

H.M.Jr: 

Edward: 

H.ll!. Jr: 

Edward: 

H.M.Jra 

Edward: 

H.M. Jr: 

53 

- 22-

I will give it to 70u --

Bank of America has had - the;r insure for eight 
or nine hundred million dollars' worth of deposita 
just in that one bank alone. I mean, that ie 
misleading, it ;rou don't lllind m:r eqing eo. 

I have got a suggestion, just for whatever it 
ie worth. White, the Staie Commissioner in 
New York, who is President of the State Bank 
Examiners, and nr7 friendl.;r, I wondered it 
70u could approach hia &nd ae;rbe get hiA to 
help us with the State banks. 

Yes, sir. 

Bas that been donef 

Yes, sir. The;r have all been contacted. 

But White partioularl;r, so that we can sort 
of bring hia into the fold . Kaybe have hia 
ooae down and pat hia on the back and --

Tbe;r all han those lists and the;r are all 
working on thea right now, and when you ccae 
back on the first of August, we are going to 
give ;rou soae different figures. 

You sa;r Tennessee i t not so goodf 

Tennessee is tailing the ticket. 

Are there a lot of State banks down there' 

Yea. 

Supposing 70u call up Kr. White on the phone 
and sa;r, "Look, Kr. Korgenthau sa:ra he is a 
friend of 70ur1. Couldn't 70u get hold of the 
State BIDting Comadeaion of Tennessee and tell 
thea that the;r are not doing eo well down 
the ref" 
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We alre!~{ have contacted the Secretary of the 
State B Association in Tennessee - -

But I want to get White . 

I would like to give Yr. Houston the chance to 
do it first . 

Well, don ' t forget , ~nita is a good man and 
to follow him, and he is the President of the 
State Bank Examiners Association of America, and 
he has always been cooperative and he is a go­
getter, 

I would just like to give Yr. Houston a chance 
to straighten it out first. 

Give White some other State, then. 

All right, I will do that . 

Try him out on some other St ate where there 
are small State banks . Small ones, that is 
what I like. 

I will be glad to do it. 

You see, I believe in what we said laat night 
on our program, we don't want the big ones ; 
we want the little ones. 

Yr. Duffus? 

On Treasury House , the Navy has designated 
two men here in their Department to work 
with ua nat ionally to put in Treasury Houses 
in the 1a rger cities and to create mobile 
units to work the road into the very smallest 
towns. We are waiting for the Coordinator 
to be named by the Army and then we can set up 
definite plans to go national with the whole 
program. 
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I would like to make a auggeetion which most 
likely Ess~ won' t like, but if ther ar e going 
to do it in New York, I would like to do it 
in Union Square. I would like to do i t - it 
has got a certain connotation, that is where 
&ll the soapbox orators are and everrthing 
else . 

You feel that that ia better than Rockefeller 
Plaza? 

Yes, with the m&ssea . You are right down in 
the foreign born element. I mean, if you look 
at the map of New York, that ia where Kanhattan 
is the broadest, through the middle, and you 
are right there with the lll&ssea and you get 
both downtown and the foreign born, and it ia 
a big park. 

It is a beautiful park. Nate Orback and Moses, 
between them, have decorated up that park to 
the point where the communists are uneaar 
and have gone up to Central Park, and it ia 
now the handsomest park in New YOrk. You are 
right about the m&saea . Ther are around there 
but the Kay Day parade was a ghastly failure , 

Pardon? 

The Kay Day parade was a ghastly failure. 
Comuni sta are uneasy among ao much lll&rble. 

You couldn' t get that show on Rockefeller 
Plaza, and I don't like - I •an --

You are quite right . 

Well, it is just the two ends of the pole, 
Rockefel l er ~laza and Union Square, and I sa 
for Union Square . 
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How would rou feel about Battery Park? 

No. 

liadison Square? 

Second choice. 

We can have the Triangle 

Just like last night, all of ua fellows came 
in our business aui ta and Jir , Green showed up 
in the most beautiful white tuxedo. 

We ought to thank you for your two shots yes­
terday at the beglnillng of this meeting. I 
looked at both of them. 

It is the .other way around. I think the whole 
organization did a beauti ful job. · 

Yr. Secretary, what would you think of the 
Triangle in the middle of Times Square as a 
choice? 

It isn't big enough. 

I meant just for a booth without too much 
display around i t , &a a circulation stand. 

That ia all right, but I like the same kind 
of show as here, and either union Square or 
Madiaon Square, either one will do. 

How do you feel about Central Park as a 
final queation'l 

No, there ia too much feeling about Central 
Park, You go right up againat - you immediately 
go right up against lira. Arthur Sulzberger --

I know. 
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•••• • and all tbat group. I wouldn't try it . 

I know, but I was only asking for an opinion. 
I wouldn' t think it is good either. Bob 
Moses is the man. 

Getting back to "Any Bonds Today", we sent an 
inquiry to the State Administrators as to 
bow many copies of the band arrangement they 
would need for all their high school and college 
bands. Those are ooadnf in and we have printed 
now t wenty thousand cop es to take care of that. 
That is on the band arrangement. 

Wonderful . 

On the radio stations 

Those are printed! 

Those are being printed. We have sent out 
forty-five hundred copies so far . Tbe orchestra 
arrangement was just - which Mr. Berlin had 
made special bas just been received and will be 
printed as soon as Government Printing can take 
care of it. Those will be mailed out. We are 
getting f rom - getting a list of all the pro­
fessional orchest ras in the country, an.d they 
will each be mailed a copy. iJreet aanr of 
them have made their own speci arrangements 
and are playing it now, of course. On the radio, 
we know definitely that two hundred station• 
are using the song an average of five times 
apiece per day at the present time and those 
letters are cOiling in at the rate of twenty-
five a day advising us that they are using 
them, out of a total of eight hundred sent out. 
Here is the report showing we sold over eleven 
thousand dollars' worth of stamps across t he 
street. We have started about fifty-four hun­
dred new albums since it started. 
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Now, Mr. Powel, I think 

Good, Mr. Powel. 

He can tel l us Wrigley. 

I have got two subjects . I can handle them 
both here or one at a time, One is Christmas 
cards. 

Tell us about the Wrigley thing, Harford, 
please. 

All right, We have a little industrial series . 
It isn' t so l ittle now, It is of posters like 
this . I want to give you a show. They are 
coming off the Frese very fast . Each firm 
subscribes to f1fty thousand of them. There 

5d 

are thirty firms , That is a million and a 
half posters which their sal esmen put out in 
appropriate retail outlets . I am going to give 
you a show of them, I just put three in. So 
when we went to Wrigley and asked how he would 
like to be in t hat, he said the Treasury had very 
little salesmanship and why didn't they ask 
for something worth while. Our man told me 
t hat and a couple of us went to Chicago and 
called on him, paving the way by calling on the 
First National Bank fir st , which is his bank. 
They have bought a hundred and sixty-four 
24-sheet posters and have received a hundred 
and seventy- f ive free . wrigley saw the point 
and I now present a letter from him in which 
he gives us about six hundred thousand dol-
lars' worth of advertising and probably more, 

With fishes'? 

No, si r - or yes , ai r . {Laughter } 

The spectacular is being changed today as 
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follows . 

Can I read this and keep it here? 

I wi sh you would . 

I don 't want to t ake everybody's time. 

Most of your assistant s tried to present it 
to you Saturday , or Friday, when you went 
away, and I of course telephoned copiously 
about it. 

There are the f ish and there is what it now 
is going to say at night. 

This is what i t is going to say? 

This flashes on and off. 

Oh, this does9 And th\s is the stamps? 

Surely. That is what you wanted. 

Is that the way t he sign is now? 

That is the way the sign is now, only it says 
"Chew Wrigley's gum." 

I thought you said it is a boy and a girl. 

No, no. That is coming. It is being made 
and here it is. 

Is this our design or h\s? 

That is his f ish and our bond. (Laughter) 

You see , I have been in New York one night 
this whole wint er, just one night. 

Let ' s see how the sign works , Mr. Secretary. 
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Just one ni ght. I sn' t that terrible? 

Here is the boy and the girl. 

And the one night I was to go I was to ~o I waa 
to aee Gertrude Lawrence, and she was s1ok. 

There is the llarine and t he girl, proposed for 
t he new sign. 

This is t he way it is going to be? 

Yea. Half of one and half of the other. 

Oh, i t flashes on 

We divide the run. These are 24-sheet post ers 
and cards. Finally it is going to get on the 
sign. I t i s quite a hard thing to make the 
sign. Then the gum is going to be replaced 
by the album. 

Who designed these? 

Wrigley. 

Oh, I see. 

He gets a doubl e run and we get the other ones. 

He ~; et s it? 

Twice the run. 

How? 

The companies, they are never sold out clean. 
::>o there it is. 

I congratulate you. I think that is a grand 
job. 

We are approaching Coca-Cola next week and if 
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we get the Coca-Cola positions and the Wrigley 
positions, we will be all over America like hives. 

I think it is wonderful. 

And if you would glance at the letter --

I will. I think that is simply swell . I like 
these, too . 

Do you want to know about Christmas cards? 

:;urely. 

There are a hundred million of them sol~ at a 
n.ickel average, a year; a hundred million dollars • 
wo••th. Those are Government figures . It is a 
young man's business and they have forgotten 
whnt happened to it in 1917. In that year they 
sold practically none because Judge Gary 
announced that he and his wife and all the 
executives of their associated companies and 
their wives we re going to end this Christmas 
card racket and gi ''e the money to the Red 
Cross or buy War Savings Stamps. Now one 
old man in the business working in Boston 
named West called them all together and said, 
"This could happen again. Somebody will eet 
up and say, •DOn't send Christmas cards.• 
And he came to see me and I sug~ested that the 
cards contain stamps or stamp ~bums or stamp 
cards . They thought that was pretty hot and 
within forty-eight hours we are meeting with 
all of them. 

Wonderful. 

And the Christmas cards this year, a hundred 
million dollars' worth of Christmas cards, 
will be printed for ]8 sa money by those people 

6 !. 

Regraded Unclassified



t 

H.M.Jr: 

Powel: 

H.l.t. Jr l 

Powel: 

H.J.!. Jr r 

Powel: 

H.'l . Jr: 

~raves : 

Powel : 

- 31-

as a contribution, sold to the dealers so 
it can retail, The dealer will have the stamps 
ready. You can get a oard with a whole album 
or you can get a card with a little - you know, 
cellophane pocket to put the stamp in, and the 
dealers , who are legion, will have the stamps . 

You say that business is a hundred million 
dollar businessT 

i hundred million dollars in money, not count­
ing postage. 

Wonderful. 

At a nickel. The average card isn't even six 
cents . The biggest compa.nles are Rust Craft 
in Boston, Norcross in New York, and Volland 
in Chicago, all of whom we have seen and I 
think t hat pretty nearly every damn Christmas 
card in the country will have a stamp on it. 

It is a sillf idea, but oould we get it on the 
back of pla71ng cards? 

Sure we could. We will try i t. 

Try it. I t is jus t a s i l ly idea. I would 
love it . 

Have you any samples there, Harford, of the 
Christmas cards? 

Yes. I sent an enormous package back to Bos~on 
last ni:rht and within forty-eight hours I am 
meeting" with them again and I will get more 
samples then. 

I remember that you were once with the Conser­
vation Commission and not only has wrigley 
given us these boards, but General Outdoor 
Advertising Bureau baa too, They have made 
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a design and we have approved it, They are 
printing the whole thing, We have no 
printing expense . 

I am like Willllll Green. For aix years all 
his principals said he wouldn't sit down 
with CIO, so I have got to let my conserva­
tion ideas - Bill Green and I. 

Well, I think you don't want to spoil &D1 
beauty spots and if you see them in bad 
locations - are you going to Arizona? 

No. 

Or if any of us in the room see them in bad 
locations, it would be a great favor to Kr. 
Wrigley, General Outdoor, to others who are 
giving them to ua, to report that in so that 
that board may be taken away. 

Can I tell them of · the sign just before I 
turn off to go to my houae, that he owns, that 
spoils the most beautiful view. 

Your house here? 

No, in the country. 

Sure. You mean up in If1de Park? 

Is that about all? 

That is all, 

Again, the only thing, if they can put a little 
more emphasis on stamps . 

Very good, sir. 
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REPORT ON IUJL TESTING 

July 2J, 1941 

Test Series No . 1, aonsistin& or appr oximately 96 ooo 
pieces mai led on June 21st at a coat or tl, l82, i s still 
pulling. The campaign has so tar pr oduced 234 orders, 
amountin& to $107, 310 worth ot bond sales, Ia additioR, 
quite a number ot letters have been received silllilar to 
tbe tollowins : "I have already purchased $J, 500 worth or 
these bonds and intend to buy more troa time to time as 
tunds b~ooae available. " 

Test Series No. 2, oonsistin& ot 11 separate aa1lin&s or 
approxiaately ten thousand each, went into the aall on 
Saturday, July 19th. These mailinss were deaisned t o test 
the relative pulling power or a t older and order blank 
versus a letter, t ol der and order blank; a new three-color 
tolder versus a one-color tolder; a new letter versus 
those used in the tirst series; one state where we have 
active tield representation versus another state where we 
have prsotically none (Michigan - Massachusetts) . 

Other mail order activities already u.nder way, include: 

- a two-milli on mailing to all oustomere , ursin& them to 
start buyins regularly; 

- a mailins to corporations, aseooiations, partnerships, 
trustees, etc., teaturin& "7" and "G" bonde; 

- a mailing to a11 new customers as the orders are r eceived, 
thanking them t or their order and attamptins to turn thea 
i~diately into regular purchaser•. 

-a mailing to all resuler purchasers, enclosing three order 
blanks t or distribution to their triende or relatives. 

- a large mailins is planned t or October that will have 
the advant&&e ot all the conclusions that we should be 
able to reach shortly as the reault ot these and subsequent 
teats. 
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THI! LIBI.AR.IAN OP CONGIBSS 

W.-U.p, D. C. 

Jul7 :<) , 1941 

Deur Henry: 

Your telegruo l"oacbed the Libr ry jw;t after I 

II o left for an outside appoinbont and oi <ln' t c~tcb up 

rlt.ll r.:.e untU W'ter the brosdca&t. I ua p;.rtlcularly 

• d to IIIias it . 

Iauecii a tely after our convorautl on t.lle other 

ovenine; I called f'rancis Hnckett 1 s publiollern, socured his 

~ddreaa in Nantuckett, and wired him to telephone Howard 

Di e t z . So f • r I have had no v.ord fro11 either llowv.rd or 

I r lJloia . 

ll:y very best regards . It uae sreat seeing you 

the ot.ller evening. 

Tho Honor able 
Henry Llorgentbau, Jr . 
Secretory of the Treasury 
r.aabington, D. c. 

faithfllll:y yours, 

£..~ 
Archibald llaoLei ell 
Tile L1 brW'i&n of Congress 

..... 
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JulJ 28, 1941 

Dear llr. Gllrt 

Thll ia juat to tell 7ou that I u a.U,ht.a with 
the u110rand~ 7011 aulaitted to • 011 Jul.T 15. I lib 
)'OW' general approach, 'but I lib partloularq 70V 
apeci!lc pror,aua tor worklac out a lll'lu ot -~per 
ad'ertia ... n 1 whloh our atate an4 local o~tteaa could 
then inaert tor ua. 

I eball he Tef"f gld 1t 7011 w111Jo ahead with thb 
proJect. It h Ulllleratood that 7011 a 70fll' a11ooiatea 
will be aot!Dg tor ua ln workJ..D& out the eu'b]Ht attar 
ot auch adnrtla ... nta. I a11u. that 70u will oontimle 
lo work 1n oloae oollabontlon with lfr, luha an4 •a'bera 
ot the Detenae SaTlnga s tatti and that all oov.r will, ot 
courat, be aubaltted tor the r apprOTal. 

When 7011 o- to Waahington apln, -.blob I hope wlll 
bt aeon, I nnt to tell 7011 again ~ .uoh I appl'toiate 
what 7011 an 4o1D& tor ua. I u ooatl.4nt that tilt ruulta 
art goill& to juatlty all the t~ an4 t hought which 7011 al't 
gi'ill& to tbla probl .. ot oura. 

llr. 91Ul1u D. Gear, 
c/o TiM, Inoorpont.cl, 
50 Rooketeller Plasa, 
new York, R. !. 

FXIblcb 
7/23/41 

!OIIJ'I llDotl'lq 1 

... ., ... , •• tllaat ,., 
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JAI"'"MV 

Haw WAM N HII'tC ,..... .... ,,.. . 

Dear llenry : 

Jul y ::.;. "1. 

Mr . Ku hn a~ tn~ ;r~asury will 
nave t ole you ol' my tblk ·•1 tn n1m 
in regurc. t o t ne liBC broadcast last 
nignt . 1 rouno tnn sonPs all of th• 
so~· charact~r : soulfu l anc dol~ful . 
I t would hav• b•nn oorn •ffect1v• t o 
alt~rnat~ th~m wilh on? or t~o 11v•ly 
on~s . I also woula h v• nr•f•rr~d i f 
th• orcn~stra had not rluy•d conti­
nVeusly , "S:>nci 1 1.y ••h"n thn CO"t'1~n­
tutor sook•. Thn mu t ch ••us soso ; Jlr . 
Kuhn s:.id 1 t .,.,s by Fr .. nk J:jbck ~nd 
1 r-;ali~· th~>t t ho NzoC •Mnt to gnt 
som•thinl!; out oJ' J t ·•hnn th• y dona t <' 
their tine. I l shall l1 r tnn in 8fb1n 
tonigh t al t~ough thn Col umb1& net - ork 
rqbs a vnry noor r~cnn~1on ur hor~ . 
1 &rrang•d wHh .4r . Kuhn th&t 1 ··ould 
pnon~ ni~ if 1 hac a nytn1ng t? su~b•st . 

By t h<'! " &Y, L• .,ms >11ylor •·oulc b'! 
an exc~llent m• n for sup•rv1 sing , ro ­
grams . 

l•liYeys your _; 
tl(.o....- 0 .. , 

/ ~· · --------------------

v • 
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11nnD auns UVIJoa :SOliDI 

lal•• 1l> Jul7 ~ed with J1111o, 19111 
On Baeio of I ooue Price 

~irot Zightoon Buoinooo Dayo 
{Juno l - 21, July L-22) 

{A.oUDto 1lo tllouo&lldo cf 4ollaro) 

68 

CONFIDENTIAL 

Saloo lDoroaoo or Decraooe (-) 

a .. 
JulT Juu 

S.rioo Jl - Poot Offic .. • 37,187 • 29.272 
Serioo 1 - !~o 66.651 llli.Q42 

Serieo Jl - !otal 103,837 73 .314 
Soriu l - BODko 17,923 22,381! 
Serieo 0 - BODko 113.686 143.258 

!otol $2l!j,ll46 $2~8,22§ 

Of!ico of tM locretUT of the !r ... 1117, 
DindoD of R411earch aDd Statiotico. 

1D Julz Co!!p!!'ed wi tll JUDo 

......,.t Percent 

• 7.915 27.of. 
~ 5.hl 

30,~3 41.6 

- 4, l - 19.9 

-~ - 20.6 

-$ l , !jlO - 1.5, 

Sourca1 

l1ote: 

.Ul f1pr411 are 4opoo1to with the !reuurer of tllo 11nito4 Statu 
oD acco1111t of proceed• of oalu of 11nito4 Stoteo Son,.• Bondi. 
~icuzeo lie~• beeD roundo4 to nooraot thouo&D4 &lid will not 
Deconaril;r 1144 to total a . 
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CONFfOENTI/\l 
Dail7 Sales - J~ 1941 
On Baal I Prl o of ...... •• 

(In thou.anda of clollaro) 

Poot Office 
Date .All l!o114 S&loo l!ond s.l•• B&J>k l!ol14 Saleo 

~otal. I Serlo• ll I Sorloo r I Sorloo G Sorloo J ~tal Sorbo II: Sorloo r S.rioo G 

Jul7 1941 
$ $ • ~ · $ 6,16o • • $ $ 6,16o 1 9.505 2,387 $ 595 8,910 1,793 ~ 2 11,612 4,o66 6,701 1,735 9,877 2.331 6,701 

3 15,045 4.903 843 9.299 2,077 12,969 2,827 8113 9.299 

5 22,900 9,589 2,1137 10,875 3.191 19,709 6,397 2,11.H 10,875 

1 11,028 6,315 1172 4, 2112 3,908 7.120 2,4o7 1172 11, 2112 
II 11,226 4,867 1,197 5,162 1,3116 ~,881 3.522 1,197 5,162 
9 16,570 6,277 880 9,1113 2,229 1 ,}Ill ll,o48 880 ~,413 10 11,1130 6,018 6o5 11,808 2,459 8,972 3.559 6o5 ,808 

11 16,311 8,504 1,197 6,610 2,4o5 13,905 6,098 1,197 6,610 
12 12,689 4,1182 86o 7.347 1,672 11,017 2,810 86o 7.3117 

111 13,435 7.7511 1,oll6 4,6}6 3.o6o 10,375 11.693 1,oll6 11 ,6}6 
15 10,083 4, 754 6o2 4,728 1,458 8,625 3.296 6o2 11,728 
16 11,9911 5.541 80S 5.645 1,645 10,}119 },896 80S 5.645 
17 15,~2 6,213 1,1~ ,.930 1,7~ 13.5l3 4,1114 1,189 7.930 
18 12, 4 6,730 83 ,837 2,0 10,} 2 11,689 8}6 11,837 
19 7.553 11 ,513 926 2,1111 1,505 6,o48 },007 926 2,1111 

21 14,136 ~:~~ I 
1,015 ~,016 3,060 11,076 I 4,0~ 1,015 ~ : 016 22 12 1cu 1 208 1611 1 001 11 l<i1 2 81 1 208 164 

Total i2'1~.446 ~1o'I.S'I7 I & 17 .Q:>' ' &1n 686 s 37.187 $198 2~9 • 66 651 $ 17.923 $113 .68.6 

Office ot the Seoretery ot the Trea~. Divi1ion ot Reaear~ and St~ti atic t . Julr 23, 1941. 
Source; .ll.l figurea are d.e poa1 t s v 1th the T-rea•urer of the United Sta tet on ucount ot proceed• of a&le e ot 

United St-e.tea Sarln.ca :Boad.a. 
r-ote: rir.ur·•• ba•e been rounded to neM••t. t.hou.end and will not nece•...,.il7 ftdd. to t.ob . .le. 
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TREASURY DEPARTMENT 

WASHINGTON 

July 2), 191.1 

Tile tollowi.ll& report 1a ude ot st.., ae.lea at 

"Tr•••urr House": 

lul.T 1 - 21 

lul.T 22 

Total 

$10,949.95 

ltltS .ZO 

$11,)95 . 65 

GRAVES 

10 
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TREASURY DEPARTMENT 

WASHINGTON 

11117' 2)' 1941 

»eaoran4um tor TBX SBt:Rtt.&Rr 

ne t ollowiJIC re)ort ia ... e ot requests 

reee1Te4 tor •JAT Boa4s To4&J?• troa t~e experiaental 

ma111D« ot 10,000 oar4a: 

lilly- 1 - 2l 

11117' 22 

'l'otal 

ll'o. Reaueeh 

986 

2.ft 
1010 

No. Copies 

5701o 

CJIU:RS 

7) 

5777 

71. 
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Secreta.,. llorpnthau 72 

!!UpS!> SATiliQS 8hl7 

,Ali'!Al!CS IO'flCI ll.tJ)IO Pj'M!!•KS 

lfllllll>SD.U - J1JL T 23, 1941 

Ti•e• 11:00 - 11115 P,N, 

Program• Kate Smith Speake 
Miao MarJorie L, Spr1ggo, Chief , Women'• Program• will 

. ·preaent Milo Smitb. with 'l'reaouey Departaoent Citation for 
outltandinc merit in promoting the oale of Defenae !Iondo 
Nld StllilP• • 

Station: VJSV and CBS lletwork 

!iae: 

Procram: 

Station: 

Time• 

Progr""'' 

Station: 

Time: 

Procra•: 

Station: 

ltation1 

Program• 

5:30 - 5:45 P,M, 

WJSV and CBS lletwork 

6:00 - 6:15 P,h, 

~aey Ace• 

VhAL and l!BC Blue Network 

?100 - ?:30 P.M. 

10\1.1• lido 

\liAL and l!BC n ue llotwork 

8:00- 9100 P.M. 

IIJSV and CBS Network 

"MILLIONS 1'011 IIZJ'III5i" 
'l'reaeuey Bour Program •tarring Abbott and 
Coatel1o, Irving Berlin, I1ka Cbaae, 
Belen Jepaon , a.r~ond Maaoay , Albert 
Spalding, Alexander Voo1cott, !arey Vood , 
Ref Block' a Ohair and Al Ooodlnan 1 a Orcheotra . 
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Harold 
Iokee: 

HMJr: 

I: 

HMJr: 

I: 

IIXJr : 

I: 

I!MJr: 

I: 

HMJr: 

I: 

l!)I.Jr: 

I : 

I!Y.Jr: 

I: 

IIMJr: 

I: 

HMJr: 

I: 

\ 

Hello , Henr;y. 

Harold? Henry talking. 

Yes . 

JuJ.:r 2}, 1941 
12:55 a.m. 

I'm going awa;y this afternoon t or a week's 
rest. 

Yeah. 

73 

Betore I lett, I wondered it there'd been 
any weakening on the decision ot laat Cabinet ••••• 

I haven't heard anything s i nce then. 

So there 's been no weakening? 

I haven 't heard e thing one way or the other . 

Well , we're ready to move. 

Oh, I don't doubt that. It locka as 1t the 
Jape are ready to jump Indo-China, doesn't 1t? 

It the:r alread;r haven't. 

Yee. It they alread;r haven't. 

Yeah. 

liell , I suopose we'll do a l i ttle more 
appeee1ng. 

I hope not. 

Well- what's your gueae? 
people guessed over there 
storage gasoline the Jape 

Have 
ea to 
hue? 

any ot :rour 
how much excesa 

Oh, we have very defini te knowledge. 

What 1s 1 t? .. 

Regraded Unclassified



HMJr: 

I: 

HHJr: 

I: 

l!l!Jr: 

I: 

Hl!Jr: 

!: 

i!HJr: 

I: 

!!MJr: 

I: 

!!Y.Jr: 

I: 

iiY.Jr: 

- 2 -

Two years. 

Well, I thought it wae at least two years, 
and probably more. 

Well we think or the aviation gas, that 
theylve got two "ears' supply. 

Yes. Now isn't that nioe? 

What? 

That1 e nice. 

Lovely. 

Oh, yes. Oh, the hell w1 th them. 

(Laughs) 

\<ell, that - they stink over there, that 
State Department. 

Yeah. 

Yeah. 

'iill you ••..• 

Well, all right. Good-bye. 

Thank you. 
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TREASURY DEPARTMENT 

I NTK" O I",CK COMMUNICATION 

Secretary Korgenthau 

J. J. O'Connell, Jr . 

For your i.Jli'ormation. 

? 5 

DATa 

July 23, 1941. 

The regular weekly meeting of the Price Administration 
Committee was held in Kr . Henderson' s office yesterday 
morning at 11 o'clock. 

The main topics of discussion were textiles and 
au tome bile a. 

Wr . Henderson and members of his staff discussed 
the recent revision on the price ceiling order on 
textiles, and explained in some detail the considera­
tions that led to the revision of the schedule. I 
gained the genera! impression that the oonoeaaiona 
made by OPACS were somewhat on the generous side, 
but that there was nothing else to do , taking all of 
the facta into consideration. From the standpoint of 
the Procurement Division it was very desirable that 
the log- jam in the textile industry be broken, inasmuch 
as we were attempting to purchase very substantial 
quantities of textiles under lend-lease. Our attempts, 
prior to the revision in the price order , were without 
success, largely because of industry opposi tion to the 
pr ices fixed. Pre.umably we should now be able to 
make our lease-lend purchases in this field without 
the difficulties that have prevented them until recently. 

Mr . Henderson alae discussed at length the recent 
action in OPACS i.ndioating a 50 per cent out in 
automobile production for the next model year (beginning 
August 1) . It was quite apparent f rom hia discussion 
that he is having hi a dilficulties wl th OPK, with 
particular regard to the jurisdiction and authority of 
each. He indicated that, having tDied fruitlessly 

• 
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Secretary ~orgenthau, 2. 

for several weeks to come to an agreement with OPM 
he fe.Lt impelled to take affirmative action based ' 
upon the authority delegated to him under Executive 
Order creating his organization. What the outcome 
will be it is difficult to say, but it will be at 
least surprising if recent developments do not 
presage more f riction between OPM and OPACS (if not 
a headon collision). 

There was a general reference to the price 
legislation, which will probably be introduced in the 
Con;ress , supplemented by a message from the President, 
in the near future . Mr . Henderson asked cooperation 
of the Conmittee in connection with the legislation, 
and indicated that he hoped the agencies represented 
on the Committee would be able to testify in favor 
of such legislation during the public hearings on it . 

The meeting adjourned at 1~ . 45 . 

This morning I attended a meeting at OPM, the 
purpose of which was to set up an industry committee 
for the steel industry. The heads of practically 
all the major steel companies were present, as were 
representatives of many Government agencies. It was 
an organizational meeting, but one topic was adverted 
to again and again which may be of interest to you. 
That was the exportation of scrap iron an.d pig iron to 
Great Britain under the Lend-Lease Act . Several 
representatives of 0~ pointed out that there is an 
absolute shortage of scrap iron in this country and 
that little can be done to relieve it inasmuch as 
the scrap iron just isn't here . In the face of this 
fact, the general question was raised as to the 
policy of shipping substantial quantities of scrap 
i ron to the Briti sh. Several of the steel veople 
complained alo~ the same general lines 1_~~ng inquiry 
as to why, in v~ew of the present shipp~ problem, 

76 
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Secretary ~orgenthau, S. 

we should not ship only semi-finished or finished 
steel pr oducts to the British. Eugene Grace, 
President of Betblehem1 stated that this was 
particularly in ~oint 1n view of the fact that 
much of the pi.g 1r on and aorap iron we are sending 
to the British is being used there for commercial 
steel items, sane of which are re-exported. A 
number of questions along these lines were addressed 
to J.!r. l&.ack during the meeting and Bob llcCoil!lell, 
who is also with 01');{, raised the same question with 
me after the meeting . I pointed out that in so far 
as the Procurement ·Division is concerned, they are 
pureq a purchasing agency and could not be expected 
to decide questions of such broad policy as are 
posed by this situation. It may be, however,that 
the Treasury Department might wish to consider this 
situation in view of our close contact with the British 
Purchasing Commission. 

7 7 
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TO 

' 

TREASURY DEPARTMENT 

INTallt.Or'r'IC a COMMUNICATION 

DAT& 

Secretary Morgenthau 

Yessrs. Foley and Pehle 

July 23, 1941 

78 .._ 

The matter Gordon Rentschler referred to was presumably 
the pending applications with regard to the Silesian-American 
Corporation. 

These applications, which are now under study by the 
Treasury, State, and Justice Departments, involve several trans­
actions which may be summarized as follows: 

The Silesian-American Corporation owns or 
controls zinc, lead, and coal mines, and other 
properties in Germany and German-occupied Poland. 
The ultimate ownership of the Silesian-American 
Corporation is part American and part German. 
On August 1, bonds of the Silesian-American 
Corporation in exoess of 2 l/2 million dollars 
will mature. A Swiss banking group is willing 
to provide the necessary funds to pay such bonds 
on condition that they are able to acquire all 
the American interests in the Silesian-American 
Corporation and the properties which it owns or 
controls. This would involve the Swiss paying 
for such interests at a cost in excess of an 
additional $1, 300, 000. 

On analysis, these transactions would appear to result 
in the ultimate German acquisition of the American interests 
in these proper ties. 
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Jul7 aa, 1961 

WJ dear Lora BeaYorbrooka 

!ho laoreaaed flo. ot plaaea traa hera ia 
baarha~ to u., too. I hope Ula tlow ot alroratt 
will oontlaue to laoreaae watll the whole world 
•t eel a a bit .ore ooatortablo". 

learl{ a .oath baa paaa.a aiaoe Jour l etter 
to .. waa wrl tea, ua the .Juaaiua ban ul4 out. 
'fe ban oau.e to be oheer.a, ..tor the ait•t1011 baa 
ua4oubte4lJ !.proTei. 

lluoh haa been aa14 about JOUr work, lllhioh I 
baTe tollowo4 attentiYelJ, u4 I waa 4elighte4 when 
the Pr~ Klnl ater put JOU in oharc• ot war pro4uo­
t1on. • are oonY1nce4 hero that Ule whole pro4uo­
tioa aetup will boaotit troa JOUP apleDii4 experience 
with alroratt. loUll~~& would plea11 • 110re t hu it 
circu.atanoea peraltte4 u. to talk OYer our c..-oa 
probleu. 

to ... 
I approolate 7our thou,btfulaeaa ia wri t lnc 

Accept _, alaoere recar4e aa4 coo4 wlahea. 

I ova, 

!he Rlpt Honorable 
Iora Boanrbrook, 

Ot t loe ot Ule Mlnlater ot State, 
12 Dowaiac Street, 
l.eM011, S.l .l., 
lacl.aa. 

' • I 

J I, 

?9 

• 
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Jul7 28, 1941 

WJ dear Lord BeaTerbrookl 

Tbe lncreaaed flow of planea tro. here la 
heartenl.ng to ua , too. I hope the tlow of aircraft 
will continue to lncreaae Yntll the whole world 
"teela a bit .ore coatortable". 

llearl7 a aonth baa paned Iince rour letter 
to ae waa written, and the Ruaa iana h&Ye held out. 
~e haTe cauae to be cheered , tor the aituatlon baa 
undcubtedl)' laproTed. 

Wuch baa been aald about 70ur work, which I 
haTe followed attentivelJ, and I waa delighted when 
the Prime Klnlater put rou in charge ot war produc­
tion. It are conYlnoed here that the whole produc­
tion aetup will benefit froa 7our aplendld experience 
with alroratt. Kothlng woulcl plene • aore than it 
oirouaatancea pe~tted ua to talk oYer our ooaaon 
probleaa. 

to ... 
I appreciate JOur thoughttulnen in wri tlng 

Accept~ alncere regarda and good wlahea , 

Youra , 

The Right Honorable 
Lorcl Beanrbrook, 

O!tice ot the Klnlater ot State, 
12 Do.nlng Street, 
London, s.w.l •• 
ingland. 

.. o 
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Jll17 28, l 9U 

NJ dtar Lora S..Terbrook1 

!he i.norea .. d now or pluee tl'oa here h 
beartenln£ to ua, t oo. I hope the now ot alJ'ontt 
will o011tlnue t o lncreue \JIItll the &ole world 
•teela a bit .ore ooatortable". 

lfaarb a .onth hu paua4 alAoe 1our letter 
to M na wrllten1 1.114 tU Ruuiana han hel4 out. 
ii'e have oauae to De ohllra4, tor tha aitwtlaa baa 
undoubtedlJ t.proTed • 

.lfuoh baa bean aald about J OUr work, &lob I 
have t ollowe4 attantivel7, and I waa del ighted when 
the PriM llln later put 70u in char&• ot nr produo­
t1on. We are oonTinoed here that the whole produc­
t ion 11tup will benefi t troa 70ur aplendi4 experience 
with alrontt. lfothing would pleue • .ore than it 
olro~tuo11 peraltted \UI to talk onr our o­
probliU. 

to ... 
I appreciate 7our tboU&httulaeaa ln wri tlA& 

1ooept ~ alnoere ... ,.ra. ana cood wiahea. 

Youra, 

The Ri&ht Honorable 
Lor4 B.anrbrook, 

Otrlae ot the Mlnhtar ot State, 
l2 Do.aill& Street, 
Loo40D, S. W.l., 
Jqlca. 

8! 

• 

, 
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K7 doar Lord .. aYorbrook: 

!be borea11d flow of pl&Ato froa hero h haarhalq \o 

uo, too. I hopo the flow of alrcraf\ will coatlau. \o locreaoo 

uoUl tho ...,olo ..,rl4 1flllo a bU aoro ooator\ablo • , 

loarlr a aoath hao pe11ed o1aoo 70ur letter \o .. .,., 

vriUoa, &Ad \h.e ll,.ool&Ao haYt bald ou\, Yo ha•o c .... e \o be oheored, 

for tho o1 h a\loa hao 1mlloub\t417 U,.rom. 

llach hao beea aa14 a'bou\ 70ur ..,rk, ..,lei> I han followt 

a\toot1Yel7, &Ad I .,., 4el1Cbte4 ""'" \he Prl .. Mlaloter pat 70" Ia 

oharp of war pro41>CU.oa. 1le are conloot4 here \ha\ the lllol• 

J>ro4wotloa oohp will beaofU froa rov oploo414 nperlooco with 

olroratt. lothliiC ..,ul4 pleaoo •• aore thea 1t olrcuao\&llcll pera1tto4 

ut to t.slk onr our oo..oD probl•••. 

I appreciate rour \hoocMtuluu Ia vrl Uac \o •. 

Accop\ .,. olacere reprdo &Ad coo4 wlohto. 

Tove. 

82 
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THE SECRETARY OF' THE T R EA SURY 

W A SH I NGTON 

July 22, 1941. 

!f~ dear Lord Beaverbrook: 

Your letter of June 28 has given me much pleasure and 
I flllPreciate ~;reatly your thoughtfulness in wr1ting to me . 
It Is rood news that the flow of planes has increased, but 
when I recall the effort of the last two and a half years -
and the need - I don't feel at all complacent. I know that 
7ou don't, although you are kind with words of praise. 

It would give me a great deal of satisfaction if cir­
ca~stances permittea us to talk over our common problems 
torether . In press and broadcast so much has been said of 
your work , which I have followed attentively, that I feel 
I know you, but it i s not a fully satisfactory sort of ac-
quaintance. ( f course know your own needs best, but it 
seems to me you mig 'tably co~er a visit to this 
country to improve your conta e u.a t;o_g.e_t a better 
trasp of our ~ion affects you. We ha~en't yet 
had.... a v~·itfrQI!LAR o t he war cabinet and I think we should 
have. ) 

I was delighted when the Prime '.linister llUt you in charre 
of all war production. Because of your marni~icent record 
with aircraf t we are convi nced here the t ti• i s action will 
~easurably improve the whole production setup. 

Accept mf nost sincere regards and good wishes. 

The Richt honorable 
Lord Beaverbrook, 

Office of the Mi nister of State , 
12 Downing Street, 
London, s .... 1 , England. 

Yours, 

sa 

• 
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The original of this i s with the 
Secretary ' s private papers . 
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Dear ~r. Morgenthau, 

t 

OFFICB 0~ TKE MINii>TElt OF STATE, E3 
11. DOWNING STI.EET, 

S.Wt. 
25th June 1941 

There was an immense flow of air cr aft over the 
Atlantic yesterday . 

And when all those planes came in, flown from 
Newfoundland , I was suddenly conscious of how much you 
h~ve done f or us and how f ar you are responsible for the 
now reaching us. 

At the present time, I am like a spinning top. 
r cannot qui te tell where the new events l coj us . The 
transfor~tion in the scene is so far-reaching , it has 
come so swiftly, that it is not possible yet to determine 
~na~ new developments lie ahead. 

llaybe we shall have someth i:l l' to explai n in 
Spa1:l and Portugal, where Col!llllun1sm i s so deepli' detested. 
Cert3inl y, in Scandinavia we have explanations to make. 

Just how we a re coinr t o po abou t it, I do not 
Y.now. Thank God that is somethin~ f or the Minister of 
Infor 'lla tion to worry about, no~ for :ne . 

The story goes that the Russians will hold out 
ror several weeks. If th'!y do , they may rtve us until 
n~x t ye3r. And I feel that at l3St we shall have gathered 
~nou,::: r esour ces to give us a bi& f 1ght1nf chance . 

I said exactly the s~e t h in0 last j'ear : "lf 
we .lr ~ only &iven un:il 1941, we :;hall feel m:>re coof or table.• 
~t : fin~ t ha t I am not a bit coafortable in 1941. 

Some ot my colleagues think mor e upon other 

~~n . :le:~ ry ltorgenthau, 
Secretary ol' the Treasury, 

'lias!)i:lg ton, D.C. 

/spher es 

• 
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h es than the Nor th West Approaches, but I aa bound 
:~ :!1 that I g1Ye more a t tention to What b called the 
·~ttle or the Atlantic" than to anT other phase or the 
war . 

And 1r we are able to continue that bat t l e wi th 
1 measure or auc:ceas orrering us the hope and expectation 
ot ultima te victory, 11111ch ot our gratitude must be given to 
you. 

This is well recognised and sincerely felt 1n 
Britain, not only among the politicians , but by t he general 
public too. The people are aware or what they owe t o your 
understanding and far-sighted sta tesaaansh.ip. 

Yours sincer ely, 

/Jt _, ~· 
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hlT 23, 1941 

Dear Dr. FrideAbel"&: 

I aa retunlJI& the lettn of .t.rthur Jtrook to JOG 
datt4 JUDe 80, whloh JOG aut t o S..reter, llorpDtllu 
tor o-nt. 

It 11 wll ban tbat the Seoreter, faftre4 u4 
urgt4 the UquldaUoa of Brltlah aaMte 1Ja the UnlW 
Stat" to ••t obllpUou for ar •terlala 1Dcun"'4 
before the ~aaage of the 1Mia-Lell4 Aot. It 1a abo a 
a t tar of reooJ"'l, hon'lar, that the Seoreter, Uoll.Doacl 
to be drum 1Jat o allOT Attalla o.f the V11ooM ale or of 
oJ11 other •rketlJai opal'&tion 1Jn'o1Tlq Br1t1ah uata. 

The .. tnDMOUou wre bazld1e4 enUre~ 'br repre­
~tntathea of the Britlah GoftPIIMnt Ul4 the Bl'ltlah tn­
tera•h 1Jn'oln4, workln& 41rM~ wlth the prln.ta 
.&Mriou plll"'haMa'a. 

Dr. PtroJ Fl'l .. nbal'l, 
88 Wtlt 59th Street, 
!lew York, 1. t. 

SU.C.re~, 

l~~b~~~;u) ri. ~ KlOtZ 

B. S. noh 
Prin.te Seorttl1'7· 

t-Uat Ct.a\Ulcty tiiAI file on t.li.ie . 
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~~1-l---... .. ..._..., 
.-..... .......... a.c. 

Jr . l'erc7 Fridenberg, 
3b r; . 5\lth at ., 
l:ow Yor:: U.Y. 

Fridanberg, 

Jeaae Jonea •e friends 

aay tha t ~orgenthau waa bNtal 1n the 

"' tter ot Vhcoae ateel, 1naht1ng on tl» 
1,b 

Brltlsh n&k1ng ~at grant eacr1t1ce and 

t or lease-lend propaganda reaeona, Wor--
genthnu •a t rionda den7 th1e, and aa7 1t 

•u a t atr and good deal . 'l'b.:re JOU are. 

Youra taltht\1117
1 

C8 

' 

·~ •l l 1<l,IG( Itl( • . ~~ 

";~. t~ ·~~r~ 
(~<t/<4{)-~ .L 4 ~ 

.·. uv~ 66 1 I-tt.~~ 

ll'"'='<;~~~~~,;b 

• 
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TlltcAauAY DePARTMENT 
O ''tC IC OP" TH IC S ICC:IItll'TAIIIY 

WA." IN OTON 

Jul,y 22, 1941. 

our Dr. Fridonbor gz 

I .., returning the letter of Arthur Krock 

89 

\o you da!Ad June 30, 'lfhich you sent to Secretary 
J.:o:-ranthau for COIIICOnt. 

'!'It Secretary does not know of any cont.rOYersy 
.,o•. as 1a indicated in l!r. Xrock•s note. It 1a 
a ll lmoom t.!1at. !le favored and urged the liquidation 
or :Jrlt.bh assets in tho \1n1 ted States to Met o'b­
l!£at.io."S for war cat.erials incurred before the 
pUS1':8 of t.he l ease-lend act; ~b he had 110 part. 
l!:!.....:J\e az ! at I UtiUII t bl d.e tat ac et the Viscose sale 
C .. e- g+!,gp IIIPF'"•iog oporatisR ir.rPoiR:Ai-8r1tiah 
..,.,t.s J Those were hendled entirely by representa­
t!-tes~f tho Brt tish Government and the Br1 t1sh 
Interests involved . 

::,.. P•rc-; !'rldenberg 
7' I 
- 0 •>at S?l.~ Street, 
~York, r:.Y. 

Sincerely, 

H. S. IUott. 
Private Secretary. 

• 

/ 
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DIU' Dr. ho!W' I II 

r • """ 'Ill the le\w ., .ana. .,.. 
.. 7W ...... ,.. ~, 1lld.eb 71111 -' ...... . 
..... tlla tw I \. 

... ...., rrsdet I II 

,. 'len "* ''""· ._ twtr, I.T. 

11= el;r, 

•••• lleta 
PrtYaw •• .-...., • 
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TREASURY DEPARTMENT 

INTER OFF1CE COMMUNICATION 

o•n Julr 23, 19111 

TO 

fltOM 

subJeot: 

suaurz 

eeoretary Morgentbau 

llr . Iaurolt 

Airplane De li'reriea t o the Br1ti1b 

1. A t otal ot 711 planee l bipped i1 reported in tbe 
latu t 1t a t eMnt reoeind ( " t o Engl and and JO Toaahawlu 
to tbe 111ddh Eut) . 

2. Tbe largeet .onaent ot planu b7 air to date to 
Engl and ooourred la1t week. Tbe Jl Looltbeed Hudeone and 
tbe Coneol1dat ed Catalina going t o J:ngla.nd were all flown 
to their deet1nat1on. Tbll ie aore than t r iple the usual 
weakly ab1paaent ot 10 planes by ai r • 

• 

• 
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- 2- Dht.toa ot lloae\U7 
,. ... &reb 

.Urpl.alle lh1PMah \o ~~ lr1Uell 
(rroa hbruar7 l to .nal7 20 bJ atr 

JaAU1'7 ll Co Jwse IS bJ eea) 

to the Un1te4 nnpoa 

L1gbt an4 M41UII boabere 
Bta"IJ boabere 
JaYal patrol bo..,_r, 
Pureult 

Total to Ua1te4 nng4oa 

To tbe IU44ll &aet 

L1@!lt and M41llll boilllbere 
Purauit 

To till Par Ia 1 t 

L1 @!lt and M41 WI boaber 1 
I&Yal patrol ~1'1 
Purau1t 
fralnera 

Total to r.r ket 

Totah -
L1ght and M41ua bollbere 
BI&"IJ boabe 1'1 
lnal patrol boabere 
Pureutt 
'l'ralnara 

Orand total 

La tnt 
Wnt 

0 
JQ. 

0 
0 
0 
~ 

0 

!otal 
Reported 
!o Date 

562 
41 
72 

..!1 

611 

215 
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Bdl .Uraoobra (P• 39) 

Bollng B-17 

Brtn ter Buffalo 

eoneol14ate4 Oatal1na 
L1berdcr 

CUrt1 u Toaabawlr. 

Douglaa Boaton I 
Boaton II 
Boaton III 

Gllnn llart1n llal'J1and. 

Gruuan llarUet II 

Lookhee4 Hlldaon I 
Budeon III 
Budaon IT 
HudiOD ., 

Worth Aaer1oan II&M"ard II 

Un1te4 Cheaapeake 

Gran4 Total - .U1 '1'n>t• 

Dh1a1on of llont\&l'f 
Ran arch 

Total 
t.at .. t Reported •••Jr. 'ro Date 

2 ~ 

0 21 

0 1~ 

1 81 
0 20 

JO 461 

0 1 
0 72 
6 89 

0 150 

0 9 
0 1 
0 57 
0 l8 

J1 297 

0 55 

~ ..n 
7~ 1,51~ 

94 
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-·- Dh111on or llolletal')' 
~··•roh 

tablt o. - Plane Del1n:r-1ee \o \he B:r-1 \hh b7 week• 

week 
Ended 

reb. s • 
reb. 15 • 
reb. 22 • 
Jlar, 1 • 
Jlar, S • 
Jlar. 15 • 
w . 22 • 
Mar. 29 • 
AJ)r. J • 
AJ)r. • 
Apr . 19. • 
AJ)r, 26 • 
JlaJ 3 • 
lla1 10 • 
.. , 17 • 
JlaJ 25 • 
June l • 
June s • 
June 15 • 
June 22 • 
June 29 • 
JUlJ 6 • 
Julr 13 • 
JulJ 20 • 

L1gh\ 
and llled1UII 

Boaber• 

22 
}9 
35 

1l 
26 
17 
25 
21 
21 
20 

i~ 
t~ 
li n 
28 
45 
1~ 

.1 
7U 

a •• ..,. 
Boabera 

1 

2 

~ 
1 
1 

13 
10 

~ 
1 

...... 1 
Pat:roo1 
Boabere 

3 -
5 
l 
2 

~ 
2 • 
~ 
s 
7 

l 
4 
1 
3 

1 
81 

Purau1\ 

100 
27 
25 
10 

22 
u 

H 
5 

15 
10 
19 
~1 
20 

~ 
48 

..X 
619 

'1're1nera 

28 
27 

55 

• 'l'be dat e g1n11 h tor ab1pean\a b7 a1r. 8b.1peanta b7 
•ater atart three weeka ear11er. !hat 11, the atateMnt 
reporting the ab1peent or planea b7 a1r t or the wuk end­
hg Jul7 20 would repor\ \he ahipMn\ or planea b7 water 
tor the wuk end1Dg June 28. 

, 

95 
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96 ...... 
TREASURY DEPARTMENT 

I~ COMMUNICATION 

TO 

"''· 11125 \Ida IIOl'll1Ac llr. I.ac teleipbou4 .. tna tu h4anl leHl'ft JIM 

at JfV tort to mh tM.t t118 Oba.e Iaiii< W Jut Wo!'M4 tll8 h4anl tM.t 

tre U.O ~. oM elleolt 'Mlac tor $100,000 u1. tll8 MOOII4 tor $50,000. · .t. 

o!JIIlar nu.s.r-1 tor $50,000- ..U ,.et.taJ _, llr. •n•-. tllu Mlttac 

• to\al ot $200.000. 

' 

• 
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TREASURY DEPARTMEftT <11, 
•• 

I~ COMMUNICA~' 

....... 

-- · 

YUh nto.-.aao '' lllro Ooollnate _..._of-~. ~ U1a repono4 
lo('lirT 'f U.O tolro._ lpooie lull:, ... 'fork. M \M Ouraat:r ~- 0 'I v 
rtl.allft w t lle vita.u.-1 of • .uiU-.1 Q OO,OOO 1a $1,000 '1Ue, Jlr, 1oac 

of u.. roclti"'l J .. orn liMk of • .., ra repono4 1a•• •111• an.- u.•, .. 
a ranU or a al ...aen••=ftac. Ut.ie lafena\lD wu ...,.net en a ... ~. 

• • 

) 
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July 23, 1941 

Kr. Kimball of the New York Federal Reserve 

Benk telephoned at 11:50 a.m. to se,r that Mr . Loree 

of the Guaranty Trust Company of New York had re­

port ed to him tbat the Yokahoma Speoie Bank, Ltd. , 

New York, yesterday- withdrew cash in two lote of 

$45, 000 each in $100 billa; today they have alreadT 

wi thdrawn in cash tlo lota of $100, 000 each in $100 

bills. 

98 .; 
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TREASURY DEPARTMENT 

INTK.-.OI"II'ICK COMMUNICATION 

... ,.. J.U:r 23, 1~1. 
TO 

,_ 11r, CochraA 

J.t 1:10 p.a, thh llttUDDOII llr. Caaeron tolephono4 troa tho l'owal 
! uorn Bank of 1/ow York to otato that tho ~t;r !ruot ~ ho4 111-
rorse4 tl:o 7o4oral t.hot todq tho Tolm~ ~1o Bull: ho4 w1th4r'a• 
$100,000 Ill $100 blllo ud $100,000 111 $50 blllo. !Moo wlthllra-.lo.,.. 
lo o44111oo to tho $15(),000 w1th4ra- t:roa tho Cbaoo wuch •• repo:rte4 
In a ooparato aoaoru411a todq, Yoote:rda;r &114 toda;r'o wlth<lra-.lo fl'OII 
lh• Cbaoo totall1.11c $3l0,000 -• 111 $100 blllo. 'rotal oaoh w1th4ra-.lo \7 tho Tokoh&aa ap.o1o Bull: llu:r1DC tho paot t110 da;ro now .....,t to $1Joo,ooo. 

llr, C&aoro11 aloo roporto4 tbat tho Tolmh&aa 111qoJ.:ro4 of tho Claarult7 
olloat w1th4r&w1DC &II a4dit1ollal $100,000 1a $1,000 b1Uo, "' to tho pro-t llae we ban 110 ooat1.-t1on that thlo _,,baa actuall;r boOII wlth<lra.,, 

• 
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::.oo 
TREASURY DEPARTMENT 

I~III.OI'JriC& COMMUNICATION 

10 

CONFIDENTIAL 

5ol4 \0 OO-rcial OODOII'DI 

Purobaoe4. trca -•1al ooao....,. 
£)1 ,000 
.!21,000 

fllo ll4eral ~~e .. ,.,.. lltoDlt ot ... Torlt oo14 £15,000 lD 1'4Ciohre4. ohrU,. 
lo lbl .AIItrlcaa llr;lrlll o_,-. 

OpiA arlto\ o\erUIIC •• 1f10\e4 at li.0}-)/11. !a.. olll7 repor\14 uaza...,_ 
tlOD COD&loU4 of £1,000 1014 \o a -Cial OODOft'D, 

lA Joo Torlt, clod~~& qv.ot.Uoao tor \ho torolcJl O'lln'IDOlll U ote4. 'bolow •r• •• tollowa & 

Oaaa41aa 4ollar 
ArcoaUIII p .. o (tr11) 
JraoiliaD ailreh ( troa) 
~PliO (troo) 
OoloabiaD PliO 
llozlODD pooo 
OuM.D PliO 
.7opt.DIOI,.... 

U-5/ sf, 41ooov.a\ 
• 2.35) 
.0505 
.li}Sl 
.51100 
.2)'!0 
1-5{16~ 41ooov.a\ 
.2)55 

fllore wro ao colA \raa...,Uoao co.-te4. ~ u t ollq, 

fllo lo4nal lte .. no lltoDlt ot . .. Torll: ropor\14 \hat \he Jaall: ot o..-4& 
1Alppo4 $2,110,000 1a col4 troa o.-aa to tho JMar&l tor aocov.at ot tho 
CoTo,...ol ot O...da, tor oalo t o \he - Torlt AeoaT ottloe , 

lo LoD4oa, opot aa4 t or.r4 dlTer -e apia f1:111A a\ 23-7/164. oquiTD­
l tDI lo ~2, 55;, 

Tbo 2'riDJUr7' • pvoba11 JII'1Co tor tonlca dlYer • • IUIObaace4 at 35; • 
~ill IliA Bar ... •, IIIU•oal prlco tor tonica ollnr •• aloo IUIOba•C"t4 at 
:r-3/~. 

• 
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luq 28, 19U 

IIJ~ORAJIDOK FOR GIHII&L b'fSOia 

I aa returDlag herewith, tor the Preel4eat'e 

t llt a, the attaohe4 letter traa Preel4eat Coaaat. 

v 
101 

• 
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lulJ aa, lHl 

lllllWIDOM FOR GIIIIIAL l&fSOia 

I aa returulag berewltb, tor the Preal4eat'e 

tll••· tbe &tt&obecl letter tr• Pr .. la•t c ... t. 

102 
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TttE Wtt iTit ttouea 

WASitiNGTOH 

Hyde Park, N. Y. 
Jul:r 3, 1941~ 

l.!lJ:OfiA!IDUII FOR 

THE SECRE'rARY OF THE TREASURY 

FOR YOUR INFORIU.TION AND 

pLEAS£ RETliRN FOR MY FILES. 

F. D. R. 

1.03 
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.. 
HA.'tVARD U.IIV::RSITY 

. CA.'lBRIDGE, ':ASSACH"JS!:':7S 

o~flc• 0• t he :>ree1tlent 

Junn 111 , 1141 

nrrr l ~ l'nt F'rrnltl1n D. Roosevelt 
T''~' ', tte Houe e 
··,~h1ru•ton , D. c. 

In these cnvs of nst1onnl roer penov, no 
oollePC ~re• 1cent c a n r ef use e c~ll for nsA\s t ance 
~:ro.., t " l' !lhl.te !louse. I Rr.l ver;v ~rlPd , t herl'fore , 
t o r coo,.,..,end to the Cor"lor t> t1on t il a t D!'~n J n,..es 
· ·• Lon~ 1 n of t he ;ie.rv" re. !..1111 Sch?ol 'bP M ven n 
'I'~ VI' ? " ~'bee nee Po t hn t 'be "ll':V I'OC~t thP a.,.,o1nt ­
-•n t 1\R Unller Secretary ot t he Tr PP&urv. I hn ve no 
cou'bt t ''" t t , e Coruor a t1on Will "f'T•P ~nc' fe el t lln t, 
'lo"ever a-re~tt the loPs t o Harvr r d 'llP :V bP, t•e nre O'll!d 
to knotr t llll t one of our ou t a t end1 nP: "len onn be o f "'l eclal 
asr1• t nnce to you 1n this 1rno,ortPnt o,on1t1on . 

rle Pr e Pll holJ1n~> tll• t t he ~lli"P t1on or thP 
n~ t•.onl' l er.ter genc:v mn;v be s hort Pn ~ th/o t •t uUl. not 
be lon'" bPforP De~>n LPn<'t• 1a bPc~ •·• t h us . u1a • bseno!' 
1"111 "~'" " n severe loeP t o t hE' Le\1 School i n t hese 
cr• t t cnl ti"Oiee , whe n >"e hP VI' p SPr1ouA 1'1l'll'nc1Pl orob­
lP"'l •r1,1nl'" fro., the (1~.,1nUt10n tn O•lr ~totdent boc!;; . 
""t ~lll'l t t rv to 1:ork out our ~roble.,r , ho"'ever, as best 
,. e c "n. 

7ery alno erl'ly vo\lr r , 

( R1gned) 
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1111. 23 ~ 

llr ... 7 ,.,. 

tlll.l \At .. 
0 <<• ,.. a.. .. - l'· Ia ... ,....._..,_..._. .. ,II¥ .,,...._ Will 

.......... OS c ..... ... 
"- ... u. .. .. ;.C':z •·• ...... . 
--: ........ , .. .... 

,.U., \lie 0. .. ii ilza .. lila rt ,e:ma, I& , I .... 
.a. .. U. GIM ' J N- fl I t !'!.JIM. 
llo esuo • 111M ..... U -' • t , ' 2 I h .._ • ..,...._. ...... wnasr 2 •sta r , .. ,....._a • ••t.o:~ , .. ,....-.. .... ,., ; 
., 02 ' ..a es·. --

I , .......... ? 
........... , 2 b: 
I 1 ' • .. .. • v Ia 

. ......... 
_ ... ., ..... ' 

t/ 
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UNITED STAT::S SE:~TE 

'i'hr !!onornble Penry :-!orgenthnu, Jr . 
~hA Sooretnr y of t he Trensury 
... n'l1nt"ton , D. C. 

''!! dol'r "r. " or.ren thnu: 
• 

I hr vc been I'B1~ed b:1 r<'n in t.'lf' .,1n1nr- lndue try to 

106 

r~ ·J~P t nn e:":">reselon or your o,..,1n1on ns to 12le ,.,oe1tlon 
o~ t!'t "'Ol d r'llne O'>era tora ot the nn • ted StPtes url<'.er the 
~ efe:ll' t' " r OO'rl':'l and ~:hether t he '> reducti on Of "'Ol~ >rill 
bt co~• ~derrd A S 1~~rtent P B VAr1oun other ~1nerA1~ end 
·'•e ther t.'>e M)ld '11ne o.,er a t orP will bP I'CC,rded ecual 
tr~P t''lent 1·1 t h the -,reducers of co11 1, iron .ore, coo.,er, 
• inc , rn~ other '1l1nerPls and Tter1rls in the .,rocureroent 
of th~ nccen~~r·1 ma.'l1 ne ry, o-,re "~llrts nnd Au nnl1es 
ti'C<'n G•r? !or their o-,era t1one . 

DuriM the las t \1orld 11<'r P nunbor or the ""ld ni nes 
•·err forced t o euRnend n roduotion bool\uAe or the oost o! 
PC'Ul""1ent " "d emlo8lvea end now the AOl~ mi ne onerators 
• re pm:ioue to Pscerta1n, t a.k1nl" into oonB1<' erat1on the 
r-o vr rn.,ent ' A l"(old nurches1 ""' nol1cy, Just >hwt their 
'Y)tl t1on •r1lt be umer t.'le na t ionAl ~ etense 'lrogra"l . 

Sino ei'Pl v y:rur n, 

(str ned) ~lbPrt D. Tho"las 

<:lbert D. Thor'f' s 

• 

• 
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TREASURY DEPARTMENT 

INTER OFl'IC£ COMMUNICATION 

DAn June 'J:I, 1941 

ro Secretary llorgenthau 

••o• ~r. White 

Subject• Should the ranittaneaa of $6 mUliQl a year tram canada to China. 
be continued? 

1. 1. large proportiQl of overaeae Chineae rei tta.Jcea to China go 
to !1nllgtUill &n4 Fuld.en. Cantoa &n4 a nba tantial part of ita binter­
!Jo>d ill J!nn&tWli, &n4 ~oy and Swatow, tbe two aain ports of Fuld.en, 
a.re under Japanese occupation. 

2, Ill 1938, of the $600 a1.llion (Cbineae) which ware resitted to 
China tr<D abroad, 1eaa tban $100 aill1Ql (Cbineee ) want tbrougb the b&n4a 
or Ch1nt8t blr>lca. The rtmainder went to aupplJ' foreisn exeh&nj!e to the 
open ma.rkct, uoat of the rarlttanees were tir>mcacl tbrougll Hcngkcng, ID 
19)9, ~)0 million (Cbineae) , or about l2 percent of toW remitta.Jcea, 
"'d ill 1940, $450 ailllon (Chinese ), or 1eoo than 20 percent or toW 
raitt«lcos, went through the bamie of Chineoe benka. 

) , Of the foreign exchange goir>g into the open aarlcet, part undoubt.­
ed.l.T !alla ir>to the hancla of tbe Japanese and another substantial part 
racUitatea speculation and the tllgbt of capital, China cleriTes no not 
pill trca resi tta>cea when the foreign excball&e aocruir>g !r0111 th ... is 
~Uocl 1n these wa,ra. 

4. Ill C&rltoa the aitu.atim is aauwhat 9bacure. On 11"'1 19 the 
J•P"'ese inati t.ltecl an official centzallaecl a0r>e7 exchange 1r> Can ten to 
handle all tranaact ior>a in lllilitary yen ancl :fUID• I t prohibited pri..ata 
&lid cvb tranaactiona anc1 fixed the 'f&lue of the ailltary 7., at 3.03 
711&0, at whieb rata the lllilitary yuan wu ov..-.alued about 33-1/3 percent 
aa CCOQ>&red w1 th the preva1ling rataa 1r> Sban&b&i • n is not aurpriain& 
ll>lt • a onth later it na reported a t cmtcn that the Japanese were eon­
Unllin& to ship Chinese currenq to Shanghai because of the 11.0re f aTOrabla 
llehan~;e ratjla preva1ling in Shanghai. 

l'llrther intorsation Ql the e!!ecta ot the clitterential lllilitary 
I'.,'?'U41> rata in Canton anc1 of the contir>ued eh1p11ent of Japanese currency 
frOCI Canton to Shar>gbai on bow anc1 where rci ttancea to Cantonese are 
Uclo, woulQ appear to be desirable, Ill the absence of aucb ir>.t'ormation 
1t <a.n be I.U1llled that these Japaneae ceuurea aalce it aore lllcely that an 
illcroaa1ne part ot tbe foreign e.xchanae aecruir>s troll rei t ta>ceo to 
C...toneu tau ir>to the bar>da of the Japane•• • 

• 

• 
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~. !IDWeYC'o 1D '01• ot tbe abe...,• ot epeo1t1o 1Dl-U<lD C<lDC...,_ 
iJii t.be ... ban<• or •eocliDc ibe IWI1t~ trca Caeda allll tbe1r 4Mt1D&­
t1011, it 110uld be ld'JU&ble to delq uldnc *'lr rectrzr4at.1Cil to tbe 
c;anadUII authOriU•• until • • can aaoertain llr. JCOt•e opiDicm en th1a 
.. tta'. 

6, Qle prcpoeal wb1oh w llicht IQUMt to ibe 8tab1llsat.1cn Bcerd 
!or ita oooaideraticn 11 tbat tbe eaw<ao autbor1Uee pcUt tbe .. 
rtaittenc•• on ccndi Ucm that tbeT an """"led 1'1 bolla tide Cbiwe bulb. 

• 
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De&r Ill'. 

TH~ a£CRCTA.-V OF' THE T "EA8U IIItY 
WA8HI NOTON 

'!'ll&nk tor 701U' letter of JUne 20. I .. encloe-
lni a aemor&lld on tb4 question tit C&M.U•n rmttaneea 
to Cbina. We ere ald.Dg tbe neceuazy inquiries tr<:a 
Ill'. Pox. 

I 
I tb1nl< 7aor auggee on aecur1ng certain 1\eu 

tor Cbina in canada 111 th r.-.~Land lUnda 1a an ueallAint 
one and hope that t.he joint 1I1M De!anae Su;pplioa 
minion to canada 1lill be atul. I ehall appreciate 
bel..ni kept informed on prop' s of 1 ta neaotiaticna. 

Secretary of tbe '!'Mae 

Ill'. Lauchlin • , 
Adminiatrat1 Aaa1stant to tbe President, 
'!'be l1h 1 te 
Washington, 

~closure 

/ 

tlO 

• 
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THE WHITE HOUSE 

WASHINGTON 

,_ 20, 1941. 

I wu ln Ottawa on Tuesdt·y ~no •·hUe th~re Govcm or 
To•er of the Bnnl< of Can.oda raised a matter :<it t. ;oe 
whic~ I undertook to pats on to the Treasury. Canada 
Is MW ,.,diM. scxne $6 llillion <. yer. r to Chine on account 
or em4'r..nts 1 anJ ct.:.ritable remittnnees. The Canafun 
position, cs I Wldrrsta:~ it, 1: t'"'t they 100uld P"r.:o.lt 
t~eot rallt l•ncu t o cor.tinue U ~h•.Y were convincod •. I-f t 
t~y ~•r~ sorvir.s: " really u~eful purpo••· ~1 ><er~, 
t-ev r, uncertain on t hh latter point. I •w.~estcd tt<t 
our r,euu:y, tllr:>u~h llr. Fox, mul<l cloubtless be in a 
position to ucertain r.heth~r eml.;rrnnll' real.tt.ncea tor 
CMtonot e, reclttod via Hon::kon~, result in p:>7Mnts to 
tt.e dosi :Mted recipi ents nnd exchlon•e ntil•ble tor Free 
China; wheth<r t he ,..., is true ror r ...Ut.t, r.cea tor 
et-.ri t,ble purposu; an1 t h• probeble usr ot funds rtll.l.tt· d 
vh Sh.on ;hl'i. 

There wos •not~r llll'tt~r wt-Jrh I t hlnk Yill inter~st 
>"'" · 1 took up with Ur. Hov.e, tt,• llinlahr or lllmitions 
: r.<.i Supoly 1 the poui btli ty or securir.~ c•rt"in itcaz for 
China i n Can• da witt. lease-l~nd l'und• . I r~ceiv.cl so 
!llllth oncou.rc~•ent the t 1 t.Ave arrUl(~ tor a joint S.rct -
China Lotonae Supplies aission to gn to C•.nt da on llond&J 
to t:q>lor~ the posaibllitlu. J.Jv'thin~ ~e con ..,,.., out 
olon.; those linea will, or course , eue the ~n doll: r 
exc~.:.r.·e pro\:1.,., • n<! 1 will keep JOU Woi'MCI u t o tte 
pro:resa ot our negotiations. 

Jour• s i ncerely, 

~r-~ , 
~in Currie 
~Umlnistrative A11iatant 

to t he Preoi cent. 

Honor1hle Henry Mor~enthnu, J~ ., 
Secret&r/ or the Treaaur,r, 
'Oashlf'«lon, D. C. 

111 
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ao t oUOWI 

!be lla!'bt at B'oDC 1AIIIc h qUiet u4 Jepueaa 1a 

8oiiC loiiC baft Mila 110 tunher !J!portut ealao ot 

.&llu1...., 4ollaro, a.:cor41DC t o iatonaUon r-1Ya4 1a 

connraaUo11a vt th bulooro wbo are riCIU'4ad ao rlliabla . 

ollloa the ao<r•.,.t ot artad about Jul7 12 ft17 batwa.,. the 

111111 aqulftlont to fro• tan to thirhan allllon dollar1 
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Secretary or State, 

Washington. 

_3156, Twenty-third. 

FOR TREASURY. 

1.13 

PLAIN 

London 

Dated July 23, 1941 

Reo1d . ~:40 p. m. 

Yesterday's announcemea t by Chancellor or the 

Exohequer in the House or Commons or the Reconstruction 

Finance Corporation' s proposed loan and his statement 

that all stages or the necessary legislation would be 

completed next week hae received on the whole a good 

press. A TIMES editorial states that "the agreement 

Will be welcomed as a means or avoiding the heavy losses 

vhloh would be incurred by tho rorood sale or tho se­

curities. It means that thoro nood nov be no repetition 

or tho unhappy exporienoo or the Viscose deal by which 

the shares held by Courtauld1 s Limltod ln American 

Viscose Corporation were sacrificed tor very much loss 

than thol r value to that company•. Tho same odi torial 

states that •tho American authorltios have shown a ready 

and sympthotio understanding or tho ditt1oult1oa through­

out . Evon bororo tho Visooso deal it was realized that 

a02c WOJ must be round tor utilizing those securities 

other than thnt or liquidating thom in an untuorable 

market•. 

...... 

• 
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market• . Tho editorial oonoludee With tho point that 

·every loan from a oountry to MOther oo~;~ntry v1th an 

untnvornblo bnlanoo or payments vi th i t , 1a bound to 

havo n disturbing orroot on thoir mutual trade. Tho 

DAILY TELEGRAPH' 8 odi tori nl describes the transacti on 

ns ~mo 1 vhich opportunely bridges an nwkvnrd financial 

gnp, Md the t erma may be fairly onlled indulgent•. 

After roforring to the magnitude or the lond-lenso aid 

tho editorial stntoa: 1 thore is nothing thnt oM bo 

called onerous in an nrrangemcnt which commits this 

country to n.n Annual payment or only &.3 million tor 

n pr esent reli ef so substanti al and timely. Beside 

the dimension or our vnr expenditure that annuity may 

voll soom a drop in tho ocean•. 

Financial writers while a l ittle less inolined to 

stress tho gonorooi t y of the t erms of tho agroomont 

nevorth~loss weloomo it . Tho DAILY TELEGRAPH c1ty 

editor s , referring to th~ Viscose donl ns now stnnd1ng 

out ln •sorry i solation•, woloomo tho loan no menno 

or n~oid1ng outright sale and hnving tho ndd1 t1onal 

cer1 t of lonVing tho control and manngecent in Brlt18h 

hnnds. The nrrnngomonts • roprosont a busi noss-11ko 

compromiso reached in n spirit or ooopernt1on. • 

Tho TIMES oity editor makos the samo point and 

states that •the arrnngccent i s n further tribute to 

the value 

• 
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the vnluc of AmericAn friendship and t o the w1llingnoee 

of this country to sacrifice much in tho cnusa of tho 

common effor t . • This writer finds thnt: "it there is 

any point likely to como in for criticism i t is that 

the nrrnngemont is an ominous one . Tho interest or 

dividends received rrom nny pnrtioulnr security pledged 

~8 collntornl will not so t nr aa can bo Judged be ear­

aarked t o the amortization or such amount or tho loan 

ns coy be r epresented by ~he vnluo or tho nssot i n 

queoti on , Tho collateral, that i s to any, will not be 

rclonsod independently or tho rcmninder or tho secur­

ities oven though the pnrtioulnr flow of interest or 

dividend might justify i t . It is true thnt tho ngroo­

oont provides thnt i f by r eason of pnymonts mnde i n 

reduct ion of tho principal tho nggrogato amount of 

eollntoral ie disproportionntoly largo in relation to 

tho unpaid amount of the loan tho R. F. C. will consider 

r eleasing such collateral ns may bo satisfnctory to it, 

But thnt ls not qui te tho sllJ!lo thing•. The THIES city 

editor goes on to point out thnt tho orrnngomont is ot 

Pnrtlculnr interest t o Bri tish insurnnoo compani es and 

thnt it has boon carried through with skill and good­

will , Ho notes thnt tho oractico or British insurrnco 

compan1oe in tho United Stntoa i8 to bring homo onl y 

tho 1ntcrcst receipts and t o romit only nt raro inter-

vela nnd 
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vale nnd with the approval or state ineur~ce commis­

sioners some of the undwr-writing earnings, so that the 

effect of the present scheme on British insurance com­

panies should therefore be limited. 

The FINANCIAL NEWS in 1te article describi ng the 

terms of the loan comments thAt in parliamentary and 

city circles there was "fairly general agreement that 

the t er ms or the loan are reasonable and that the arrange­

~ent will prevent further transactions of the unsatis­

fac tory type kno>m fam1la1rly in this country as the 

American Viscose deal . But one point which aroused 

criticism was the absence of inrcrmat icn on the posi-

tion or British companies concerned in respect or in­

como. Rumors that the Treasury would make a ste;ltng 

reimbur sement in the form of one capital repayment 

were later dent ed by authoritative statements to the 

effec t t hat t he sterling equivalent or dollar earnings 

disbursed will be made available to undertakings con-

cemed. • 

The FINANCIAL Til-lES ed1 torial describe a the terms 

of t ho agreement ns "rensonnbl~ without boing generous" 

Md otntes thnt "while Brit.ain , the borrower, is engnged 

1n t ho ~lggest wnr i n history the security behind its 

' obligction is such na t o mnkc the loon aolf- liqu1dnting 

i n essence the value of the securitY is bnscd upon the 

prosperity 
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prosperity of tho United States itself, Coupled •1th 

the high quality or the pledged invoatmonta it cannot 

be other than ext remely sati sfactory to tho lender, 

while it gives a fresh emphnsis to the determination 

or Britinn to mnke all sacrifices nocessnr.y to meet 

its commitments. Thnt tho sncrifloos 1e )*1 W••'2 

hord On{UlO t be gl'll.nsa1d1
, · This editorial pointe out 

thnt tho outcome for individual companies depends on 

tho attitude or tho British Treasury nnd thnt it is 

hoped th~t when the necessary legislation is introduced . 
tho position in relation t o subsidiaries or br~~chos i n 

tho case or insurPnce compnnies and others Will be clar­

lriod. "It should be possible t o protect their effect­

ive ownership while--as is understood will be the case-­

c~pensnting them in sterling ror tho lose income sur­

rendered. Tho ctlitorial ~oncludes by pointing out thnt 

continuity or control will ensure the high standard 

alr eady established which will b~nofit the creditor, 

tho companies, nnd Great Britain, since the latter 

should eventually rega i n something or the purchasing 

power in tho United States •trom which tho obligations 

or war oro for the ti.me being depriving us• . 

Tho MANCHESTER GUARDIAN' S financial editor poi nte 

out that the tence arc on improvement on the previ ous 

lonn . 

• 
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l oan . "Tho rate or 3 percent wnr loan 55-59. The 

proeont otate or t he British Government's credit has 

thus be~n recognized tor tho first time outside thi s 

country, although a number or artificial stimulants have 

been used to make it what it is today.• This wri ter 

concludes by pointing out that to incur any debt repay­

able i n dollars would be to invite a repetition or the 

lnat war-debt collapse if the liquidati on were not 

linked with profit-yielding dollar nssete and he wol-

comes this ar r angement f or this reason. 

Other f inancial editors' comments re s1m1lnr. 

The following extracts are noteworthy: 

EXPRESS: "incidentally this smacks down Goeb~ol 1 s 

propaganda t hat the Unitod Statoo is maki ng usc or tho 

war to snatch Britain's most valuable asset s one by one. • 

This wri tor points out that tho loan is small nnd will 

not P:\Y t or all t he goods ordered botoro Mru-ch 11 but 

1t will help. 

Tho ~EWS CHRO~ICLE city editor poi nts out that 

Sir Kingsley Wood said that tho loan would provide ex­

ChMgo t o bo usod •towards" mooting tho cost or supplies 

Ordered bef ore March 11 and surmises that t he size or 

tho loon i s conditioned more by the value or the collat­

eral available t hAn by tho bill in question t o bo met. 

The DAILY 

• 
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Tho DAILY HERALD finnnoinl editor her~e hie column 

•~sects pawned for United States lonn• nnd deeori bca the 

l oAn as more like a bAnking transaction than an 1nter­

nnt1onnl loan. He oons1dore thnt "both s,idoe are to be 

congratulated on an amicable agreaont which solves a 

difficult problea~•. 

WINANT. 

CSB 
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Dated Jul7 23, 1941 

ieo 'd, 1•43 •·•· · 24th. 

Secrotar7 of St ate, 

\leobl.ncton. 

753, Jul7 2J , 9 •·•· ( SliC'liOII 0111.) 

Tho -in& director of the local bri.Dcb of tho 

l"lrat llatlocal .Bank o! Booton boo requ.otod tho z.-

booq t o iotereede 1o lh 'bebalt 1o tho !ollovioc a&ttor. 

On l"obrua17 20, 1941 tho 'ha<loo .. n 'o llaUoual llt.U: 

eod fruat ColiPA1l7 o! Ph1l.a4elphia opoucl ito lrruo~ 

able orocllt n1111ber 4638 totall.D& $872,000 ln ta,.or ot 

La Huaon o.ncl Co~ o! lluenoo Air .. oovorlJIC wool 

ohl pmonto to t he United Stateo. 

'rho 7irot llatlonal .Bank o! Booto11 aDd otbar local 

baoka be,.. negotiated under ohip11011to, Uafh totall.D& 

&JIPI'OlliMt el7 oil< lwnclred thou.oand doll.aro . 

PJ:O 
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Seoretar,r of St ate, 

Date4 lulJ 2), 1941 

leo•&. 1:52 •·•·· 24tb, 

758. Jul7 2J , 6 p .a . (S20'1IOII Tl/0), 

the Traaour.r wao tberefoH roq\IAioh 4 ur~ntl7 t o 

hoiiAI Uceue to the Tre4eueno Jack pera1ttillc accept­

"""" an4 eftAtual p41;,BeAt Of &11 clr&th Willer t bio 

omit 1A or4• t o l>rillc about the ooapll.allce rlth 

cont raoto entere4 into 1>7 the !ro4o ... no Jack, ito (• ) , 

purobeoor necoUatillc 'banlto 1A lluenoo .t.ireo, an4 

Lt.huoen &114 Co.p&n7; all of aich contract. wro en-

hH4 into in pod faith prior t o the houanco of the 

black liot. 

obotruct the coapleUon or Uqu14&Uon of oiaillr 

oontract.-1 o'bllptio!ll 1A aich ..._rican firao or 

balllco are coDC&l'1114 ao a ronl.t of tranoacUono ontere4 

l.At o prior to the io""""'c• of the black Uot. lA the 

llo'bau7'• opinion the nonpe.JBent or 'blooldnc of ouch 

tranoacUono wul4 cauoo irreparable hara to the 

ot&AAillc of .t.aerican firao &114 'ballkl both bare &114 

tho Uaite4 Stat ••• 
!be 1~ o-ittae oa eoonoaio HliUono 1o 1a 

acre••nt rlth t ha concluoioao expruee4 1a tho &'bon o 

(ZIID or - ·a) Ml 

ll (• ) Appan.at oa1ao1on 
Cop714tc•7-)0-41 

• 
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IRITIIH UIIAIIY, 

Wt.IH IMCTOM. 

JUly 23rd, 1941. 

pereonal and Secret. 

The Honour able 

Dear Mr. Secretary, 

I encloee herein tor your 

personal and secret 1ntormat1on a copy 

ot the lateat report received trom 

London on the milita.ry &1 tuation. 

Believe me, 

Dear Mr. Secretary, 

Very aincerely youra , 

Henry Morgenthau, J'r., 
United statea Traaaury, 

Waahington , D. o. 

f 
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1
1. Soharuoro\, IIIIo lot' Brou, 

bal1aYe4 w1\h hor. 

2. TQI'Jk• UIM ot JlllJ 19\lii".JulJ 20\h '" otroac 

petroh lanloUd \IPWU'd.o ot 50 o .. ualUoo oa • ..,. ov.r 

ouu.1 Uoo 7, ln41aa ual\ rapollod oUaOk bJ 180 HallaDo 

and ooiiDlOI' auaolwcl dth l»•J'-\o lllt'UoUaa ouulUoo 

oe.aao an. 

• 

J, A)zoolalo. Deoor\oro Wolohotll oroo ropor\ oa..,•o 

tood ollaA\lon orlllool bu\ prrloon ardorod t o t1ahl to 

tho l oa\, 

14, !!Uolu C-ndp. ooraaa o4naoosoa LoDlaarod 

and 811oloaolr. s oo\oro oppool' olowor . I n Ul<l'olDo u4 

Buurol»lo adyoaoo ohlJMd l»J' Ooi'IU.u fla:l lt a duo \o Rl&o>olaa 

wl\h4rowol t o aYold oeYolopaent oo o ra.ul t ot Ocr.aa &hl'uato 

toward.o Un ud South &.eo\ ot o. ltatwaon Dll1aotor • 114 

Oni opor. I 

5• Bozal All' J'orto. J lllJ 2lot, Ill owoop o onr 

Vronoo ov l»oallero oll rotv.rao4, •• loet 6 SpUtlroo. JUDO 

Oeraoa flah\oro oortala, 1 prol»oltlo, 8 ..._COd• ~1&ht of 

.JIIlJ' 21oV22114 .troac toroo of l»oabero 4oopetobod to 

!bei'O WOO b MYJ &1'011114 
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RESTRIC'l'J!D 

lllLIWif nm:LLIO!NCB DIVISIOII 
WAR DIP.&li!OOi:IIT 

v .. ~~~ • .TUl7 23, ~941 

SPEOUL llOLI.I'1II 
llo. 34 

0..2/2657-ZJl 

• The illformation contai.ned in thh aorioo of lnllletina 
vUl be reotricted to iteu troa official aourceo vhich are 
re8llonabl7 collfinsed. 

!hie document ia bain& giYon an appro•ed diotribution, 
and no additional copioo aro aYail&blo in tho Militarr In­
telligence D1vi a1on. J'or provieiono &<>verning ito reproduc­
tion aoe Lotter 'Utr 350.05 M, I,D. (9-19-40) H-li-M. 

~. ita title otatea, thio lnllletin contalno oimpl7 a 
Uot of all '1'011tat1Ya Losaono llullotlno and Special Bulletino 
publhhed prior to July 1, 1941. H should not be considorad 
on index 1n ~ eonso of the vord; it iG intended oal7 as a 

handJ reference to tho ceneral subJect natter of these bulletino 
&lreaq on file. Additional copies o! bulletins previouolT 
41otributo4 ore no longer available in tho Military Int elligence 

D1vie10II. 

gswcm 

- l-

1~5 

• 
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Tjli!TATIV!l LESSOl!S ll!JLLETINS 

llo. l.-5. U1ocellaneoua 
6. Gon:>an Fifth Column .Act1vit1eo 
7. ICiprovieed Anti ta.'lk llefenao in tho F1nn1ah .1..noy 
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RESTRICTED 

G-2/26$7-220 llo, 448 II.I.D., 'II.D. 12:00 J.:., July 2), 1941 

SITUATION REPORT 

I. EASTER!! THEATER. 

~~ Finnish troops hsve crossed the Finnish­
Russian frontier to the northeast of Lalte Ladoga and are advsnc­
ing towards Plltrosavodsk on the west shore ot Lake Oneca. The 
capture by the Finns of this t<rl'ln wculd result. in the cutting 
o! the Lenincrad-u.manslc railroad, and wculd also constitute a 
threat. to LeninGrad frao the northeast . 

'i'he Oercans have lll&de no f\lrther advances on 
Leningrad frCIII Narva and Luga. 

The Oemans have encircled a rurther Russian 
force or considerable size bet,..,en llevel and Vit.ebek. The en­
circled Russians are seeking to break out of the trap by attack­
ing towards rrevel . A t\lrther nussian roreo or apparent~ sCille­
""•t 5lllllller size is encircled in the triangle: lfohilew-nosla.,l­
Smolensk. This Russian force is counterattacl:1ng towards Smolensk. 

There is no reliable in!orm>t.ion tran all that 
portion of the front l.y1nc to the south of the Pinal: ~:arehes . 'the 
OeiT.>AII COIMIW\ique of June 23rd reports "continuous and relentless 
pursuit• in this area . 

!k• German st.rate&ic lxr!bing included :1oscow and the 
raU Caalnieations centers at Leningrad llld Novsorod. 

II. i/ESTERN THEATER. 

!!!;: Oeman. Light scattered night raids over southern 
Eneland, 

British. No change in t he conduct of the offensive • 
llannheim and Frankt\lrt again bore the brunt or the night raide. 

III. IJEOITERRANEAN THEATER. 

Ground.: Nothing of :l.r.lport.eneo. 

!!!;: Nonnal harassing raids in Libya. 

•'>f ,, ... 
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R....,.. 
No. 1040 

TilE llEVEKlJE BILL OF 1941 

lr'u 2•, lt41.-Conun1Htd to lhc CommiUte or the Whole Of>"• on the liCAt.t 
..,..... ,. ,. ol tiM! Unlort and ordered to be p rhr tOO 

}.lr DorGHfOit, from tbr CommittM on \Vays and ~:fta.na, 1ubmitc.N 
• th• loUowing 

REPOR T 
fTo Mt'Odlpaaf H. R. M17) 

TWComnailtN" on W•ya and Means, to whom wu referred lhe bill 
111 R. $-117) to pn:wklt re\'f'nU~ and for other purpo~e~, having aon­
AIItMI thf' f!'mt. rtt)()rt faworably tbertOn without. amendment. and 
ft"t''OUIH'nd tl1at the blll do pa.u. 

Nuo roR TilE L&OISt.ATTON 

Tht uni!rd t lf'Cirt on the pnrt of the Americtm people adequ8tely to 
<ll·ffnrltMt Nruion ltiU! plHci.'d a tremendous finnnoi.al burden upon t.be 
(ki\MUilf'lll . 

l1JIOtl hk IJII~'./ln'llll"'O before your fOtnmlLtoo on April 24, 1941, the 
~111ry• of t11,1 TrNUHiry fl;fattd that as of t.hat date the Approl>riA-­
IItlB\IUtborrMiinn-, 11nd r('C()mm~ndations for lbe nation&J de ente 
t'"""'m totnll,'fl $39,000 000,000, lncluding the. )Nse-lend appro­
J.,.lll"m'. Arc'OI'\l i1•~ to the eatimate of the Bureau of the DudgcC. 
•· o1 Jou,.. I , 1941, tloio figure had then ri!W'n t.o S43,!!l)O,OOO,OOO. 
It w Nt'a 4ft at •J)proxilnately S50,000,000;000. Tllut, Iince 
.tpril. tto. ,..,.,. or our d•l•.,.. prognun hu been upanded by 
lll.lllii.OOO.OOO. 

l p.1D d••t O«l•ion, the &-c,.tary further a.ta~ that a.et.ual P· 
,.,..,,.,. lor oil ~·rdfflll purpoa<o lor tht fis<al you 1~2 .,..,., tl>.., 
t1p'ftrd to t.- 19.000 000,000. Ia. is now anticipated lhaL the ex-

- lor .... s ... i , ... 1042 .. ;n exceed $22,000,000,000. The 
L~. ...... ... 01 J OOUU)' ~~~ .. tinlAtrd thU the defiei~ (Or tbe 
'«~ ,,., 19-4:! •-ould bt S9,200,000,000. The Bureau of the Budgel-t 
•u l Jun• I, IDII , Ofllhio figu"' at $12,800,000,000. Tb ... figuroo 
cl6 n.ot tfdect any addhlonal revenue (rom propoe.ed t.u lecialalion. 

H ltsl\. a~HO. n-a·-• 

' 

• 
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2 REI'ENUE BILL OF IOU 

your romrnittrr bill is designed to yield a net ~eli tiona! re•tnue ia 
_. ... .., o1 S:l.500,000,000 for a y•ar ol full operation. For tho fiotol 
, ••• , 1 o~2. it i• Htimatro 10 YJeld ~bout S!,OOO,OOO,OOO. Thus, lhe 
;,.1 tlrfirit of $12,800.000,000, preclict.ed wtthout rt'gard to thiJ bill 
.. ttllw r~•lurtd to $10,000,000,000. . • 

1'hr bill "•ith tit.~ J>n'Olent l.aw Will meet about 80 ptrtent or the 
antiriptU4'1 rXJ><'Oihtu,..,., leavmg 40.ptreent 10 be met by bormwilljt. 
Durin~ the \\ orld War only one-t.!ll'd of t.ho expendJtUri'S "'ere •nft 
by tliXI'd •nd tii'O·tlurtls by borrowwg. 

In r<'<'rnl yC'llrB Y.our .committ<'O ~·· f'!'COmm~odod and tho Con­
~""'" """ 1·nn<·t<·d lrt:•slat!on substan?ally mcroa~mg ou. r tax rc,•1•nuea. 
Tlii'SI' inct't•IISC8 wr•rc dCSJgnctl 10 brwg ou.r rccclpte and CXJlenditun'S 
inlO ~ ·10M'I' nlignnwnt. Excr.pt. for tlu~ onormoua expl'nditUn!fl m1uJe "'"'""""''Y by our def<'l>sc program our goal would bav~ bec,n nchic1·cd. 
For ~ ·••nuplr, for tho fi!ICal year I 0·11 ?Ur total rc~•pte RJ;J:rr~t<'ll 
Si (i!l7 ,!!00,000 and our total ru<peod•turee were $12,7101000 000 
I1•1;Vi11J,: il (h•ficiL of $1l,t03,000,000. Of tho toldl CXJX'Ilthlun~ of 
Sl2,710,000,000, $6,04~,000,000 were for nationnl d~fei\SC. Thu•, 
had dofonoe •xprnditurro been aL normal leveb, a amoll de6:it or 
Jl<'rhnt"' no ddicit for 19-1 I would have occurrtd. 

Tltt• bill i• unJl"''"'lcnted in the amounL of revenue it i• droignrd 
to l"'ovitle. It ln\'8 a substantiallJ incrt'UI'd burtlrn upon tbr 
Anu•ric'1111 prof'll'. 'our tlv~rr- i~ convmeing t\•irltnet tha&. th~ bunltu 
" ill Ill' bornr t·h,..·rfully in the ligbL of t.he overwhelming importan<o 
of not ionol tMrn"" to 1ho conLinutd frtedom and ll'<'urity of the 
l:nit" l St•h'!l. II i• lw>lirved that the risk to life and propc•rt1• from 
an itlltlt"Clllftl<' prrpar<odncss "ould make e"~ a much hra,·irr hunJen 
atlruli\'r ln~ oornoftri.90n. 

In itll clri11M'rftti'on& on this measure, it has been your eommitteto's 
nim tunl <if~<iro to diJtribute the additional tax burden •• cquitobly 
•• J)I}AAiblr omong the several classes of taxpaycra. Due ronsidero­
tion l111s •lsc been given to the coonomic and aoeinl effects of the 
in('t'rn~(·d lc\' i\~s. TJu-rc was coutiuuallv in mind ,,bo noc~tl Cor kt•ef'· 
ing to o minimum, ronsi~trm~t with our <lcr<'uso effort&, any db•·uption 
of our. t '('fU~nmy, ond, a1 U10 ~nmc timo, supplying a needed rcstl'liint 
\IJtnn mlltt~1on••ry trnd t•ncics. 

Your commitl~e·s prinripal aim in this bill, bowovcr, as in all till< 
hoghdation, iaJ. Llae procurement or revenue. 

EaTUIATil8 OF REVttliU& 

Of the more than $31500,000,000 to be nised b7 the bill, nearl1 
$2,476,000,000 iJ to be deri~ed from corporata and wdividual income 
'"'l"'.''en; $1 62,000,000 from ostat~ and gift taxpoym; and about 
$1100.000,000 !rom excise tax.,.. 

The follo•ing table seta out in detail tbe it.ema contained in th6 
bill and the txpec:loo rc,·cnue therefrom. Thoae fJgU..,.., auppliod by 
tho Tn>asury Drparunent, coutemplat.& a year of lull opcrauon. 

--
&ur\U•··················"'' 
En'f'H•rrof!U 1111 ........... . 

TouL ....... .............. ·····••••••••··········"······· .. • • • •••••• •• ..... ,, 
llldh'M•Illl · · ·••·· ·••····••••··· •••••••··········•••••••••••••••·"•·•••·• ............ . 

T..tllllt'Ome"'-'fll· .. ·••••· ·····••••············· .. ·••••·••••· ...... ........ ....... . 

w;..,......-.,,,...a ..-"••-= I I .. r.&>itiiJIOC.\ 1P .............. JMf'MIItll. trMII 1,10 to I. • ................. . 

I 

=r~_::::.~:::: :::::::::: : : -~~.":'.~:::::::::::::::::::::::::::::::: ::::: 
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~ ~- ,.....,,......,.._.ftpenltalLO.Pff'(ll'llt:'""-= ...... .._..-
M.actft _.u............... t (II!ILI.t I'Jt'll' I#ICL. f'lDrl)t fliKi7 WOCICII!e Clf ~ 

.-oodftl (unehafWI!d), 
n.Jtnr ""'" . .. • . • .. • I......,... rta rro.. U Clflltl1o tl arm. . ........ .. lt.dio ff'C!I'h lac tel.l Md IAm"'IINN ,._. fr.m 1)1 pmut LO Ml fJ(II'l'ltllll : ,..,..,. 

'''" -· t'hw'..«rllliiJ u4 11bo0. 10 poroea1 oltDMWr.eturw~' lUI prb ............. . ............. . 
N..Win~lri.IUitnll. ••••••, •• ,, .~o ....... ••• ..................... ............. . 
&1,«dnt Cl01l .. .............. ~o .............................. ............. .. 
~=~~ IJoii&MitW' ·: :::::: : : : ::~: . :::::::::::::::::::::::::::::::::::::::::::: l'lloll.iler~'t= •&•llatlllll •••••• ,,,,do ............................................ . 
llrrtrkl:*"' •••.•.•••••••• do ................................. ............ . 
...... IUI!d llOrt ••dll• ... -do ....................... . ......... ............ . 

~::.·t:= .. j- ·-- : ::::::: ::::::::::::::::::::::::::::::::::::::::::: : ....... ). 
~~-~ ............................................................... . 
11ft 4rillll................... v ......... - boUied tiOft drlaU .......... . 

~ .. c-.... owt-lc ld4 ... . 
h drJ,t4f .. ............... .. .,., ... ,.,~..-..-. ................. .. 
n.n .................. . .• .. . ...... _ ......... ...................... .. 
Tlllltl~ . . ... .... ll,.....ttlrttaB~n".a.pr'b. ................. . 

T=...,~ ... ~ .............................. - .......... -·-·····-.. __ ...... 
A ....... _ .............. . 

e.:.:.: - ·-1 --.... 
...... .... ., -· _.,., 

'"' 
'·'"'' 
1,1211 
1,1610 

2.414 I 
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mt 
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'·' 1, 1 
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ot leMtd •lr• 

1't,_pll0 .. bUI.-•••••••• - •• I I:;'*' 01 &oLII bOI MciDtlar ....... IUbJtol, ... wll>o ... 
trw~nl&loo Of Sllf'OGII • •• lpmt~~t ol~paldla..ntu•mJ)l~, •• ... 

• o 1001.ot ••li.k!lel ud N J)fr motor veil fW boM J>et ,._ wlc.b u. ,.., 
s!:!,':; .,.~..., bllllit4 

"eel rate~ on~u. 
ll6 per alle7, or J)OOl ~blt '* nar ••.••... .. ... ,..,,. 
m PN cltl'lot per ,.,.,. .............................. Oo&II-OiltrMell 1111\llltC!IeDl .. 

a:::.==:~ ....... Vltlool "'* bMe4 011 &IDOCIAt 01 ~bnot .= '" aut.Joaa with ctt lime.-ot "- 1 
.1* ,., e&eaJ)t. 
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Suw:MART or PRINClPAL FsATURU 

I, lNDlVlDOAL lNCOU.E TAX 

Tho ~hnngoo mndo by tho bill with respect to tho individu•l income 
tox •ro oiTociivo with respect to taxe.blo ye&rfl beginning alt~r Decem· 
bor 31, 1940. 

I. DZf'ltN&• 1'.\X V AD8 PSRWAN8 NT 

Tho IO·perc•nt delonso tax, imposod lor 6 ye&n by 1100tion 15 of 
tho lnternBI Revenue Code, is made pcrn1f.Dont. 

a. HIIOJU.L &UIIlPTIOd Alf1) CUOift roa HPa lfD&"'" 

Undrr cxiating law a peroon though unmamed who aupporta in one 
hou .. bold one or more other peraons, act<Jally de))Mdent upon him for 
thtir dtiel support, is deomed to be the head of a familY and ia allo .. ·td 
·~ •••mP.tion of $2,000, plus $400 for each penon dopeodtnl upoo 
~1m who tal-than 18 yeus of age or ia incapable of ~1-aupporl.. h 
" frlt thal tucb peroon should not be allowed to obtain tlus double 
benefit on ~ecount of a dependent, na.mely $1,200 (the diJJereoee 
b<ltween a llllglo person'• e.temption or 1800 and that of $2,000 lor 
the head of a family), ~lu. $400, or $1,600 in all. 

.Col\l<qi!CD\1>:• the bill provides that a de))Mdont counted to~­
•\ituto an 1ndmdual aa tho head of a family cannot be counted agWI 
u a dependant for purpo$CS of the $400 crodit. , 

8&VaNUIIl BILL OF lOt ~ 

'l'bo ·ndividual income-~ urmpl.ioM w..-e redueed l&at ye&r from 
'to $800 for a aincl• pe.n10n ,and lrom. $2,~ to 12,000 lor a 

$1,~«1 eouplo. A mamf'd JH'niO!' • exemptiOn Ill now u low u it 
"'""' B b«'n einu the ~l'doral mrome 14'! wu adopted in 1913. 
lt&s ... tho ptriod 1917- 20 1t wu $2,000. A aingle penon'• exemption 
~lowtr than it bu ever~- During t!>e periods 1917- 24 IUid 
~932-39 ;1 waa S 1 ,000. Tb~ p.--nt exemp.t.'ons on a weekly baaia 

116 for a single peroon and $38 for a marnod penon. Your com­
·~tte r .. t. that a furtb~r re<!uelion in these. ~emptiona !a .not ...... 
IDI Ltd at thi• time, !'l!p..:tally m v1ew of the.tlS~ coo~_ of hl'tng. 
lijt sbou.ld b<' rememberf'd that boca use an mcliv.tdual '" 6llempt from 
tho individual income tax docs not me&o that be 11lree from taxation . 
The rovenue system. include& many t&xM ~hieh dir~Uy_ "'!d'.indirootly 
burden tlto<~e lower mcomo ch188M. In thitl connection tt '"· 1mportant 

10 oonsidrr, not the Foooral taxe& alone, b_ut alse tho State '!'d local 

1,.,. which on U10 whole lire l .. s progrosstve than the t.axea 1mpo.OO 
bv th• Ftdrral Oovl'mmrnt. Furthermore, several of the 6llciee t.ax .. 
.nn in substanl·ial part laJiupon individuals not reached by the income 
1u Morro••.r, tho propoal'd uee tax on automobil .. will !'lllult in 
..,n~ting at l•ut $5 from many individuals who are not aubject to 
lhtin<om• w . Staliltica indicate that over 50 percent of the pusen. 
I« automobilta &l't' ovml'd by individuals with ineom .. of $2,000 or 
ltos and ovtr 18 percent are owned by incli .. iduala with incomre of 
$1,000orlea. 

All tbt income taxpayers have had their income taxM incrtued by 
;..,_in rotH. A ffi!uctioo in the exemptions would im~ upon 
this same group atill further income-tax burdens. The additional 
,. • ..,uuNulting from rl'duerd rxrmptions com"" almost entirely, not 
from ne•· tupayers, but from individuals already subject to t.be income 
w . 

It should be noted thnt wlille the personal exemptions are not de-

• 
mased by this bill, a lnrge number of persons will pay income tax.,. 
under it who do not pay und••r prCflent law. The amount of income 
mmpt from t.&xntion would, in offoot, be lowered under tho eurtiLX 
nttsehedul~ adopl•d by tho eommilt.ee since t.bo ourt.ax io applicable 
10 tl1e 6nt dollar of income oltor personal exemption and crfldit lor 
d•JH'•d•niB. The firsL 188 above exemptions of a aingle peraon 
..iihout dependent& and the first $222 above exemptions of • marrif'd 
pttllOD •·ithoul depcndrnta, now free from the normal tax oo BOCOunt 
of th• Nmtd ineome erl'dit, become subject to ourt&:l<. 

&. ULlT¥1'.~ Or I~COM& PaO» XOH•IKT&a.qT-B.LUWIO ~ IOJ..D .t.T 4 
DIICO.,.,. 

Untie it& program for finan~ the national-defense Ul'";'lclilu,_.-, 
tho -rr.a.wy Department ia ofrettng several types of aeatmliN wb~b 
~nonintetflt bearing but aro iaauoo at a discounL. Theae ~«uri Lt .. 
Itt rtd~able at a fixod a.mount, increasing at atated ~t~als. T&J!· 
payen on the aeo.rual basi& report and pay ~ oo tJ>!s mcom~ ~ 11 
accrues. The bill extenda to l.a.xpayers oo t.becaah baato the pnvilcge 
of electing this ••me Lreatmeot. u t.bey 10 elect{ t.be incom.o will be 
ttpor!ed gr:aduolly aa it accruce and will not all .all into the taxable 
rear .m which the aeeurity ia rcdcemNI as would be tho eue under 
tx~tllng law. • 

\ 

• 
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6 ~BILL or- l .. t 

While no clwJ&ela made in the indmdaal DOrmal-tu rat.. thuur 
w rat.eo ue ~r-ed aubeU.,OUally. In addit.loo, the o....iaz ra~ 
app11 10 the tn~are eurtu ne~ moome~ the lint 14,000 of which ia ''" 
from owtu uoder the prsent law. ill order clet.ri.J 10 demonotrat. 
the eHec~ ol l.blo ehange1an ~!e abowlng the compu&.Uon of the 
tu under tbe ral.el of Ule bill11 gtven. h m&7 aleo be of value 10 abow tbe deiOI'IDlnat.ion of net income, eurt.u ne~ income, and normtJ. 
~ax not income. 

A marriod man with one dependent having the indiCia ted item1 ol 
Income and deduot.iona. would compute bi; tax baee and the tu thereon 
11 lollowe: 
I &emt of poll lnoo,roeot 

llalary •••••••••••••••••• •••• •••••••• ••• ••••••• 1'7, 000 
Dlvld~oda.~ .. ,..... ...................................... ...................... 3, 300 
P&rtlally taa-uempt lnteresL...................................... 800 
Otbor Inter$ (lulfr t.u•blo).................... 600 -01'0111neoroe ......................................................................... .. 

!1•1111 o1 doducllooo: 

1~:::::::::::::::~:::::::::::::: :::::::: 
~ (aol capllal "-> ..................... . 
<looldl>u ..................................... . 

seoo 
100 
776 
I~ 

Tol016odoctlol>l ................ . ................. . 

!Itt-............................................. . 
Credl10 oplos< ,.. ._ ror""""' ~ 

"--MI -=pllon ........................ 12,000 
Crodl< lor dependent........................ 100 

111, 000 

1.800 

1,400 

2.400 

8\lrtu nel t.oeome............................................................................... 7, 000 
s·urt.&r .......... "··---·-···-~ ...................... ........................................ ~ ........ 1630 

!ft\lnooroe ..... ~.. ... ...... ......... ................. .................... ...... ........ .. ...... SQ, 400 
Credlt.IAC&I.n•\ net> tocome for normal f,.U,purpotOt: 

hrtOUI exemption .................. .... ........................ 12,000 
Credl• lor dopondenl-. ..................... 

1 
400 

Er.mod lnoome credit (10 JIOJOODI or ..... .., 
l.noome or n•l tooome, whkbever Ia leM)........ 700 

Put~.n,w..,xemptln~ . ... , .... _ .. _... 800 
---'- 1,400 

Normoltu netlo-.................. .................. e, 000 
210 Normal llu (I po,..ol of 16,000) ................................... . 

O ToiAIIIOnDOI ODd owtu........... ............................ 170 
1 peretot deleoae e&~ ....... .................................................... : .................. ..... 111 

Tolal D0n11A1. ..,.. ODd cW- IAL. ...................... ·- 1$7 
h will be noted that tha amoun\ auh)eo\ to ourtu io JN&ler than 

lhat au bloc~ 10 normal I&&. Thla io torue oince the cNC!iiAI apinl\ •-' 
lnoome for nonnal-tu PUI'JlOM!I ue greater than thole allo•ed for 
IUrtu; purpoaeo. Tbe bill makee DO ehance in thio reopeo\, bu~ II 
do,eo. appl7 the ourtu 10 tha.ontire eurt.u nel income •bile under 
matana law the lint $4,000 is noltued. 

0 

UVII~ BILL OJ' IIU 
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~~~~ffiG~~~~~ ~ ' l ii ............................................. . . 
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I --·-···· II. :: ........ =. a 
It 110 1.141 ., ... . .... 
: .. : t: 
11 ~.- ... .. 
• 1,. ~ .. ... . ~- . • f;..O .... 
0 ... 1,140 : ~= :t:: • u.. If ... 
a ..... •• .. ~- .... p ... .. .. 

= ::: ~= . ..,. ... . .. ,. -­.. l&- ..... 
• ... 1Jl,l» ......... 
,. •• l n.• 
n .,,,. ::: 
: ~.:;g: ..... 
14 ,.,, ,. ''"-11 .......... . ........ u ••••• 

' 

Tbe following tablet compare th_e. tax pr.yablo by. in.di'Vidualt of 
deeignat.ed st.a\'18 on apooificd net mcomeo, under exl&Wlg law and 
uoder tho billi aloo tho ofl'oot.ive rt.lce of tax, expreesod aa percontaace 
of lu t.o DOt U\COillO: 

• 

• 
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l.\,ldl,tciO •••••••••••• ,. .. , "'"' ...... ...... 18.311 ,.. .. .. .. "'"' I 

L 1'AX OK MONa&8JOilfT ALIIIl.N INDI\'I:OVA.t.l 

Thr tax on nonrc<!ident alien individuals not cngagt'CI in tradn or 
businr,. within tl1o United States &.nd not having JLD office or place o! 
busin<$1 therein is increased !rom 16" percent (15 percent plus I)! 
portent d<lc""" tax) to 27" J)(lrecnt (25 .{><'rceDt plus 2)! percent 
dtfe,.. tu). Tho provisions lor withholdlng or tax at the eoureo 
.,. amcndtd comopondin11l1 to increese the withholding rate fron1 
16~ to 27)! prreent. The6e mcrtased rates are in proportion to the in· 
rmstd rat .. on American citi&ens and nsideots. 
~ rat .. gcnulllly applicable to nonresident aliena do no~ apply 

w!:m they ..-ould infringe a treaty obligation. Under exiotuy; law 
I~ rat .. may be reduC4!d to not l<'S8 than 5 percent as apphi-<1 !0 
I'I'Sidrnts ol a contiguous country il so provided by treaty. Tbe b1ll 
aulhon ... a similar reduction in the cue ol resident.s or any country 
'"North, Central, or South America, tho West Indiet1, or Ncwlound­
l&od. Tbc cxlcnoion or this lnvorablo treatment is a vart ol the ff!t"m toward improving relations with our sister nations in tbo 

estcm llcmispbero. 

• 
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,,,oa.,.unrmrw...._.&~~a_u._.,1L-

n.~ 
Tb~ bill u reported bJ your c:ommiU... requino hlllbu.d and wit 

li•i.og qeLber at any t.ime duriJic tJ.m joiu &uUie y- to • 
lheir income in a aiDale join~ nlounl aud compute Lb4i t.ax 00~ agreple income. A bt11b&nd &Dd wile are -wldtred li..U., tog U: 
in any cue where tJ.ey have not ""''uUecl wllh ill,teo~ to a~o 
permanently the marital relationabip, whether or ilot Lbe huabaod 
mak .. hi1 home at on~ pl&ee t.nd the, wile a~ &~~other plaeo. 11 

000 of tile 1pouaea hu D!l tDc:ome, ~eduetio~, or credit appearing 00 U.. 
return, aucb 1poUJ1e 11 not required t.o "'C" or .. .., to aucli return 
ln the cue of husb~d an.d wife maki!lg.a Joint retum,lhe net inaom~ 
of cMh up w and meludmg $3,000 ob&ll m every oue be eonaidered 
earned income and in the cate of each the c:omP..-lion for lttvio<t 
actuallY rendered may be considered eamea income w Lbe extent of 
•14,000. The earned net inc:ome of eaob'i8 to be added loget.btr aed 
tO percent of ouch earned net inc:ome but not in •- of tO P8reect 
of the acarrgate net inoome ia allowable u a credit lor the pu.,_ 
of the normfl t.ax. Eilher spouse may eleot to have the liability for 
lhe tax a.Pponioned between them in a ratio which a t.ax computed 
upon tho/ eeparate )noome beare to lhe IUDl of aueh ~.ax,. computed 
upon lhW' aeparate moome1. 

In ecmputtnc t.be aeparate t.ax for the purp- o1 the alloealioo, 
-h 1pouae ia deemed w hue a penooal UemJ!tiOII ol $1,000 and 
t.be cn!dit for dependente i1 to be oompuled u il hu.band and wife 
were oincle peran01. Tbe following enmple will ahow how t.be aeelioo 
operat..: 
Ruobe.od'o .,_ 111 .......................................... . 
Wife'• lf'OIIlnoom•··-················ ·······--·--................... . 

Ill, 000. 00 
114, 000. co 

Tot&11rou fncomo .... .......... · ........................................ .. 
Total deducUo ............................................. . 

126,000.00 
16, 000. 00 

Crt<JII&~mblned nel lnoome ............................... .. . 

Eamed lnoome ................................ •12, too. 00 
Poroonalo>emptlon . ......... .... ~.. ......... .. 2, 000.00 

110.000. 00 

Tololcredlt. .................................. ~ •••••• 4, 400. co 
Nn llloome Ill u,_ <II credlto for norm.ot 1u p.._ .... . 106, 000. co 
~lu·t~L.. .............................. . 

'"' I ICII, ..................................... . 
4,2M.OO 

10, 780. 00 

Pl~·~~to:fabf::i·;,·(iM;iii)-·i_.----;; ·llOi;;.;.; 
t>«ID- to ""'-'ud-.ar .............. . 

M.004.JIO 
1.4tUO 

Tolollu uader OOIIImltloo ·~ ADoo.Uoo "' lu llol>Oity: -··· •••••••• , •••••••••• , 
Ruobe.od'alu -puled -leqo 

~~::::::::::::::::::::::::::::::::::::::: 

t0,60l00 

II, 000. 00 
I, 000. 00 

N . 
et lnoo.tne ........ ... ................................ ::-············-,, 10. 000.~ 

. ' 

I 

ptiUI17a 111LL or lUI 11 

---- "''"' JW>IIIt,-(!ollll~w,. 0 - 1 -s..._,t. w r 11'\tid .,,.__, 

Oredl~ - --· ..................... II, 000. 00 
~--········· ·····----·· 1,000.00 

n.-oo Tolol cndJio •••• • •••• ·r··-··· -· ···-· · .... · ·----
.. 000.00 

Nolin- ID - ol cncllt. fe< ......U lu pur-pooo .••.••...•••••.....................•••• 

•oo 
t7G. 00 

_.,~u.t• ........................................ . 
8urtaJ OD $8,QOO .................... ............................................ .. 

Tolol normol and IUrlu .............................. .. 
I'I,.JI).petWnl dllfe...,. l&ll ••• :····------· ·--------------· 

t,agg 
118. 

I,"" 00 
114,000.00 
14,000.00 

T lollu huob&nd _.,..led M~A~J ................. . Wlf:'• tu cOmputed .. .,.,.wy: 
~c~~~~:::::::::::::::::::::::!::::::::::::::: 

100,000.00 !letJneomo ....................................... .. 
Cred' ll' ~'rned loco-........................ II, 400. 00 

Poroooal uemptloo.. •• • .. .. • • • • • • ... • • I, 000. 00 

ToW....UU. ................................ . 1,&00 

No\ l-In u-ol eredlto fe< aormallu .,...__ t7, eoo. 00 

N..-...llu alt -t. ........ ................ . 
8ur161 oo M ,OOO .. ........................... -~ ............. .. 

l,lkOO 
t5, tiO. 00 

Tocal nornuJ and aurt&l ..................................... .. 
Plut lO portent detente tax ................................ . 

•e. 11~ 00 
4,tiL 00 

64,~00 
64,444.60 

Tolollu wUa oompuled ooparat«,y .. . ......... • 
C.mblood 1u 01 huobond and wit' oompulod aepll'tol«,y .. 
Pe<oenl o1 oomblned 1&1 { .. pante relurno): 

Huabt.a~d, 2.650 peroe.ol 
Wile 97.441 poreen~ • 

u .. tJ.nd1o aDd ri6'o lu llol>lllty uodor Jolalrolum: 
Buobaod, 2.M9 -t of IG9L403.6il.... .......... J: ::t :t 
WI!&, 97.441 pttOIIDt ol teO,tw.I!O ................. _ -::--::::::-:: 

Tololtu uoder Joint mum.................... eo. 601." 
· 'l1>e joint t.axable . yur do. aot, inelud6 tJ.e t.axable ~iD;.....,.. 
11ot ll&rrioge took pia.. ll'ar -pie, ·if ibe ~ . ""=' 
11.1 return~ on a oalendar-.rear buia t.nd mamed m l~l.&..a t"7 

,rolum would not be required until the calendar 1~ 1M2. !;:!~tom' 
lu,ohle year ia auwmal.ioally t.ermina~ upon divorce or tJ:;.j-;:.; 
......,_ In t.bc oaae of death, the tlll'V'l'flD81P0'!"" &Dd the .~. full 
........W rtpMentatiYe are 1'8Q.Uired to file a jomt return for -
lu&ble year in which the death ooeurred. 

. I~itiu of lA. preutltl4lD 

(I) Entin iiiCOm<l tJ41"Ml &tl .,.. .,_. •. -Under ~ P,.-ut _law,;! 
thO entire income ia eemed by the buab&Dd, !he !_a_:nilY .~-~uind~ in­
.,_, a greater tax than if tJui wife bad contnbu- .to ww 

000 come. For examplo, if tho huebt.nd and wile bad an mcome of •1 • 

• 
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IM'r year but it wu aD eo.med by the hmb;a 111e tq llllolerU. 
en~ law with tbe .P."'poeed ra&. iD lllellill ._,loa a 186 ~ 
the oLber band, if $5,000 of the u-m. - -tributed ttftbe' .,;1_ 

the total tu to '!e paid by the family UDder llle ,._.Ia,. with-~ 
P.ropoeed ret. will be S880, or U40 liy MOb ....,_ Theee tw 1 
iliee b&oe exactly the aame iooome, ye& 111M will PQ 12811 ° ...,_ 
tbe other. Sinoe in moet ..-,the famijy m-il ('llluf~u~~ 
the husband, lbe pl'Mellt law operat. unjo.tly lftiDai the 1 

!'ority o( f~lioa in the ~untry. Tho man wr.o.& Wife bu ~~ ~ 
noome 11 1n " better poe.toon.tbt.n 1M mt.a wboee wife bu 00 ,. 

inoome. In the former cue, lwl d.,.. not hue 1o eee uide ,. ~le 
blaearninao to provide lor his wife aa in tbe~\61' oue yet the'!.~:.:~! 
law aoluau¥. lavon the more fortunate t · . ' --

(B) FamiJitt /Wing in dijJt:rerrJ udiOM qj I -"1/ - The 
law ponnllrl a family living in one eection of \be ooW.try ...!'~1 

IC81Cl' t.u than a ft.mily hving in another eection of tJie a 
For ~ample, if the huaband is a resident of California and ~LI:Y,; 
aalary of $1~1000 a .year, this salary is dividocl equally betwoon h.., 
band and Wlle for woom.,.tu purpoeea. On the oth~r band if tbe 
hu1band wu li'ring in ~ew York or ~me other noiHOm.i.unlty. 
pro pert~ State, ho 18 required to report h~a entlre ~ u bit own lot 
F od....U .. noome lax Plll'J'OlOl. The hUiband in the nono(l()mmunity. 
property State hu no meane of mitigating tbil bard., for the reuno 
\bat the S~preme Co~!ft bu held (LouiN v. Eon, 281 U. S. Ill) 
tbet an ,..punent of moome for penooal amricoa il not """'Pi...t 
for Fod•ral>noom.,.t.u Plll'J'OlOl. In commen~ upon this in"''W"' 
Mark Greve~, Commialioner of Tuation and J!!nanoe, State of N;~ 
York, ~~tod m ~letter to Con~an Rood, of New York, inoorted 
In the JOID~ boannp on tu eva&on and avoidanoe, 1937, page 37: 

A tamo, llv1nf1: In • non--oom.munity.prope.rty State havlna an lneorne of 6 
eert.aln alae, 1hoWd, ln alJ t&lrn~. oontrlbute u mtJCL to the eupport of tiM f::':.a' Oovemmtnt. u doe. • like f!'Mil1 wttb the INDI locome In aa1 otber 

(3). Fa!ni!v rtcdllinp entire income }rom ...,.,.,'+,-The present Jaw 
al110 doseru;n\"nleo agamst a familylivmg in., nono!lOmmunity-proporty 
State rooom!'l1 oil or ~bo gro~~ part of tbe inoome from earnioga u 
oontr~lod with a fumly roce>vwg all or tbe greater pt.rt of tho income 
from mv011lwenlrl. Husbands and wivoa ~uently t.rana!er prope~y 
between. oacb oth.er, thus splitting up their 1000._ for t.u pu~ 
AI Prc;VIoull,y pomlod out., an assignment of fllJ'Ded inoome a not 
recogno~ for Fodera! inoom.,.tu purpoeoa. 
h W o,..,. Ill~ UfHitUit rd..,....-The p-tlaw by pcnnit!in,r 
0 
ualian~ and Wive~ to file eeparete "'turoa or joint relurnt at the~r 

.:i'i:~~V: alf'Sr ,!'~t. to the diaedvaotage of the Oomnment 
· acb rillo 0.-r.vera. UeachbaainooliiOofany oonlidereble 
~~ e " ordonarily make a eeparete "'""" in onler to reduce 
tb11 :n:me. t~ .. If th~ huaband and wife caD ao ~ thoir alfain 
b • ~wife II ID reccopt of a ~rtion of tho inc;<!m&, inoome taxeo c&D 

1I.:i:~~ly rod
6
u
11
.00
00 

• E!'PilC•ally in the cue of tho larger tazpayen. 
pl. • ~re Wlt,b caaes where tbe huab&Dd iod wife hlfe 
t 1~ up ll101r mcom01 for the purpoee of av.,:A:~8 U.. p..,..,...;n 
woom.,.t.u 1chodulo. --. ·vr-
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,_ilr ~i~ •. lifta •" !noa.-CertaiJ.I husband~ and 
. (I) t only aplit lhelJ' 11100108 lhnMIP the ere&!JOn of lniiW, Cl' 

w:r"'' : 1 a11o tbrouP the Ule of familj p&rtnenhipi. There bt.•e 
~if!~. in which auch pattDM'IhiJ.-. h&Ye beea recognized, 81'1'11 

=.::e -.rife did not oonlribute e~ther capital Cl' ...,.ieoa to the 
:::~ip The purpoae of 1118oD.Y of th- putaetlhipa it to apli~ 
~'"';;;;;ii! ineomo .nto two parta. 'The large amount of ltiflrl made, 
illo after the gil~ 1U went into effect in 11132, &lao maicat. tho 
~ 00 the pari of man:y wealthy ·~- to roduce their inoomo 

01 
through family tranafera. Tlio foUnwing, taken from the atatl.­

~ of income for 1938 and 1989, abows tho large number of gil~ :!.terroc1 ai!A:r the gilt tax enacted in 1932 went into elroct: 
y..,· ' ,_~ 

it~l ................. ,. . ............. ............... 181,888,000 

:::=:::::::::::: :::::::::::::::::::::::::::::::::::: ~ m: = 
1831 . ................................. ............... 2, 180, 614, 000 

!5L:::::::::::::: :::::::::::::::::::::::::::::::: iii:~ 5! 
4, 782, nt, 000 

II will be not..d that during UU. 7-year period, the total gifta made 
-~ to $4,792,329,000. While there is no bre&lo:'i!own of the 
number of the10 gilte, it - clear that a large part. of them were 
family llansfm. Tb.,., ,..,., undoubtod.ly &lao a great many gifta 
-'• during the period from tho enaclment 9f the li.ret inoome tu 
in 1913 10 Juno 2, 1932, the d&te of the p,_,t gifttu act. During 
this~. the only gift tAx in effect was one with very olicht ralel 
ipplieable to the year 1924. 

.Admntagtf qj tJu eomm;ltu prop<!fal 

It ia tb~ opinion of your oommittoo that division of inoomo b.,. 
tween husband and wile aa a IU·etving device bu no eqw.tablo buil. 
II """'II in an unequal dietribution of tbo tu burden. u between 
!..Wee oimilariy lilualed. The joint return propoaal will overcome 
!he ineqwti"' refcrrod to and will result in " mo"' equitable diallibu­
lion ol the tax burden. It appoara proper to -~ h111bande and 
..;,.,. u t.uablo unilrl for purpoeea of the Fodera! income tu. The 
proiiOI&I bll the following virtuoa: . 

(I) It prevmlrl the inoom.,.t.u law from o)M'tating unfairly With 
""P'tt 10 a family where all the inoome is receivod b:y one apouae u 
t0a1parod with a family where the inoomo is r ecei•ed by both. . 

(2) It remo•oa tho diecrimination under the preaent law apulll 
fiJ1lOd income in favor o f invoatment inoome. . 

(3) It lrellrl a family living in one part. of the United Sta~ ID 
the IIIIDa manner u a fa.mily living in another part. ~~.tho. Uruted 
&.tea, tbua removing the discrimination a~ prteent emlini m fnor 
of U.... ""iding in oommunity-property States. 

(4) It does not invade the rightAI of a matriod woman. It trealrl 
ber llllClly in the nme manner u her buaband for Fodera! lou P"!'" 
po&ee. It merely rogarda tbe marital oommunity u the tuable UDI~ 
lllltead of the individual. who make it up. 

• 

• 
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(S) Tile .inhrre~~ PI'OP"rty ~t.a of the Mp&rat.a mt'mb.rt of lbe 
1nablr un1t are m no way mv~ed. The J>rOpoaal m~y de~or. 
min"" 1ltr. amount or Lax ~ be p&Jd by th~ un1t and penni to the I.U 
10 dclmn1nl'd to be apporuoned en an ~wt.able baaioo. 

(0) h J>rovtnla tho income. tax from being avo!ded through intt,. 
•pou'"' lnlnarcrw or partnerships. Property a<qwrod by one 1 · 

moy btl lrnnsrcrred to the other spouse mainly for tho pu~ 
'"ludn~ 1ho Ia.< liability or the one who would otberwilo hAve the 
grctUt•r llit'OilH'. 

(7) It is not bclio,•od IJoat IJoo joint return will rceult in any iner...., 
in lhr oli,•orco rate in U1e United Stales or adversely affoel tbo morols 
or Amo•ricton rnonilice. A compulsory joint retun1 in Great Britain 
h"l' bttl' ll rc(111irC'd sinco 1914, and t.hoir dlvoreo rato la not 113 high as 
in lh• Unil" l Sl atl'8. 
. Tloo ••\• or divo"""' by each 1,000 .or population in 1935 .... 
111 tlor l 'notcd Stal.-., 1.71 perccnl8.8 Ag&lDBI 0.10 PCJ'OODL in Enl(land 
and Walre. The numb.r of diva,.... for each tbouaand momag<o 
was, in 193o, in lho Unitl'd Stalo8, 164 divon:<e for .. oh 1,000 m•r· 
ri~j:t'll, in England and 'Y'!'cs, 12 divorc_es for eaoh 1,0<!0 marriageo. 

(8) Tho mandalory JOonl return .,,.u not M'llult m an incrt&Oo 
in tloo lax of any faDilly wOO.., net income doea no~ u~ $1 000 
\\1otre 1h• family bas one drpendent, the net income would ha;o 1~ 
rxro..l $1,400 bclore the joint retum wiU ...,.ul~ in an increeae in t.a.r. 
t 'or e'·eoy addilional de!"'ndent, the net inoome would have to be 
!n<n-OU«< by $tOO, bcfol'll the join~ return would ,...ult in any inc,..... 
Ill lAt. 

(9) Thr propool) le,·ie& the tax according to abili ly to pay. The 
ta.••blr capaci ty is made to depend upon the income that accrufd to 
tht• mftrital t'onununity and not upon the way U\a~ incomo hapl)fns 
rorluitouslr I<> br 0\\'11<'<1 by members or the union. In the llll)Ori~y 
o( fllSC'8 W}l(lr(' the wile bt\S separate income, Abo COnlribult'S to the 
('otnmon JHirg(', t•ithrr by actunl n1ergC1r .of he.r lnoomc wHh ht.•r hu~o­
hoolul'• or by l><'nring ~xpcnscs wbicb in 1 .... rort.unato boua<!holds 
fnll UJ>On the hugband. 

(S,•c tho appendix of tbe report for a dioeuMion of Prior Ad<ocacy 
or Joiut lloturns And Report of tile Royal Conuni.Mion on tho lnoom'e 
T•x, 1920.) 

The lollowing t.able. will show the relal.i\•e tu burdens under tho 
proposal: 
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This a.able comparM tbe tax under the ralel iD the b'll . 
ol • family filing • jom~ return, an ol the mcom. ol '..,hl' ~"!' I11<01Qo 
bf the huaband, with the tax under the rate. m the bill 0 

•• ~ .Wnocl 
o a family filing ~epara"' retuma, where aome ol tbe · on ""'!"ectno 
tributed by the wile. lliCOrne 11 - · 

Tho following table shows the number ol married 00 1 
and wjv8 !i!ing together) filing mcome """ re~um. ror"f9~ ~;:•banda 
ber 61111g JOint retumB, the number filing aeparate ret • 0 nurn. 
pc.rrontaga ol thoae filing aeparate returns to tho total "'{"• and tbe 
pointod out that this action wu voluntary· married t a~ould be 
permitted to file either joint or aeparate retuni., 611 they ~~~ being 

TABu n 
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nus of 3,041,&2-4 married couples filing mcom&-tax retume, 
J,8M o26 or mora than 1H pereent, cboee YO!untarily to file jomt 
.. - U.d onlY 176,6G8, or 6.71 pereent, elected to file oep&ral.a 

'"!fb.'ioUo'!ring table demoDOtralel the tax bunion the IH ~t 
would ba obliged to U8wne m order to make up tho revenue loot by 
.Uo..-ing the other 6 puoent to file oep&rate returDO: 

T ..... an.-.v.m..~ -- .u,..._ 

Nt iiOOOIIIt 

....... ,. ..... 
~· .... ... ... .. .... ..... -· ... . ..... 
tl:ll , ..... 
~-· .... :: 
~=­
l::ll~:: ....... === t:tm:: 

&,618,101.10 ,_ .... ., 

(OJ .. . ... .... .. .. ... 
:: 
== .. ,.., .. . .. . , ... . 

at:: 
~:= 41,== .:} ...... 

I1\UI.1D 

~::::= l,m, tcn.tO ,.17i.t0 
Ill column (o)1 Mr. and Mrt. Jonee 6t.C!b receive on~hall ot tho lnoome tbown, 

laeolumn (b) pt1r. Smith NOel vee tboentlreln.eome., Mrt. Smnh bavlnc oo tnoome 
of her own.. h would be DeoetUr1 to lntreaee tho W.S on Mr. Sm.ltb h-om tbt 
amount ol tu ahowa lD oolumn (b) to the amou.ol. ebown ln oolumn Ca) to 
IIK'Ul't tbei&IM revenue iba\ would be produced by treAtlnc Mr. and lofrt. )onet 
tib Mr. &nd. Mra. Smltb • 

c....tilvt'-diiJI of~-
~~-clear tha~ CoogrNS baa the oonslitutional power to enao~ 

Ibis propoaed amandmcnc.. Generically an iDOOIDe tax is cl.....d u 
t.n ueilo (BMIIII4hu "'· UnW.. Pat:. B. B., 2-40 U. S. 1). The only 
elpreot oonalitut.iooal limitation upon such taxes is tha~ they be 
'~•.phically uniform. The only other possible Jimia.atioDI upon 
""' kind ol exercise of the taxing power are those impoeod by the 
h
0

roedb . outJinoo of tho> due pro<>eSS clt.uoe ol the fifth amendmenC.. 
nously the propoeod amendment does no~ ruo counter to the 

toos?tu.Uonal manila to ol uniformity. With rcspeo~ to tho ~blo 
appUoat.ion ol U1o duo proo011 olauoe, the Jlroblcm rovolvcs M&ent.iaiiJT 
arou~d tho_ power of Congrcsa to classify ineorno lor purpoaoo ol 
laxation. May CoogrCAe plaoe marriod person• who livo Wgethorin a 

t1. RIDL UMO, tf- .1 • .. - 2 
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IHip&rat.e class and, by reaaon of t.ho fao~ t.ha~ ~ncb onn ol lhOS<l porson 
baa a &<~parnt.e incomo, require each of t.hcm oo pay a higher t.a.< 11 : 
his or her income than be or abe would have been roquircd 00 pay l:d 
tlloy lived separatcly? 

Tbe Supnmc CourU1u indicaOOd tbe 10opo of t.hc power of Congress 
In t.bis regard in tho toUowiog language: 

In lev)·ing tsn- tuM tbe morn ample authorit7 ltu beta ~nlad I rota tbt 
btafnnlns co ttiett tome and omJt otbtr possible tubJecta ot taxation, to ed«t oot 
ullinc a.nd omit a.notber. to 1&1: one c1&ss of propert7 and to lorbtar to t.as '-'»>tt.~ 
(Fii"' v. &.,.. Troqo C.., 220 U.S. 107, 158). 

Applying this principle specifically to incomo taxes, i~ has nl•·eya 
been recognized thM Cong~css hns . plenary author1ty to clnt~Sify 
Income for ~urposes ~~ tnxat10n, and m ~net qongress bas frequently 
~xcrcised Uus nutl•ot~ty. For example, m F11nt v. &on• 'l'racv Co 
1upra, tho Court sustain~ the P?wer '!f Congress to lc''Y 8 tu 0~ Income derived lron1 do1og busmess m corporate form although 
pN,;ons who derh·ed income !rom exactly tl1o same kind of busin<'tll 
"''"' ROt subject to tax if they did not carry on that businesa in tbo 
corporotclonn. Under tho Revenue Act of 1913, a sin~;tle petiCn ..-u 
allowed an exemption of $3,000 but marriocl persons livi1111: tog~lh<r 
wc•r•' rntillcd to an ex.mptiotl of only $4,000. If the bUBband and 
~.'iff\ were sepornlt'tl and living apart. from eaeb oth~r, cnch wu 
entitled to an e.<emption of $3,000. It will be noted ~hat tUJdcr thiJ 
prO\·ision, a husbnud and wile li•·iog togcthor were entiUcd to an 
ftl;l:l'rbOltc exemption of only S4,000, nogardl""" of whether they fi led 
j01nL or separatr returns. On the other band, " husband and ~·if6 
not lh·ing togethrr wrre entitled to the exemption aUowed two Iinde 
por,;ons, or S6 000 in the aggr.ogate. It wascontmded in theBrvlll®u 
cau, 1vprot that "want. of due proc.esa'' arise• from the pro, ... isions of 
th• set allowinp; a drduction for the purpose of ascertaining the taxabl6 
income of stated amounl4 on the ground that the provisio11s diserimi­
ntuo bNwllCu mnrr;ied nnd single poop1o aud dis;cl'imina.tea bch\'t•tn 
hu;bands nnd wh•es who nrc living together ond those who oro not 
In d"tying t.bis contention, tbo Court said: 

• • • Solar M the duo ptOCeM clawe ot Lbc li.tc.h an~ndme.nl is re:ll«J upoo 
h 6UI!ie'Of toM}' that d1tre II ao ba.ais for .ueh rtUa.n~ lioce it is equally weU 
M\tkd that tut.b claute k not a llmit.alion vpoo lbo taxinc power conferred upoo 
Coo!m* bY the Contthudon; Lo other •"'f'dt, that. tbe CooatitutioD doel no4 
toafUn wid• ltMll by conltnint upoo tbe oae hand a tu.ln« po•·tr ADd Wun.• thl 
au~ p01Il'r n.-av on the othtt b\' tbe Umitatlonl of the due p:l"'CttN tla.u.e 
(Tr,.r ,._ lnutr, iSI l\ S. 264; Pdtt(m , •• BrdJ~. 184 u. s. 608; .veera, ''· L' tutul 
1\~olr• .• IDSl'. ~. 27, 01 : fltnt \' . Storu: Trot>fl Co., fllpro• BiUing• v. Unittd Stttltl, 
232, \ . S. 2GJ, ~~). And no chAnge in tbc •l~uatlon i1cre • ·ould arl10e twen ir h. 
he uom·NINI," "t thl11k It mu11t be, th.Rt this doctrine would h&we no aJ>J)liC'atkm 
In" rMC "'he-re Althou~ll there WM a 8etmlur; cxtrt'lac or the taxlo,g power, the 
a tt to)mpltllncd ot "Mil) arhhrt.ty At to con•traln to tha conC'.Iusion that It wae 
uot the exertion ot ta,atlon bu\ a eontisea.Uan or property that. is, • Laking o1 th• 
urue In \' lftL'\t!on of the dhb amendmwt, or, what Ia eq\itvale.nt lbettto, ... eo 
1faftti~g In b&.~lf tor ti&MlfttatSon N to produce aueh a CroN&nd pstent lnequalhy 
&I to '!'~' hably !tad to tbe a.mt eondualon. \\'e uy lhil btea-u.e none oltb• f:l::11101:18 "''~ upon In I be rtmotes&. dtgrtoe prtWMi aut:b questioN. • • • ll Att, C'Otnprt~llht11 1Ut\.t!lrtc aU tbt content Sons rd;rd upon, ulde frocn l~ 
m'OtlNW rou..~truction o4 the Amt!lldmtnt • ·hic.h ... h&\'0 pre.vioualv d»J!OIIed oil •t::mwn ~&J"e liM' rontlu,-lou that tb~y all ren upon the mistakCo tbC!Or)' tba ~ 1 Uf!:h thtrf' IJII' dlfft"rt11CX'$ bttweeu the t ubject.e tued, to ditl'ercntly tax tbtm 't\~ttd-1 lbf' lituh oftautkln and amount. to ,. ,.•ant. of due p:roctM, and that 
"' .•core •~ 1:\X ,...,, ltd i!f bttltW<'d by one who resiBI.IJ ltl t nror«wanr. to be •·antlo1LD 
V.IMivm lllld to I!JWrttl(' fuJu~l lf"e, rrom that fact In tho natu,re ol tb.iugtlbC!rC ~triM~~ 

-
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0 roe• ollaw and a rMul\.lns authority In tho Juctldary to exceed 
• ""~or d~d ';orroct. whaL iiM~umod lO be ruS.taken or uuwflte cxcrtlon.a by tho 
it• J)()Y~~nl :uhor l ~)' of Ita tawl'ulJ>OWOrt, evon &lthou.ah thtro 1JQ uo 11emblanco of 
lf1ldn.t t,'1°0 cho ConttltuUon tor tJO dolna • ... ,.,, . 

~lore reerntly the Court haa eustam.cd !he Jl'!WCr of Congress 00 
b_,.·!, income lor the purposes of tanllon m Unit•d Statt1 v. Hud.,.,. 

c(29;'J. s. 498), and in Hdttrinq v. Nort~w•t Stul.Mi!u (3 11 U.S. 
&) In tho Hw<W>n c.a•• tho Cour~ austamed a spoclllmeome tu of 

~ · 1'\'tnt on tho profita d~rivod from t~e lranstu of inttreeta in 
~-~bullion In ~he North111t1l Stttl MiU• cat• the Court sustainocl 51 "surtax ;,;,posed upon undi.stribuOOd corporate earnings by the u···e~•u• Act ol 1936. A still more elriking cxomplo is tho recent tax 0

' 110 ust enrichment, imposed by the R evenue Act of 1936, whicb 
r:~ics \, tn< of 80 percent upon special kinds of income. ~hcs_o ill us· 
tretions nmply demonstrate tho I)Owor of Congrc.~s to ch,..1ly mcomo 
lor taxation purposes. . . 

Coming down to the cla&nficahon made by tho proposed amend­
Uitnts, it •hould ""~?OOOd that the ~roposod le,·y docs ~ot cb~go the 
I undo mental liabihucs_ of the paruos. . Each spoUIC IS. requ!r'ed t~ 
par 1 tax onlv upon his or her acparato mcome. There 11 no 1mpos1· 
tion of a linbility upon one penon for the !A'!'". paya~lo by another; 
lhl're is onl,\' on. increaso. of tnx upon th~ m~t\'Jdunl mcomo of each 
•;>Ou<e Primanl;y n ta.• IS a forcocl contnbullon from tho members of 
; soei~t~· to prov.de tbe noc:casary lund~ for tho lunetiOI}ing of that 
500;,,,. liS an integrated umt. In lovymg a graduated mcomo t.a.<, 
Con~itM h11s giv~n r~ognilion oo. the _pri!'c.'plo tha.t these forced 
t!Aftions ahourd be lc:ned upon vanous w~.h-Jd_ua.~ wath reference to 
their ability to pay. In pureuance of this pnnc1ple, Congnss bas r10m tbt h<1:inning rooognized the tamily status as. ~uffici~ntly distinct 
to pem1it of special treatment. Thus ~be pro''IS~On of t~e present 
1 ... whi<h allows a man to t&kc a drouct1on from Ius gross mcome lor 
dependents is rner~ly a rocognition thnt this mon'a ability to pav is 
not as ~n>ot ns thot of the mnn who hns no dcpt•mlenl4 and thcre~oro 
the'"·' linbilily of the former is rcduoecl. 

From t913 011 Congress hns providocl sue~ special trc~tmen~ lo_r tho 
bud of a family. COnversely, if Congress m the e•~rc"') ol1ts J~dg· 
mrnt condud .. Lbat a man'e ability to par a '!ighcr Lax }S ma!enally 
lB«ted b~· the fact tha~ other people m bts cconom1o un1t.-::tho 
lmih·- ha\'C incomes of their own, then i~ may take that factor mto 
<OII5iilrnttion in lhing the tax ouch a man should pay. Thus Con~ 
bas d""lared that deductions may not be taken lor IClS!JOB ."'"ulting 
l10m salt'l of property between members of the same fom1ly. t?co 
s.rtion 24 ~n) (6) of the Revenue Acts of 1934 nod 1036 and S<)Cllon 
24 (b) (I) A) of the Revenue Act of 1938. Clearly Congress 1s no~ 
limi!rd in r ul!llifieation for tho imposition of higher toxrs to a cons•d­
tratlon of the Amount of ineomo only. It has been ~lrmon•\rated 
that it nt&\' consider as a lacoor in classification tho particular kind of 
M>U!ft of 'the income. It has abo been shown tba.t. Congroos bas 
al.-ars con• idered as a taeoor in classification t~e ab1hly of the tax­
P'}rrr to pay aa affected by his family obligsllons. . A man whoso 
.-1!r rnjo1·1 on independent income may as a prorllc~l m~tter bo 
tbrn'lll· rtlien'<l from sufficien~ familial burdens oo matennlly_ mcreaae 
h .. . •!,ilit/· tn support the Government. For example a l!t•n.'n such a 
(IOIIIIOn 11 not under t·bo eamo practicAl burden to prov1do u1suraoco 

-
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for bis wife in cue of his death as the man whooe wife baa no · 
ptndr!'~ income; or he may be _relieved f~m lbe. burden of pro.!!£~ 
her wttb numerous amall luxunea Crom his own moomo if abe ;. ~ 
lA> purchue thoao things ~or ~erscll. . h baa often been laid b •­
Supreme Court. thAL tuauon ,. esseohallr a practical mat!« 1~ 
g_...,.. !"•Y therefo~ take in!<> oonsiderat.ton tho praeticalitl~ of Uta 
~ttuatton and clwtfy aceordmgly. 

Tho only autl.tority agains~ the constitutionality of tho .JltoPDled 
ltogi•lation is Hotptr v. Tao: Commi&•ion (284 U.S. 206) There t.h 
Stat~ of Wisconsin had provided for treatment of spouses 'who enjoyed 
indrprndcnt incomes stmilar lA> that provided for in tho pr~ed 
amondmcnta. Thoro was, however, one eesential difference Under 
tbo Wisconsin, law en<:h. person whoso in_como was included ..;ithin tho 
lAx computatiOn was !table for tho ont~ro tax. Tbo Supremo Court 
hrld that this lcJ!islotion was unconstitutional on tho ground that 
onch f)OrsOn was lioblo for the IA>W tax and thordoro A was required 
to pa~ ~ ta.~ o~ B's income. Bu~ this conclusion wll8 rooehl'd over 
tbo vtgorous .d• .. cnt of Mr. Jus~••• Holmea, .Mr. Justice Brandeis 
and Mr. Justice St<>no, and the Vlews of tho dtascntcl'8 in the HOt,.; 
tal< b~ve rec~ntly b.ee~ measura~ly strengthened by tho Supreme 
Court In • ~rtes of •.'gnificant decLStOns. Burnd v. IVtUt (289 U. S. 
670), fltlrtnng v. Cf>ffOT~ (309 U. S. 331) 1 sec also lltlttring v. llortA 
(311 U. S. 112l<.¥<lrtnft9 v. Evhank (311 U. S. 122), Ho""d • 
Uclrtri"9 (85 L. M . ~I ) Harrit<m v . SclwjJnu (86 L . Ed. 694). . 

Tlu..., CASN oonclustvcly demonstnte that tho oonvenien~ pltruo, 
u A rn•y not. ~ taxed on B's" income, is by no means an all·pervuive 
formulo which ,.;u assist in the solution of tax 1>roblem•. On the 
controrl' A mnv be.tax~..t on B's income if t!tcro are sufficientjustifi. 
ta~ory ~nets. 'rho mqmry does not cease "'th n determination IJ!at 
A 18 brang tnxod on income which he did oot roeeive but must ba 
furthrr IHII"fJUC'd with a view to discovering whether there nrc sum­
C'it•nt fllri.JI to "" justify ta.xing A. Tho WtlJ& OUJ!ord Hor~r F.ub<~~tk 
~lormrl. '"!d Srhnffntr <ases nro examples or'situat.iot;a in ,~hich th~ 
Sui!"'"": Cou•·t hw concluded that A could be so taxed. 

'I hus "' ~be IVtll• Mle the taxpayer hod crcawd certnin irro,·oonblo 
lru~I.JI tho utcomo .fro!" which was used to pny premiums on policirt 
or IIIOIIfllfiCO on Ius hfo. Tbe Court held thnt tho provision of the 
llrvonur Act of 1924 which directed that euch inoomo be taxed to 
tltr ttr•ntor was constitutional saying through Mr Juetico Cardom 
(pp. 677-670): • • . 

de-~ ronttO\"t,.y ll one u 10 the boundaries olltclslaLivt power. h JOtlll be 
'•ilh lft a laqe •a,y, u queatioM ol due J)I"'t88 alwa.y.-..,.. not unowl.r or 

P'dantftll,l. ha11lA~tt)' to romu or pb.ruee. '".,.uatioo 11 001. sO mudl coMtmed 
•h~ tile mlntn~~tnlt ollltle u il. II witb the actual command over the pt0ptr17 
taxn~ tht a.tt11al bt~t for •hitb the tax i1: kl11 (C.rliN ., Bowr• ,.,.., f'tn 378: tf. llliMirl Y, c .. ,.. .. .v ••• nrpro, p. mr. R~ntmenY 'ot title baf't &t 

)f'l. f!Upptkorl the ru&e when tbe qu-estion h., t>Mo ooe ol oontt.ruetJoa and 
~~~ m~, a qUt'lllion M to the meanl~ of a t&l:lna act to bo J8d In fa .-or d 
unrultot!~~~~ 1 1ttflnem

1 
entt of d!Je are •ilhout cont.nilUllk foroe when a autute1 n lllt&n n~~: ... &R8&iled by a t&:rpay~r M over'J)MIIDI tho bouodl 01 

~~n. an f"XtrdJe by t..be lawmake,.. or arbit.rary power. In tu~h c~um1Unta 
q 10 

1L:~~~':J10 :oh"~' • •bet her the concept or ownerwblp reneet.ed to the •tatutc 
lradltJ 1. "" t t e eonoern embodied, mo~ or tea ' '"frUCly In oor:nmon·law 
Att u1,g:~lth be flU{l8.IIQn Is whether l t. ts ooo that an enlighten~ ltgi&IA~or ml~hl 
eal llt~llilollltflo~; :~rron: t1o Ju.etJce. Even ldminletrAUvo oonvauJonco, tbo practi· 1 ~ t cut tyatem ot tuaUoo, wW bavo boed and reoogollloo 

. ' 
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• ooooblo Uf/,!'JMIIllt.a • · Uaif«l 814la, 283 U. 8. 16, 24, 25; Rti-!o 
wRIIiO • .- ) lt7 - DOt bavo lA> rest upoo tho ooJo1mout by \be •· S""" "':..;. pr!'flMCOIIUI<I booellu ea.lond br the moot Ia YONd OW11tt ., a 
'!'P"1!' "'•• ~ (Cotliu • · - ·, .. _IUi..a. •· S•iiA, •• ,..). Oo....,_ ...... r':.lioc abOUt lor-· oub)eeta ot .... tlo. b DOt ooo!Ded bylho tnldl· 
- • i& tloo ot lnWooto 0< .....,_ It may tax - oul7 OWIItnb'l but u-1 ~ ;.~~o~a that b a ooooUtueot ot o.....,...ip (NNAoill< C . .t &. . Rt .. r .w;, .• d_ 288 u. s. 240, 268; Bro v. M,c .. ,Ao, 280 li. a. 124, no . ~:Ji111 may reol upoo tbo eDJormool b";'le t&Jp6yu ol prhU- aod bent& 
~ ttal and lmpott&M M to make It r<>UODable aod lUI\ to deal with blm 10 u::::re tbe owner, and t.o lax him On that buis. A m&f'C(D mutt bo allowed 11 pla or lc&llla tlvo Ju<tcment.. To overcome lhil rt.atut.e the tupayer 
ror tbt w (hat In aU..rlbutlna to him t.he ownerehip of the looome ot the ti'Uitl, or 
mu.si\~tl~)g ralrl)' to be dealt. with AI octulvalent to ownerthlp, the lawmako11 have me a '!~.'holly a.rbltrary thing-, have found equJvaJeDC6 Where t·herc WM none nor 
0~hlnl 81;nro&¢hln& u., and 1aJd a burden UD111lated to privllece or beno-an1 • , 

fi• • 
In Htlctring v .. Clijford, "fP'fJ•. ~o. Co~~ pointed out that t~o 

familial rclation!lllp hilS auffictont mdivtdualit:y to bavo a eubstnnltal 
tffe<:t upon tax oon~qucneee. In that case a busb.and had crcntec_l a 
trus~ of certain IICCunt•cs for the term of 5 yeal'8, the moome lrom whtch 
.-uto be raid to hie wile. ln holding the husband taxable upon tho 
ioceme o that truat,' the Court laid (pp. 335->136): 

we hat't' al be&&. a tanporary reallocadon or lnoom. within an tnUD1ate ramo, 
Since the tooome remain~ in the famll,y and tinee tbe bu.bud ret&lu 

=--~ ol"tr the tD\"ttlllmt:ftt. he hu rather com·plete aasut&Dee tb.at. the tnlt\ w1l1 
.. , dfecl an7tubtWtJ&l chance fn b~ economic potitiou. it. b bard to lmteiae 
that mpondtnt. telt blm.telt tbe poorer slter lhit tnuL hid bt-eo executed or, lt 
11e did. that. it. bad a.ny rational foundation ln Caa, for u a rHUI\. of tbe tenna 
Gl tile UUJl 11>11 cl>e lnttrnacy olll>o lamlliAI l<'la.;ousbip ""'f))odeot roUined t.bo 
.JIIUbunee ol full eojoJ'm-ent ol all \he rilhta which prev.ousl7 be bad In the propoo 
trtJ. That. mlsht not bo true If only Mctly lepl risht.l were oon.tkit:red, bu~ 
.-htn the bc.nt:fi.t.l ftowtnslO him Indirectly through the wU'e are added to the ~Aal 
ri~ta be relaiued the acare~·~ may be at.ld to be a fair equivalent. of • ·bat. lie 
P~'·i(IU!.lv had. To exoludo rrom tho a.ggft!gate t.hos& iodirecl beoeflte • ould be 
ro deprh-e ~~eetlon 2'2 (a) of oon1ldcrable vita.Uty and to trt:at. u hnmat.ertal what. 
may be hll!hly re1eYAnt. CIOMideratfons In the cre:ation of such family tru•tt. Cor 
•·bore tbo head or tho hou~ehold bu lnoome In e.xoees of nonnal rltedl, 1&. may 
1rtl1111akcl but lltUe tHIToronoc to h im (oxoopt. lncome-otu·wleo) whe~ portlonlJ 
Cll that in~mo a·o routed- so lon.g ult. 11tAya in the f&n'li l)' group. 

1\ol only docs tho .flotper •<!~• bav~ no authority i~ th? ~cld. or 
Fedcrnl income t•,.atton, but 118 vttah~y as an offcchvo hmtlatton 
upon the tnxing pow~r of tho Slates has also been diMipated by moro 
r«rnt decisions of tho Supremo Court which have seriously under­
mined it.s foundations by holding that a Stale is not forbidden by tho 
fourteenth amendment tA> mako such elassificntion.s as tho legislature 
lfganls to be necessary to prol<l<:t its revenues. In !tfaddtn v. Ken­
hlcl-r (309 U. S. 83), the Supremo Court upheld a Kentucky ttatulo 
orbicl> ta.~O'd deposita in bariks outside of tho State a t 60 eenta JH'f 
$100, although dcpo8il8 in banks within the State were taxO'd at only 
10 cents per $100. Tho Court there said (pp. 87-88): 

Tbe broad di!!en>tlon N to eiUII.ftoation r eel by a IC'!I[I.elatureln theldd 
oi lA!t~tion h&ll lome been N!OOJnlt.ed. • • Traditionally clul:ifiCIIIL~I hu 
bftn ad('\ Ice for tlttln& tax programa to local needs a.nd usa~tosln ordr:r to acb~vo 
•a equhable dblrlbutlon o1 tho tax burden. 1&. haa, beeauee ol thl8, bttn polntt"d 
f!Ut that In laXAtlt\n, even more than In other fi.clds. 1e~Watures pOJeOM the S:~t.fli'&. 
ftetdol!~ In t:lft~J!!Iftoatlon. Slnco tho member" ot A legia.lature ~rlly enjoy 
a r&Jn•'~.a.rhy with loeal condlilont which t.hl$ Court cannot tuwc, the prt.MunpL on 
ol oon,llt.ullonallty 01'\n be overt:otne on1y by t he n~o~t e~J)IIcit dcmonaLrlltlon --w.' ThOQt.h 1111• IIUfllYtr •r.utd on Ul6 bMb (lr tbe fliJIPfr to'l thAt It WM UtiCGruUCutiQflal tO Ul A 011 B't 

f'IIXnt.llll Court d.Jd ooc Cl'l'ftl 1k+t11i It ~1 co dbcult tb6 point • 

• 
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lbat a clAto!Beatlon Ia a hottile and o~ve dloulmlnatloo "C&lnol .,.,..._,_. 
ptn.Ont and e...,_ Tbe burden Is on the ooe auadtn, Lbt lf(Wa&Jy """'·.., 
mea' &o neptlve every f'Ooft:ivable ba.ait wbJeb mJcbleup~ 1,. • ~ 

h may fairly be prediciAld that it the Supreme Court wore Pl"t''enl<d 
l<>dav "'itJl tho question pr.,.;eniAld in lobe Hoe~r...,. that that 
..-oufd not be followed . Bu t even it lobo Hoe,.,..,.., be lakco a~ 
face value, tho provilions of tho bill do not oome within ite teo~ 
Tho motivating factor for the d.ecision in that CABO waa th~ proviok," 
tbat each pon10o whose in~mo waa included within tho tax oomputa~ 
tto~• w'!" liable for tho ont.tre tax. H baa boon pointed out that tb~ 
l<'lJI•Intton horo ,under oonstderat•?• dot'S not rnake tho apoust'" jointly 
and suvernlly !table for tho eohro tax uolcss thoy 10 cloet Eoeh 
porf!OII i• required to pay a. tnx only upon hie own iocorno and n~t upon 
the inoomo or nny ot~or P""!"'"· The not eff~t is merely that the 
amount of the to. wlueh be tS requtred to pny ta conditioned b the 
fact tl\M bo lives in en oconomic unit which has other inoomo lcr111• lng to tt. 

For these reasons it is concluded t~at it ia within tho power ol Con­
grCll!l to maku the su~ted changes to the Intcmal Re<ettuo Code. 

II. CORPORATION INCOllE AND EXC£8.S..PROPIT8 TAXQ 

Tho amendments made with rcspcet to corporation inoome and 
ox~profite t.axes are applicable ";th rHpcet to t.axable yeors 
beginmng aftu December 31, 1940. 

2. OOaPORATION l'fOit.W . .&.L TA.lt 

Tbe bill makeo the derense tax permanent but doee not chanj:e t11e 
corporation normal t.nx rat.!. A change. is mndo, however, m tho 
normal t.ru< bll80, tho oxooss-profits t.ru< betog allowed M a deduction 
from gross income in arriving at net income subject to normnl t"•· 

I. COftl'ORATl0%'1' fHJitTA.X 

'[ho bill imposes upon corporations 11 aurtox of 5 percent of Ute firot 
$2o,OOO, of surtax net income and 6 p~rccnt of Uoo balanco. The 
aurtu •• employed 0:• t11o only means of reeching income from the 
large .volume or partially tax-exempt Federal securitieo hold by cor· 
poratto.a. 

Of tho to~! amo~nt outstanding of partially tax-exempt ....,urities 
held by pnvat.a m\·estors in the amount of $30,066,000,000, 
$16,8171000,000 are held by banks $6,123,000,000 by insuronco 
cob mpentes, and the balance are held by other penoono. Thus b<tnks 
old 61.1 ~rccnt of the total, insurance companies 10.8 of Ute total, 

and other J)C'rsona 29.1 of the total. 

L r oa.EJGS CO&POJUTIOKI 

b The rot~ of tax on foreign corporations not engoged in tr•d• or 
b 00!00111 Wtthi~ t~o .United States and not having au office or place of """'tl88 lhorom ts tnereMod !rom 16-" percent (15 perecnt plus l)j 
pcreont detcn•o tax) to 27 )j percent (25 perc(Ult r•lus 2-" pereentdofeDJ<e 

. ' 
) ' 
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tax). The raleo for withholding this tax at the eource are ineruaod 

~::'!~t oimilar to that accorded nonreaideot alien iodi•iduala 
bo are ,..ideotl of the Wcewu Hemisphere is accorded forejgn oor­

"' t'ons organized under thelawa of any country in North, Centnl, 
r,&,~th America, tho Weot Indieo, or Newfoundland. 

L 8 XO& ... Pt0trTS TAX 

Your committee has retained the excess-profitl tu structure which 
··•• cotablishod in l.bo Sooond Rovonu~ Act of 1940. Tho allow~ce 
1 the altemativo rnothods of nornputmg the cxceoa-pro6to credtt.­
~hal is either ~bo investod-capital metliod or the averag...,aminge 
method- has beon justified by. experionce. :rho eouodnc;ea or tho 
policy ol allowing tho computatton of.the credit on tho bas~& of aver­
ogo eaming8 appcara to your COIIlllllllee to have been adoquately 
demonstrated. . . . 

A method for compultng exc068 profits baaed upon mvested capt tal 
alone will penalizo rnan.r corporaliooa and !&vor their compotttors. 
For uample, a eotJX?ralt~n orpnized in a po~od olio~ va!ueo wo~ld 
be discriminated agato.St m favor of a corporation orgamzed m a portod 
of higb ,·alues. Compare, for example, & corporation organized in 
1929 ..-ith a corporation organized in 1931. Tho identical aaaeto may 
hne bc<n turned in to eaeb corporation. Yet such asseiAI may be 
reflected in im·ested capite! of one coryoration at many times tho 
nlue it would have in oompuling the mvesiAld capital of the other 
eoryorotion. In the eurnrnary of the testimony befo~ tho War 
Polley Commisaion, House Docum(Ult No. 271, it ilatated "!reference 
to mvestcd capital. that, "In some caacs rnere &C(:tdentl ~f m~rpora· 
lion in ono year anet(lad of one year later, meant se.vangs m taxes 
of millions ol dol\1\111." A corporation reorganized ebortly before tho 
World War would have a higher haais than it there had been no such 
roorgnnir.ntion. Tho invo~ta<!-eapita_l method al~no would al~. favor 
a corporation which baa dtalrtbuiAld m the paat bttlo or no dtvtdends 
., compared with a eorpcration which bas pursued a liberal dividend 
policy. This is bocauso tho accumulated e&ming8 and prof>t• of a 
corporation enter into tho computation of its inv~ted capota). I~ 
.-ould also pcnnli•o Lite at.ockbolders of a corporatton wb~ patd f~r 
their stock on the baais of the present wor~b of the corporal ton. H •• 
.. ell ra:ogni•ed that there baa been a large tum-over tn tho at.oc~ of 
many corporatio-.. Tho prCBCOt owners in many instant~ acqutred 
&U<b stock on tho baail of tbe earning record of the corporatton aLtho 
time of purcb-. To eonclude that. they have realizrd exc ... pro6IAI 
on th• b~is of what. the original owners paid for tho stock seema con-
UV\' to equity and justice. . . 

The invested-e4pttal method will also give n~ rooogntt!on . to tho 
facl that man.v busin0118C11 have been cooservattvely capttalt<td or 
built up, espeetaUy lite amaller onoo, not mainly !rom cspitol bu~ (rom 
good monagcment., skill, development of goodwill favorable loco.ttono, 
trade advantagCfl, and other important factors o! peNO~al cl)lete~oy. 
~ wrll stnted by tlto Jato Professor Scliginan of Columbta ~n!vrrstty: 
Almost all large busineaaca hove grown from bumble bcgumtnp nnd 

• 
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i~ is pr<eiscly in t.bes~ bumble .beginnings tha~ the J)eleeotaJ(e of the 
profill tO the eapllaJ lDVellted IS ap~ to be. tbc. gTta.t<et." flowevtr 
your eommittec lei~ tba~ there was ample )uslaficatlon lor continui..C 
the uae ol the in_vested-capi':&l method aa an op~onal bose. 1~ is 
n_.ry to provade a yardstaclc for tbose corporataons which bad 

110 b ....... prnod ineome ~r those w~c!' were operating on a aubnonna) 
buio in the ha~ prnod.. But, at ,. .not believed tha~ the Lrtatment 
should be aueh AB to gave corporataons too largo an exemption of 
profit• ntlributablo to tho defense provam. 

Upon thio atrueture, your eomnutteo bu modo tho following 
cb&ng"": 

(a) Jncrtoftd ratt•.-Tbo existing rates have been increMed by 10 
percent<~ge points in eMh braclcot, as follows: 

IO III nDP •••••••••············· ···············••••••·•••·······•••••••• 
p),.OOO.,. t.811,01)0 •••••••••••••·u••••-•••••-••••-••••••• •••••••u•••••••••· 

t= ..... ~·:::::::::::::::::::::::::::::=::::::::::::::::::::::::: a.,oco .. '-'-~ .,., ....... , ................. ,_, _________ u•••••••·••• 

o ... SJI)I.,DOO ·· ····················--·····---··~···--·-··-····· .... ••••• 

• • .. • .. .. 
" • .. • .. • 

(6) Rtdudio• i• inrnl•d oopiJol. utdit.-Tbe inv<'ated capital r~il, 
whada under existing law is 8 percent of tbe inveaW capital, is ltft 
8 perrent on the first $5,000,000 of invested eopit.al but ia reduotd to 
7 ptrrrnt on 1 ha balance. 

(c) Rtrtr .. l of t/at dtduction for inoom• and tutu-profil4 lorti.­
Undrr exloting law, the inoome ta.• is allowed 88 a deduction in the 
oom1lUIAiion of the excess-profits to..•. H seems unfair to nllow tluat 
part ol the inromo tnx wh ich is computed on ineomc wl1icla is not 
subject to tho excess-profits tax to reduce the cxc•S&-Ili'Ofil~ net income. 
Cnnndn allows only lhat part of tbo income tax which is oom,)uted 
upon int'Omc subjrotto tho excess-profits to..•. Under the Worh War 
Act, I he exr...,·profits lox was allowed as a deduction in computing the 
norrnaltu but the normal t.ax was not allowed as a deduction in com­
puting the exCI'OI!-profits tax. This is also the rule which is now 
apJ)Iird br the Britlob. The tax resuh in Canada is practicalh· the 
BAmo as tbo Dritlob rule &nd our 1918 nde. Howe•·« , it is belle•·ed 
that l~• World War rule is much simpler in its appl.acation. Your 
conunau ... h&B, therefore, deemed it advisable to return to the 1918 
rule, ond h&B disallowed tho deduction of income t.u<e, both in lhe 
b ... period and ~ the taxable .Year, in computing the exe<'!lll-profitt 
tax. The deduc1aon as allowed m computing botb the nomaal lax and 
the •urtax. The effect of the reversal of tho deduction is th•t the 8 
Pfr<<nt <!""lit on im·eated capital provided in the bill is oquivalent 
to • <~at on im·Hted capital of 56 P"re<!Dt after deduction of the 
~om••! '""and aurt"-'• and the 7-Perun~ crodit on invetted capital 
to tqua.•·olent to a credit oq invested capital ol 4.9 percent after 
d~urtaon of tho normal ta.• and surtax. Tho following exlllllple 
\\111 tbow how tho plan will opera~o: 
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doD .. A" (lovetted Corporation 1"B'' (avenp 
eaminp): ~«< caplw •••••• tt, ~so.OO. := 

Crrdll of 8 ptn><D~---
A--porlod...,._ 

""'. . . . . . . . • • • . • • • • at 00. 000 
Due period lu at. 17 pe.r--

cent................ 17,000 

• ~et lneome, ta.xablo 
180, 000 )'f'ftT.-••-••••••••• ~ 760 

NonuAI and aurt.AJ ..... ___ _ 

ExceM·JHOfH.e ne~ 
inootnc ... - • • • • • • • 01 , 260 

J...oM credit of 8 ~flo 
ceo\ plus •pccltlo 
e xe mption o t 
~.ooo ..•....••• __ •o_~_. ooo_

1 
Adj ul!'ted uceu· 

pro&tj net. In· 
come (deftc:h)..... 13.760 

[Jte!~r·PtOfi u W . .. • • • • • • - .. • • • • • 

Total au ...•••••. • 38. 760 

Ex ..... profilo - peri-od net. tneomo. ____ __ _ 
Net. lnoome, taxable year .. 
Normal and aurt&x ...... 

Excesa-proftte ncr. In· 
CODlO .... - .... -·-·-··· 

x- eredlt, 9~ """""' ot S83JOOO plus 1pe: 
c16c exempllon ot 
$6,000 •••• •••••• •• 

Adjuaaed .,.,....pro&to 
nt'in~---····· 

E.x~profi.ta w _____ _ 

Total &ax .... ...... ... . 

sa, ooo 
130,000 
88, 760 

91,260 

sa. 860 

«U-PIOnU TAS DKDUCT18Lit Ill' COMPVTJ!(O COUOJtATIOl'l H'ltT t2tCOW_& roa 
U HOillf.AL A.XD IOin'AX 

1D'·f'<lrd .. pit&! •••••••••• Sl, 2M). 000 
A~ b&oe period am-c..dil ol8 P<""'"~-... .. • 100. 000 
tn~---·-·· ··········· 1100,000 

S't t luromeo:, t.auhle )"~At • • 130, 000 Net inoomo, taxable reu .. 130,000 
LeM c:redit-95 J)f:rtent or ~.us tK-dit ol8 prreer~t.plua 

SlOO,OOO plus aptdftc er· •petlftt exC! mJ>t lon of 
106, 000 emption of $5,000.--· ·· 100,000 ~>.000 ••• •• •••••••••• • 

A•uu·tod ~xcCfll'opro- Adjusted exeou· 
30,000 b net lncotuo ... 25, 000 pro6t. uet l11oome. 
11,000 t:ncsi-J)I'UtitA ta:c ............ 0,000 Exces.s-profita ta.x ...... .... 

.Vormol oNd I W'llll i'lormal oM •wrlo.c 

!\tt lnt"On•t, ta'<able yta.r .. -
l.ew t~etM-pto6~ \a'Cu••• 

130, 000 
0.000 

Ntt Income. t•uble Y"'' .. 
I...eM t.:tcees-pro6t.a tu .. - · 

1110, 000 
II, 000 

1\d)Ul'tt<l net lneome. 121, 000 Adjutt.ed nd lncomo. 
S~n:al and .f!ur'l.u... .. . .. a&.~ Normal and surtax_- ···--

Total ta,.... ........ • 5. 030 Total tax ... -- -···· 

(J) Ten prf<~nl taz on odditionf!I pro.fiu ~old •v.bjrdc: 1~1~{::~"&,~~ liar ""''" ua~ttng looo,-The .oXJStlDg Ia". .,... no of "the lf"'akr of 
ClCt$<1·profilt tax eammgs wbieh are n?t m ""00118 . v<'St.ed capital 
1h• .,·era~e ean1iugs for the base J>e!1od &nd th~ "' dded rofits 
credit. Thus, m•ny corporations winch aro makang a d"t .!:. for 
dj...,th· or indirectly attributable to Government oxpen 't" ro'•· 
b . . I I I . dd"fonsl taxes upon suo ' p llw. 1 ~ notaonB ''' on8l' nrc payang no a ' ' · bst t"nllv from tlao 
It is felt tlant •ucla corpomtions, benefiting 80 su . an .' n ·rroan their 
~•f•nse uponditures, should mnkc. o .larger co~trabuta~,nblc cor is 
mmnsed mcomc cvNl though tlacar ancoanc loa the Ln. Y 
sliiJ I,.., thou th• iawestcd cnpitol credi t. 

• 

• 
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For t.bfoe reuona, Y.OUt com,mlttee NOOIIIIIIQde that -,anti.,.. 
using the !nested capttal credit pa;r. a tu of 10 ~t upon their Jncze-d .,.,.. which &r6 DOl IOli)ected to -prolta iaz ... 
uiating Jaw. 

(•) N,twJ c:opiJGl.-In ord;er to eaco~ tbe lzneoocu-t of new 
capital m corporai6 enterpnel1 :roar COIIlDlltlee II imp'-" with u,. 
cleoinbility ol offering a IIJICOW Inducement In the fo1111 of a more 
liberal credit where new capital II p..-nt. To achieve thia result 
new capital II counted at 125 plll'CMt. 'rhue for every 1100 of 110,; capital paid In to a oorpor•tion, the invested c•pital of l>UCb 00,.. 
pont.ion II iooreued by 1125. Tbia method ia the equivll<.at of 
ll!owing .n invested capital credit on new upital of 10 percent, 
where 8 percent is alloWed on old upit&l, and 8" ~t where 1 
pel'?ellt ia dlowed on old upital. 

New upital ia limited to money or property paid in for atock 
during taxable yNI'II beginning after December 31, 1D4-0, .nd tuable 
otock dividends made <luring tho aame period. Borrowed capital 
does not constitute new capital nor can tnnaact.iona In certain t.u-!ree 
exchanB<- or between oorporationa which are members of an afllliated 
poup m whlch mora tha.n 50 percent control Ia pi'Mftlt, create new 
capital Eaminp and profile ret.med m the lniain.618 are not con­
aidered new upit.&l. 

To prevent oorpont.ions from turning old upital mto new by paying 
it out to ab.areholdore .nd then he.ving it remve~ted, &nd to prevent 
borrowed oapital from boing tr&nsfol'llled into now equity capital, a 
net capital increase concept II used. For \he pW'j)OII68 of me&alll'l.DC 
aueh net increueo in upit.al, relerenca le had to tho capital u of tha 
b<cinning of the first tuablo yae.r ~ in 1941. Furthermore 
upital thlot 'll'Ould otherwleo .-ive n-'ca,Pital treatment, is d;J;'l 
auch treatment to the extent thd there .. e. not mcrease in in. 
admissible auete. 

The existing law exempte from tho excess-pro&te tu that portion of 
the adjusted exe ..... prolita tu net income of • domestic corpor&tion 
•":ich .IS attributable to mining within the United States of tungsten, 
quicbil•er, m&npn-, platinum &ntimony, cbromite, or tin. 

Your committee bas remo,•ed ihi exemption u it ia believed that 
these cnrporationa which make money out of ~be defense program 
ahould bear their ahare of tho tax burden. 

m, C.UITAL-8TOCI: TAX AND DECLARED VALU~ ZXC&.PROPITB TAX 

1 .• CAPI'U~OCit 'I':U 

The bill inerauee the capital•tock-t.ax nte from $1.10 ($1 phil 
10 ""!lie do!enao tu) per $1,000 of adjusted declared value to $1.26 
efreetive lor tho fise.al year ending June 30, 19U. Tho Commi,.;oner 
bas ext<tndod tho llme for filing rotums and p&rin~ tho tu lor the 
'foa,r endod Juno 801 1941, until &ptomber 29 o th11 'fe&r. For the 
penod of l.bia exlell$lon, oo int.areet Will be required. 

• I' . 

~ 111LL 01' lUI 

t. u.oLA. .. •ALn n --.norrrw ••x 
Undu existing le.w, the MIDO cl~uct.iona (with th~ .. ceptio~ of tho 

d land value exceM profile tu 1t.aoif) uo dlowed m computiQ& ~»t 
• ~ 

0 
lor income tax purpoeet u for tho piU))Oiel of tho doclued 

.-m neoa pro6ta tax. 
·~;til: tho bill ad.~ IJIO ~-profi~ W to tho Wting d<:cluctiODA 1 in compul.lng net mnome for mcomo-tu purpoiMII, tt makoo allo~~b provision for the computation of net income for tho purpoaoo •r ilia doelared value oxee.:prolita tax. While the oft' oct or thia 
:hs.uowance would be ordinuily to juetify 1o higher declared value for 

P
it&ltto<:k, and, thorelore1 lo grater up~tal•toek tu, it ia believed ea ~ this disadvantage to tne tup&yer Will be Wgely oll'.et by the :U d<duetion on that .ooount for income and exceM profile tu 'f' tmd by the fact the.t tho allowance of tho deduction in quee­f~,r.:uld in&oduce a factor of nonaidore.ble uncertainty in the 

determination of a doelarod vt.lue th&t would produce tho amalloot· 
eombin<d capital stock and deeiJired valuo exoess profile tu. 

IV. Q'f'ATZ AND Otrl' TAXES 

\. taTAft TAl: 

Tho bill provides a new acbedule of increaood ntea for tho estata tu, 
appli(abl• only to the estate& of d..OOcnta dying a!~ th.c ene.etment of 
IbiS bill. In addition, tJte 10-percent defoneo tax IS made permanent. 
No olhor change ia made with respeet to the estate tax. The follow­
ing table eels out a comparioon of ~he ntes &nd tho cumulative tax 
unCier uisting law and under the bill. h abould be noted that ~· w computed undtr tb- nut ia aubject to reduction by the credit 
allowed lor Stote death to.xee ploid and a- not include tho 10-pereent 
dtfenaelu. 

KaMUII(IIt.w 

-~· 

': 
~ .. ... , ... .... 
'"' ..... ...... u .... ...... ...... ..... ... ,.. -­tn.a 

"Uil. 'JOD .... ,.. . .,., "' .... ,.. 
~== 4,.1M.D ...... 
~== ...... ,. 
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The followin& tal> I& ebowo a com~ of lhe Fede.,.J eol&l& l&t 
burden (before .Uowence of eredi~ for Slala detlh t&xeo) UDder 
uiatlng law lltld under the bill upon oe~ eolalat (before exapliota) 
of oelee~ 1beo. 

t. 0'"' TU 

k~ 
41 
M 
lt . l .... .... 
::I .... .... ... .... 
"·' '"' .... .... 

.... .... .... 
tat.i 

l::l .... ... ... , ... ... ... 
11t ... 
u 
u 
u 

The b. ill pro video a new ocbedule of inc.reued gilt.-l&x rtlat •g:~able 
for computing the tax for the calendar y&ar IQ42 and ou uool 
calendar y&UL In addition, the 10 pezeen~ defenae tax it made 
penoanent. At under exiotrog law, the new gift.-tax rtl<lt are in 
O.cb cue throe-fourths of the corro!SJ>Onding eotate-tax rete. No 
other ohlllge io made with r"'peet to the gilt WIX. 

V. EOCCJSl: TAXE8 

lo eonnootioo with lbo increase in the ratos of mony oxcioe taxcs and 
the impo&ition of aeveral new levies, it obould bO noted that tho 
Federal Statul<'o impose a sevt!l'<l penalty upon pcr~~ono making false 
1tat~mento to furchasera of articles regArding Fed oral t.&xea thereon. 
Section 8326 o the Internal Revenue Code provide~ u follows: 

W'botvtt lo oocnectloa wilh tbe aaJe or 1eue. or otr'tt tor ~ or 1c1uet of D1 
arUt~. or for tbe purpoee ol m&ti.ft& IUCb ea1e or JeMe. mat• &nT tLIUment, 
wrllten or orU. (lllD(.ooded or c:U:ulated to ~:{ peneo W believe \hi' u.r 
pan oltht P<b a wbfch IOICh anldo Ia oold .,. or olluod for Mit or -. 
- ol a tu lm- UDdo< the aulhorit.y at tile Ualled lho .... or Ol­• p&rUeu...., put of IUdl Pike to a tu tm~ under tbt au.\bOrily ol U.. Ullited 
8<0..., howlaalhe•...,.. .... -.1 1o 1a1oo or U..\ tho tas 1o ao\ to _. • tbo 
port.loD of JIM'b priot ucrfbed. to aueb ta.J: ah&U be 11\llltJ of a m !eh= W....,.. ud 
apoa ~ncuoa u.eot .UO be po:n!sbecfiw & AM Oli!Ot more tb6A 11.~ or br 
~.,DOt u:oerd.ltlic ooe TtJU, or bOb: 

A\ lhe outoe~• it abould b& poin~ ou~ lha~ man;y er cite t.&xeo undar 
ulatlng law will upU.. in IG45. Other aucb tueo 1ri1l lhen b&oome 
ell~\lve at r&due&d ,.....,., In addit.ioo, lhe temporary defense t.ueo 
lmpoe&d by the fln~ Revenue Act of 1940 1ri1l ~nnina~ In IQ45. 
AI. • I'MUlt of theee nrying rules, both ae w tho termination of t.&xeo 
llld at to tho changes in ralao, conaiderable confuaion baa ari&cn. 

.,.,,..0,~aw • aota ua:u 

liil~~~~~~ 
.... Nr at,ltu ..,, Ja•JO.•MI .... Jlil)' Jl,ltU .... Ju. .... , .... - ... ... ... .... ... 
'"' ~ .. u 

Plt'Oiff , ,.,.. _ .......... -····-·· .. ···-····::::::::::::::::::: 
e=.:==~~::::::::::::~::=···-::::::::=:-·~---

ru. ... , • .....,..,.. con~..,. u us 

=.:.~.~ .:'li>li ;;.;;;;,;;;·:::::::-.::::::::-.::::::::::::. 

- ~ "" .... ~ --,..,.ttU - ... 
ooccrt~•tn••T ,.,...,., ua::a 

='-~.~~!::::::::::::::::::::::::::::::::::::::::::::::::: 
.... ... .... ... 

t. oanna 'Y.S 1U.'I'D auos .. ~ 

In Lite lint Revenue Act of 1940, the rate of almost 'J:'~ ~ 
wu il>(reued by tho dtfeuae laX. lf> .mos~ ~ Tb<M~ dtl•nae 
amounle\1 to 10 percen\ of 1.1!• thend eSlO""!fn~aw ;,; IQ45. a-u!"' 
tax ra~ mcreaoe~ would ~'''P.,. un or e:mib" m texitieo tho bill 
or the confuoion which mlg:b~ re.ult from ... co p • 
lllllk<a tbe&O ra~ increaecs penn•n~nt. · · Jaw in thit ,...ped 

The am•udmento made by the bill to tht'i. ex:!~ or tho scoJl') of tho 
~clerical in naturo and do not chango e 
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w eo involved. For oonvenienee, the following table Mt. ou~ th 
w eo 1.0 •hieh tbeoo tedmical changes apply: • 

.._., ... ....... _0.0. --
~ 

... ""'l.i0'£0'''' .......................... • r.: !:181--····-····· " 

.... [ Olt~*"rlt~u.o..y:::.-..::::::::;::::..-==: 1101 .............. ~·-·· · "'0:-t. 
·~ ... ~-· ,-·&···! ...................... " .... . ~lal 1 ........... _ .. __________ , .. , ·= •·····•••····•••···•• II and a 
lliiAI a~.«k L,.,.C.} ..... _ ..... ........... ............... • aaca • filii\&. 

l!ill:lf~ ~tk'lel, ,,,,,.,,.,.,,,., .... uo.o••-•••·•••••••• ·• 110&.,, ,,,, 0 0000.,
0000000

,,,::: • Olftll -IL 
,._.,.tk t&t ..... ....................................... &1011 ........................... II. IO,fi,aQ.Nid . .. ... 
1 

~~~~·~:t · ....... ;;:.:::::::::::::::::::::::::::::::: =~-~:::::::::::::::::: ~·==~ .... 
~
0 .. ~~flltcl Cllr,·l~ 1I(IOOI'J- ............................ _, ____ II~ ' F•j""-·••••••••••u Ill. 

11 .. ,_altf'f .kluon ••••••••••••••••••••••••••••••••• •~ • v •••••••••••••••••• ~'" 
U' ltfl'lallm OII.quon .. ........... ................ ........ 1110 b ••••••••••••••••••••• ni4. 
• "r" . ..,lift ...... l\ ................................... '"" • ...................... . uOudWra. 
• " lltllrM.I.Of ~-• IIQu.cn •••••.• -·-····-u·~······••.. IMO ~ §f................. : M 

I ~-~~i~~~~!~~~~~I~~ii~~~~~~~ i:~:_:;;!!iiii!!!!!!!!!!!! ~r 
,....~=iiiiib;'Piiiik'-----···--·---· ~-~ioouwo ............... m = 
~::;:.:.._~~-~!-·.:::::=:::::: =-~:.:::::::.~:::::::::: :.~ 

T!t• above rateo include the basic rates impoo«t by the indicated 
oect!on.s or lhe lnt<'l'llal Re<enue Code and the defciU(I tax impooed by 
oectlon 16SO (a). 

I , UfC'RIA.8Z8 I~ RAT'U OP VCI8TI~O Z.X('ItC T,U:&I 

Tho bill h!ewlscs tho rates ~f .certAin excise taxes but ntnkos no 
chango In thNr bnses. Othere:ustwg excise tax rates ore incrcnl!<-d but 
\hero ar.o also ~hangcs made in their bases. Such changed rntos and 
bl8cs Will b~ di8CUSSCd in tho next part or this report. 

Those ~·c•so .taxes 1nth r~spect to which the billmnkcs rn to utcrcaS<'S 
only are hated tn the rollo11·mg table, along with the i>crtinent Bt'<tions 
or the Internal Rc,·enuo Code, the rate under existing low and tbo 
rato under tbe bill: 
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A Ooor-<~tocb ~of $1 per p~f.gallon is ~poo_.d with mpect to 
d' t'lled spiriiB "'btcb on the cl!ecllve de to of thl$ boll are beld for sale 
o~f~r ._.., in the fur tl.1er manufacture or production of any article in· 
tend<d forsale. . . . 

A like Ooor•toc:b te.x Ill lDlpoted upon wmcs at ratee equal to tho 
• trrt'U<S in tax ohown m the above table. 
° Fl<lOr.;;toeks tucs are impoeed upon tires and tubes htld ror oalo by 
anvone, other thM tho manufoctu:er, !'n tbe effective date or tb11 
bill The fioor-<~tocka to rate on hres Ill 2Jj cents per pound and on 
tub;,. 4)l centa Pt.r pound. ~hese rates are equal to the increase in 
tAXI'S on these art•olcs shown m the above table. 

•. CI:U.~(U!I Urf Ulll Or COWrUTIN'O TAX (t\A.1'U INCRZASIID lN CJ:MTAitl OAII8) 

In additi~n to tbe incr~ made by tho bill, in tho >;"t.c8 or tl,1o 
cristing excosc tiiJCOII d1l8Cnbod under the preeedong- hcad"'S• ccrt6m 
other excis<l taxes underr. a change or base and, uo somo onstttnCCI, 
an inrrra'"' in rote as wet , under the bilL Those e:<isting excises with 
mpect of wbicb a change of base only is made are-

Admiu ion toz.-Tlte e.xitting law imposes a won admisoion chargM 
or 21 cents or more. The bill taxes admission charget of 10 eent.s or 
more. Your committee rett i~ desirable 1.0 pro1-ide lhet where mem· 
bors of tbe military or naval forees, or the Civilian Conservation Corpe, 
are admitted free or at reduced rates, tha tax eball apply only to the 
amount actually {>aid for adnUssion. 

Certain adm158JOn chJilieo exempted !'rom tu under existinf law, 
bo•·e,·er, are denied ..-emption under the bill. Tbe principa cate­
&'l'Y or such admisoion charges comprises those of which the proceeds 
go to religious, cducationa11 or charitable institution& or orgaJU.ation•. 
Your committee regards lbeee exemptions as or little or no benefit 
to such institutions or orgnnixationa nnd, at the sam6 time, u a sou reo 
or S!'rious administrative difficulties 1Uld loss of revenue. This true is 
imposed u~on tho person 1\dmittcd ond not tho organization. 

In oddillon, the bill would repeal a provision or tho O~ortm~nt 
or the Inturior Appropriation Act (Public-, No. 136, 77th Con~., lot 
..... ) which cxNnpt.s from Ute admission tax fees for admiss1on to 
nttionol parks ond ntonumen\4. 

Cabort11, roof gardom, dc.- Under tho existing law, an atttmpt is 
mAdt to segn-gato from the total charge msde at cabarrtt, roor 
p.nlt ns, and similar (>laces or entertainment, the portion attributAble 
to a charge ror admiasiou

1 
wb~ sueh charge is ,.·holly or in part 

~luded in the patron'• bill. This method or taxation bu entailed 
strious administrative difficulties. 

To ob,·iate lh- difficult ice tbe bill makes the totalebargo the buis 
or.•h.e tax and appliee to tbaL bM<l a rate of 5 pen:en\. in lieu or t~e 
mstmg rate or approximately 20 pen:ent or the port•on of tho b11l 
attnbutable to an admi .. ion charge. Under eJOSting law the tax 
a. u~n the patron but the owner or the establishment is. charged 
"'tb 11s colle.:tion and payment into tbe Treasury. Tbe bill placeo 
the tu dire<:tly on the ownlll'. . 

Club duc•.- Tho existing law tn.'1!8 club dues wluch exceed $26 " 
Y••!· The bill tnxes ~uch iluctt if they exceed $10 a yenr. . 

FurlhemtOro, the bill redefines "club dues" so. tht they "! ;l ~<l• 
any chnrgo for scx:ial, nthletic, or sporting privileges or roc•hl>es . 

• 
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Tbe indu•ion ol such rharges will pn'Yen~ thew 'd 
un<!er ••ilt.in.g law hy the ~raetice or making oen.,:;;,ol blnee I'OOOible 
•·•no'!" l~"vilf'Ceo !'nd ltc1btieo. Tho e.xemptl'on 11 c arg,. lor the 
orgamzaiiO!II _rtmam~ unchanged. a Owed lra'-J 

TI101e UISllllg MCIIO We&, with rt'Spe<:~ to wbicl both 
btMI and ary inueaJC in rat(> are effected by the biU 

1
a . • d1angc in 

.ilulomo6ilu, tr.ldrt, 6.u••• and parlt -Tho ' eo. 
automobiiM and motorcycles is increased 'rrom 3~ rat(> on P .... ng..,. 
addit ion, trAilera suitable lor use with pMSanger ~ ~pereb~ni. In 
m~torcyclet, which are not taxed under ellistingt Ia u 111

1° lies ·~d 
tb•• cotcgory. w, are aao illxod tn 

The rate on trucks is incrcnsed from 2~ to 6 
modo tnxnblc under this cn~ory ratJ\er than percent. Duss<'l! are 
hi!•••: In addition, truck and bus trnilcr11 whic~/asorngor outomo­
CXIS,tmg law, arc mado taxable at the 5-pe'rcont rat~o not taxed under 

1 !1c tnx on parts or accessories is increased I rom' 2~ 
llodc"" ArO e.•cJuded from tho list of automobile n ~O 6, percent. 
ar~ ""J;arat~ly taxed at a higher rate. CC<'S80rl!'ft omec they 

flu 108, phonograph•, phonograph recoi'!U and 'tal . 
m".'II.-Und~r ••,.~mg law the tax •P{>Iies o~ly t mu.t1 d •••"'· 
""""" lor .radiO retelvmg ~ts and combmation rad~ ::r ~~~ ace... 
•tts. Th" ut~ory has betn e.'P•nded to · 1 d P1 onogra~b soiA!, phonographs phooogra h records mc u e ~mp •ted l'lldio 
mUJical instntmtnt&. P ' automobile radios, and 

TI1e _rate of tax ia.incre!'"ed from 5Ji to tO percent. 
Rrj"')trotol'f, rtf"!JI'NIIng apparot d • --•· . txi~hng law the ta.x on mf'cllanieal r:hig:~~tr~wfQ1.tltontri.-Under 

M tho hou'<'hold typo and m rs 8 PP 1es only_ to those 
I• ill thi• tox will aprly to .\JO:Icn~ ~nd r,~n~ tl1ercol. Under tho 
in!luniiAI whctJJCr o household or ·~o:c• trc ngerators ~~d rdrigemt­
tamr<'lnir-conditioning nnits and th . cr ypo. In nddilton, ocll-<lOn­
rst~f.ory. 0" components aro added to this 

1' IQ tnx rille is increased from 5~ to 10 • t 
M<ttcht8.-'rho existing law taxes or I l,>crccn . 

nile or 5Jl cents per thousand . Tb I Gill ancy .wooden .mntch<'S at n "'"110 rotc ond al!!o tnxes ~II oth o •1 contmuoo tlus tnx n\ the tl,ou,..untl. · ·or mote 1CS aL n rato of 2 cents per 
TrlrJ>hont, ltlraraph lie U d . . 

tc:l<';!rAI>h m...,.l/..,, •~d ~adion er exiJ!tlng lnw tolcphon~toll chnrg,,., 
chtrerrn~ r&h't!. Tolrrhon~toll m~os ore taxe-d aeparately and a\ 
20 rent• on chargeo o fro c Jargcs nrc now taxed •~ 5, t6 and 
•ll<~·th·rl~· . Trlegrarh m:...so ccnts to Sl , $1 to $2, and over SZ, re­
amount rluulted an< radi ges are now· la..'f00 at ~ ptrctnt or tlae 

Thr bill r.•laets th- tlo messages a~ 10 CC'Ilts each. 
anti taxrs t 1rm on an ad 1:_j0LYPfSL~!- scr\ri~ in the Mmr rat('ftOry 
than 24 ONII• • ts.x of 5 rnm ""'""· Wb~eo th~ ch•rg• is more 
of I h4' rhftrJ.:(\ i~ im.-........J cents for each 50 C<"nt8, or fraction Ouort"'( 

'1'1 1: lov::'M.'U ' lr t'"JX'r<'f'n1 tax o ·r sed . 
•nd .tho Nll<' io 0 , 1,a;>dcd 1 ea. '"""': and ~I king circuitAl is I'C't•in..:l 
Mf\'l,r(\, bu'ltlllr nlorm &e 0 1.ne:lude "'11'0. SC.r\?'JCCB suc.b ns ttlc~ypowritrr 
an.d !llfOm\ntion servie(IS rru•c, 00'!9 tacker acrvioo, stock quotation ""'"'!: Ia~· lor tJ1• 8• . ' llnd IJio hkc. Tho exemption pro\•idcd by 
t I I < d"V>Ccs of tJt' t 'I ' . (' PJ) 1ouc or tt•IC'grnph com> LS ype u~1 •zed by n. c:ommon corr1cr, 

I any, or a rad1o broadcaatmg com pony or 
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••~ ,..0rk in the conduc\ ol ita bus in..,. as such, is continued bl the 
biD. • • _.... h A ••" tax ol 6 percen~,. u)l.....,... UJ?OD t e amoun\ paid lor local 
l<lcphont &<'rvice, excluding amounta pa1d lor inst.allation and upkoop. 

I. HSW SX:Cll& TAXU 

In addition to tho preeo!lt oxoise ~es your committAl<\ raoommcnde 
th• adoption of tl1o lollowmg now lev>es: . 

Soft drinh.- A t.ax on bOttled soft drinks, sold by tho bottler or 
importer tli ono-oixth ol n Mnt per bottlo lor bottles aclling at retail 
fer 110~ .;oro than tO ccnt.o per bottle; one-third ol a coni lor 8 bonlo 
sclling for l•·om II to 20 conta,4_ and one-half of a cent lor a bottle 
selling lor moro than 20 conta. · ·1·hoso rntos apply to botLlcs contoining 
1 

qunrt or ICJIII, Jl tho bottle. oontnins moro than a quart, tho tnx 
is 6 p<rccnt ol tbo pr~co lor which f!Oid by the bottler or importer. 

As • corollary to the tax on b~ttJod ooveragos, .. manulncturora' 
excise tax of 6 ceniAI per gallon IS >mpo!!<ld upon finished or fountAin 
SJTUP" sold. t~ ••Y por110n otlte.r th!'n •. bottler, and a tax ol 4 oonta 
per pound •• un~ upon carborue actd ~as sold to aoda fountains. 

_\/a•u(atlunTI _,. laxt~.-Taxes are 1mposod upon the following 
it.,.. a~ the ratA> of 10 percon\ of the price for which aold by thc 
D'WlUfacturer, producer, or importer: 
Sui>Jo<t ol1as : Subject ol tax-conUnued. 

SporUassooct.. Rubbo< product&· 
I.Aualt'. Com.m«"Cia\ .-ubins; maebtne.. 
flcietrb1 aooUanoe& Optieal equipmen\. (not loc:ludln.a 
Pbo4.oltaphlO AppM'IlUa. eyC6lueel). 
Businftll and ttora n'UUlMnet. 

Rt/IJilm' uci8• me•.-Tho bill imposes a tax of 10 percent upon 
tbe retail ••lc ol jewelry, lura,· and toilet preparations. Tho tax is 
placed upon tho retail sale rather than the manufacturer's or im­
porter's sale boonuso ol administrative and equitable considerations. 
~lanurac\urors' cxci&o taxoa upon those articles hnvo been imposed 
br the }'cderol Oovernmcnt in tho past. Such a tax upon toilet prepa­
rations is, in lnct, imposed by existing law. Experionce h .. proven, 
howev~r·. tba~ und~r such taxos nvnsion is substantial and inequitable 
compclltwo Sliuollone are created. 

I!' ~ie'!" ol those .conaideraHona your CQmmittee is coavineed ol tho 
desuabd>ly ol plncmg tbe~~e taxee upon tho retail sale. The manulae­
turtrs' tax on toilet preparations is reJ)e6ied. 

T"'•'POr:lali<m of pnaon1.-A tax ol 5 pen:e.nt is impooed upon the 
amount P•,'d withm the United Stat<lll lor the tranoportation of ptr­":jY rail, motor vehicle, watu, or air. Transportation by motor 
' et1 M'ating leeo ~ban 10 persons is exempt. Likcwiae, tho bill 
exompts amountt paid lor transportation which do not exceed 35 
~Is, lm~UDIAI pa1d lor commutation t.icketa lor aingle trips ol leeo 
wan

1 
30 m1leo, and amount.a paid lor commutation tickeiAI lor I month 

or ess. 
Coin •l"':'ll•d am~Uem...t and ga.m~ tkt:iu6.-A special tu of $26 

per year IS tmposod lor each alot maclune
1 

pinball machine, or similar 
;,:usement or gaming device mAintninea on any place or promisee. 

• tax doe& not apply with rcspoot to bona 6do vending u<acbinoa. 
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Bwli"'J olU!/f, 11illi4rd oaNl ~ IGIJu.- A IPeCial IU ol 111 
year ia impoo<icl for every billiard or pool table and O'fory ~·· Jft 
au(l.,:P' thoM in privata bomeo. ....... 

~~--A specialtu ia impoeed on advaru.;­
billboardt or other structures upon re&l property, tho rata ol ~ ~ 
l'fglllal&d aocordin_g to tbe &m~'!llt of advertiaing,.paee are.. Par 
eacll billboord baVlllg an advertising space of not over 300 oquaro feel 
tho tas is $5 per annum; for such apace &moun One to more than 300 
oquare feet and not more than 600 oquaro feet, the IU ial8 per 1111111111. and lor such spaee amountinjr to more than 600 ~uaro loot ths ..; 
ia $11 per onnwn. Tbe tAx 18 to be paid by tho loaaor ol bWboarda 
with respect to each billboard maintained or ooutroUed by him Row' 
over, if such loaaor discontinues tho oontrol or maintenance oi a bill: 
board witbu1 tho taxable year on wbwb be baa paid tax, and l&tt< 
omploya another billboard of tho S&Ole tAx claasilication aa the ono 

00 which lox was paid and control or maintenance of which waa ditcon­
tinued, then whb respect to such additional billboard no tas ah.U be 
P•J'abto. 

Uu of nwtor W.idu.-All annual tax of $5 ia imf)Oied upon tho 
uae of a1l motor vehicle.~ of the kind cbielly woecl lor highway u.n.. 
portalion. Consideration was given by tho committee to tho grad .... 
tion ol tho tax upon oome such basia as weight or bor&<)powu. The 
tax ia conceived ol1 however_._ as essentially a privil<£0 tax and not­
to wbieb the prinetplo of abuity to pay bas any n~ application. 
It ia &lao deaigned to rcaeb a larRe number of individuals who b1 
,......n ol the pen10nal exemptions liave DO incom&-tax liability. In a 
measure, too, it accompliabes the objoot.ives of tho advocate& of ths 
imposition of an income tax return filing fee. Graduation, moroover, 
would entail adminiat.rat.ive difficultioo and expense ou~ of proportion 
to t.bo rovenuo And t.be equitable considerations involved. 

Uft of lwai•.-An annual tAx ia alao impoaed on the uao of boalo. 
The tax is graduated on t.be basis of ~bo oveMIII longth of tho boat, 
no follows: 16 or over but not over 28 foot, $6; over 28out not ovsr 50 
feet, $10; over 60 but not over 100 foot, $40; over 100 but not ovtr 
160 leet, $100; over 150 but not over 200 feet, S160; over 200 loet, $200. 

VI, RADIO BROADCASTING STATIONS AN1) NtTWOBCI 

Your committee have imposed a tax for calendar yc&rB beginning 
after Oecembef 31 , 1941, upon every pen10n wbo during the year 
oper,-~ a radao broadcasting station or engagoo in network bri>ad­raotmg. 

The dl'lirobili~y of a epcci&l t.u on radio broadeasling (tmlinrl 
from a tax on advtrlfting, one medium for whieh ia radio) is indicaUd 
b1 oevtral oonsiderot~. 

1. Radio broadoaaUrs are the po-ra of a •&luablo pri'filtge 
~warded to thm. froo of charge on tho condition that they operau 
m tho pu,blic interest.. Beca~ of the technical limitations of tho 
hroad_cull,ng band, t.bo number of commercial broadeastero at any 
o.ne lime •• for all proencal purpoeea limited. 1n eoneequenee, tho 
!"Kht to operate a broadcasting station in particular areas oarrilll Wltb 
It a 1111'88uro ol monopolistio privilege and the opportunity for an 
OX!r~cly profitable mvootmont. Through the exorciao of tbat 
pnvllcflo and tho exploitation of that opportuolty, many broadoastort 

' \ 

16 
tW pt04ta a~~d -rirWally all bro.dellterw 4erl•e I• 

,..k~bl..,be~t. in the form o! publici~~ IOOCiwill."fts ~, .... 
llllCI • • 'pal operaton 111 comm ....... 6roadcu- earn....., 

2. 'l'be pnnea relat.i•el.J ....n in•Mtmenta. Tbey poeee. uo111u.l 
rstlO o( ~:>,? whieh in new of the Oo-.emment'a P""!'U't 1'01'ooue 
taXJ>t:Jllli a ., . ..!..Jy be aubjeel&d to epecialt&xat.ion. 

uirtment., can pro..--- uirM ublio regulation. Suob reculat.ion '1. }ladioed' b~pS::bllc~ wi$ great lienefi~ to tho induat.ry bu~ 
15 prond a · a1 ooeta to i.b&~.mduat.ry. . 
.-itbout an~ •peolaed is to be equal to a giv011 peroonl&ge of no~ Umo 

Tho lax •m~ tho oar A no~ time aalo is in oft"oot defined aa 
.all'4 roado d~groceiv~ 0~ -rutld from the sale of radio time, not 
tbo gro.<& 

6J:0
':nount of any commission (not to ex~ ,16 percent 

includang e I) paid to or deducted by an advertiamg agency, 
ol lho _groes amo=ount paid by the taxpayer, pllnluant tc? t.lio •t!o 
and nunu~o~"broadeasl.ing time to oth!'l' poreons oporatmg radto 
h1 )>int, •"eel in ne~work broadeastmg. . 
auboos or eng., d' idee! into three cJasees with ratee pl'MCZibed as Taxpayers are tv • 

f"tiu the net time sal a. are in exeM8 of $100,000, but not in ex•• 

ol ~U~~ !:~~. are in exeM8 of sooo,ooo, but no~ in ex­

of ~\·o:f~~:~ l~';,. are in OXCM8 of $1,000,000, 16 ~t.. li 
..-ribecl with ftliJ)&et to eadl c1- of taxpayer • app • .li'":lb P entire amount of the net time aa1 .. for tho taxabl~ year. 

'!1te "aet l'~'fidM, bowever1 ~~~ lho,liabilitb~! ~~Ut~ .. :: 
clllllllifieauon cannot exceec1 wo manmum ., , t.im sal 
1 er clas8ification plua tho amount of tho taxpayer a net th o

1 
oa 

~ .. exeess of the ~ax:imum net t.imo &alee taxable under e ower 

cl~~':~:''to tho tax in the •- of a taxpayer with n~t t.imo aala. 
ol 1500 000 ~o~ld be at the rata of 6 po~t. of "!'• not ttme, saloo, or 
125 oo0 Except for the above notch pro'VIBIOD, if tho net J::• ::oa 
we~ sioo 001, the rata would be 10 percent ~f. tho net e. tt'~ 
or S50 ooi 10 By reaoon of the notch proVIIlon, the. tax ID f 
latter ~-would be 126,000 plus the net two aaloooa Ul exc- 0 

S500 000 or Sl making the tax in the !attar c..., S26,, ~-
U ihe hot t;,;,e aaloa do not exceed 1100,000 no tax "'UDpoaod. 

Dn.uu:o DtaOVllatOK or ..,.. PaoVI81oMa or T88 BtLL 
TITLE 1- JNDIVJDU.U. AND CORPORATION INOOilB TUEll 

UOTlOif 101, &VIH'U OK umrnDO.wl 

th · urt.u: et inoomo and hence The aurtaxa. apply upon • ontu-e • 
000 

n f urt.u: net inoome 
ths uemption from eurt.u: of the first $4~ ~ .!rt.ax braoket rata 
fo1111d in existing law ia aboliabed. Tbe '"' d · ting law The 
Is s porcent as compared with 4 percent un or eXll a fro;,. that 
•~es aro in~ ,in all braeketa _upedto ~~~e~tee attribu· pomt tho ral&a of OXIItmg law are retain · e t inoreaaed 
table to aurtas net inoome in exoeee of $750,~ krot.n~ iD~ 
•urt&xes payable by taxpayora in thooe upper• rae • 
by reason of the hiiber ratea in tho lower bvacl<ets. 

• 
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'l'hil eeetion, adding oectlon 10 to the Internal Rt.vtnue ~ 
impotM upon all COIJlOr&tione [mcludioir iniUIVI~ eom~l 
•xce.PL oun.i-Mideot fore~gn corporation. t.ncf mutual in•eetmeOt­
Jl"DII!I (tho I&Ltu being later dealt wi&h in. &Ito eection), a lllrLa.t of 

6 petllCIIL upon tho lint $25,000 of OOIJlOr&Loon ourtu no~ lnoomo lad 
o percent upoo tho oxt4* or ouch anc:om• over $26,000. Complo. 
menl&.,. amendments ara ~e to sect.ione .104 (b),. 231 (b), 251 (c) 
(1), and ~61 (a). Corporation ~urt&x not ~eomo 11 .defined at net 
income mwua tho cre<ht tor divtdenda rooeJVed provoded in oeetioo 
26 (b) and Llou• includes United Statee intereot in tho tAX b~~te 

~·we teetion al.o imposes upon mutual inveetmont oompaoieo 
a eurtax upon Supplemont Q surtAx net ineomo or such oompaniN &t 
ratce OOIToeponding to those imposed upon oorpor&tione generally. 

IEOTION 1~. J.NO'OU.E DEJ'EN811 'I'AX MAD& P&RWAN.,N1' 

TWe eeetion mak .. pormanont the defense tax impoaed by tection 
16 or tho Int.mal Rovonue Code a.s added by aeetion 201 ot the 
Boven uo Act of 1!)40. 

IECT10N IC.C. TAX ON NONREsiDENT ALL&H UfDIYJDOALe 

Under existing law a nonresident alion individual not engaged iD 
bueio• within the United Stat.., and not havmc an of&e or p1aeo 
of buein.,.. therein, is taxed only upon dividend&, ontoneet., and other 
fixed or det«minable annual or ponodical ineome from IOureea withia 
tbo Unit.ed Stat.ce and at the rate or 16){ percent. Thi• rtto may be 
redueed under existing law to 5 ~coo~ m lhe cue of a reoidoot ol 
a oont.iguoua count.ry if so proVIded by treaty with aueb country. 
Section 104, amendirig section 211 (a) {I) or tbe Code, inor"""" ouCh 
rate to 26 percent {in cl!oet increaSed to 27){ pcrecnt. through tho 
delllllaotax omposod by sootioo 16) , whieb COml&J)Onds to the propor. 
lionato iMreaao in burden imp08ed upo11 AtnOl'icao citizens and 
rc&idonta by tho incroaoo in income taxeo under tho bill. 

Und~r existing law, if aueb a nooreaidon~ alion individual hu a 
groq income of more than $24,000, wWch is Lbo lovol at which t~o 
averags effective rate equals 16){ peroont, be io aubjoct to tho lull 
hormlll tax and eurtax on his futed or deteOTninable annual or period· 
ira! income. The bill ldjuata this figure of $24,000 to $23,800, at 
whi<h und•r the bill the~ is reached approximatel,r an el!ective rtte 
of 27)1 perctnt.. Nonnsideot aliena engaged in busmeee in tho United 
Stat.,., or having an offire or plaee of busin- tho~in1 ara aubject to 
th~ eanoe rttea ae apply to American citizene but onry with M~peet 
to meome from aourees within the United Stati... They willthuclore 
be oubjeet to the increue in tax applicable to .American cit.iun&. 

The rat.rs tbue imposed in tbe C&ll8 or nollf'elident alien individuala 
do not apply in any caae where their application would be cootrazy 
to ll)Y, trcat,.v obl~ation of tho United State~ (too. 106). Under tbo 
P~VIJIOM ol section 107 these ratoe may be reduend m U.. caao ?' 
r.oJdmta of any count.ry including foreign coloniot and poeeeeai_ona, 111 
North, Ceotral, or Soulb Atnerics., or in the Wott Ind101 or ol New· 
foundland to 6 percent it 10 provtded by t.reaty with ~ucb country. 
Fin~: t.bo PU1Jl01oa of the section the Bermuda :wanda are eonaidorod u 

... udoo in tho Weat lndill8. • 

' ' 
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t :&CTIOif IOI. 'fAll OJ< I'Oa&lOl< CORPOIIA'rtOIII 

. eodot -uon 231 ol the Code lo ,__ w im~ 
Tbia -:tooo am nt.iou not _....t in Indo or b~- in ~ 

•paD loi'CJID corpo ~ bavinc an-ollie& ,. placo ol buam• lberem 
United Stala &lid 'f(27)! percent with the addi~ ot tha.IO ~L 
(JoDII5 to 25 ~ mm- ia oommenourato Wlth the m- ID 
defelllO taxurd). • '!....... upon clomMtic eorporatlona. the tax b eo IIDr--

swrJol'f lot. WITHBOLDINO o• TAX AT &OUl\0. 

· videe tor withholding or the tax ·~ tho 10urco (by 
This 1100~?~ ~~0 tax in the caao or nonreaideot alieno ia vory largely 

mcansedor)w ;•tj10 rato of 27)! percent inatead or 16){ perooot u~dedor 
coUact •Th rata or 27)! (>OI'COIIt repreoonta the combm 
existing law. 

0 
• ood b soot1on 211 (a) (1) (A) after itumond· 

ef!eclive rat~. or t~ ~nhia bin aod by aootion 15 or th~ Code (dolone.e 
menL by:~eo. 100 

eased ratee or withholding will not go an to elrool uniU 
tax). T 0 mer th actmont of the act in order to afford a r-n· tbeiOiperiodh.d•y~~ wtfcl, withholding agents wiU be ¥ormed.ol tho 
able nlioablo to naymonta made to nonroaodent aliena or higbee rtl.ce ap< < 
oooreaideol foreign corporatione. 

(TIIIU'M' OBLIOATIONI) .l.'fl> 8EC1'JON 108 (axnOCTION tJf liCTlO~.::'ca OP TltUT1A OJ' JUT£8 OP TAX AXD wrt11BOLDUC0 OM 
POU VIDUAIA &DIDE.NT IN AND CORPOIUTtOKI SO!fiEBt~D&N;NADL&J:Jft.::;,~l o• W&I'I'&RN K'&KI8;BUE COUN'T81U) OIOANl&,.,. u ' 

Tbeeff~tol th~~·~~f:i'd:~ t!!':i::!t1~ ~ ... ~:oow:~~o.~ 
of ~on...,.odon~h.e n 108 also authorizes reduction by lruty in, tho 
sactton1 104. . 

11d ol withholding witb respect to dividends doroved 
rateo loxntoo'!,b"~ tho United Stnt.ce by nonresident foreign oor.pora· 
from 8()urcll8 wo. 10 

1 t · North Con trill or 
t.ioM organized under tho lawe o d~ny 00"'£ fl. !}

0 
dla~d ' 

South America, or in tho W c.~t In oea. or o e un · 

SECTION 109. DltPilN8& T~X ON PERSONAL HOLDING C::OMPANI£8 AND 
TMN&.flil\8 TO AVOID lNCOM& TAX MADII PERMANENT 

. . ak t th defense tax impo.od upon ThiS eeelo~n m 81 ~anen f ~03oftheRevenueActof 11140 
pmonal boldong companl!l' .YieC '?_?_ b --•ion 208 ollhe Revenue and upon traoalert to a VOid moo me -.. Y ~ 
Mol 11140. 

ICCI'ION 110. c.a&DIT J'OR O&PZNDL-vnt 

Section 110 of the bUl amonda -tion 25 (b) (2) of lbe Jnt..mal 
Rev•nue Code relative to the cred!t for depond.:,dtape. roon living with 

In the cue or tho hoad or a family or!- mAm Credit inat net 
~U!b•nd cr wife, the ~ting l~w 

000
provtfee s'too' for each'fepondcot 

mcomc a pel'IOnal OXOD>P.t.iOD Of 12, p U8 • . • od per10n 
otbtt than hueband or wife. Under tJ:teae provwons, a :~ivee u a 
li•inj! with buabi!Dd or wife and bavtD!f 00 f"~~n On the other 
maxunum credit. the poreooal. ox~)lt•onho ~or ,· ~-n 11'bo altO hand, an unmarnod poreon m&IDtaioing a omo 11 r--

• 
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qualifi~ u a deD«<dent may ,_j,.. a per •161 • 
plua the credi~ o11400 for auch dependent or a to":a!~~ of 12.000 
Tbo propoaed leg;.!at.ion dieallowa Lbe cnmt few of 12,400. 
_.,. wbero tho taxpayer's etatua u head of a ta:::U, .deoit Ill 
aoi.Jy by the exiatenco of OM or more of IUch ~ -..ioaed 
amen<;lment will oot all'e;ot anr cue except one in ~ ,J;Le. '1\e 
oceuJHft the atatua a bead ol a lami.ly 1o1e1y by tu~,. 
•nee of a Jl!!rtOn lor ~ho!D be ia allo ent.itJed to die ::.i'l:: ~ alai. 
onl.. For !"•tan~, 1t ~ ~o~ operaLo to reduoe the eredit · ~ where a widower 11 mamt.auung a home lor two 0,..1.._ Ill the­
whom qualifiea u a dependent. In such caae the';'"""' only one of 
family 18 not oeeaaioned eolely by existenoe J the :.b:J'd .u bud of a 
whom the credit of 14.00 is allowed and CODJMlC!uentl: t'i: ~t of 
may. ba entitled Lo the personal exemption of 12,006 1u! 'fpayer 
cred1t, or a total of 12,400, tho same as under exist;M f. I 0 

1400 .... aw. 

6ECTIOH Ill. 10IN'T RE'J'tTRH8 OP HU88At."'D A.YD WTP'C 

Seetion I 11 of the biU amenda aect.ione ~ (a) (4) u (b) 
(c), 47 (~), 61, and 142 (a) of the Inwnal Revenue bod (3~·.~! 
Mw sections 278 and 300 to the code o, and ..,.. 
. The section providea that a husband. and wifo )' · 

t!me during their "joint taxable year" shall rep~!\1~~eru.any 
amgle !"~urn mado ,by them jointly, and that the lAx sblllJ ~ oomo '" a on the_.,~~ moomo. compultd 
ia !:fi .. m~. diVL~tbualh18 baonlyd requiilre?, to port.idt>•Lo in a join~ return if be 

~ u~ .n or w e at tome tltne duriog a 'oinii&D.ble 
year. . 18 term 18 mtended to have a broad applicati~n It dOIII 
no~ req...., thd a husband and wife live under the aame ~f .,.,_ 
are coneidered 10 be li•;•• ~ th · · ' ""1 
,. •-• "tb. -.., e er Ill any eaee where they ha•·e oel ~are...,'" mten~ Loa ban on pennanently them "1<11 'I ti nth" :, :::11,~; ~fa~bo husbowd makee his hom& at onB ~ce ~~~ tr,e wif~ 

It is provirlod · tba t · · t 
no;',resideM Alien indi~i~~~F ~a:t:/!" ,!~~ !'!:~~~~~i~ (~)~ spouso is a 
appe~sJ:u1~ I!~ no Item of groas iocomo, deduction, or credit 
awear to such . e JOint return, ·~ spouae ia not required 10 tip or 
tbelets a joint~~::!; 1 re~m 8lgnedb ~y only ,one spouoe !s ~e-·e,.. caae of a . . . n o ., 10 o tam a forelf(n-l&x credit ID lbo 
tlection ;],0~~ return, both b~bowd and wile must make tho ~uired 

Either ...., manner preacnbed by law. 
b t.ho Co lfPO":"'J. may ~lect, t·nder ruiN and ~ations prcec•ribNI 
li~bility ~~~j:1oncr With the app"!'vol of tl1o SeCretary, to hove the 
apou8C8 rather tl~':.':, 0~ ~ggrogotehu•~!I)O npp~1·1donc<l hetwHu tho 
ouch caao, lho tu u 1 tbave suo b~btlity JOmt . nn~ several. In 
l111sband and wife iftl10 ° ~ mcome I& apporl10ned bot~·een 
arate income 1 cb be ra 10 w • lax compuLod upon the at~ tJ1eir $tparatfoinea ars to tho sum of auch laxfS computod upon 
10 ha<e the ben~:'!;, lf "J

00
i>OU84! hu elee~ on the )Oint rewm 

com putt bit.. any uellon or cred1t, auch apouae mutt 
with such cii'C~~te tu, for jiUJ'j1081ie oltho allocation, in cooformit7 
that the credits 10; fo~~rornaLo proYiaion baa been made 10 insure 
allowable against tho t 1 0 1.1~ and for taxot withheld at the aouroe ax on aggregate income ahall be applicable i.o 

Uf- m.Lor lUI 

lf(luation of the lax liability ol &be tpOUM to whom lbey ... at. 
t.nbutable. . ,_ .. ........ A husband &nd wit~ are requ..- l~tlr Lo make a mum of ineome 
00 

tlle b11io of a "jomt t.abte ~· In general, any taxable '/e&r 
in ,.hicl• a husband and wife Un t.ogether conatitutat auch a JOint 
tuable year, but the term dON not em~ a taxable year in Which 
lbe marria&e ~ura, a tuable 7.ear .~ the whole ol 'lfbich Lbe 
IJIO- did not live tor,~«, if no )oint~ year bu pre.,;oaat1 
been .,.tabliahed, the eyear clurioc whidl a bu.baod and wife 

.;
0
uoly aeparaLod tn renoDcil6cl. Appropriate proviaion bu been 

l:tde to deal with tbe eituat.ion which an- In t.lie few - where 
008 

of the apousco maket a return On a tiocal-year buia. 
Tho joint taxable year of • huaband and wife ;. automat.ically 

t«<Oinated upon tbe date of their ~lvoree .or legal teparatioo or upon 
the dote of the annulment of their mamage; and for the purpooeo 
of this aection a marriage Lorminated by annulment;. deemed to baa 
ulid marriage from the date of auch marriage to the daLo of the 
decree of annulmen~ The Lorminat.ion of the joint taxable year in 
to<h tate d- no~ bowe•e•\ alt.et" the annual aocounti~ period of 
oo<h buabaed or wife prtVLoualy eetebliabed under tbia section . 
Separate returns are required for the period from the data of t.ermin"" 
tlon or tho joint taxable year to the clooe of aucb aocounting period. 
A joint ~uable year ia not terminated automatically by the death of 
ooe of the spouseo. In aueb a oaae the eurviving apouao and the d&o 
aeclent'a penonal representative are required to file a joint return for 
lhe fulltuable year in which the death oceurred. In auch a return 
there is to be included the income of the deoedont and the aurviving 
spouae for the entire joint taxable year, and the ~nal uemption 
ola buaband and wife for an entire taxable :roar 18 allo•ed. 

Section 25 (a) (4) (0) relating Lo the definition of earned net income, 
iJ amended 10 provide that, in the caae of a h111band and wife making a 
joint rowm, tbe net income of ~b up to and including 13,000 ebioll 
1n every coae bo considered earned income, and that in the case of each 
t.be compeneation for eervlcea aotually rendered may be oonaidered as 
earned inoome Lo the extent of S14,000. The earned net income of the 
husband and the earned net income of the wife are to ba added together 
and 10 percent of ouch earned net income, but not in exceet of 10 
pereent of the ~to net income, ia allowable u a credit for the 
pulll(ll8 of the nOmiallax. 

Sect.ion 26 (b) (3) ia amended Lo provide that in every- where a 
huaband an<lwile are ~uired to make a joint return for any taxable 
yurbthoy aball be entitled to a peraonal exemption of 12,000 for auch 
tua lo year. 

Ill t.bo ll8ll8 of any thor~ period for which a return is required under 
t.be proviaione of eeetoion 51

1 
eeelion • 7 (e);. amended Lo provide that 

the moome aba!l be placed on an annuAl basia, and a complementuy amendmen~ ia made Lo eeet.ion 47 (e) to prenn~ the reduetion of 
creditt in auch ..._. It ;. proorided that the not income may ba 
plaoed on an annual buia by a method other than that deeeribed in 
aection 47 (e), where the COmmiaoioner deLonninet that auch other 
method wou1d more cl~ reflect the income. 

Section 142 (a) deaJ.ini with the ~uirementa for filing fiduciar:r 
reln111rnt, ill amend~ Lo conform Lo the oballgel made in eeelion 61 (a) 

oonnsotion with Individual set\li'D8. · 

• 
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&c:tion Ill (b) of the bill adds 1o tbe Internal Re•enue Cod 
n~'! IM't'lion deoignated se<:;lion 27~ and •J?Plicable only to ea-. • ~ 
"'hoch !htliX on aggregate mco~e !-5 apportJon~ under tbe pro•isions 
of tM'C'toon 61 (b). -u lhe ColllmlliSooner d•tomuneo a deficiency or an 
o•·orpayonNot in ,...pee~ of t.he t.u liability of ono apouao t.he oeetio 
provodi'JI ~~ leaat ! year for the adju.stmont of lho ..U liabilit 0~ llo• olhor apouse woth reopeet to any overpayment or deficienc;y wLieb 
n'Ouh• 8011'1y from the reapportionment ooeasioncd by t.he Coonmi&­
•ioowr'a olrt<>rminaliou. The !-year period begins to run from tbe 
d•le of tloo ConuniMiooer's determination which, in the cuo of 10 ovorllOymcnt, .i• !he dato of signing of the acbodul.o of ovcraaee&omenl.l 
h_v t ,.. Commo•••onrr and, m tho case of a dclicococy, ia tho date cl 
moiling or tho stntutory notico of deficiency or, if no such notice is 
nonih•ol, lho d•to upon which the Commi .. ionor signs tho schedule of 
i~l'IIJ•*'tn('lll8. 

'l'lw lnh•roml l!e••rnue Code is amended by adding a new oection 300 
~ loido provido'll thnL if tbero is an addition to tho tax on aggrq,'ll~ 
ioll'onll' lor willlulno'j:lecl iu !ailing to mako & return, or for negligence 
or lrooutl in eonnoction with a deficiency, in tho eMO of a husband and 
wi((• ri'~luirt'fl to mak.- a joint. return, and but one spouse is l'f'lponsible 
lor •ooch '"'!:h'<t, '"'ltli~teoce, or fraud, such spouso only &hall bt liable 
lor tho paynorn~ or such addition to tho t&JL 11 bOth apot .... ""' ""'!"''"!"!• in any degrot', the liability for aucb additions to tbo tu 
"''I !><' JOonL and sr•·~ral, unless tho .tax O';' the oggrogato income is ap­
I>Or1ooned under arcloon 51 (b) (2), on wh1cb e..,. the a..lditioM "·ill be 
ollorlllo•l in fti'<Ort!<mce with the method or apportionmcn~ set forth 
in thut su~tion. 

it11, Jlf'nahy lOt failure lo file a return ls a pe_rcentagc of the entire amount or 
lht• '"'' un M.ltlf't'tt&U' lneome (oomputed a.t-tor the allowance ot the toreip tax 
tr.'tlll ftud tn-dit ffJr IAXf'll wltbhtld at eouroe) ADd \he ptnalty tor nt'lllstnce or 
fm.u1 l lt~ a p<:re<!utAr.te of tho ontiro amount. or the hu::rOMG In the tu on •arepto 
IIICOIIlf', 

. Tluo stunt' PW"<.' ti.on nlso pro\1idcs tho.t. o. spouso who has no gr~ 
uwnntto ttl 1 ~lll uoL 111 ony case be liable for on addition to tho tn.x on 
u~'J.t'l·c~tllt • mcomo hast.'<.~ upon n failuro Lo make o. return ainco in such 
11 ~'"'''• n r<'luo·n will be required solely becauso of incon;a attr\butablc 
lo tlw Olh('r epouse. 

Kt:4''ri0X llle. NOS-1!'o..,.EHEST-D£ARIN'O OBLIOATION6 US8UED AT 
DISCOUNT 

Tl!i! arct~n ~rovid<S that an,y taxpayer who owna any non-interest.­
"""""~ ~bhJ!11I'!'n• i .. ued at a diseou.n~ and redeemable for fi.ted ""''""''! onrrca.ong u slated intervals and "'ho u.nder tho method of 
•=unluog u~ by him i~ computing bis net in.;.,me, is not pcnnitted 
to rrJIOrt !he mc!""menl on valuo or such obligatiOWI as it accru.., 
!"1Y, at Ina. do:eloon, treat such increment in valuo aa constituting 
!'~"!e to lum '!' tl!c year in. which it accrueo rat.her than in tho yeer 
rn •Iucio ~h~ oblogatoons aro dtsposed of, rodocmed, or paid at maturity. 
Undo•r txllh!'l! low a taxpayer on the accruol basil who owna, lor ex· 
•mtolo, non-mlerest.-bcarontt United Statos dofooec bonda is required 
to r.c1.oort tloo incromcnt as ol accrues whereas a taxpayu on tJoo cash 
bnoo• wb~ 0"11• such dclcnso bonds \a r uirod to treat ~o entire in· 
crcnmot on vnlue ns being Income rooeiv~in ~e yoaro{ rod emption or 

' ,. ' 
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' t Therefore, wit.h re~~peet to such non-intcrNt.-bearing 
lr!~ Sial<l defanae bonds, the elfee~ of tbill sedion is to OlCtend, at 
o)Jm election of the t.upoyer(· U!C accrual method to ~ tarpa,rer on t.he 
~ bf,sil but only for lh~ uno ted purpose of report.ing the mcrement 
. aluo olaucb bonds as tl accrues. 10 n e eloction provided for in this eeetion must be made in the tar· 

.,.·1 return and 0117 be mad& for a_n~ toxable year 1M-ginning r.ftcr 
~emlJt'r 31 ' 1940. When so made wtth I'CtljlOCt to &ny obligation 
b eloction a)onU np[>IY also to all obligations of the typo deteril;;;;l 

!
0 

6
11,;. sC'Ction ownoo by the tAxpayer or thore~fter acquir('ll by him. Tbe cloc1ion appliC& to tho lAIXablo year for whoeb ouch ro•turn 11 filed 

end ;. binding for nll subs«Jucn~ taxable years "!'1.<'58 the Commis­
!ion<r pormitAO ~o t~xpaycr, s ubJ ect to such condotoons .. tho Com­
missioner drems ncccoalll'y, to change to a different method of rr1oort­
ing incomr !rom such bond~. Although the election, once mndr, is 
binding upon ~e toxpayer, •t would not &pply to a trllll•lcroo of ouch 
IL<po\'rr. For rxounplc, A, on the ,cash basis buys ~on-.intcrcst­
btaring United States defense bonds m 1942 and elects on hoo retum 
ror 1942 to treat tho increment in value as bting income to him as i~ 
accnoi'S ln 1943 A diC& and bequeaths such bonds to B, who is also 
on thr ~ash basi!. B is not bound by A's election, but he may, if he 
.., d .. iml, make an el~tion ooder this ~~on with rcoptet to ![to 
iotn'Doent in ••alue accruong after '!>• aeqwsotoo~ of su.eb bond! by lo!m. u B bad pn'viouoly made on elccloon under lhos sectoon, auch tlcctoon 
•"Ould applv to tbe bonds t.equired from A. 

In any rase in wlo.idt an ~cction i.s made u.nder t.b!J seciAon, !he 
tmouot ronsidertd to accrue on any .toxable year to wbocb tlo.~ clccto.on 
appli .. is mrasured by lhe actual mcrcii.SC!I m tho rcdrmptoon pnce 
octurTing in that year. Such fUllonntshall not be oonsiderod to accrue 
ratably ootween ~o da~s on which th!' red~m~IAon price cha~g~. 
Tbus if lwo dntC& on whoch the rodemploon pnce oncrcn""• fall wolloon 
tile L~xoblo year and if the rodo.mp~ioo prioo increases in tho tunoun~ 
of 50 <.'<'nto on each such dale, the runount deemed to accrue in lhnt 
year woultl "" $1. 'l'ho r•oeoding sentence, however, is sub!' ect. 10 
'"' excctltion in tho C!l8<l o lhe first taxable year to which tho e ootoon 
applies. lf nt tho boginniug of the fil'81 tamblo year to which the 
election applies tho taxpa7er owns non-interest-bearing bonds of 1l,oo 
J>I'6Cribed character acqwrod prior t.horeto, he ill roquiroo to report on 
aueb year, in addition to tho incre..- in tbe redemption price actually 
falling wilhin 'hat you, t.he to~al of ~he inereasesm suehfrico oceur­
ring btt,..een tbe dale of acquisition &nd t.he beginning o aucb y~ar. 
Atoordinsly, if a ta:rpayor on the calendar you b .. ill m&lces an cloctoo,n 
undtr tlus section {or 19-44 and if tho toxpayer had pur<h~ hia 
bond! in 1940, he would be required to inClude in his gross moo!"• 
lor tloe ta:rable year 1944 the total of the inona&e~ in tho redemptoon 
~( auch bond• ooeurring ootween t.he acquisition in 1940 and 

OOr 31, 1944. 

IEC'nON 128. lHr()8.MATlOH BtT'IlRNS wrrn RESPECT' TO fEDCilAL 
OBLIOATIONS 

As a oonaoquonco of ~o elimination of tiiX e.•eme!-lon with rC8poot 
to ~odornl ob!lgntions brought about by .the Public. Debt Act of t 941, 
section 113 of the bill repeal&, prospectovcly, sectoon 147 (d) or tho 
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lnW.mal Revenue Oode, which made iDapplleable 1o ....._ 011 obli­
ptiont of the Unil<!d Sta""' t.boee pro'fiMM of law l'ekllnc 1.o -
1ng information a~ the ao..-. Seetio11 118 aleo m&k• a oompJ.. 
menlaty amrndmon~ to eeetion 147 (b). 8\dl alll-'uaenta will 
enable the CommiMioner to preocribe ~'iolla requirlnf IOCl 
information with r ... pee~ to int.ereH on Umt«< 81&~ obtiptaona .. 
he may deem neceesary in the in~ of JOOd admW.U.taon of the 
income tu laws. Sect,ion 113 is to take elf~ on the day followinr 
tho enaetment of tho bill. 

B'ECTION 11 • • TAXADLJ: T~AR8 -TO ,RJCB AMIJNDII&M'f'e APPLICA8L" 

Tho amendment.& relative to individual and oorporat.ion income 
tax.., made by lhho tltlo, except the amendmenla made by eeclion 106 
(withholding of tax at aouroo) and aect.ion 113 (information retu1111 
with reepeet to Fed~ral. obligatlons), are applicable only with reepoet 
to taxable yean begmnmg after December 81, t940. 

TITLE 11-EXCBBS PROFITS TAX 

I&CTION !01. EXCB88 PR071'1'8 TA,X RATU AND CR.BDlTI 

Seetion 201 (a) increasee the existing exce.pro&ta rat. and 
adds a epecial rUfe for the impoaition of tu in certain- where the 
invoel<!d eapiw eredit is used. Seetion 201 (b) of the bill alao amends 
eection 714 of tho p-ent law by redueing tho ered.it with noopeeuo 
~rporationt ,using the inveel<!d capital method in - where the 
annsl<!d eapaw exceede SS,OOO,OOO. In tuch -, the inv .. ted 
capital eredat is reduced from 8 to 7 perunt of t.he oxC*& of tho in­
vlllled capital over $5,000,000. The !«hnical foatunoo of the amend· 
men\ made by 1100tion 201 (a) of tho bill are diaeuM«< below. 

SccUon 7t0 (a) of tho preoient law, relating to the imPOSition of tbe 
oxcott·l1roflts tax, is amended by section 201 (a) of t.he billl.o provide 
for the anoroaaod rates of tu, wliicb are eetfortb in the table in eeetion 
710 ,(a) ( I), and for Ute addition of two new pa:::,Sba oonst.itutinJ 
eec~1on 710 (a) (2) and (3), which eet forth the · rule and Jimi. 
!"tiOIII thereo.n, for the impceition of the tu in cert.alD ouM where the 
anv~led. capiw credit is uted. Seetion 710 (a) 12:ting to t.he 
apph~uon of the"'""' of tu in ea.ee of oertain ex , ia tJae eame 
ae - taon 710 (a) (2) of the p~~ law euept for the reo umbering of 
t.he paragraph to (4). 

5eetion 7t0 (a) (I} atat. the general rnle for the impotil.ion of t.he 
~·•-profit;~ tu and the rat. under which OOrJ>Or&liOIIa Ulina the 
ancomo ~at will do~e the tu. Tb- ratoe bcin at 86 ~l 
~pon aciJutted exoeu profits net inoome of not mora lllan $20,000 and 
~~~ upon a graduated seale to 60 percent upon the amount of 

Jut""' exceee profits net inoome in - of S600 000 The ratel 
of tax set ~ortb. an toot.ion 710 (a) (I) repnooent an In'- of 10 per­
Uaentago poants m ·~ ra~ bracket u oompared with the rat. under 

0 present law wblcb run !rom 26 pel'Cellt to ao perc& .. 

JI'I.CUio ... 01 a•._.. OA.tM .,._ ~ c.un-~. .. C'IUIN'I' 111 ._ 

Section 710 (a) (2) provide. a I))6Cial rule for the meaeure of the 
.-.P.rotita t&x in the_ ea.ee of ~rporati~ which "!' entitled to Ull 
either the invee~ capatal credi~ o.r the m~e credit in oomputing 
ihe tax under section 1 tO (a) (1) and for wb1cb the oae of the inYetted 
capital credit would be more ad'Vlllltageoua. Seelion 710 (a) (3) 
limita the appl.ication of teet ion 710 (a) (2) to only ~ ..._ where 
the amount of t&x oomput.ed under the special rule will not be more 
than tbe amount of the tax oomputod under the general rule of section 
710 (a) (I) with the u&e of the income credit 

Section 710 (a) {2) eubjocte to. tu that P,Ortion of ex~profita 
net income (dotermanod under t.ho moome eredit method) whacb would 
be taxod if ouch oorporat.ion used tho income credit but which 08<lapes 
the pr.,.ent cxooes-pro6ts w when oomputed with tho uso of the 
invi'Jit.od capital ered.it. The oxeoes·profita t&x imposed upon ouch 
oorpomtiona by soct.ion ~10 .<a) (2) ia therefore composod of tlao 
following two partt, of wlucb at aa tho sum: 

(1) An amount dot.erm.inod undor seetion 710 (a) (I) with the 
,... of tho credit provided in section 714, plus 

(2) Ten )lft'Unt of the amount., if any, by wbieb-
(a) tho adjusted oxoees-pro&ta net income oompuled with 

the uee of tho ered.it under aection 713 and with tho cxu.­
pro6ta erodi~ u.rry-<Tfer which would be u&ilablo for tho 
taxable year if the ex.,..profita ered.it applicable to each of 
the preCedillf! c.uab\4 yoare for wbieb tax ia imposed by 
tubchapter E bad been the excess-profit& credit computed 
undor eection 713, exceeda 

(b) tho adj~al.ed exeee&-profite net i.noome computed with 
tho uee of t.ho credit und~r eoction 714. 

Tho tax computed under sootion 710 (a) (2) is imposed only upon 
the oorpo111tiona apocified tlaoroin, aubjoct to the further limitation of 
"""tion 710 (a) (8) that if tho t..x determined undcraootion 710 (n) (t) 
is Ieos than tho tax determined under I!OCtion 710 (a) (2), eection 710 
(a) (2) shall not be applicable. Except where thjs limitation opere tot 
or wh•rc the tupayer dieclaima the use of the invested capital erodil, 
••try corporotion which ia qual.i&ed to compute ita exeN~-profita 
mdat under either eection 713 (inoome credit) or section 714 (lnveetod 
C'lpital credit) ~tnd which hu an adjusl<!d ex~·profits not income 
tomputed with the Ull<l of the income credit but baa a lower adjust~ 
tx""""profitt net inoome, or none at an, when the inveotod capiW 
mdit as used, is required to compute tile exce90-profitt tax under 
IO<tion 7t0 (a) (2). Where th.e uee of a ered.it is relm.d to in aeetion 
710 (a) (2), the refem~ee ia to the use of such ereditwith thetxct'Oil· 
pro6ta net inoomo compul<!d in accordance with that credit; for 
example, the uee of the eredit under 1100tion 714 with tbe exe..,.·profita 
n•t income oomputed with the adjustmenla prot'ided in section 
711 (a) (2). 
~ example of tbe computation of the tax und~ IIOC,tion 7t0, (a) 

(2) as at follows: Suppoao a dom<8tie corporation m ex1sW..eo sanco 
Deoombcr 3 t, 193& and uporti.ng on a e8lendar year bMit haa1 for 
19411 an cxcee&oprolits net income of $355,000 oomputed tandcr eath~ 
tho moome or the lnvoetod eapiW methode, an oxe<!8Jtopro6ts creclit 

• 
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compuud und,.. oeclion 713 of SIOO,OOO aod &D -111 prolllla credil 
compuud und,.. oeclion 714 of 1300,000, wilh DO ..._JIOG61a credil 
carry-over. The . ..tjusled exC5S-prolila net income of lhii corpor&lioo 
would be det.emunl'd aa follows: 
1. locomt method: 

E•-proll .. net ID<ODIO... . .... •• • ••••••• ••• ••• • •• • •• •• • '"'OliO 
.:-: 

Spoclftc uemplloo.... •• •• • •• • • • • • • • • •• • ••• • • 15, 000 
Ea-proft,. crodll under-· 713 •.•..•••••••• 100.000 

lela, 000 

Adj111t«< exot•profltl net income computed on t he Income 
mel hod ••••••••••••••••••• ··········--··-···.......... 230, 000 

2. Jnve.lec:l capfUl mo~hod: 
EJCet•profit.a net income . ...... . . . ................................... 36$.000 
V.: 

~Jeeltte exempt.lon.. . ......... ..... .... .... ........ .......... ...... 16. 000 
ExOC"'-profita cr«lit under eet.. 71•-----········ 800.000 

A~= :!~~~ .. ~~::~~~:::0~~~~-~~ .. ~~-~~-"-~ 60. 000 
Since the use of lhe invetlled capit&l credit produceo lhe lower 

odjuall'd exce.-profila net income, lhe corporalioo io aubject to lhe 
lax compuud under ocction 710 (a) (2). lla ex-profila tu will 
therefore be $39,000, computl'd as tho sum of lha foUowing 1.'11'0 
amounls: 
\ , Amount determlnod u ICier tho ratoo of- 710 (1) (I) upoo adj....., 

ex~proft\1 net bt«NDe eompu.\ed with the U4e ot tiM lov"ttd. 
up(tolcrodlt •••••••• ••••••• •••••••••••••••••••••••••••••••• II~ 000 

2. 10 pemnt or tbe e:z~ ol Adjuated exoe..-proftW net tneotne oomputed 
• with the u• of the lnoomo credit over adjulted exoe.proftt. net 

lneome comp~_ted with tbe u10 of tbe inve~ted capital credl\ (10 
percent or $200,000, I. e., $2.50,000 le• WJOOO)................. ... ........ 20, 000 

ln computing t.ho amount under section 710 (a) (2) (ll), it there 
i• no 11djW1ted c.<oee•·profils net incomo computed wath lho uso or 
tho havoalod cnpital credit, that is, it lho inveelod rapital credit, 
plus tho $6,000 c.ompt.ion plus the carry-over, oqua.ls or oxcccdtlbo 
GXCilM·profiiAI net income under section 711 (11) (2), lho 10 Jlerccnt 
is comput<,<J on the excess of lhe adjuslod oxccu-profila net rncomo 
under tho rncomo melhod over zero. For example it in lhe illusl.r&­
tion above, tbe OXCtlll&-profils net. income Werfl $256 000 inalc..J or 
$355,000, the uceet~-profil&-tu for 1941 would beiO percent or 
~150,000,tho U C<!u of lbe adjusled exceu profila oot income under tho 
mcom.o met~ (WS,OOO Ieos $5,000 less $100,000) over zero. (Sine6 
there 11 '!0 adrustl'd exceaa-profito net income computed wilh tbe u.oe ol 
tho e~t under aeclion 714, !here is oo amount doterminl'd under :,-e· 710 <•h) (2). (A) which will constitute a pan of lhe tu.) H 1 
~wever, t ere "' n!> ad,JUSled OXCOIIII·profita net income computeCJ 

w1t.h tho use of the mcomo credit that is if the income credit plus 
the $5,000 excm~tion plus t.be r~-ov'er, oquala or o.xceocba the 
~CC86·P.rofits net. mrome under sect1on 711 (a) (I) eecUon 110 (a) (2} 
11 not apphcablo at all. ' 

In ~mputin3 the ad~s!Ald caees.-proflla net incomo for tho pu~ 
ol aection 7tp (a} (2) (D) (i)J lho adrusted exo-.profila net income ill 
computed W1lb lho uso of me cffilit under tecUon 713 aod witb l.bo 

• i 

exe<OO-Profila creclit cany-o...,. wbieb would be available for lhe 
-ble year if tbe exe<!M-profila erodil applicable lo -'a of lhe 
~ng ex-profita tu I.&Dble y~ bad hem lho •-prolila 
Oroclit eompuled und~r oecti<>p 718 .• '!'Ia• detmnin~lioo of lhe cany­
OYtr lor the pu.,- of tb.ll P!'O'fWOn may be iUuatraled by lhe 
following example: Att.ume thu m Ute eaae ol ~ C0'1'0rati<>n qu&liftl'd 
10 uae •ither tho cNdit oomputed uoder otelion 718 or the cl'fdil 
computed under -tl!ln 714 and .reporting its income on tho ca.leodal'o 
y•ar b&Bis, t.bo folloWUig faete OX\It: 

.... I .. I . ... ltQ 

tiiiiCliOIIG'tlllll ••••••••••••••••••••••••••••••••••••••••••••••••.• 

1.~~~ tlfll~ UCIIJtt • · na <-> (}) ................. . 
ln""'od ~Jlll•.l C'!1'041t 0 0 ° •• _.1 ~~. 0 0 0 0 0 O O 0 .. 0 0 0 OO 0 0 U 00 0 0 OHOoo-

lt~tllliiM ltC*IDI 'IIIIo. ... fll <-> (2) ............ ·--·· 

In computing tho corporation's eacess-profits tu lor 1943,1he aetuol 
exeess-&)Ofits crodit carry-over compuled under sootion 710 (c) (2) 

is ~~der iho facta in w;. iiiUJit.ration, lhe eJCC<118·pro61a erl'dit. which 
nuld be available for 1943 if tho excess-profits cl'fdit appUcable lo 
1&10, 1941, and 1942 had been lho credit c:ompuled under ooction 713 
is Sl5,000, cornpulod aa foUowa: 
U......t ox- proftlo crodlt IO< IHl........ . . .......... ••••••• ••• Nono 
Uooted ..- proftlo <..Sit IO< 11141. •• ••••• •• • • • •• ••••••••••••••• 135, 000 ._ 

EJ:ftM ot t.x:(:lllllloptO.ftY not income tor 1M2.. ........... II - 000 
Over •u.at or exlf!M..proftt.t eNCll\ for I M2 (180 000) ph.11 

uouaed •-pron .. cndlt lor 1940 ($30,0cili)....... 110,000 
."':'7:-::: 20, 000 

E'W(&:"~.~-~~:~.~::::::~.!~:-~~!.~.~~~:?!~.~~)--~~ 16,000 

The corporation's cxcces-profite tax for 1043 dct.orminod under 
sootion 710 (~) (2) is $17,000, computed as follows: 
I, £x,....proftt• not Income lor 1943 uoder ...,, 711 (a) (2)......... 1206,000 

Lou: 
S~lfto o:xo1nptton~ ···-·-·-·· . ................. ..... 16-, 000 
ln .. olf!d oapll.<ll Cli'Odlt. •••••••••••• •••••••••• 200, 000 
Exoe.prollt.a crodJt Oll'f'Y.OYer ...... - - - -·--···- 40. 000 

~-~ _ _:2~4~6.~000~ 
Ac1juJttd exotY-ptadC. ng lneome under lnve.t«< c:Aphal 
~otbod ••••••••••••••••••••••••••••• •• •••••••••••••• 

"'-'"' dttftmluocl a~ rat.oo t.o -. 710 (o) (I) (15 '*"""' 
ol $10,000) ••• •••••••••• •••••••••••••••••••• ••• ••• •••• 

2. '"'-P"'ft,. .. tlaeo- under- 711 (I) (I) ••••••••••••••• 
t.Oo· 

~llo .... 11(100.. •• • • •• • • •• • • ••• •• •• • • • • • 15, 000 
I...._ tradl\ • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 80. 000 

)11,000 

7,000 

220.000 

Ex-protlt.o cndlt c:any-o..,. . •••••••••.. ••• _l_e._ooo __ _:1~00~·~000~ 
I )II, 000 Aclj- u-pr<>ftlo De\ IJIOOIIIo ••••••••• •••••••••• ••••• 

Exoe~~~ of adji.Uited u._.proftt.t net tooome uoder the tneome 
DIOibcd Qvor adjuoletl uoe .. DTOfllo om l.ocom6 ucder tilt ID· 
... tod Olpllll .... lhcd (l120,000 , ... 520 000) • •• • •••••••••••• 

10 poreent or aueh •- (10 peroonl or t iOO,OOO) ••••• .••••••••• 
TehJ .,_)11'00\o t.u lor 1&18, comput«< undor 100. 710 (a) (2) 

(17,000 pluellO,OOO) ••••••••••••••••••••••••••• •• •••••••••••• 

100.000 
10,000 

17,000 

• 
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I &OTION lOS. DIIOLAJIID 01' _.., 

Section 7~:11'eoction 72g ~1>, aod-lioll741 (b)oltlae~ 

:':,;:u:' under !.12~1~ (in•=~~ ':u~)~ the cr.dil 
law allon a diaclaimer ol ei~ the inY~ilal .ftct;~ of:= 
income c:edi~ in the return o! a oorpo.ralioll •lli!M 1o ,.. either 
credi~; il the uae o! a credi~ ia dilcl&imild, oueh crecli~ ia DO\ applicahl 
for the oompu~tion of the exo-.profit. tu for !be t.azabl, )'eel' an3 
tho oompu~tion and infonnation baaed oo auch creclit ma,Y be 
omitl<ld from tho return. The amondmenta made b)' IOCtion 202 of 
the bill are n....;tel<ld by the enaclment of the apecial rule o!aeolloo, 
710 (a) (2) under which compu~llona of both tlae adjual<ld u-. 
profile net inoome with the uae of the inoome creclit and the adjuaW 
ex..,.,..profita net inoome with the uae of the in•eal<ld-eapilalcr.dit are 
requirOO lor tho determination of tho excoe&-profita tu compul<ld under 
that scctton. 

81CT10N lOS. CASES fN WBICB NO RETUI.N 8&Qt1lll&D 

This section provides a t.lchnical amendment 1o 100tion 729 (b) 
(2) of the pr.-ent law in oroer to requin tho6.J.ine of a return in all 
!'&""" -.;here tho tax is determinfld under tho opecial rule pro'ridod 
m !""'!ton 710 (a) (2). Tho amendment alfeota onlY corporationt 
CtJI.ttled to uso ~ither the inoomo oredit or the inveetocf~apital credit 
wbtch !'Orporat1ons under the P,resont law art1 not required to file ~ 
return il thctr cxccee-profits net moome computed under the inveotod. 
capttel method and. placfld on an annual baaia Ia not greater than 
S5,000. .Under aeollon 729 (b) (2), u amended, tuch OO'\)Orationt are 
not required to !iJe a return il their u-.profita ne\ moomo com· 
pul<ld under tho mcome method and placed on an annual baais ia not 
greater than $~,000. 

BEO'l'ION 20 •• DEDtJcrJON OJ' EXC£&8 .. Pil0PI'T'. TAX 

Tbia section provides thu the inqpme w imJ>OOed bf chapter 1 of 
the Internal Revonue Code and by oorreopondmc pro1'18iona of prior 
re,·enue ac~ ahall no~ constitute an adjuatmen~ in determining ex.,. 
pro611 ne~ mcome lor curren~ and hue period taxable years. Section 
23 (~) (2) IS amended to provide for the iieduct.ion o! the e>:<*S-profite 
lu m detc,rml~ing income subjeo~ to chapter 1 w. Furthermore, tho 
t"':StY,er, 1f us1ng tho averago-carninga motJ>oo bu itAI ex<*S-profite 
~ d ~-~~C!'"ed, by tbe correspondini nonded. u~tion of income W<Cll 

•.-""n!ng 1ta average bue pcrio<l net inoomo 
th!~ IS provid~ Lhat the deduction ahall be allowoci only in oompulinJ 
tax · fll!~ t.ax8un(>Oeod. f~r the taxable year for which \be esc-.pro611 

IS eVJ • 1 prondmg tha~ aiiJ' ex-pro6IAI t.u .Jiald after the 
t:,~b~;ear shall be d~ed to have been paid withfu the t.uablo 
T • nmo Lreatmen~ 18 accorded to taxpayers on the cub baaia u 

0 aooorded to ~axpaycra on the accrual bUIS. U Ia alto provided that 
d 

10 e.t?CSS·P':Onta 1.ax shaU be computed !or the of this 
.!'_u.:,uou, btthout reduction b;t: tho !oflliin tax :!J;~ without 
. .,.~y t<.> 1 0 adjllltmCtJte provided !or in 1001lon 784. 

U'fDitlll IIILL or atu 

SioOil the ex_.prollta net, income for a tuable year 1a primaril;r 
tho normal·CAX net inoome wt\b e«t.ai.n adjuetm111ta1 it ia n~ 

10 an~end aeotion 711 (a) to ~uin 111 adjuotman, 1o -.1-\a& 
aet income in the form ol a dilallowance ol \be deduclico of the 
-pro6ta taX. A further adjuetmeot ia added 1o lhia aeolico in 
the form o! a proviaio,n eta~. that... for the p~ o! oomputiiJit 
any deducU<>n or nredil which • limited lo a cert.ain percentl«e Of 
tho t.axptyer'e net innom&-o. g., tbe dedueta lor charitable con­
llibutious or !or poroen~ deplet.ion-.uch net innome (or, in the 
- of peroente&e ~ejl]et.lon, auch net inoome, !rom the property) 
aball be computM Wltbou\ regard to the deduction on aocount of !be 
u .,....profite tax. It ia alto provided under eection 718 (c) (3) with 
rtlueooe to t.axpayero on the in-ted-capital baaie, that in deter­
mining whether diatributiona were out of eaminga and pro6ta o! any 
uCftiSoprofita-tax taxable 1ear1 the inoome c.x ahall be ~ed 
in tbo computaiJon. ~'inally, m determining the presence and extent 
of tho taxpayer's right to the benefit& of eection 722, doaling with 
abnom1alitiea, it ia provided that the exooss-profita La& tbiill be 
disrfprded. 

SeCtion 602 of the lntornal Revenue Code, dealing with tho oom­
IM'IItion of no\ income for the p~ of the declar8d nlue --. 
(110618 tax is amended to pro 'ride that tbe net income ahall be deter­
mined wiifu;ut regan! to tho deduction on account o! the u .... profiiAI 
It& imposed by chapter 2E. Section 1202 of the Internal Revenue 
Code ia amended in similar !ashi.on. 

I~ is ..00 provided that, in computing tho oxeeo&-prolita oredit carry­
over, tho exc.--profita croci it and exocoe-profit.l net income for tuable 
yf&l'll b<ginning ID 1~0 ahall be oomputfld u il the ameodmooiAI made 
bythi! 6ill ..,...., applicable. 

IJ:CTlON 20$. H1:W OAPIT.U. 

This occlion amends eeotion 718 (a) of tho Internal Rovtmuo Code, 
defining equity invoetod capital, by adding a new paragraph dcsig· 
nated u {6). Tbe ell'ect of the amendment ia to incrouo by 25 
pm:tnt the amount ineludible in equitr, invested capital on aocount 
of n•-w capital. Tbo term "new cap1Lal" is defined lo mean the 
~te of tho amount of money and propert:y paid in lor etock or 
• paid-in aurplua or u a contribut.ion to cap>t&l and the amount 
of taxable stock dividends made, ,during a t.amble yoar beginning 
~~~~r 9ocombcr 31, 1040, eubject to oertain limit<~tione. These 
ltm1~1hons are mt<~nded, in geneta!J to prevent a taxpayer from treat.­
~ AJ new capital amount& ""'ult.ing from more adjuatmeoiAI In the 
ex11ting capital, Including bo.rrowed- capital, o! the wptytr, or of a 
conll'CA!ed ~P of oorponatiotlll. 

The limltationt provided br, eubpartgnapbo (A), (B), and (C) bar 
fro'!' the concept of new cap!U.l tho amount of any equity inveated 
~PI\'1 Mquired in an exchange ouurring during a taxable year b~ 

~
IWI~ tng aft« Deeombur 81, 1~0, 1o whiclt teetion 112 (b) (3), (4), or 

, or to much of aootion 11~ (c), (d), or (c) aa refers to 100tiou 112 
., (8), ~4)1 or (6) ia applicable, or would be applicable if tho l<>r!'l 
control' oad been definfld in aeet.ion 112 (b) to mean tho ownership 

ofaloclt ~ing 1110re than 60 percent of tho loLa! combined votin& 
PGWer of all cl..e. ol atock tntlllfld to YOle or moM than 60 percen\ 
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of the total value of all elaMeo of atoelt. 1'bele 11181~ alto bv 
from the concept of- eapital aoy equi~y inv•ltd capital le<iuirtd 
in a t.raDMCUOn ~~w~n m~ben of a OOD"!"Ded poup Df corpora. 
tiona aa that t.enn 11 dtfinedm aubi>ar&Kraph (8). 

The limitationa provided by ~u6parii:raph (D) have the elfee~ of 
roducing the amount of new cap1talaa of aoy day 'by the--of !he 
amount of in..tmiuible aasote held on that d&y over the amount of 
ou~b aaoete held on the first do.y of the ~ya-'o 6rH te.xable yeo.r 
beginning after December 31, 1940. Thia treatment lacompt.rablo to 
the ~oounont of uoludod eeaete in tho computation of dally capital 
additions under oeoiion 713 (g) of the oxioting law. 

Tho limitations u.ndor subparagraph (E) prevon~ new capital u o! 
any dny !rom cxce<1ding the amount by which the total equity iovested 
copit~l and borrowed capital as of euoh day, compultd without 
including tho 26-pe"'ont increase, exceeds the sum of tho equity 
invested capital and borrowod ca_pital as of the firlt day of tba i&A­
payer't firat taxable year beginnmg alt.er December 31, 1940. AJJ.y 
mcreuo in now capital is thus preventro where tho amount o! bor­
rowed capital is reduced b,Y the same amount aa that by which the 
equity invooted capital ia mcreascd, aod no increase in n- capital 
will rooult !rom a ditlribution by a stock dividend of earninll' and 
profite aeeumulatod prior to the first day of a taxable year begin­
ning after Doetmher 31, 1940. Subparagraph CE), however, ia 10 
wori'led that there ia no reduction to the extent that the awn o! the 
equity invtwtod capital and borrowed capital aa of any day io lett tho.n 
the awn o! the equity invooted caJ?ital and borrowed eapital aa of 
tho firat day of a taxable year beguming alter Dccembor 311 1940, 
duo to an operating dcfi.cit oocurring in any taxable year dunng the 
int.orvenin11 period. 

Tho linntaUont contained in subparngrapha (A) to (E) may be 
illus~ted by tho following examples: 

ZUWPt.:C (1)1 8tTI.P.utA01tAPil (-') 

Corport1tion A issues stock during a taxable year beginning altar 
Decombor 31, 1940, to corporation B in exchange for lho ~fer of 
certain property by corporation B. Immediately alter the ~nsfer 
the atock acquired by corporation B has a value of 110,000, the total 
value of all ciaeees of stock of corporation A then outttaoding amount.­
ing to $181000. Corporation A obtain& no new capital aince the propo 
~rtylor which the new stock was iseued waa obt.amed in an exchange 
to which aection 112 (b) (6) would be applicable if the term "control" 
bad been defined in -tion 112 (b) so as to include either the ownu­
obie of atoclt ~ more thao 50 ~~ of t.be total combinod 
•·ohng pow•r of all el....,. of stock ent1tled to vota or mora than 60 
J'O"'"nt of the total value of all claseea of stock outetanding. 

IRAMPU (1), 8VIPA.Lt.OIU.PB (a) 

Corporation A owns stock in corporation B and corporation B owna 
&~k ~~ corporuion 0. Corporat1on A tran~IOJ'!I property to corpora· 
hon C 10 excllAnge for stock of corponation 0. Immedia~ly after the 
transler tho atock ownod by oorporation A in corporation B Ji:!lll" 
more thon 6Q Jl<l"'cnt ollhe total combined voting power of ciU... 
o! stock cnt1tlcd to vote. Alao immediately after ouch tranafer the 

. ' . \ 

UW!11n 111LL OJ' l UI 

•••• wned by corporation B in corporation C haa a value equal to 
,_.. ~an 50 perceot of the total Value of all ct.... of IIOdl ol 

~.';!::;~ 0 obt~ no ne~ capitallhrougb the aequll!tioo .of the 
!rom corporatiOn A 111 BXchtnge {or tte atoclt, amce ~ 

P.!"fd"~,..,.. tho trana!or corporation A, the t.ranaferor, and corpora. '!ia IJ the tranoferec, are members of the aame oontroUed gJOup. tiDD C, 

(lo i11tion A makoa a dt.lrihulion in taXAble stock dlvid~ndt to 
~~no B ond C during a t.axable year beginning after December 

~~::o. JmmediRI.a\Y after t~e di.s~ibutio~ corporation• B and 0 
' al<lck in corporatiOn A wh1ch has a votmg power o{ more than 

~,. rcon~ of the combined voting power of all classea of stock ontitlod 
to ~to AIMI immediatol,Y after the trantfer corporation B owns 
t.ocl< io; corporation. C wbtch hoe a value of more than 50 percent of tl, total value of all el-of stock of corporation A. The di&tribu­
tic~ made by co~ration A in ~e taxable stock dividend does not 
eonslitulo new eap1tal to corporation A. 

&JCAMPLB (41), IV8l'4UOJUf'B (D) 

Corporation X makee itt c:rceae-l'ro6ts tax return on the ct:'end~r 
.., basis On July I, 1941, cash m the amount of $100,000 11 po1d !;, lor 1oock. Tbtre are no other changes !Dade in eith.er the ~mount 

of <quity in,•ested capital or f?orro~ed "'!P•.tal at any time dunng tho 
yrar 1941 The adjusted bas11 of madmissible aasett as of J1111uuy II 
JIUI, amounts to $5,000. The adjll!lted basis of ~uch &!liMite aa '? 
July 2 1941 io increased to $15,000. The new capotal of 1100,000 II 
Jtduetd to SOO,OOO na of July 2, 1941, by subparagraph (D), aa ahown 
by the following computation: 

$100,000 now cnpiiAI, minus· ($15,000, arno~t of i~a~miMiblca 
as of July 21 1941, minus $5,000, amount olmad.m1M1blca aa of 
July I, 1941) • $90,000. 

CXAWPLII tl), t'Utflo.UOJU.f'B (.) 

Corporntion Y makee itt return on the calendar year bMie. !te 
equity invested capital as of January 1, 1941, arnounte to $30,000, 
consisting of money p&id in for a took, $20,000, and accumulated earn­
ings and profite $10,000. Itt borrowed capital as of Jan~al')' I, 194t!J 
coomts of bonds outetanding amounting to 116,!100, makmg the to 
of ill equity inveoted capital and borro':'ed "'!PI.tal aa of Janua'1 I, 
I lUI, $45,000. The corporation baa DO m-.im•1blo -~at &DJ' tune 
during the year 1941. On Januarr 2, 1941, tha ~rporat.on malt• • 
distribution in taxable otock diVldendt amounting to ~1~· On 
~uly 1, 1941, money is paid in for stock amounting to Sl&,uuu, and on 
~uly 2, 1941, bond.s are retired in the amount of SIO,ooo. 

The new capital of 120 000 acquired during tho year IOU !epro­
oented by a d11tribution in a taxable atoek _divid~nd amo.unrodtmg .!d 
15,000 and by money paid in for atock amounting to 115,00011 u 
toS5,000 on July 3 19(1 due to tbe retirement of $10,000 of bonds on 
~uly 2, 1041, and t.bo laot !hot Ute a lock dividend is poid ou.t o1

1 
oarni 

ongs accumulated boloro January 1, 1941. under the apph~at on O 
subparagraph (E), shown aolollows: 

• 
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Th• sum of the rqui~y. in~ested capit&l and bonowed capital 
July3, 1941 (computed wtlhout regard ~the 26-percen~ incre.,.l"' 
new capital), amounts IAl $50,000. This sum e.<ceeda thctA>t.sl u:" 
in•·<'tted capital and bonowed capit&l on Janu~ 1, I &41 , amo~t/,! 
IAl $4 5,000, by $6,000. Under subparagraph (E) tho new capitalahaJ] 
no~ bo more than such e.<cess. The new capital i8 tbut reduced frem 
$20,000 10 $6,000. . 

If tho accumulated eammgs and profita of corporation y as or 
Jonunry I , 1942, are reduced IAl zero due~ tboa~k dividend diJiribu 
tion of 16,000 mado on January 2, 1941, and an operating deficitoi 
S5,000 during tho taxable year 1941, the now capital includible in 
equity invratod capital as of January 1, 1942 would bo $10000 
inst"nd of $5,000 .under the application of &ubpnragraph (E)' as 
ohown by tho followmg oomputal•on : ' 

New copitnl ns of January I, 1942, before application of sub. 
porngrnph (~:) , $20,000, shall not be more than tbc CXC4!&1 of $50 000 
(lotnl capital on January I, 1942, before adding 25 percent u~der 
~lion 718 (a) (6)) over $45,000 (total capital on January 1 11»1) 
lrY $5,000 (amount by which the nccumulated earnings and ' profit& 
Mol Januar:y I , 1941, e.tceed the accumulated earnings and profits 
(computed w1thou~ regard to distributions as of January 1, 1942) or 
the new <lllital cannot e.tceed $50,000 minua ($45,000 minua SS,OOo), 
or $10,000. 

BECTIOS tt$. CORPORATIOXS ENGAGED IN MIHJNO eT'RATEOIC li~E'TA.t& 

Under ~tio.n .731 of t~e present law in the caac .of corporations 
•nboaged 10 m1nmg C<'J'tam metals, only that poruon of adjusted 
t>«'M·proflu net income no~ attributable ~ eucb mining is subJrct 10 
the excCM-proflto we. Section 206 of the bill mal:ea tl1i1 provision 
innt>pliroble to tnxoble years beginning a!U.r December 31, 1940. 

8£C1'10N 207. TAXi\IH,l; l'EARS TO WHICH AMttNDMt:NT8 AJ\E APPI, IC ~'DLC 

. Tho omen~lmrnts ri'IRtive to the cxeess-profll8 t"x made by thiJ 
title""' npphrablc only with respect to ta.•ablo years beginning alter 
December 31 , 1940. 

TITLE Ill-CAPITAL STOCK TAX A.'110 DECLARED VALUE EXC~ 
PROFITS TAX 

8J::CT10:S 301. C.o\PfTAt. ITOC& TA X 

'fh• .dtlfnl<l tax or - lion 1200 (c) of the Internal lte\' tnUe C6M, 
"'hich me.rto .... lthe eapital stock tax I rom $1 to $1.10 for .. rh $1 ,000 
or the adJust<'!~ tl!"'lared ,·alue of the capital atoc:k or corporation., iJ 
rtpea~'!'· antl.m heu. t.h•~!~r the capital stock tax is increaaed I rom. Sl 
to $1.... 11115(11'0\' ISion •• applicable only with respect IAl yean~cndiDg 
June 30. 1941 , nud subsequent.yenl"S. 

IECTI OS 102. Dt!CL.-Utt:o VALUE EXCP.S8-PROI"IT'8 TAX- DY.Pf;N81-! T,,:C 
M AOE PERM.A:.:J.~NT 

. The dC'frnsc ltl~ with rrs1~C't to the declared vo lue exctM·protits tM as mndr prrmnnl'nt. 

RllVENUI! BILL 01' 10 U 

TITLE IV- ESTATE AND GIFI' TAXES 

I &CTION' • 01. EITATE TAX ll.A_TEI 

61 

'l'bis oec:tioo inereue& the raiAlt apftlicable to lhe additional Mtat. 
taJ ..-itb reopec~ IAl decedtml4 dying a t.er lhe date of enactment of thi1 

ac~ubsection (o) of this oee!4on makes pennanen~ tho defeol!O tax on 
ne~estates impo..ed by section 951. 

8EOTION . 02. Otrr TAX RATE& 

This section incronece tho ratoa for computing tho gil~ ta~ lor tho 
1 dor oar 1042 and cneb calendar year tberoaltcr. Thcso mcrcnsco 01 ·~ot tlapply to tho calendar year 1941. These gift t'" r11toe nro 75 

are enl or tho aggrogn~ of tho present estat<l '"" rates and tho rm>­
~ additionar eetato. tax rntas. P!"<nided in section. 401 of this nct1 
!bus preserving the ratio now exiSting '?e.tweeo the gilt tax rntca ana 
tb aggr..,.to of lho estate tax and additional ostato tax rates. 
Su~ilOo (c) of lhis sootion makes permanent the dell'D!I<l tax iin­

pooed for 5 years by 1100tion 1001 (d) of the Internal Rcvcnuo Cotlo. 

etCflOH 601. lt.S! &XCl8E TAX"ES IU.DE PE.Rll.AHEST 

'J'bis aection repeals eection 3452 of the,In~al Ro~enuc Code 
..-hieh now providl!ll that the manufacturers e.tCISO taxes unpoled by 
tbapttr 29 shall tarll!i~at6 .as of .July 11 1945. I~ thus makes per­
mtntn~ law the proviSIOOI unposmg sucn taxes. 

8BCT10N 602. PIPE·LL~E TAX 

Tbis section strikes out tho term!flation ~ato (~uly ,1, 1945) appll· 
cable to tbo tax on the transportation of oil by p1po hnc. 

8 EOTI0N aoa. T&CUNIOAL AMES DWENT 

This ocction revises tho title language or subtitle 0 .of tho I nt~rn!'l 
l:t>·cnue Code to make it more deseripth•e or the taxes IOCludcd Witluo 
oubtitlc C. 

8EC"l'ION 60-'. BOSD TAX 

81!CMON' 60$. CONVET~CE TAX 

Tho '""' teelions strike ou~ lhe termination date (July I , 1945) 
applieiible to the bond transfer and conveyance taxca. 

6tc1'10:'( U l . DEPESIE EXCISE To\ X IL\TCS UADE PIRWAHEST 

\\'ith respect~ tho taxes listed hercinaltcr section 521 inoorporatoa, 
•i thout change, in the appliCftbl~ provisions _of the lntcn>nl llc•·rnuo 
Code the drleosc tnx rntca imporoo by the F1rst Jtevenue .A.ct ol 1940 
and makes such roles P<'rmanrnt. These ta.< rot<'& wero originally pro-
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~b..t by the Fin~ Rovonue A~t of 1940 to be eft'ecti•e for lbe . 
pnor ~July!, 1945. Tho particular l&xe. are!."- with reepee~ 
Box _...... Brewen. 
&loo ou..W. box om,.. WboleMiero ot malt Uq 
Corpo"'to ...,rflloo. Relalleto ol maltllquo:'" 
Capll&l .. l«k ........ a..t~. 
Capllal .. t.oek """''•'"· sun.. 
I""'"'""' pollelea. Fl-1 e~. 
P-e ticket.. El<>ctrfw enero. 
Cl•a,.ll<t. Guollno. 
Pill tot. and revolver~. LubrieaUna olle. 
J.'errnent.ed malt. liquors. Tranaport.atlon ot oil by pfpe Uoe 
WholetftJen of liquors. Trantrer ot boodt. · 
Hfli.a1141rt or liquor. Conveyaneoe. 

SECTION 6SL PLA YfNO 0A"RD8 

This aootion increases \be rate of tax on the me,nufacturo of playing 
cards from II cents per pack to 13 oonts por pad<. 

IECI'ION 632. S.-\PE- DEP081T DOX!ol 

This soot ion increaoes the r&te of tax on tho rental or aaf&odepoait 
box.,. from II peroent of the amount paid to 20 percent. 

8~0NS~,~,UQUOR 

Stetion. ~ amends se<:ti.on 2800 (a) (\) of tl11 lntemal Revenua 
Cod~. wh•cl• tm)>'!'('S an exClSC tax upon d111t.illed apirits and imported 
p<rfumea oontaming distilled spirits at tho r&to of $f (and on brand,y 
u the rate of $3.76). 

Tho rxisting ml<> of t.&x upon distilled apirits other than brandy 
and 111>0n irnporkd perfumes containing diaUIIed apirit4 is 13 po; 
prool gnllon; nnd .upon bmndy $2.75 per proof gallon. Tl;eso arc the I 
dofcn~C·LftX rows lffipo6Cd by section 213 or tho Rovcnuo Act of 1940, 
•ITo<'tlvo JulY. I, 1940. The rates propo6ed by tho bill, th~rolel'1l, 
"'!/>ro•rnt nn 111rrctu~o of $1 p<r proof gallon ovor Lhc dofona~ta.< rata. 
1 '" doiN!S(loiAIX m~ oro 75 conta p<r proof gallon ovor and above 
IJI(; rntu \n effect rnor to July I, 1940. 

S\•boect 10n (c) o section 533 makes a complementary amendment to 
occt•?n 2887 of Ll~c I ntern.al R&vonuo Code, which providea for !he 
allo~a!IOO of ~~" ~··~ of mtemal-revenue Lu upon tho oxportoboo 
of dtstdiN! •P•nto 111 d•sLillers' original packages. 
• Suboec11on. (d ) "ill amend section 2800 ol tho Internal Reven\16 
Cod~ by odd111g a ne"' subsection "(i)" ~provide a Ooor~l.oeks tax 
ol II ilf! proof Jla;llon on all distilled opirita upon which the La.x lw 
born. Plld and which on the effective date ol the new ralea are bdd 
•nrl lllt~nd~ for sale or lor use in tho manufacluro or production of 
any •r1tclc tnt~nded for sale. This oubo!cction will have the effcd 
ol pl~~tm~tall ~18tilled spirits ta.<-paid at tho old r&tea and held for the 
P•!•~ •pectfird on an equal tax basis with other distilled opirill 
Wtltdrawn and tnx-psid st the new mt'os It will preclude IOM of 
bo?nuo

1
through the withdrawal and tax' paymont of largo otoeko 

t' or" t 1£1 nr~· .rat~~ bt'Come c.ffectivo. As in prior Aoor•toeks ta' 
81

" 11111'"· prov,.ton •• mndo lor tho filing ol returns and for deferring 
payrnrn~ ol tho tnx upon the submission of sutislao~ry surety bonds. 

' \ 

aiiV&mra BtLL or 1 Ul 

'J'hiloubeoelioD al.o prondeo tha~ for the PIU'pOeM thereo! the term 
•diltilled apiriw" eball include product. produced in euch miUIDtr 
lh , lhe ~· producing them ia a rectifirr within the meaning of seo­
u.'a S254 (I) ol the l n1.41rnal Re .. nue C~e. The obj""~ ol this pro­
.,;.ion it~ aubjec~ to tbe floor~t.ocb ~ liq~'!"'· cor<!'~· and aimiJu 
compounds in ~be manufacture of which diatilled epmt. are a con· 

&tituent. . m • r 11 N Tbe existing re,toa on ar.w Wllloa are u o ows: ot more ~h&n 14 
P"'"'"' of abAoluto alcohol, e centll!l per wine gallonj more than 14 

ent and not uooeding 21 percent of absolute alcohol, 18 ~nt4 
~ .. ~ne g11llon; and more than 21 l'orcont &nd not exoooding 24 
~rocnt of abeoluto alcohol, 30 cent4 per wino goJJon. Seot.ion 684 (a) 
of the bill impo8011 ratns or 8, 24, &nd 50 cents rcspectivolv. Tbe 
proposed ratjll r<>P,~t &n inereaae of 2 cents, 6 ccnt.s, and ~0 cent. 
~r gallon over omtmg rateo. 

The existing lex rates on other winoa arc aa follows: Sparkling 
-.incs 3 cents on each one-half pint or fraction thClOOf i artificially 
carbo~ated wines, I U cents on eaeh one-ball pint or tr&ct.ion thereof: 
liqueurs! oordial.o\ and •imilar compounds, II' conl8 on Mch one-hall 
pint or raction t1ereof. Section 534 (b) of the bill impoaos ratoa of 
• and 2ll centa !8pect.il·tly. Tho propooed rata rer.._.t an 
~of 1 -~on aparkling winoa and lhnle-lourlba o I cent on 
artificiAlly carbonated winoa, and liqu.eurs, cordial$, and aimilar 
compounds, 0''er tho tax ratoa on such products. 

S.bsfction Co) ol IM'Ction 534 wiD amend oubch&pl.er F of chapter 26 
of the lntcmnl Revenue Code by instrting at the tnd thtroof a new 
...,tion impo6iag n flooM~ka tax on all winea on which the tax hu 
b«n pnid s111l which are held and int-ended for aale or for uao in the 
mnnulncturo or production of any arlielc intended for IJGic on the 
•lfeotivc date of tho 11ow rates. This subsection, like subsection (d) 
ol ...,lion 633 in tho ca&O of distilled spirits, will hove tJ1o elfcot of 
placing all win~ tax-paid at the old rnt<>s nnd held for tJ1o purposes 
SJl'<ificd on n bnsio of equality, insoflll' as taxation is ooncomod, 
•ilh other winea withdrawn and tax-paid a t the now mtos. 

81eCTION 615. Tltt£8 AND TUB£8 

Thill S<"Ction inercuca tbo rate of the manu!act<~re.ra' excise tox 
(defense t.&x r&L<>e) on tiroe {rom 2)! cont& per pound tAl 6 oonta per 
pound and tho mto of tax on inner ~ubes from 4l' cont. ~r pound ~ 
g <tnts. lL impolk'll a lloor at.ocka tax on tires and inner tubea beld 
for sale by any pei'IIOn other tb&n the manufacturer, produeer, or 
importer on the dal(> the increaaod manufacturers' exc~~e tax ratee 
lab effect. The floor atocka tox re,ws are in an IUIIOUD' equal ~ the 
inereue in tho ra~ of tho manuf&ctul'\'ra' tax. The Door a~ks 
tu: is restriet<>d in ita aoopo ~ tire!! e,nd inner tubes for au~mobd.,., 
~clcs. trailers, mo~rcyelet1, eto., and ..-ill noL bo applicable ~ ouch 
~~eouo itoma aa bioycle tires, baby buggy tirco, etc. Tho ~· 
II apecillcaUy made applicable 10 tires and tuhcA bcld by au~'!'obile 
ID&Dulaeturers &e, or for, oquipmenL on new automohtl.,., It lA not 
made apphcablo ~ tirea and tubea actually on automobtl"" held by 
new and aeoond-hond car dealora but is applicnblo l.o tho stocks ol 
unmounted t.iroa and tubea held by such dealers and by AnY poroon, 
Including rot.ailert, for aalo. The floor o~cka tax does DOL apply 

• 
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to &Tlf lir"" and tubeo htld by a peraon who mua~ pay th In 
manuracturen' ...... tax rate on ouch articles when he ~ s.~ 

6EOTION 611. EPPECTLVS DATm or PA.ll"r JU 

Tbla &ection applies to etctiono 631 to 536 inclueive d 
In brio!, that tbe rncroaeod t.ax ralol and ne;.. taxeo i..;~JO•ideo, 
oochons shall take efftct on the firot day ol the fino~ ,,!Y aueb 
begins more than 10 dayo afw tho date ol tho enactme::

0
0'i".J,. 'tt 

SECnO!'f UJ . ADM188JON8 TAX 

This section subject& to tbe admissiono tax admillio r 
or more at lbe rate or I cen~ lor each 10 centa or fra ~·0 10 ~•II 
Undtr existing law the admiuiono tax applies only to 

0 /0~ t~mol. 
21 centa or more. Under tble eootion admissions undo •:0m>ee>ons ~r 
bo exempt from the tax. r CCtl11 .. tD 

Tho special treatment under tho admissions tax w'U 
••·tolled !roo or reduoed rato tulmissions now appr'o 'brespcct to 
ployeCI!, municipal officere, snd children under 12 y~11" 0

1 to ••~· 
extended to mcludo mombere or u •• military or naval r" 

0 t~·· " 
Untied StatCI! and of tl>o Civili~n Conservation Co orcet. o lite 
form. }'or example: lf tho eotabliohed . . 50 rps when ·n uni· 
in unirorm is charged only 20 etnta lbo ~O,..~uld ~n~ and a .olditr 
6 <en~. U he is admitted f~ no lax is payable.. cents and oot 

f!ectooo 64 I repeals aection 1701 of lbo Internal R v 
~hich auo .... oxemption from the admissiono tax to •• ! .•nue ~·· 
bons. · \AU ~.a1n organ1za.. 

11 
Tltis seetio~, also re~Als the ucmption .Provision a Jicabl 

u'fnj";art:.ys and certain exemption proVJSions appli!blo 10 • .~ 

6£CTION 642. (.!AI)ARWJ'1 1\00P GARDEN, P.TC., TAX 

. This scclion revises tho buo or tho present. .,cabaret/' t.u :.='" :,.daxn~~~cnt on amounts paid for admission, r<)fr<l8bl~tnlt~ 
ploce iumishing a "':uhf at ";Yo roof garden, cabaret. or otloer simil.; 
tax is imposed on lb te P<'. onnance for profit.. Liability for 1M 
paid. Uod.,. p,....nt ~.'!,ro,~ne:or .. ~h':..!:t appli011 to all amounll 

~~~~:t~!f~ica~.~te or 2 !n: (~:~a~ lb~o d~:.!:'~) f:.d!J 
ll&id uc...ts J:" t of the amount patd il 20 Jl<'r<en~ of the amount 

Th
. cents. 

· II IICCtion ali~<> mak"" c• 1 · d . . . 
' 'ision.' O( the code pp(' • brl ftll• amen ,ments to aclmmt.StrAtiVO pro­
llli!!t'iOn taxes. 8 ICA " t.o lh~ cabaret" tax and other ad· 

SECTION 113. CL.UU DUES 

This section reducea tJ 
liability to tho tax on d :,• d amo}on~ uaed as a t<lSt for determining 
~~den~ annual mcmhc u to ~·~ rom $25 annual dues of on actil•o 
onduda certain privil-r f I • and redefines the term "dutlA" 10 
the tax.. -a• * and a-ments not now aubjc<t 10 

. This aection also m k h d wiliation r.,... as im~~ tb e bcfe
6
n>e tax rat.>s applicable to du .. and 

' ''"'"'" Y I o rs~ Revenue Act ol 19-10. 

' ' 
) \ 
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~~ON 5-U. Atrr0111081LIIt '!RUCK~ BV&, AlfD PARTS TAX 

This &e<lion in...,OMO the ratee of tax on auto010bile truek chaoois 
true!< bodi••· oto., from 2.J' ~"'to 6 percoo' and brings trailars and 
teroitroilc111 lor truck• wtt.hin ~e aeopo ol t:h• tax. Passenger bll88<lll 
which under p~nt l&w &r'&SUb)oot t.o tho higher rate of tax apnlieablo 

10 
Jll!lll<ln~ automobiloa have been included within tho •1 truok" 

cll&'ification, and will be aubjoot to tho new 6-perocnt rats. 
Tbe rate of t.ax on pueeDger automobile chaait and bodiee motor­

eyciM, oto., it ~ f.rom 31' perw>t to. 7 ptrooo~. T;;;;\trs and 
-'tiailtrs for ouch vohicleo uo made oubJOOL to lbe tax. Suboeo­
lion (b) of aection 64~ inc:RS&e8 tho rata or tax on automobile perta 
aod aee~ri01 !rom 2" pen:ent to 5 ~rcen~. It excludes automobile 
radios wbte!' have beretofo~ bee~ oubjoot to tax. as automobile "poriA 
or acc..aorora." Automobile radios are by aectJoo 645 made aubjec~ 
10 the manuracturere' tax on radio oots and parts at the rato of 10 

percent. . 
Subsection (c) of section 644 mereaees tho rat~e of ered.:t allowoble 

under thi• ooction to automobile mnnufncturcra with respect to tho 
ti...,. and inner tubes on such vchiclca from 2" to 6 percent in tho cnso 
or truckt, buooco, oto., and 3" to 7 percent in Uoe case of other auto­
mobiles and motorcycles. 

Sublcction (d) repeals sootion 3403 (f) of tho Internal Revenue 
Code which would allow a tax adjuatment wilb rllllpccllo floor stoclta 
of pa.. .. Dier automobilos, trucks, etc., btld by doalera as of lbe termi­
nation date of the present tax on such vchicleo. This is done "-use 
1M termination date of ouch tax baa been deleted and the tax made 
of a permanent nature. Section 3403 (1), tber.!fore, becomos unnec. 
wy. 

8ECf10N 64$, UA.DI0&1 PBONOORA.Pll8t RICODoa. AND W.U&lCAL 
I N8TRtJM-eNT8 

Seetion 3404 or tho Internal Revenue Codo now imposes a tox on 
salts by tho manufacturer or certain radio componento at tho rate of 
s~ percent or tho salo price. Section 645 amends scct.ion 3404 ol tho 
code oo u to lmpoae a tax at lbe rato of 10 percent on-

Radio rteelvlnJMla. Otrt.&lo principll ootDpoM.D\t ot 
AulOIDObDI radio rcet:iYlng aeta. theM utjdel. 
C.ombluUoo radio and pbo.ao-- Pbonocral)b record& 

papb ttu. lrlu.teil tO.ti'UlMJ\\1. 

PbOoocropl>a. 
Tho artie! .. llatcd h.wo been included wilbin the same sootion of tbe 
cede bccau!<l lorgely related. 

eEOTI ON &d. BEYRIOERAT0ft81 AlR CONDITIONERS 

Seetion 3406 or lbe Int.emal Revenue Code imposes a tax on eBIIlll 
by tba rnanuraeturor of household typo moob..Ueal rclrigeratora and 
certa
1 

in principal oompcnenta of euch artie!.,. at lbe raiD ol 51' percent 
~ the w .. price.. Soetion 646 "mend• soction 3t05 of lbo Code to 
~ ~·• tax rate to 10 percent and to mal<~ the t~ applicabl.e to 
tb~ pnllCipal commercial types ol refrigerators, including ouch articl01 
~,~......,. cabinela, food and beve"'(!e ditplay .....,., water coolers, 
wuo-<OOier cabinets, and similar arllclllll. In addition, lbue are 

• 
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brougM within the oeope of the . tu COmJIOI>ftlte of mrlgoran~ 
appara~'" ouch u compreeeora, conde-ro, evaporatoro upano~ 
un1la, abaorbcro, and controla. However, the t.ax with' ,...poet l.on 
autb componon!AI is nol Umit.od to component. for tho houaebold' 
commorcial, and induaUial type of ~tor unite rot~ to ahoY • 
Rolrigerating component. will be OUbJecl to tu rocar<floee ol ~ 
intendod use. For example, component. for refricerator abipe and 
Nllrigerator Cll'l, and for the re~erating planto of breweriea and 
ocld .. t<>rngo wArt'bouaea will be subJect to tlie tu. 

Section 546 aloo impoeee a tu al the rate of 10 ~~on the oa1e 
by tho manulacturu of oelf..,.,ntainod aiMlonditioning unitAl aDd 
etrtain principal oomponento of aueh t.rUcl ... 

SECTION a.1. W:AT08t:e 

Section 3409 of tho Int<>rnal Revcnuo Code now impoaoo a 1u at 
tho rote of 5" ctnlo per thousand on eetain Coney wooden mattb ... 
Soc lion 547 amende section 3409 o( tho code to aiiO impoao a tu "2 
..-n!AI per thouaand on other typ .. of match... The t.YJ)<8 ol mattb,. 
aubjoet to tho now tax at 2 con to per thousand include the weii.Jcnown 
lyJll'OI ol wooden and paper matcbco now in every day Ulhl. 

8~0N ~~. TC~&PBO~E,TZLZOAAPB, E~ 

Section 548 im~ on lelephone convueationa, telteraph, cable 
and radio diapatclles, m ... agee and conversations, for which th; 
cltnrgo is moNl than 24 oonta, n tax at tbo rata of 5 conta for ooch 60 
eenta or lraction tbeNlOf of tho amount paid. Under oxiating law, tbo 
tu on telephone toll serviee dooo not apply to chargoa ol Ieos than 50 
coni& T•lograph diapatchee and m~ are now aubjeet to t.u at 
the nte of 6 porctnt of the amount chargod, and cable and ndio dis­
patches and rn(.'OIIoges at tho rate of IOeent.e perm ... age. 

'fhis section also amends ooetion 3465 (b), whicl1 imposes • tax 
with r .. poct co leaaod wirte and talking circuit special servico, to 
moro clearly specifJ' the typea of eerviee aubject to t.u, to impote t.be 
taJr where the eerv1c:e is rondcred within a local exchange area and 1o 

aloo lox tike eervice lumished by companie& other than ~lograpb and 
tolephone companies Tho proeent ta.< is restrict.od to service lur­
nishod by ntelegmph or telephone company. 

This section aloo impo~e~ a tax on amounts paid by aubocribors for 
lo«1 telephone een·ice and all other ~lopbone sen>ice not othenrile 
within the tu •itb ret!pocL to telephone toll eharg<~~~ and the taJr with 
r .. poclto !eaaod "ircs. For cumplo, in addition to localaubocriben' 
~erv1ce, tlua lax ni>O apphea t.o telephone toll acrvice whore the ch~~tge 
l8 24 c~nta or 1r88. Aa tho tax is imposed only on telephone "service," 
~preiol provision is made to inaure that cliargco for installation ol 
tnotrumenta, poleo, ... ittbboardo, apparallll, and eq,uipment aro not 
tUbJecl .to the t~. Although &erVJee throud> oom.operatod !"!' 
pho!'"' w not. tubJool to the tax on local euliecribero' auviee •t. • 
•ubJC<ll t<> tnx m the case ol t.oll ohe.rgoa ol moro than 24 cents. Com· 
~peratcc) tclcvhonn service orumot bo subject to the t.u boesuso of the 
1m\>r~ucab1hty ol charging ~ho patron 5 percenl ol 6 cents, and 
ool «:ling th• 5-pm•nL tax through the instrument. M Lho t.u oo 
~lophone toll t<n•ice is collectod in multiple& of 5 centa iL can be 
oollreted through coin-<>perat.ed ~clephonea. ' 

' \ 
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IEC'I'IOH &U. IMftULIISlft', CTO., PATJIU'I'I 

•··!'on 540 makeo oortain ohangeo. in section 3«1 (o) of the In tarn&! 
wou 

1 Code which rclatoa to articloo leaaod 01 eold und"1' IDOtoll· 
Rovcnue couditional salos oonll'&cts. Undor 1100tioo 8441 (c) the 
~~~t~~t or is pem.Uttod to pay the t.ax aa payments are made .Wide< tha 
wpayer oditiooal or ua..un>ent ealea oonll'&c,~. The proviaio111 

lotH Uo:'1660 {b) of tho lnteroal R~~enue Qc1e ~ reviled ~d 
~f r:ic.J within oootion 34'1 (o), thua moorporatmg m the aect.ioo 
"'0 u ision that where the loaae or inii&Ument or oond.ilional aaleo 
• P"'' 1 wao entorod into belore July 1, 1940 (and dolivery made 
:i~utb date) therateof lax is to be thai in !orceonJune30, 1940. 
w·~b"r..,pecl to 'the period after Juno 30, 1940, and belore July I, 

1~1, tho rate of tu applicable is to be that in •lfecl during ouch 

P"}l:;i&ion is made in thia ooot.ion to take cue of loute and condi· 
tiooal oaJ"' of articleo the aalo or wbich is newly subject to an exciso 

by Ibis bill or to an in<hUod rata of tax. Under lhis aectioo1 
111 enl4 onder IOU4!8 and ~..un>ent '?"otracta en~rod into 01! ana 
~July 1 1941 will be sub)ocl to thetnereaaed rate ol tu or, if the 
~·iaimpo.Od for 'the first time by the bill to tho tax. 

IECTION $60. J!PPSC'liVE DAT& Of' PAJIT lV 

S..tion 550 conl&ins proviliona reopocling the etroctivo.date of new 
tax eo, or increuee in existing rates. ol tu, _or tbang~ m lax b~ 
eJ!cotod by soetiono 541 to 648. Wtth eertam oxoopt1one, the provt· 
aiono are the same .. th060 doseribod in tho discussion or 8001lon 530, 
L e. the fin~t dav ol the tint month wbicb bol:ins moro than 10 days 
afl~ the date o( the enactment of lhe bill. Tlie chango. with. respect 
w the "cabaret" tax become effective at 10 L. m. on '!'~ tn:ective date 
lor coneiderat.iona peculiar to. that t.ax. Spoc\aJ provt~to.n 11 made for 
tho eflcclivo date of the tax 1mpoeed by ooe~IOD 548, w1tb respocl to 
local oubscribero' telephone service, in order to givo telopbono OC!O· 

poniea (who will collect tbe lax for tho Oovcmmoot) an oppo!"untty 
1<1 adjust their ~ill~ practieea to tho tax.. h ,. .. abo d~ to 
110triet the applioat1on ol tho tax, as far u 11 reaaonably practieabl~, 
1<1 oervice rcndcrod afler tho date of tho enactment ol tho act. h ta 

rocognizod, however, thai aome looal lhlrvice rondo~ pnor ~o tho 
dtte tbe act ia onact.od (but billod after such date) wtll be oub)oot to 
thotu. his intendod to tu suchoerviee. 

SECTtOH 161. 80rf OJtUfU 

Thill 60Clion impoiMls & tox on ealos by tl1o manufao~rer o( bottlod 
oolt chinks, finisbod or fountain eirupe, and oarbonlo l Cid IIM·bottl .1 

The t.u nto on bottled aoft drinb ia on ... i.x~ ~nt per • 1 

made to retail at not more than 10 oonta; on&-third eent per boUl~ 
U lltlde to "'tail at more than 10 oenta and not more th&n 20 oen!AI, 
ooe-half oont if made to retail at more than 20 ccniAI. Boltloa con­
llining mo"' than 83 fluid ounoee aro aubjool to tox At tho rato ol 6 
percent ol tho manufacturer'• eale prico. . . . 

The rata of tu with reepect to fiiliahod or fountam ~u·~~t 6 "t~ 
I* pllon. Tho rata of tax with reepect to carbon1o ..., gaa 
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_ .. per pound. n- po.rtieulu rata of lax - u cloeel,y • 
l.n~ • ., may be po:acLicably ~tained, to tho rata of tax ap= 
to bol!lecJ tof~ dr!nb·. Tbu JS to aa;r, a !'Of~ drink told at a ...... 
fountam, mado WJth llrUp and carboruo ae1d 1M will bear in ....,. 
inalan~, relativel,y tho same lax burden u a eompetith~ boi:i:l 
toiL drink. 

In tho CA8<l ol oirupo, no tax is impoeed on lirupo eold for 
tho vendee in the preparation of botUed aoft drinb or for ooneu~.!7 
by a vendee (not 8ngngod in the PrBJ?ar&tion of aofL drinka) in aom 0 

other than tho preparation of soft dnnlcs. SimUU!y no tax ia ion ° uae 
on tho !lBO of aorupo by the m"!'ufact~r in the prep•ration of ~ 
eoft dnnka, or tbe coosumpt1on of B!rtlpo by a m•nufaoturor (~rh 
is not engaged in tho preparation of soft drinb) In aomo uao oflle0 

lhnn tho preparation of .son drinks. Under those provisions lo: 
oxnmplo\ n boker (providing be does not alao uao airupo at 8 'soda 
lou~tnin1 eon buy a1rupo "tax-free" from the manu.faoturer lor we in 
bak1ng. On tho other band, a grooor may not buy finished or fount.;o 
•irupo " tax-free" ~or reoalo to h~ trade. No provision ia made lor 
refund. of tho tax m !he caae ol sorupo reeold by any ptr&On lor 000• 
aumpllon other than on the preparation of aolt drinb . 

. In tho. caae ol ~n!c acid ~· the tax. is n~~lrioted to earboni< 
ac1d gaa m gqooua, liquid, or solid form, auJtablo for uao in the prop­
oration of toft drinks. As there are re~at!;',:J,r. few manufaeturen ol 
and dealera in this product, provision is e that aalea by dealen 
will be aubje_et to the tu, but the dealer mal. purchaae aucli ~ tax­
free. That 11 ,to My, th~ ~~&le of carbonic ae1d gu to a dealer on such 
gaa lor resale .11 no~ subject to the tax. Tho rileale by tho dealer is 
ol oourao, oubt oo~ to the tu. ' 

SECTION 662. HEW M"ANUI'ACTURllR8' IIXCll~ TAXE8 

. Thiuec~ion im~sce t~xes on sales by the mo.oulaoturor, producer or 
1m porter, of tho art1cles Its ted hereinafter at tho ratea given: ,..., 
~rlln:·cooct. •• - · ··- ----- ........... ·····-- - · -- -----········ ·----- •• 10 
E~~ ... i-,;-~;~· ;; • · ·--·-· • ·-----· · · · • ·--· ·-----· ·-• • • • ·--.•• --.---... 10 Ph hf.'" . ... _______ ______ ____ _______ __________________________ 10 

~~rf:~pr 0 AJ)J)ar&1·UI ... . . . ........................................ ........... 10 
Bu.lnt~~~ 1=i·tO"N.iD;ebj~---···· ·-- ·--- ····-···- -·- ·············· ····· 10 

~~~~::~:::::::~~~~~~~~~ ~: :: ~:: ~~~~~~~::::::::::::~~~~:~~~~ !! 
In ~e cue ol sportin;g goods, luggage, eleetrical applianOM, phoiA>­

graphic appara.tut1 buam..,. and store macbin.,., and optical equip­
ment, lhe ~rt1cuoar artiCles the tale ol which it subjeet to tu are 
named. Un.ilorms and sport clothing are not within the aoope ol t.ba 
tax on aportmg goods. 
thIn the eaae ol,eloot!'ic signs, the tax applies to t.rticlee falling within 

d
o gc~e.ral eluoilieat1ons ol neon-tube stgns claetrie ,;...,. and electrio 

a •~taamg dovicce. ' -o-r 

tb 11 18 o:eoogni•ed that a number of articles laUing wiw1u the eoope ol 
• 

0 r•••ao l~xco listed borcio may ai9o fall within the scope or the 
l•j• ry rctaal Ml< .. tax i1raposed by toe~ion 663. Provision 11 nooord· 
~g Y "!"do tllat such nrt1cles will be subject to tho jewelry rol.llilS<aieB 

x an< not to tho manulncturors' excise Lllxea impoand by thisi!Alclion. 

. 
' i 
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IECI'10M 161, H&W aCTAILEltl1 tx:CtiS ,.Ar&l 

'l'bio aeelioo ad~ a oew ehapiM 1g impoeing new taxea on ~t&il 
sal .. ol ·0welry, fura, and toUet preparaliooa Mob at the rata ot 10 
.....,.01 ~~ the price for ".hieh ""o article is told. The artidee falling 
"'ibiD tho jewelry t.u (includinJ cloeb, watchea, ouea, aDd mo•c.­
"'eoul are ~iolea wbich have m former jewelry excise tuea been 
cl..,.ificd as jewelry. There are added .Oat ware and hollow ware 
made of gold or silver, or plated. The tax will not. apply to religious 
articles surgical inatrumenl8 or framoa or mountings for oyegluoeo. 

Tbelur tax ie to be im(lO<!;J on the sale of articlcos made ol fur on the 
hide or poll a.od ar~ide& ol which such fur ie the component material 
ol chief value. This is a ol""''ifioation which has been used in oarlier 
manufacturers' excise tlll<e& w1th reepeet to furs. 

A tax on the aalo at rol&U of toilet. preparatio!UI is imposed in place 
of the existing tax on aaloa ~y _the manufacturer (imposed by sac. 
3401 oltbelotemal Revenue Code). Provision is made that beauty 
parlors and barber abopa aball make monthly returns of to~~ropara· 
lioDI used in tho treatment of patro!UI and the quantity during 
Jhe month aball be oooaiderod t;o have been sold at ret&il by auoh 
establishment.a. 

Soc:tion 553 oontaina, or make& aeplieable, the adminittralive pro­
rision& nece.aary to the adminiatrat.Jon of these retaU...U. taxea. 

This section &leo providea that. the present tax on aalea or to~l 
pnporoliono by the manufacturer (unposed by 1100. 3401 ol the 
Internal Revenue Oode) ahall not apply to articles eold after the 
d!eetive date of tho retail..al.,. tax. Manufacturer's tax provioualy 
paid ~itb respect to art.icloa which will abo be subject to tho ret&il­
&a!ea tax will not be refunded. 

6£CTtON 164. TRANSPORTATION OJ' PJ:ltSONS, 'ETO. 

This section impo!l<la n ti\X on tho amount faid within \he UniLed 
Stales lor tho trontlportatioo o[ persons by rai , motor vohiclo, water, 
or air, within or without tho UniLed SLIItes. Tho rata ia 6 porooot 
ollhe amount paid and tax liability is imposed on the peraon making 
the payment.. Where tho amount paid is lees than 35 cent. the tax 
dooa not apply. In tho cue of commutation or lel80n liobu the 
lU does no\ appl1 il the _particular trips the holder or the oommul&llon 
or aoaaon t.ioket 11 cntiUed to make under tho tioket are leaa than 80 
milea. For example, a commutation ticket eotiUing a peraon to 
tmasportation lor a eortain number of trips between two point. 
is not subject to tax il ~be distance between the two point. it leu than 
30 D).ilea. These proviaiona will exempt localatrecL car, bua, and taxi 
stm<:e. Amounta paid lor commutation tickets for one month or 
Its'"' alto exempt from tax. 

Th_is oeclion alao irnpoeee a tax on amounta paid for -tin!l or 
llecp~ accommodation& in oonnaetion with taxable transportation. 

I 
Pro..,.ion is made that the time for filing returns may be ext.nded 

~r ao mueh as 90 daya in order that carrien may have the DeoeM&1"1 
time, to aasomblo, from widely scattered points, n..-ry data for 
D>aking rotuma. Provision is also made that the Lax shall not apply 
to ~ansporlntion fnollitioa furnished tho United States, to any State r' b~tory or political subdivision thereof, or the DiBt.rio~ of Co­
wn 1a • 

• 

Regraded Unclassified



60 UV&NVB BtLL Or I U I 

Soetion 654 (d) providee tha~ the stamp tax on •leamahi 
ticketa impoted by aeetion 3469 of the lnt.emal Revenue ~ 
no~ apply to aoy tic~eta the purchase of which is aubjec~ t.o tax :f'l 
the new tranoportatoon I&L ., 

8ECT10S W. COIN-QPIIL-\T&D AX U8EM"BN'I' AND O..u.tiNO DEVICQ 

This oection imposes an occupational ~u of $26 per annum 
maebino on ~acb perao!' who ~inWna !or use, or PMnita t.be ~~ 
of, ~n prCJ!""~ oec~poed by him, a coon~perat.od amuscmcn~ 
gam111g dO\'JCO. 11COIO.oOpcrat-cd amusement or gaminiJ dovict'S" a~f 
briefly, roncbineo wlucb fall within the genert>l cluufleotion eoU ' 
quinlly rcfc~.d ~ ~ " pin ball" machineo t>nd "slo t machines." ~ 
scpnrnto hnbiloty 18 oncurrod With respect to oaoh mt>chino but if 

0 
such. mnchino is ':"Placed by ~nother, such other moebino'will not b: 
consotlord an nddollonnl machine. 

8&CTION U&. BOWLlNO ALLEY81 ETC, 

This aeetion ~~""'!"' an occupa~ional tax on pcnons operating 
ho"•hng aUoyt, bolliardrooma or poolrooms. Tho rato of tax is Sl$ 
per annum for ... 11 howling alley, billiard table, or pool tablt AD 
typca of ~tablisbmcnta maintaining such equipment, incl.ud' • 
el~~ or aoc:ial organ~tions, . etc., are aubject to the tax. ~Ia'{; 
taonons audo equopment m a pnvate home is not subject to tax 

As m the case of other occupational taxee, tbe tax year i.rgu, 
Jul.! I of etch year. 

lfowevor1 if after payment of tax and prior to the end of the la.t 
roar, add,itoonal howling alloys, or billiard or pool tabl~, nrc placed 
1n operatoon1 a suppl~mental r.etum must be filed and tn. pnid "itb 
rOl!pt.'Ct to too nddoto~nal cquopmont. for the pcri<>;el boginninjl "itb 
tho dny or th~ month Ul whocb opcratoon or tho ndd olionlll cquopn .. nt 
conunence.d. 

8l.C1'10S 557. TAX: OS" OUTDOOR ADVERTt$1S0 

b 
~ction 667 im~~ A.n annuaJ speeinl tat< on persons t'llStfll!\-.·1 in lh(' 
uam~. of lurruslouog to others tho usc of billboards for ouldtY>r 

ad~m·~ong. Tho Spkinl tax is based on tbe number or billlxlard• 
moontAm~J or controlled by . the taxpayer during the tax vrar, •nd 
tho rat~ II grad~ated accordmg to the nt~nber of InCh billboard• in 
each •!•.e cl~~&~ificatoon. There arc thn-e da .. iflcations tuablr, 
rtoptctl\'dy, at $5, $8, and $11, per billboard. 

IEC'nOS' US. TAX OS C8E OP MOTOR VIRICLEe ASD 80\TS 

1 T:•iJ ocction imposes a ta..• on the use of motor vehicl~ ami boat~ 
b:,;~•tcb""" of motor vobiclos the tu iJ SS per annunt. In the rase of 

e rate of tax ranges from S5 per annurn on boMs ha,·lng an 
over-oil length of IG feet or O\·er but not O\'Cr 28 feet to $200 prr 
annum on. lxlnts O\'t'r 200 feel in O\•er-all length It; tho cnse or 
motor ''cl

1
11rlca the t'" is to be pnid by the person i;, whOBO nnrn~ the 

motor ,.~ liclc is or 's · 1 b •-~ t l . , • . ' rcquor" to o, regist ered. In the cn•o of wat8/ tl:: \:x 1
•
8 t~ be JllliCI b,v the Oll'lcr of the boa t. The o•O'eclive d•too 

bonts b '( ~•·h1runr1y I, . t 9~ 2. That is, tho lli!tl of motor ,•cloicl<'" nnd 
"oro lint c. ntc IS not subjrct lo tax. 

R£\'&NUI: Su.L OP 1 t 41 61 

Tbt tar yoar b<gint, howtwer, July I. Persons u•ing motor vthiclft 
f ftbruary 1, 1942, would, lbel't'fore, pay a proportionate part of 
~~·~ annual tax from the lint day of the month in which tile use 
~aherFebruaty I, IIK~,w~uly 1,1942. Tbatio, aptraonbegin­
. the 1150 of a motor vebJcle tn the month of February t942 " 'Ould 

rungfive-twelftbs of the $5 tax. A person beltinning the u~ of a motor 
~~irle during the month of J uly 1942 wouTd pay tbe full $5 tax lor 
th period from July 1, 1942, t.o J une 30, 1943. 
tho term "motor vehicle" is defined to moon motor vrhicl<-.ol the 

kind "chiefly used for bigbwn.y transportation." . Accordingly, no tou 
is imposed ~·ith r~pect t.o trailers for motor vehicles. 

The term "boat" is d,of.ned to. mean all boats pr'\pcllcd or o<1uipped 
lor propulsion by macbonery, anol1 or motor measurmg 16 !cot or moo·o 
in 01-cr-nlllengtb, owned by a cilozen or resident of tho United Sta teo. 
lienee, for e~ampte, a citJzeo and resident of Canada briolJling his boRt 
into territoruol wotcra of the Urut.od Sta~ would not lte lioblr for the 
tax Boots ua<l(l for trade or commercial fishing and certain I>OAII 
,.d ror tho relief of seamen are not subject t.o t-he tax. Li•bilit~· in 
tbt rase of a boat doee not depend on use for actual u·anspcrtntoon. 
,\ny form ~~ ~.is taxable. A boat maintained and a'•ailable for 
l.rlns:por1a uon as 10 uao. 

If the tax is paid with r~pect t.o any mot.or vehicle or boat for any 
r .. r no further ta..• for that yeer is impos<d with r .. pecl to such 
nb~lr or boat. f'or example, if a person using an automobile paya 
a tu ~;th n'!lpect to auch use and thereafter sells the automobile, the 
purchoS<r is not liable for the ta.• on the usc of such automobilr for tho 
bslllllct of the porticular tax year. Bowe,·er, the tag or other c'·i· 
deuce of pnymont is not trnnsferable from one vebiele or boat to an­
othtr, so thnt one who srlls or "trades in" a vehicle or boot wlth 
respect to wbirh n tax Ions lteen paid and procures another mull pny 
a second tnx. 

(n the odministrnth•o provisions made applicable to tht:' tnx, wi•le 
lntitluiC' is givC'n to the Commissioner of Int.cmal Rev(!nuc with rr,_t•«:t.. 
to tbr method or collecting the tax, and for prescribing n fonn or • t nmp, 
<titk~r. or tng to be affixed to the motor vehicle or bonL ns e-·i•l<nee 
tloft t the tnx hns brrn paid . J>ro,·ision is made for nllowin~t till' ,..,. 
OJl<'r&lion or the Pon Office Department or of pril' fttc pel'iODB to ... i.t 
in lhr roiJNOtion of the tU. 

Ptrsons liable for the tax wbo use or permit the l19<' of • motor 
,.thidt or boa~ befo~ the tax bao been paid shall be l!'!ihy ~~ a mis­
dtmflnor and be punished bJ a line of $25 or 30 days tmpnsonmen' 
or both. A oimilor ptnalty oa impos<d on a ptnlOD who US<'5 .or oper· 
l&ts a motor vthicle or boiL Y:bich does not. bear a starnp, surktor, or 
11g allixod in the monner pro,·ided in the Commisoioner's ~ulol ions. 
Tlot ust of motor \'tbiclcs or boats by the United Stat .. , • Stot~, 
!trritot:'", or politiclll aubdil•i6ion thereof or tbe Disw-icL of Columbo• 
as not subjf'tt to ta:r. 

IJECTION 659. t:F'Ft::CTI\'E DATE OP PART \• 

This section provid<'<! thAt the new taxes impoeed by section• 661 
to ~58 will tnke efTect on the fir.!t day ol tbe first month which begins 
!DOte thAn 10 days after tho date of the ensctmont Of the net. 
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TITLE VI-RADIO BROADCASTlNO RTATION8 

&IICT10N 101. RADIO BROADCA&'I'INO 8TA'l'l0NI AND M&'TWORQ 

Th;. aectlon imP.O""' an excise tax for t.ha calendar :J&ar 1&42 and 
each 1u~ing calendar Y~ upon. fSVUJ penon w~o during they.., 
operata a redio broed~tmg st.at1on or eng&gl'l m network broad. 
eaating at any time duM¥ such calend!'f year. Tbe t.ax ie "''ual 1o 1 j!iven pcreent.ag& of net lillie asloa dunng t.he yoar. A net tuna 111e 
11 tho !!fOil amount received or acc:u\'(1 from t. l&la o! ~adlo time, not 
includ111g tho amount of any COD1D11B81on to .an advort11mg agoncy (u 
to 15 percont of tho gross a1nount), and mmue any amount.a paid!, 
incurred by tho tAxpayer, pursuant to the sale of redio limo by him 
for broa~caating time to ot.h~ peraona operating radio at.ationa 0; 
engaged In network broadeastmg. Such other penona are in ll1111 
liablo witb roapcot to the amount.s so paid to them. If the taxpayer 
is on a cub basis of accounting, net time aaloa aro computed with 
reference to amounts received and amounts paid. In the case of 1 taxpayer on an aoc:rual bo.ai.s of accounting, net lime aalee are oom. 
puled with rclerence to amounts aurued and liabilities incuned. 

Tb& rates of tax are 5 percent wbere t.he net time aalet during the 
year exceed $100,000 and do not exceed 5500,000, 10 percent wbera 
the net ~alee exceed $500,000 and do not exceed SI,OOO,OOO, and 15 
percent where the net aaloa exceed Sl,OOO,OOO. Tba tax ;. meaaured 
111 et.cb .-b7tbe entire amount of the net timel&let but the liability 
of a taxpayer 1n one classification cannot exceed the maximum l;.bility 
under the next lower classificat.ion plus tho aruounl of the taxpayer'a 
net tim& aaloa in excess of tbe maximum nat time ~alea taxable under 
tho lower claaaification. If the net sales do not excoed $100,000 no 
lox ia impoecd. 

A return for the calendar year must be modo prior to March I of 
tloo aucccoding year. 

APPEN'DIX 

MANDATORY JOINT RETURNS 

PRIOR ADVOOAOY 

When the Hill subcommittee meL in 1933 to contidor "incom ... tu 
loopholes,:• one of tbe ~!sues raised wu that of oommuni~ property. 
AI tb~~ ltmo tho ataJf of t.ho Joint Committee oo Intom&l Revenue 
Tanhon offered a propoealto tax the income to t.he apouae having 
!"anagtmtnt and control of t.he property. Tb;. proPOMl wu dtfealed 
m the au)>oommittee by a vuy cl0!16 vote. Tbo auDoommittee in ita 
reportaaod: 

Tht1 ln-w llitwt.Ucm -t.lnc Ia elchl Bt&ta o1 t.bo Uoloo baYins _. 
muool1·,propm7 laWI bu - caroluJir co..sdend. No .-,,_dalloo ill 
"Pin nt1 lhemo lo made by your aubcommlt* Ia •lew o1 tile 1-• dlll!eulUeo VO \'fd, ..-

Tho full commi.tto& hole! publio hoaringa oo t.he subcommittee 
report. AI that time Dr. Magill appeared, reprMOOiing tbo TreAS­
ury Dep~~rtment. In thia connection, he ata'ted: 
-~gder t~o P-ot law, a huabaod ODd wile llrilll loptllor """t ol tllolr own 
-

0
• ma. o Mp&ra~ ret.utDt or may mAke •11D&l• folD' .n~l.lm. t e&ch b.u P 

' ' 
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o1 .,.1 -ldetablo lloo, - will oodla.tft7 -· • - noum, Ia .,_ \M _...aiiU, alld, - )IUiiNiarl1, LMIU- wbltll woWd -'!Ire:;':-- TIM~~-~~ Ia- mq110olly upeadod &ad 
~ ~ua ... u..ns' ; ..., 11 ... ....,_.&lid ,... .... .,..... 
~~~ Ill• wllo laiD roool~ • poriloD ot t.boft.ml4r ._..,._ :=..., ~.~~~~ :"'.:t -~~ .:=~:;.n:-.. ~::. 
_.~e ~-·-~- oJ t.bo ........ _ ,_ • • • 
~yla Dcpan-AL \hueloro ._......- U..l ~· commluoa .... lder 
:[beT_.~ ODd wllo UviDC ~ ollould ool be ,.quln!d lo Bl<l a llAIJ. 

wbdhor .:,!'"'-" 1o pa)' \be w ot.trlb....,le to hll aban oJ lho luoomo. Such a 
Jo~:ALrt 'loa beeDl.o forotia.othoroountrie&. 
J>t'!tlllo• hM I be madt 1a th1o oo......UO.. 1<1 lho Hoop. .... (284 U. B. 200), 

Rdt.r'OIIte 'fu~ Court. b.e1d thAi ~ IQIIIewhat. ldmil&r provlaloa. tn tbo Wt.. 
m "'~c:!!!':o-l.I.J at.atut..o wu Invalid. Tho caao ill not, however, oonchWvo for 
coo• 0 wnt · to tho ftrtt flaoc'b~~ Wlloona:ln law wa.a evidently lnt41~ret.od b7 
t't'O rt · rnquirh'IC tba tU Md abould 1»1 t.bo tax OR hll wllo • ineomo. 
~C::;c~n ean be ellmlba t.ed by proper drllltAmanabip e;peclfytna o~herw'-o. 
Ia the eecood pl.&~ tho Federal Oovemment la: cot uade.r ~he aame ooutltutlonal 
rettdetfone M t.bo Btalet In t.bll ~t. . 

In 1b6 JVG4 bearings (p. 116), Dr. M&«ill stated in &118Wor to a 
U<Sllon by Mr. Cooper uto the etatua of the law: 

q lly .,.. view La lhal • provlaloo of IIIIa ltind U. eo fair t.bot t.bo llkellhood It 
~bat \he oourt will uoltold tt, ~ 1_ -·~- an,W.s Ia ~ d-.. wbleh 
wocW preveat them from 10 JlOIQ.I.DC. 

011 June 1 1937! t.he Preaident of the United States tranamitted 
to lhe Con~ a at!« from ~· ~tuy of tho 'lnaaury, dated 
IJt.y 29 1937. dieeUMlll.i the demee being employed by taxpayora of 
~a~p ;,n.;.mes 'to avoid inoome tuee. Among theae dovioee wue the 
!oi!O'Imlg: 
n:t oUICR Ol't'II'C C:llo\1'10M' CW lfVIIrJru 'I'RtJI'!'f FOR U.U.Tn'.l AJfO DI P:IJf'DCJn't 

SpUttlr~~ Income two waya, betwee.n bUib&nd and wilt, rcduoee looome We. 
.. d ,.. .. , \be lolllllylooome Intact. Bpllttlo~ lbe fomlly lnoome many wtyo by 
lllt6DI or many tnsat.e. all tor tbe e&me be~e., may eft'ect a much sreater 
• vlng, wbile teavl'n' (bo money aetually In the aame lwu:llll. For U~.t creator of 
111e 1ru11 olton oon.otl\ulat hlm..ll or hit wile .. \rullee, ODd tbuo ...V.I111 lll1l 
control over tbo love•tmeot aod dlapoeltlon of the fund ltaelt a1ui of ILl lnoomo. 
~ thrllt.y tasJ)foyOt bu formed 64. tru.tl for the bt.neftt. Of fou.r mMDbcrt Of 

hla tmmedlalc founll7 , and lhereb7 clolms "> hove oa•ecl lbem over t486,000 lo 
1 yew la tutt. 1 Another Uuitt.r pNr ba.ve oon'li lt-vt.ed 40 trutt. for tbeLr re\a.t.IYfll. &Dd • prom • 
otol Jawye:r aod bll wile u tUiao 18 trultl tor ibe -.me purpoet

1 
... The Ant pll.rtbo 

lll&lntair~~ aumbered brokenc_e a.ccoun:U, aDd only at tbe end of tDt rear .,. 
bmdldal ownt'fl k:SenW\«1. 1ft thlt w•y bmumerable truw.etioc.t an carried oo, 
- ........... accoornlo, wlllch do oot oetually oll<el U>o be1>elldoll•- o/ tllolr 
........ bolt wbltb .,. doolped oolelt \o feel- lu lialliliLJ . 

TU DIYIC& OP &C'UAM'D AJrfD Wlft 0& r.t..riiiil.L'C'tt CJIILDUJr r....,.....W'IN 

1\epa't'!*!'f U... pa-btpo, Uke U..mulliplo-lolo...U~';\:1,!,-= 
iDooa:1e ~toto two pa.rtl j or, it tlle children are taken lA. ini.o •-,,..... n.:""' monyln.ttan- o1 IIIIa kind; but to Wuotrale tile polo I, It It oull!e""'l 
1o cite tU- o1 a New York brdunp &rm wllleh lalo Ia LW odmlt\Od ID\<1 
~ tM tour mlnor chlldten, two boyt and two cirls. of ooe ol \tit~ 
'I\e tu .&vine he eoucbt tbereby ln IG36 amounted to over $50,000. 

hi DJ9'1110.H Or 11'001118 .I'TW.IUf IJOeBAND Al'fD Wtn JH Ta.a •JOUT COWMVMJ'I'T 
PROP&aT1' S'Un:B 

Thll le another major caute of rove.nue ION, 1fhloh fl anJutUAI.b1o beoaute 
obtained • ' tbe expense ot ta.xp•yert tn the 40 StatM which do no\ h•ve oom.;.~~ 
llllr·Pror>trtylon. A Now York rooldenl wltll • ,.~ary of 1100,000 P'JI ' """' 

• 
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Ja2,6:15F"*---Iu; aC.W--IIoe-~'!"'r-...... 

e~~,~~-=-':.:=c:=tbl.~~~:::: 
ocaJorlllla .-.. oltO-,_ IDio lila~ 

Dr. Ma@!l, aa the repreeeola&in of the ~ Ia hie te.ti­
betore the Tu EYuion and .AToidaoce Comml&&ae ~ 1»7, hid-;-' 

ID hlt lla-llo lila C<>mmllteo OD W:l! 111M! ~~- lila Ael;fnf ~ 

~J:'~~~:..:r.=~~-~3:::!..J~ 
llvfn1 loplher 1D oommwrlly~propeny Blaloo. BID .. - urn.,~ 
non-eommunlly•prooerit 8\0ioo aay lllo 10paralo m....., u..,. 11 1 ...... 
tnoentlve tor them io amqe their property holdtq~ID 1uoh a ..,.7 11 to l'tiiS.t 
lho .-~eel f)OIOible lu ad""""" tluouch • ell- oflooomt or •• &llocatloo 
of 1 ..... (p. 810). 

And then in answer to the remedy for thJa li~uatlon, Dr. Magill laid: 
I c1o no\ k.now whelllar wa hlva aot anylhtna -~~AUT dl« .... ollrom •hoi 

wae worked 01.1t.lo Ul33 aod lOU or not. I have not beeo able to co ovtr tha& 
....tully In lhe IN\ a or 8 weeki. 14 I 107, our ""IIIIJPII.Ioo 11 llioiWelhiU 
II would b6 deelrabll over lila oouob:7 u a wholo 10 proY!da lhalllla ~~~-<I 
buohlndl and wlv• UviDf ~r ehould b6 _._lod aoc1 lila 1u -puled 
with roopae\10 lha lol&l(p. 3'12.) 

REPORT OF TBll ROYAL COMMISSION (OREAT BRITAIN) 
ON TBE INCOME TAX 

The following ia taken verbetim from the Report of the Ro,.l 
Collllllialion (I 1120): 

IIOTION' VU. TB"Z A881'.61Ufmft OJ' IU.Ut&D P&&IONI 

248. Tho oorrec~ method of "O&M'in\ married penoooa haa recei•ed 
a great d~ of pub_liC; attention both ofore and aince the appoint­
ment of thia Comml88ton. The matw baa boon frooly ventila~ in 
tho preaa and baa boon raieod on several OOOAaiona in tho HoUIO of 
Commons. In t.lJe oouree of our inquiry r. oonliderable volume of 
e'f'idnn'!O on tho eubjoot has boon presented to ua and wo hlve onm· 
lnod. wrl.n0111ca from repreaenlative women'a ecxiiotioa· we have abo 
roooavod a ltut1e number of letW. in oonnoot.ion with ~ par~ of our 
lnvoatigat.ion. 

.249. S()Mking generally,_ the existing poaition ia that husband and 
W1fo aro rogardeCI aa one uru~ for the purpoee oflooome tAx· tho iooome 
of a marriOd woman living with her hnaband bein2 deemed to be ~or 
lhia P~) tbo i!'oome of the hnab&nd, and 1.he bueband bol.oa 
reapo~blo for tbo mdueion of hia wife'a inoome in hia own retura· 
bu(t th) '"r 11en~ poailion ia subject to two importan~ modiJlcalione. ' 

o t II m, tbe power of eather apouao to elec~ to be oepara~td 
~. and •f thu olect.ion is made, inoom.e tu ia .-ed

1 
eh 

anthd ~ver;od on tho inoome of the husband and on the moomo o 
o W1fo u if th_ey were not married. 
~6) U a marned woman eiU'QS incoiiiAI by ber own pereonal labor, 

an , her huabend alto earns income unoonnooted with hie wile'• 
but~b!aa or •!"Pioyment, a eeparat.. claim of exemption or abatemenl r:n mad

1 
be tn roopeet of the wife's earned incom-pro'flded the join I 

como o UJb~nd and wife does not exceed £400. 

19~~?·. Tho o
1
pt•on of ee~arat.. &88<l88ment r.~fo~d to in (a) dat.ealro'?' 

d • rt app ret to mamod men equ.Uy with married womon
1 

bulrl 
oea not appear to be very widely known; indeed, eom~ of the wrtn-

UvaNa aiLL 01' ltU 

_. to have been una,_ of the -*!D"" of any lOCh prorilion. 
'l\e oplion it ...u-ely Ia._ adnalap ~. eat.heo: ~of thia preftil. 
jog not of knowledp, o~ .,__ 1t. uen:J80 18 not in fact oft.eo 
d<ilirod· AllboURI> • mamed woman can make a aeparat. return and 
be .-I oeparat6r from her hnabend, if she wiahea h the tolal of 
thlir aeparate liabili':'ee to .~e tu, if the eleetioo ia m~e doea not 
diffet from the oomb!ned liabiMy tha~ wo~d have arieen if ibe option 
bad not boon enrciled. For uample, if hnabend and wife haTe 
incomeo of £2,000 and . .£ l,<J09 a Y- n!eJIOOtive!y, and claim to be 
!lllparat.ely .-d, ne•.the~ • ~t..d u:emptton from 1upei1-IU 
but the liability att.aehJng to an moome of £8,000 ia di'f'ided and 
c~ll'l!"d oepa_m~ly upon hu.band and wife in proportion to the a\141 of 
their r011peot• vo rncomoa. 

251. This polition doea no~ oatiofy the more IIXtremo advooat.eo of 
,.paratell88(l!!8!D&nt; theyaay tb&tbuaband and wifeabould bo-ed 
18 !hough tb~y w"!O ~t.. ~able unilll-:witbout any regard to 
lhe amount of thoU' oombmed moomt:B. Thia oontention baa been 
urged upon ua by many wil.n&IIOII, and it fohns the burden of the 
many leLI<llW we have .._ived on thia aubjeetr-mainly written by 
pmons who would thM18flvt:B benmt by the change propoaed. By 
tbooe who tako thia view i~ is claimed that the rigb~ to a oomplotely 
oepanlle .-roent ia an _,.t.ial put of separat.. tiUunabip, and 
!bat tho principle of abeolut.. equality in l't!l!ll'd to civil obligat.iona 
should override any principle of tuation. 'rhe mtement waa alto 
mad~ that tho preaent method of ......,ent impoMI a penall.y on 
mamlg!. 

252. On the ot.hu hand, it baa boon contended bv eoveral witn-
11111 thi• propoaal for eeporate M8CS8ment of huab&nd and wife it not 
I'<C<lncilAhlo with a juat view of the principle of ability to bear ta.ution, 
ond thAI the rommon menage wbieh is our gt'nerol mode of ooolal life 
must be oonsidcrod in any equitable oyotcm of ta~at.ion. From the 
point of viow of ability tO l'ft)' tbooo who opposo oeparato treAt men~ 
contend that it would bo an anomaly if differont sums of income tax 
were loviod on two married couplt'8 ~ntoying equal inoomot, merely 
becau!J<' ip one raao Uro inoomo bolongll(l wholly to ono apeuso nnd in 
tbaothor to both. In the caoo of a married man with £1 ,000 a y~r 
Wl&a':Jlod inrome, tho eacrillee in~lved b,f' inoome tax1 My £187 101., 
mey ·~ moat houoebolda bo J'OPfded u home equally by Oaeh apeuao, 
• aamfice of £98 141. eadt. J1 the husband and wife eacll have £400 a 
Y"': tit.w ia. no aurh ditf......,ee in their tuable eapacit.J' u would 

lustily a Menfico of only .£60 a year oaeh, whieh is what would reaul~ 
rom tnating huebend and wife aa two .. parat.. unita. 
~- U we conceive a number of bousobolda where the wife baa a 

YIIY'"" amount of aeparat. inoome
1 

but where tbe tolal income (un­
earned) of tho hue bend and wife is 146 st.JM the anomaliee that would 
hBU!t from the propoaed method of ee~t. -nt wUl be 
•ppa...,t. Let tho total incomo be a.nm<d to be £1,000. , 
::~· ~UI~nd hlotbe whole IOOOIM, tho 1U paid WOWd be .......... 181 

1 • .,_nd hlo .uoo and lb6 wifa £100, \be t.u paid ...,..ld ba •••• 188 

1::l:~"'J::d hlot800aocl thowlle£:100, lila t.uj>Aid would ba •••• 182 
If \be h 111 "· dd ~ .(700 ood lha wlr. A800,\l>e w p.ld would be •••• ua 
It "•-• ·-£800andlhawllo£400· lbowj>aldwouldba •••• l&a 

lbe hutband h11 .eeoo and tbo w!fo .eeoo: tba tax paid would ba •••• 130 
n. R~t. truo. n -t •--.a 

.. cl. 
10 0 
ta o 
0 0 
2 • 

~· 0 0 0 

• 
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The dilrerenee in the IUIII8 bome bT the lint and t..t or 1111. 
hoUIObold. with identical incomeo would thWI b6 .£67 10. a 
which a~pean to us not ooly inequitable but ridieulout undu a ..;;:::.'! 
-~~h &UDI at adjUJiing the t.u in acoordanee with tba prinapt. or 
abilaty to pay. 

264 .. Other wim-.relen-ed to. f.!le faet that ~be ~come of h""'-l 
and wile under the ordinary cooditiona of mamed life il trMted 11 a 
joint one 10 far u UJ*~ditme is concerned, and argued that it 11. 
therefore, not unfair to make their expenditure for t.uation dependaai 
upon their tot.al reoourcea. Under the Pl'8Mll~ law and pract.ic:e if 
the husband and wile are living apart their income~~ are lreated 11 
separate aubjeoti! for _...ent. It wu pointed out that if the 
allegation is correot that joint e.sseesment is conducive to hnmorality 
(an allegation unproved in the coune of our inquiry and oh&ra(>teriJed 
by one of the women witn- u being neither .--nable nor prol>­
able), the l~ical, even if not the practicable, remedy is to render 
liabfo to joint -.nent the income of two unmazried peroona li•mc 
l.o!:otber. 

266. It hu been otated by the Chancelor of the Er ebequer in tha 
Ho- of Commona that the 1098 which would arioe from the ~p&rale 
-.nent of huoband and wife would b6 £20,000,000 inereumc 
pooaibly to £46,000,000 in consequen.,. of avoidanee of tU by lnllt­
fer of income from the hU!band to t.be wife. To ahift a burden fnam 
the ebouldera of peroono wbooe joint income ia ouch t.bat t.beir ability 
to pay perm ita of ita being equitably bomo by t.bem, and to place par\ 
of that burden, by meana of an mere~ rate, upon the obouldn of 
other. tarpayera,. would be, in our opinion, enhrely oonlrary to aU 
prancapiN of eqwtable lS8C88lllen t,. 

11i6. We feel that the demand of those who favor this change is in 
riToot not eo much • demand for oeparato IIS84'118mQIIt or separate 
rocov~ry of tar- this they can have under the cristing law- u for a 
!lhnin.ution in lncomcrt.ar liability on tho gr~>und that part of Uao 
)Ou>t anco.m.o happen~ ~ ~elong to t~o wife. Tbero. aro two methode 
of r~ogm>.ang, by darrunaohcd tarataon, tho obligataons of marriage. · 
One aa to !"~• .au allowan~ ~ wife allowance or marriage oJJowance, 
from the )Omt ancomo; this wife allowanoo is already granted under 
!Jlo pr~t Ia'":', and we hove made propoeale which will in eB~ 
mere~ lt conaaderably. Tho other method is by a oomplote oenr· 
anoo an t.lae tzoatmen~ of huab&nd and wife fo; inoom&-tt.r ~ 
to effect a .d.i.fferont.iatlon the reaulte of which will depend eolinq 
o'! U1e particular manner in which a given inoome chan001 to be eli-. 
lributed be~ween ~e two memben of -tbe hou.ehold. Tbe 6rol 
~etbod, ~eetng that at afrecta e•ery married couple, il far morelikojr 
... an the aooo_nd to enco""¥6 marriage. " 
. 257 • It alrikea uo u .cunous that, while ignorillf{ t.be joint obl;p. 

tlo'! of huoband and wile for the purpooe of p,_.,g their clahn to 
entarcly.otpo.rate treatment1 t.be same witn- have ukcd for in­
·~·~ an the ~i.fo and chilaren allowaneee-which are crt>""" reeoc· 
nataono <?f the loant reoyonsibilitios created by marriago. II aeema to 
f: ~:~ 1~ wo~t be qwto ll!ogieal, under the same eyatem of wat.ionl 
1 b 0 An !lwance which recognizes the joint rNponeibilitiea o 
mo and and wafe, and at tho same time to gran~ rclief to each of tho 
par~n~._ to tl>o union ao though thoy were complete etrangero. U 
separate asscamcnt were granted tho marriage allowance ahoilld 

. 
\ \ 
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locit*'!1 be aboliahed, and U!e fMII!'-would be a ahi!iinc of burdena 
ftOID lhe rich to the. poor, ~- m the Yu~ ~ority of - the 
..nfe hu eilher no ae~to mcome !'t all or a oeparate inoome 1,. 
lhao tla• amount of the pr~~~«~t m.amace allowanee, and far 1,. than 
al)owanee we au~t llhould be made. 

258. The queataoo involved abould not be regarded u a polit.ical 
ueotioo, but purol1 ~ one of finance and rennuo, and we are utio-

2ed that it muot be deoaded, not on any t.becretacal groundt of equality 
of citiunohip, b~t in. aooord&llu with the ou.ta~nding princaple of 
"ability to pay/ whic!' w;e rqcogn\&e ~ governmg alf qucstiona of 
taxotion. In we apphcauon of this pnncaple, we muat regard the 
social conditio!'•. of tho COU\}Uy in which tho tal<ation ia ampooed. 
The great ma)oraty of marraed persons lave togelher and uso tJaolr 
several incomes fo~ commo!' purposeo, and thia common. monogo and 
joint dopondoney 11 rooogruzed, to tho beneJit of tho wafo, for otlaor 
pu~ of taxation, o. g., legacy and suCC088ion dutiea payable by 
1 widow arc 1011 than those payable by a peraon 'unrelated to the 
deooosed . • f . 

2~9. The aw.e$*Uon or meome-t.u purpooeo of tho income of 
husband and wafo aa not doponden~ upon any medieval eoneeption of 
the subordination of women; nor is i~ a queetion of aer disability 
a- tither partner can daim oeparato asseaJllent and oeparate ool: 
leetion. Tho inoomeo are aaregated b6c&Ulle the law of tarable 
capacity is the tupremelaw in mattoro of t.ualion, and tlrable capacity 
is, in fact, fouod to depend upon the amount of the ineome t.h&t 
oecruea to tho married plllr, and no~ upon the way in which that income 
happena fortuitouely to be owned by t.be member& of the union. It is 
beyond question that in tho immenoe majority of CU418 where tho wife 
bas seporate m~ana aho contributos to the common purae, either by 
actual merg~r of hor incomo with her huohand'o, or by bearing expcn~ 
which in lcSB fortunate bouoeholdo fall upon the husband. 

260. We laavo given 1. great deal of time and attention to this 
subject and bavo considered with tho utmost care all the argumonta 
that havo boon put before ua, and we have been forced to tho concluaion 
that tbe griovanco complained of is more vocal than real, In other 
"ords, that it ia a grievance rather than a hardabip. We tborefoM 
reeommon~ that tJai aggregatimo of tile incomu of wife and 41U6and 
fWd eaMIIIU llJ 6. tJai MJ.. 

261. ln paragraph 249 (b) we referred to the erceptional treatment 
allowed under t.be uiotlng law to the earned income of a married 
troman where the joint i.o.oome doee no~ ex~ £600. The effect 
of this provision, in a cue where, for example, bU!band and wife each 
tam £260 and ha,.. no other in.come, is t.bat two abetementa of £120 
... b are allowed u compared wit.b the single abatement of £100 

h
1rbieh would be dlowed if the whole £500 were earned tither by the 
usband or b1 the wife. The limit of £600 bu been repreaented to 

us as too low tn preeent condiliona. We agree with this poblt of 'fie~, 
aod recommend that the relief in ile preeent form ahould be d .... 
~~lifl?cd, and that where the wife bu £60 or more of e&rl!cd inoome 
~ joant exemption or abatement allowance to a mamcd eouple 
auou ~ be increued from £260 (earned) to £300 (earned). Wbere 
~e wafo cama lOBI than £60 t.be JOint allowance for a mamed oouple 

ou)d be incre~ from £260 (earned) by tho amount of the llrile'a 
earnmga . . 

• 
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202. In eonnoetio!' ~~cb this subject,, our al~ntion baa '*• diree~«t 
to aomr minor doc.aila m regard to wbicb we make lbe following •IIC· 
!!""tionA: (a) 1/wJt 1M ,...,..u a/lqWd .~~m:c ,....,.,. of·~~. appor. 
tionmrot ood r.-rt~ of 1M IGz aga>MI 1M IJ>O'UU '" rup<ct of tA.;, 
uparolr i-mu tDiun ~ lo 1M coll«:ti~ of 1M IG.r; (6) IAol t4e 
,,..,;.,. to k g;.... •v a t111f• or hiUband req11trtng UpotGI• .,...._ 
1AovW 6< ol14wd 1o k gi«.n Ill any tmu nol kl~r lhan Jvne ItO io t4e 
vcar of a .. wm,.l; and (e) that ~ h1L06and and Vlif• are upo111UJv 
OA&turcf any relitj in rup<d of lh.tir u~~ or invt~tmtnl i .. om. 
1houltl br gultn to thl h1LOI>and and lo the t111ft "' propomon to tlltir ,.. 
IJKCiiN a11t11abl' income•. 

' ' 

JNDIVlDUAL VIEWS OF CERTAIN MEMBERS OF 
. THE WAYS AND MEANS COMMITTEE 

The undersigned members of the Ways snd Means Commitleo, while 
8 .,..in~ in tho main with the provisions of the bill, dceire to cxpN'l!o 
1f.rir dtsagrccmcnt and dieacnt to those provisions which require 
mandatory io!nt inco".'o-lax ro~urns by.hus~snd and w!fo. , 

ThisJ>rovis•on was mcl,uded m the btU w!tbout hearmga or wtthout 
permi~tutg afiooted port•es any opporturuty to appear bcforo the 
contnuU..ec. we have read carefully the pamphlet prepared by tho staff of tho 
Joint Committee on Inumal RGvonue Ta.~ation. To ua the argu­
mrnts seem fallacioua, &nd are open to the serious objection tha~ for 
more than 100 yer.ra1 tn ~his country at leas~ Md eloewbore for longor, 
1ba~ husband and wife have been considered separate entitira. \\hila 
il is true that under the common law all of the propu~y of the wife, 
t<tn tha~ which abo held at the time of marriage, beeamo her hull­
band's, for generations "'!•t baa no~ been the rule in ~ur eounlry. 
\\' e believe the propoeal IS no~ only unsound bu~ definit~ly uneon· 
slitulional. 

The effect or the mandatory I' oint returns provision is to merge, for 
ltxalion purpo!MlS, tho income o both spouS<lS, 80 that the old conunon· 
In· rule IS in cf!oot revived, Md lbe wife is no longer rooognized u a 
srparate person. 
lt is realized by ua that thia provi.sion will inereiLSO tho rovcnuo of 

the Federol Oo,•ommon~, but it will do 80 only on the bMia of groe,a 
injustice to tho womanhood of lbe country. A simplo cxnmP.Io will 
suffice: Two sisters, each acquired $20,000 by inbcritanco or gtft from 
their rather. Ono or them is married to a husband who is mRking an 
additional aubatan~ial salary. Tho other is single. Tho ainglo 
daugltter will pay tax only upon the income from $20,000. Tho 
married daughter and her husband will pay income tax upon tho income 
from the $20,000 plut all or the aalary, wages, and other carningJ tba~ 
h•r husband will receive. 

It is not our intMtioo to p......,.t the full arguml'll~ against this 
disairoinatory propoeal in th016 views, but it is our intention to ~reaent 
lb ... vi~ fully and in aome det.t.il on lbe Boor of the Hou.N dunng the 
romidention or tho bill. 

FIAN& H. Boc&. 
MATO!f H. WaT. 
Kl.'llU HILL. 
TBOIUI A. JE!II<ll<l. 
13. W. QltAliUAAT. 

ae 
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SUPPLEMENTAL VIEWS OF THE REPUBLICAN 
MINORITY 

We oltho Republican minority on the Wayund Meau Committee 
desire' to submit tho !ollo"ing oupplement.al stat~menl with rcepocl w 
the revenue bill. 

ADDrrtON'AL TAXP.8 OIPERATIVB 

Tho Nation'• finaocco are~ a critiealala~J duelo tho extnvagant 
spending and reokl0111 borrow10g under the !'lew Deal adminiatratiort 
during tbo past 8 yoara. Tbio condition is now aggravalod by tho 
!act !hat u~proe«<enlod outla~ tor nation&! defense are beintt r~uired. 

U ia ObVJO<JI thai a IUbelanttal IDCI'088& 10 lhelax burden a am per" 
live il the credit o! lhe Nation is lo be preoerved and the delente 
pn1gl'&nl is lo go forward. 

We, therefore, have no alt.omalivo butlo oupport. the ~neral objeo­
tive ol tbe bill in -king lo bring revenues and expenruturco cl010r 
~Dgetber. 

PUT N£W DEA-L PaODIOALJTr lii.AK..&S DEr&N8"& FIHAHCIHO MORa 
Drn'ICVL'I' 

Alnady, emergene.r, defense appropriations lola! 43 billiono of 
dollars, with eomo 7 billiooe more m immediate contemplation. Tbil 
stupendous expendilur-which may in the futuro be multiplied 
several times over-must bo 6naneod on lop o! the doublod coel ol 
the ordinary functions or Oovcrnmont under lhe Now Deal. 

All tho American people reJiool upon lhe aatronomieal magnitude 
al tho dcleoae progrt.m, thoy must be painfully awaro lhal tho ability 
ol !be Oovernmont lo llnaDC& it haa been greatly impaired by the 
prodigality o! the Now Dea!apenden. 

Those waalrelt han engaged in lhe great<et pe&C&Iime orgy ol 
e.ttr&\•&ganee in all hialor,y. In 8 yean tliey have open~ aa mucli aa it 
~llo run the Government during lho lint 131 yoara o! our oounlly't 
enstenee, !rom lhe admioilt.rauon or OeolJ& Waahinglon through the 
administntion or Woodto,. W"alaoo, includin!f the World War period.' 

They have aocumulaled a aoriea of a~ annual de6ci11 "'hich 
have piled up lbe oational debtlo a po10t whue even the __...., 
borro'lri~ !or deleOM will aerioualy jeopudize tho pubUo credit. 

The:r have tued and t.axed 1be people until tho anilable aoureco or 
Federal revenue have been all but exhauated. Thirteen major w 
measurea have been enacted under ~he New Deal.' Tbe American 

~~.-_sPIBd!-.. .............................. WA!porlottllt~ol , .. ~ ... ' 
• ..._ .. 1&1 ......,..I:Ddltdt: .(1) n.tN...._....., .l_~ AeCtu ...... .. Cm 
~ M.lt-....t Ad.,....,..i':IM .. t.uet. 1- (J) U. ~ tltD, It»: (4) tile .• 
• ltM: oo ~- ·~ ..... ., •. . et) ..,.. w-roU ... aadw * 8ocW ~tmrtrt • •· • en ... ~~................. ........ .. ... ~) ..... _ ..... ,101: (11)1 ..... ;::.~ .... 

.Wt~tHO<::..~~':J~ ... ,_...,_AolfflMO(.,._.I&ui); ... (.LJ)t.be ...... 
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people .,.. now loaded down with a bUl'den of t.&xatJon- l&rJtel · 
biddrn lrvi .. - which is SO percen~ grutu than under tho World \v! 
revenut act•.' 

Tbr lollo,.·ing table givts the unpleaaant laet.a ol the New 0..r 
finaneioll'ffOrd I rom July I, 1933, to June 3~1.1 9-41. It ahowt that ia 
this period the administration baa spent 67 biuiona, coUeeted ~0 bilUoQs 
In revenura, aec~mulated a co~~med defi.cit ol. 27 billiona, and ;,. 
cn .. •d the publoc debt to 49 ~ilUo~, not mcludmg over G billio111 of 
obligationa of New Deal agenc1es wh1cb are guan.nteed by tho United 
Statea. 

Tl&e Nc"' Dttd }ffC4l rtcord t 

Of thr total upenditul'\'6 of 6i billiono, only 6 billions ~p~!teot 
~ll~<ndinary outlays for drlrnse since the rmergeney program waa 
ms&u.uttd last Yf'Rr.• 

Thu• it i• "ialrnl th•t tbr finances of ll1e Nation- which are i~ 
finJI linr of drft'nsr-worr in a critical condition before the p...,.ot 
omerga'ncy b<'l(llll. in other words, the defense program did not 
prt'<ip!tatr tlw P"""'"l crisis in Oo,·ernment fln~tncing, but morrly 
madn 11. mort\ ntut.e. 

I n further • ub• tnntiation of this fact, we need onlv to recaU tbal 
a~ th('l tlmr th~ in11.in1 rrqu~t. lor emergency-dcfonso funds WM mAde 
last yr11r, it wns found ~hnl the New l>eal spcnMra h&d exhnu•r.ed 
the thrn·rxisring $45,000,000,000 debt limit. The Congrt'M in 
eotabli•hinj! this limit l!<'voral years before bod never dreamed that 
II would O\'tr br roached. It thus became neCMSary to raise the debt 
limit ,to 49 billiono in order to get the delenac program undrr way. 

. ~h11 year, C'onJ<r<M was obliged to further increase the limit toM 
b1lhono"" thot the Trra.surv rou]d oontinue to mret the Oo,•munont'• 
obligation•, both civil and military. 11 now app<era that the 
~.000,000,000 limit •·ill IKo ...,.ched uexl yrar, and it ~ prob.bl• 
thU b.fo .. thr p ....... nl entergenry is 0\'U the national debt ma}' 
fUaly I!" to 100 billiono. E\'rn this figure

1
.whieh ia nearly oqualto 

the ......,...,I ~alue ol aU r .. J estate in the united StaleS, may be all 
too C"'nstr\'fth\'f' , 

' M~IJIU ""- •~ ••ll'lt la.1 Ia., la t.btt ftln'tlll 8-a 1ftot.,. •11-..fld &t. tt.~ .0C ~ 
:;::,;:-.,.Mwd1 ... - '.,'-~bill Tbt lllchMC ,_.pea Dlldtr UW WorW "'Ill f'f'"'"" .,u . ._.... t .,. ' .. .. fllikc*-&IDOUilt.td 10 M.:Ht..OOUOO. 
...;~~.:~~~~;~ ',..!'!~~ffl""" "'....._ rtt JtaiJ'2. 1t41, iota~ a&~iolllfM.tfea• r1ptlldlt~~~M ll!ta.rtrl~M.,.. 
&at; al • ..__,.. l'ndt• lww30, 1tHI,I.m(lllftl#I!I IOI6,(H&,O:O.(i.O, Tbllll~,of('(lllt'lf,IMIP 
l1llll~'! • .:1~'l,oklf Mlkl-.1 dl'rtlltl', •bk:b In lbt llfftmff'IOIICf J)triOd ot 'I«JJ •IWI .... ,~ 
4loatJ "drft-~lll)l. ••.Wiy. 11 •tut bt ckdutced rtom lbt\o46l(otrdfor~*'l*ltiiM''tJ.lrMif 
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The )'rHident, in 1933, eaid that "too oftrn in r<'<'ent hiatory liberal 
•trnmrnta IIA''" beM wr<eked on rocks of loose f~~eal policy " in 

~;,of the estrav&j!~n~ op.endi!'&. which su~uent1y. -~ 'undtr 
tbe l\ew Draladm!"IAtralloo, 11"' no!" pertinen~ to mquire whether 
tlail stattmen~ waa 1n1~nded aa a "'!'rnmg or. as a propbeey. When il 
,..15 n••""· only 3 delicti&, aggregatm~ 5 balhons, bad accrued. Sinre 
tht•n tho number ol aueeee•nve defie1la bas grown to 11, and their 
~~-gllte amount. to 32 billions. 

W:&.\SS )IU8T 011 POUND TO PlNANC£ DEFEN8'£ AND PRU£RVI! THII 
NAT10N'8 CREDIT 

11 tho cre<lit of tho Nation should fail , our whole economic and 
political structure would coii&J.lSO with it. Therefore, ac~ion to 
strengthen tho nat.ional finances 18 ur~ten~ly required. 

During the flreemcrgcnC:l' period It would havo been I)()Uiblo to 
b41·e brought the . Fodt•ral "Budget in!<> balance, and th~rrby, havo 
prrptmod the Nat1011 bettor to sust.am tho burdens whtch now lie 
&brad. Tha No~ Deal a~m~lrat!on, however, ": .. &flii,AI'I'nlly 
mort' intr...,.ted m contmumll 1t.scll m power than m puthng tho 
Go"tmmrn&.'s financial bou.se m order. 

1\'e of the Republican mino~ity ~ntinualll: warned of tl!• danjl:rra 
.-bi<h the <Ountry would face •f the trrespons•ble, •pwdthnft pohcice 
of thr :ole"' Oral wrre continued. Those d.angers are no"• at hand. 

\\'bile the Ne"' Deal1pendera must aasume the r'"'ponsibility lor the 
rounrry'• p,......nl "frnaocial unpreparedness," the fixuion of the blamo 
dors not repair tho damage. Tb&L is the irnmedU.ta wk which io 
before"' · 

Probable expenditures in the current fiscal year, ending n11.tl Juno 
30. are presently eatimatcd al more lhan 22 billiono, no~ including 
ment requesto for several billions ol supplemental defense nppropria· 
lions. 

Tho estimate of probnblo revenues from existing tiiJC lnw& is 0.4 
billions. 

Thus a deficit for this year of 13 billions or moro is indiented. 
This is • staggering Rum and to lhe extent lhat it is not reduced by 
eoonomiea in cxpen. dilm'<l and by additional revenues, it will havo to 
be finouced by further borrowing. Even witb tho enactment ol tho 
pendin~ hill, which propo- to increase t.a.•es by 3.11 billions to a total 
of 13 baUiona1 the defic.tl will probably exceed 10 billiona. It should 
be kept in mmd ~hat only SO to 60 percent of the oontemplatod addi· 
uonal rennue will actually be coUeeted in lhe current f.aeal year. 

To try w place the finance~ ol the Government on a at riel r.•y·aa­
.. ~ basis would be utterly impossible al lhe prospecth·e e,•oJ ~f 
Upe~duures. Jual to pay the interest on the preaenl debt will 
requtre all the additional revenue wbieb will be i'<lalized from the 
lll<';tase, in pel'liClnal-incomo taxea under the pen,ding bill. . 

:Sot~Jthstanding tho dangers inherent 111 11, further borrOWIJii 
•~p~rrnlly cannot be avoided. We should, however, kecf! i~ I'! a 
ruammu"! by reducing oxpondiluree wherever possible and by lll!pooutg 
such tdthtaonal tuea aa may bo levied ... -itboul unduly burdomng tho 
people or crippling production. 

RegardiC88 o f tho fact that out country muat enter upon thia 
emergency period with its borrowing and taxing powers clnngereusly 

• 
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,.....,ktned by the New Deal spenders,_ tba obllirationa of the Oo•un. 
mont muot at all ClOlla, be met. It IS to be cinplo....t that thty .., 
only be m;t by impoting on ooeroua addit.ionol burden of t&sat.ioe 
upon an alr....ty heavtly taxed peoplt, and by furthtr atTaining lD 
alrtady strained public credit.. 

TUC W&ED P'OR ECONOK'T IN NONOEP'B.NIB 8PI!NDU'i0 

\\~1ilr wo must aupporlr-<lo the ground o~ i'!'parative need-.., 
incrc•M<' in the tu burden, we at t.be same tlDie uuost that thCII'<l should 
h<• <'OliJ/Ied with such increase a mandatory reduction in oxpcnditur01 
for ch·•l purposes. Desp1to the emergency, these COitAl bavo boon 
eonKtnuL,Jy incrensinf. 

'l'lw some eritiea stole of a.ffail'!l which calla for an inercaoo in 
taX<•s nlso rrquires that nondefense spending be draotieally red. ueed 
and nil unnecessary and waatdul expenditures completely ulimioatAid' 

11 th11 Oovcn1ment is going "all out" for national defense and "ali 
out" for taxes upon tho people, it is compelled both by neceasityand 
by a rrgard for 1ts obligation to the taxpaycra of the country to abo 
1!'0 ~~ .. n out. .. ror economv. 

That it ohouid be possible to bring about '"'tion along this line oeoms 
to br nhnoot univcraally conceded. The Secretary ol the fuuury· 
in hi• ap.J>C"rance before the W aya and Means Committee sta~ 
that in Ius opinion nondefense expendilurt'll could be ....tu~ to the 
utrnt of at leu~ $1 ,000,000,000. Various other eatimatte of posoible 
••••in~"' ha••• been mode by ,...ponsible individuala and organiutiono, 
running ao bigb ao 2 billions and over. 

1'hr country bns waited in vain lor the President of tho UnitAid 
Stoll .. to MOurne leadc:rsbip in the matt<>r of economy. Withou~bis 
.. ·lrolrhrarted aupport, there, of COUI'!le, is lillie hope of suecess in 
&rhi(•vintt it .. 

II is • •11nifieant thot while tho l'rrsident has sont n spreinlletter to f 
tlw Cornmittro on Ways and Means strcssil>g the l'lCed for additional 
rcvl'l1u<·, he hM eithrr nrglccted, or purposel,Y &voided, tho opportun· 
ity of •rnding • oimilnr leHer to t-he Approptl&tious Committeestr""'· 
ing thr nrrd lor economy in expenditurrs. His verJ ailonce on this 
mott<•r oflrn1 tloquen~ testimony as to the undr.rlymg cause of our 
tountry'e prestnt. financial insecurity. 

Wr bel ieve that the time is ripe lor the reit<lration by tho Preaident 
of th• wioe counsel e:<~>ressed in hi& since-forgotten economy m...age 
o! Mart'h 10, 1033, wh•ch, in \'iew of it• applicability to prmcn~condi· 
lion!· ,..,. apprnd to and make a port of this report. 

. \\ • hM't often aaid that we do no~ lot'l U1e administration hu a 
nght to ~all upon tho people lor more sacrific .. through tuca with.o~t 
fi.,.t makmg every tflon to reduce expenditul'\'8 to tho bone. Th1111 
mon- trur tod•v lhan ever . 
. \\'r ""' ouro_lh•~.tbe American people arcl"('ady and .. ~lling ~ moko 

.. ho~r•·rr ucnfiee 11 Dllllefi&llry to pay the incr~asod tuM whieb ~ 
"''U>rtd .. Howovu, thry_ will do so with mol"(' satisfaction, and.,,~ 
bcttr,r fech~g toward thCit Government, if thoy are shown th~t 11, 
too, •• mnkmg: some effort to reduce its sp~nding. Thoy may nght.­
f~ll~· rtor11L bemg called upon to pny increased taxoa under tho suppo-
11110n that thry nrc contributing toward national dcl~n..,, only to 
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find that their tax dollara are also being used to finance further New 
Oral .xtranganoa. . 

Althoul(h we have plaeed empb&BIS on the need for the eurtailmen~ 
of nondrltnse spending, .it is ~pparen~ that there also is mueb room 
1 r reonorny in eonneell~n With aome ~f ~· .fhMes of the delenae 0rogra01 it.cll. We part1eularly have m mm the extranganoa in lJ e construction of Army eantonmeotsA whieb hao been so rampant 1 to con• tituto a national ecandal. ccording to an invl'Otigntion 
:nduetl'(l by one of our colleagues in ~e HoliSC, a~ least $250,000 000 
olthc $SOO 000,000 appropnatoo lor thie purpcS<l waa wutecl.' TI1oro 
are othrr pi>oSl'O of the dofenao program where appropriotiona could bo 
spent more wisely and prudently without in any way impoiring nelunl 
d•fcnsc needs. lt i~ not too ,much to ask _that tho taxpny~ra ~I tho 
country be given tho1r monoY • worth, oven 1n tho case of oxpcndrturcs 
(or defense. , 

A rcccn~ tendency b1111 been for everyone w1tb a pet project for 
sjlfnd.ing the publio money to allege that it contributeo to national 
dtlell3<'. and thus attempt to justify it. The administration itself has 
lrotly engaged in this practice, and millions are being spent in the 
guise of nat10nal dcfcMC on projects which actually have no rtmote 
<OIInection thcrewith. Uenco the mere fact that some ittm of ex· 
ptndituro ~rrica a dele""" label is no reason why it abould be inlDiune 
f.rom ~trutmy. 

We lrcl that tho Preaident could make no greater oontribut.ion to 
lhe defense and sceuri~y of the Nation than to asaume thr n..,....ry 
leodr .. hip in the matter of ....tucing nondef.- expcnditurN. In 
ouch an effort, be would find the people united behind him. 

Due to tho fact that tho Ways and Meana Committee hao no juris­
diction o•·er appropri&~ion matters, we regret to say tha~ it wu pro­
eludl'd by U1o rulu of tho Houao of Representshves from including 
an l'(Onomy provision in tho tax biU. 

RllPUBt.ICAN Ml~'ORlTT B AS COOPERAT ED ON N0NPAUTI8AN BAlli IN 
DRArrJNO BILL 

We of tho Republican minority have ooo~ted wi~h the Demo­
erotic majori~y on a alric~ly nonpartisan basos in endeavoring to help 
them produce the best poeaible measuno under all the circumataneea. 
In Ibis connection, il abould be pointed oul that tho adminialralion 
bas boon able to exert 1- influence in its preparation than on any tu 
bilhioce 1933. 

Those who, like ouratlvea, feel that there is much room for ita im­
provement, 1111ould olwa:re bear in mind that there is no aucb thing aa 
a ~ tu biU. None oould be dma.d of the propcrt.iona of ~· 
pending measure whkh would aatisfy all The moat tha~ ean be aatd 
in ita favor ia that it might have been wo.,.,. We feel that we have 
at leas~ made aome oontribut.ion in helping to keep i~ from being u 
badas it firat appe&r«< it might be. . 

Since there are diJfercncos among us as to many of the ttcma, we 
have not 1mdcrtakm, In tbia atatomont of our viows, to oomment upon 
tho merits or demcritAJ of specific tax propoaalo. 

'let~of UOL Albw•J. &Qitl ot:Wlohlpa. ~11&1 ~ l)f l u.at,, INI, oa .... JMi lif 
toOJI.nlri!Mor ArlllJ CIWI!Pt. ' 

• 
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Somt ol our mrmbors would hna prefcrnd to have ,..... lht 
inoomr-W base broa<!ened insl•ad o~ ~nfioed lo Pn'eML tupoy.,._ 
Some oppo8('<1 thr jomvret.urn proviSIOn. Some voLed fur 0 f'V· 
titular tax and others opposed 11-. The':t'!or., our rttl~ti'·• ...... 
puiniAI witl1 roop«:L LO the aeperat.. proviSIOn ol tbe b1ll nN:-n! 
will hove co bo dioe.......I by liS indh·idually whfn the meuur. ru<b~ 
tl•e floor ol elm Hou.,., 

At.L&N T. TRr.ADWAT. 
FRANK CKOWTII¥1\. 
liAHOLD KNUTION. 
DANIEL A. R>:ED. 
Rov 0. Wooouurr. 
T HOM AS A. JF.NKIN8. 
D oNALD H. McLEAN. 
BERTIIAND W. OtARII.\RT. 
FRANK CARL80N. 
DEN.IA WtN JARIU!'M'. 

APPENDIX 

~1M .~utc otwlllt~t« •I R,-~rUftttditu: 
1lw! ~atCoa II dft'ply &ratified by the im.mediate ~ J1,·~n 1ttterda.1 

bv 11M" Conltf'MIII to t.he ~ity for drutic action to r'e~Jlore and lmpro'-e our 
bi.nkin~ ,.,..,tem. A llkeo ~ity ex~ with m.pee&- to t.tt. lir.-nee. ot Lhe 
Get\'t'nmM!.itt IWU "'bi~h requiJU eq11&Uy eour&~eout, frank, aud J)I"'OOJJt. r.e&JoD. 

f'or 3 lon(t )C&I'¥ tt•~ f'tdtral Go,·t-rnmeut h&.!J been on tb., road to•ard bank.• 
nltllCiy. 

l'or Olt' tl•rl\1 )'f'&r 1931 tht! dt>lic:it wa!l: $462,000,000. 
t-'or the tiJotal ye•1u 1032 It 'ltM $.2,472,000,000. 
f.\t t tht' llM'i'l y~:Ar 1033 It Wiii J)I'Qbtt.bly exceed $1,200 000,000. 
Fur lh~1 6"<'"1,\'C'tlr I 03~. bllSCd on the appropriation bUG; s)IUJlj(ld by Ote 1M\ Con­

ltN..'MI Mul th4• f".fl tlmau-..1 r<w<'nutfl, the dc6c:it will s,roba1Jiy excet.ocl *1,000,000,000 
unlt'IOII humtftll\1~ IU:tlon ljo$ tnkcn. 

Tlu ... 'ft' t ,.h-.11 hM•f' J1iiNI us> an accumulated dtftcl" ol S.$,000,000,000. 
With tlw u tmt>l"t ~~eriouJ~.ne$l 1 point out oo Uto Conkrt'M the IH'~lo•nKI elftel 

or thl!! fillet upm our national economy. h . hu C()nlrll.natetl to \.he rteent eollaJ* 
c1f our banklna •tru~tul't'. It W at«ntuated the 1taanat1ou of the tronoruic 
lite ot our pfOJilf", h bu added to the rank.e ol the unemployed. Our Conm­
mt'nt't~ houH• "' not In ord1!r and, tor ma..ny reNOl'll, no el'l'eeUve -.eHon hM hem 
talcfon to m-ture It to ordt'r. 

l'pou tbt unhnpa.lttd ~rt'CiiL of the ralted Stata Oovcrnmt-ntmt• the ealdy 
nl drpo~~lt,., thtol'ftUrhy of inaturan<'e polidel;, tbe a.cth·lty ol indi.Nrlt.l tnt~~ 
the- nhw ol our ~ultural prodttetlf, and the avaltabUfty ol tmptoyment. The 
th'fb& of tht' \'nltC"d Stat«w Government dtftinftely d'ede thete turwt&mteW 
human ulut~L. h. tbtrtrort. btco~ our &.nt. t<OUetrG to make lt(Ute &be 
l!J'md.atlon. Xatloual retO\' tr)' depeDd:s upon iL 

Too ohtn In l"fe..t;nl lri'lOQ' b'bt'ral govunmeuw hno t.n 1l'tftked oo rotb 
ol ~ filftl pollf'y. We must a\·old this danger. 

h ht. too tate lor the ltt..,ure.ly appr<*eb to thlt problem. Wt mmt noc. •...t\. to 
a<t ':L1'«'"'1 t11011the btnce. 1'he tmergency le ~tu&t.od by the n~t7 d 
••~m< k..._..At n::tuocllns opent.\lona tbil tprlng. 
,. \\(' mu~t 1110\e • ·hh a d!rect and reeolut.e purpo~~e now. Tho Member~ o1 tht 
Con'"'~ ""d I •~ Jlk-dted to Immediate economy. 

I 11.1n, thN~·foi"C'. AAAumln~~: that ' 'OU and t are In eomplete agreement M to the 
"'f!c•ut nt'<'t,.h~·· and my wn~titu11onal duty It to ad''* you u to the met-bock 
lor obtalnln1 urAiitl t rcirtnduneot at this tinlO. 

' ,. \ 

• 
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1101 •pookl•& to 7ou Ia &<ftO!"I u.- I am polnttna out a ddlnhe ......_ 

~ ~' c~ toaded \tJillat.on re.la~g to the reorpnludoa and tllmlna­
• ol n:«Utl\"e ap.ndN, bu1. the eeonomtea 'but to be t«eded are •mall when 

'"",.sin tbt tf«ht 01 tbe """' dtllett rcw the ..n fii<at y .. ,. n..1 ..-moot._ 'b: ~ill@ nicdt ol our tredlt. 11\uaUoa.. Pro"i:doD for addiUon.al M\'ln«_ • 1 _ • L aDd 1t~t.n!ioN l am uklq the CooP'f!lill today tor new lto&Wat._,n layln.s 
ftSt"'''~ pr;ne1pkw tor the panting o1 pena:Sons and otber V"el4!1an beodlu a.nd 
~~· 1_0 the •.:xecutlve the authority to preecri.be the adru.ln.Lf1ra1h·e detaUa. 
~\Y~ 01..._nhnou~ln upboldln1 the duty ol the Go\-emmHat to CAN lbT thoeo • 'bo «l'f ln it• ddtnte and lor tht:lr wldo•'l and orp~. Tbe •J,plleatkm, ho•·e,·t r, 
w b!J: (Jt"at prine1p\o to larse nuroben o1 J)t!!Ople 10\'oh·ee COWJ)UC':ations-.o gt't!a\ 
~~tit ~ ahnDIIt ioJJ):OI!I:Ible lo draw Je«ialt.tlon with auffielcnt. Rexlbill'y to J)rQ\' ido 
~l~taniia1 Ju&lloe In ' 'arylna aJtuatTons. Tho proJ)OIMMt legL!latlon tllatt.t tho 
priot"lplet and, lhnitcd to them, permltt tho Exeeuth·o to dra•· the lintt of dftferen· 
llatkm tle«'Milt'l ~ jUJ!tloe. 

hl areurd 1\'IL1l the MtnO purpo18 ot aubltantl.aJ ju.Mtieo I request s l.110 the enatt• 
urnt of trsl!l•tlon f'(l lat.lng to the BA1arle.a of elvU and mllltary employee~~ ot 1 ho 
bo\·croment. T bUI would repeal lbo existing furl_~ugb plan, ttlbstltullns IIH!~ 
fore a general prlnciJ)lO and a uthorlalng ~he Exee-utl,·e to make appllcadon ol thl!t 
priodJ•l<'. ·rhe JltOpc:!r legl.tlaUvo tunct1on fa t.o fb the _amoun~ or exl>('ndlture, 
tb~ niMM by • •bleb It It LO be ralaed, and 1.he. general pnndplt'll under which the 
t'<Pfl'lditu~ are to be mado. The details or expenditure particularly In vSew ol 
tbe ~' s>tc!8tl'll emergency ean be mort~ wisely and equilably admlnlll.t:rtd 
tbrou~h tbe t::cteuth·o. The fto.xibility of the meaaurtt which 1 am propoein1 t. 
DOt oDl}· pratt leal, buL p~ alone t.he road ot eonsUtutiooal ~o\"ffnrntnt. 

Suth ft'On(Hnltt which ~o be made wru. 11. Is Lrtle, atfect ~me or our titian~ 
bul tht tailurt to make them will a.rrtet all or our citilens.. The tttrt 1t.abOI'7 01 
our Gonnwa.t·nt lt~~ell 1.1 concerned aDd when that it cooe«ntd 1be bt.nd" ol 
aomt miN buubordinated to the neecb ol all. 

Wbm a~' da.nJ_tf thrtettnl our hMie seeurity it lt mr duty to .dt'IN the 
('~ ot the ... , to _pnwer-ve lt. Ia 10 dolnc I mU!\ be lair not- on~ to the 
1"' btrt to tiM' many. Uta In thilaphit that I appeal to you. lr the COI~ftllt 
C'~ to ,. ("'1 me •·ith this retponlibiUty it will be exudsed in a •piri\ of Ju."llco 
co au. or ') olpl!lthy to thole who are in need, and ot mainte.lnlo3 Inviolate the 
t.•;Jc 'llll!Uate' o1 the United St.atel. 

1 a..l: tbat thit IC'f,IJ!Iailon so Into el'l'eet at onoe •"itbout e\'en ..-aill~ lor tho 
bcclmtlna: cH tbe nul ftscal yur. I gl,•o you a&suranct~ that il 'hi• I• done th~re 
~ rea.-ona1114! )Jtwf)Cel thAt. within • year the income or the Go,·ernmellt •·ill bo 
l!uftkidlt to eovcr the cxpendlturet of the Government, 

F RANXLJH D. UOOJtl\'XI/r, 

0 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATE July 24, 1941 

Ferdi nanq Kuhn, Jr. 

Herbert 'Merillat 

PRESS OPINION ON TAXES: 
TAXPAYERS' !.!ORALE 

After several months of editorial consideration of various 

tax proposals , it is possible to cake some apprai sal of public 

willingness to accept the proposed tax burdens, ae reflected in 

editorial co!llllent. 

The most usual edit orial reaction to the Ways and Means 

Co~ttee ' s proposals , in metropolitan and country- town pepers 

alike, has been an involuntary cry of pain, followed by an ex­

pression of nillingness to accept any fair tax burden in the in­

te rest of national defense. Quite apart from alleged inequities 

b the distribution of the burden, the total revenue goal baa 

generallf been regarded as ~staggering", but justi fied. A truculent 

tone baa been sounded only in relatively few papers which are bitter 

critics of the Administration' s foreign and domestic policies. 

The need for substantial increases in tax revenues has been 

universally recognized. The Tr easury formula - - to raise 2/S of 

the funds necessary for federal expenditures by taxes, 1/3 by 

borr~ing -- was originally bailed as a sound one and there haa 

been no substantial quarrel with the revenue goal of 3! billions 

• 
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fixed unde r t hat f ol'!llula. It is perhaps eignificant, however , that 

there has been little press demand for a greater revenue yield since 

it becBmo apparent that 3! billions would not be adequate under the 

formula. A few editorial writers and commentators who have followed 

the development of the tax bill with closest attention have expressed 

alarc at the inadequacy of the proposed taxes to cover 2/3 of fed­

e~al expendi tures in t he fiscal year 1942. John T. F1711n, t he !lew 

:or~ Journal of Coomerce, t he New Re public, and the Nation, are in 

~hat &roup. The vast ma jority of papers, however, have expressed 

no concern over abandonment of the formul a and have shown no disposi­

t ion to call f or a tax burden heavier than t hat provided by the Com­

oittee bill , 

Likewise the President's remark that higher taxes will be 

necessarr rear af t er year was accepted as i nevitable , but did not 

noke a suggestion from the pr ess that the problem be faced now by 

lr:creas il)l taxes still further . 

In brief , the typical editorial reaction to t he prospect of 

:.n taxes t o defra.;r defense costs has been something like t his: 

a protestation of willingness to pay hi gher taxes; 

considerabl e dismay when the form of the new taxes actually 
has become known; 

r eluctance to face the fact that the taxes mny be increased 
even more in the near future, and 

bit terness that taxpayers should be called upon to make , 
greater sacrifices when the Federal Government does noth1ng 
to cut non-defense expenditures. 
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TREASURY DEPARTMENT 

INTER OI"FFCE COMMUNICATION 

Ferdinand Kuhn, Jr. 

Alan Barth 

DEEPENING EMERGENCY 

139 

DATI July 241 1941 

Events in South America have sharpened the edit orial aware­

ness of iminent danger. Few newspapers doubt the influence of the 

long hand of the German Government in the fighting between Ecuador 

&n~ Peru and tl:e abortive Nazi putsch in Boll via, 

Trouble is anticipated in other Latin American republ i cs aa 

wtll , The fact that the Nazis are making the effort t o brew it has 

been widely accepted as proof of an intention to assail and encircle 

the United States. A German thrust into Spain and Portugal, ac­

compani ec by seizure of the Atlantic islands bel ongi ng to these 

countries, is feared by man,y commenta tor s . ){oat of them insist 

t~t this nation must act vigorously to prevent such occurrences. 

Some of t he str ongly interventionist newspapers continue to 

urge occupation of additional Atlantic outposts; the prevai ling vi ew, 

however, is that such action involves strategic considerations wh ich 

can best be determined by the competent aut horit ies . There was 

general approval of the blacklisting of Ada- influenced business 

concerns in La tin America. Few demurred at t he e tringency of the 

order. The reaction of our neighbor governments was considered, 

• 
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in the cain, quite aatisfactoey. Bolhia ' a dinliaaal of the Gel'llllll 

l(iniater was taken as a hopeful sign of' cooperation to the south. 

The fear of new disturbances i n Latin America was heightened • 

by General Marshall' a eni~tic suggestions of' danger in his testi-

mony on the Sel ective Service Act. The General' a warning swelled 

the demand for a congreaaional declaration of emergency. Indeed, 

the sense of emergency appears to be growing among preaa and publie. 

Hong with it is an inereasing conviction that the choice between 

nr and peace now depends upon events beyond American control. 

The feeling is that the Germane are likely soon to take stepa 

which the United States cannot fail to oppose. The majority view 

seecs to be in full agreement with General 1/.arehall•s observation 

that •a state of war can best be avoided by recognition of the emer-

gency. • 

Impatience 

There has been a marked sti.f fening of editorial attitudes 

tonrd countries which are fellow-travelers of the .lxis. The tel'll 

•appeasement• baa been revhed and applied rather liberally to con­

cessions which the State Department has granted to doubtful govern­

tents . J. recent speech by General Franco, in which the United States 

•u taken to task for attempting to wean Spain f roiD t he !:ria, grated 

harshly on Ame r ican editorial ears. Moat co11111entators regarded i t 

as an object leuon in the futility of teying to win fascis t friends 

and influence dictators. 
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The shipment of oil to General Weygand in Africa was also 

roundly deplored by liberal and strongly interventionist newspapers , 

although a few observers considered it diplomatically sound. But the • 

prevailing feeling is t hat Weygand is beyond redemption and that the 

oil may fuel bombing raids on British or Free French forces . 

The shi pment of oil to Japan is condemned in a growing number 

of ~itorial pages. The latest intimations of fresh Japanese designs 

on !nco-China have noked a considerable demand !or stringent economic 

unctions by the United States. It seems notewortey, in this connec­

tion, that the major oil companies which have been carrying on busi­

neu with Japan have engaged in publicity campaigns to persuade the 

public that these dealings were endorsed by the Department of State. 

Hesitation 

Russian resistance to the Geru:ans has proved more formidabl e 

tll..n the American press ~xpected . is the conflict on th.e eastern 

front moves along into its second month, with British air raids on 

c'i!~&n,y continuing from the west, editorial writers over here have 

FerlOii.tted themselves the hope that the Hitlerian timetable may be 

seriously de ranged. 

It bas been suggested in news dsspatchea from abroad that a 

part of the Nazi strateg is to enlist aasietance from the western 

world by raising the spectre of a possible Co11111unist triumph. To 
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1005t A!nerican commentators the possibility seems too remote for 

serious concern. Some suggest that if it should be realized, the 

Red !rillY will be a good deal easier to handle t han the Re i chswehr . 

The great major ity continue steadfastly t o point out that, in any 

event , Hitler is public enemy number one . Only a f ew, in addition 

to those who have consistently echoed Berlin's philosophy, appear 

tc have been taken in by this latest stratagem of terror. 

But there is a general reluctance to join hands with the 

Soviet t:nion. Editors feel obliged to keep reminding their readers 

that aid to Russia signifies no sympathy wi th Co~m~unism. ! great 

Ncy of them hnve been at pains to argue that , despite Prime Minister 

Ch~chill'a unequivocal words, the Anglo-Russian alliance is not 

really an alliance at all ; t hey insist, at least, tha t it constitutes 

no alliance with Co11111uni sm. Such protestat ions suggest, perhaps, the 

existence of soil in which, under certain circumstances, the llazi 

coctr ines might take r oot. They are oo t likely to do so, however, so 

loll6 as Geren arms are in the ascendant and so long as Hitler is 

ll:e leader of the crusade. 

Psrchol ogy 

• 

American newspape r s have applauded the inauguration of Dritain'e 

V- tor·Victo~; campaign, despite a certain degree of skept icism as to 

its effectiveness. Vost editors seem to feel that it can' t do any 
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li.al'lt and ~y do a great deal of good. 

The re is a broadening recognition of the tact that demo­

cra tic propaganda has been wholly inadequate. In the light of 

totalitar ian boasts that theirs is a "new order," the democratic 

'liay of life has been allowed to seem somowho.t shoddy and old­

fashioned . Liberal critics have been urging for sot~e time that the 

ctse for C.emocracy be stated in dynamic an<! hopeful terms. 

It is generally believed among American ed~tors that con­

q~;ered Europe - - and even parts of Germaey - - desires freedom. The 

expectation of revolts against Nazi dominat i on has grown somewhat 

dim; ye t eventual rebellion is regarded aa a prerequisite of final 

victory. One important job now, i t !.a argued, is to hold out to 

the subject peoples of Europe the hope of liberation on which 

rebellion may be nourished. 

A number of commentators compl a in that the United States has 

c!one too little t oward th i s end. The New York Herald Tribune, con­

~nting on Bri t i s h efforts, says of t his country that, "Preoccupied 

nith the defensive attitude, it bas do ne lit tle to fill such symbols 

as the •v• wi th the posi tive prooise of what a denocratic victory 

will mnke possible in terms of human welfare." More vigorous and 

rorthr if;ht American intervention is seen as the most effective anti­

llat i psychology, 

• 
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'!'ho Pret!dant d1tcuese4 the Jo:p&Deeo and Prancb e!tuatlon, ate.Uas 

t~At 9!cb1 ••• trytas to aal<e the world bol!rro that Pr&Dco ba4 to look 

to tho J8j)llllo .. Gon....,ent for t he p.rotecUo11 of 1 h colonie a. Be oa!d 

of cour•• •••1'7 one Jme• \_hat the ord.ere w-ere l eaue4 und.er pre1sur·e 

f ro3 Oor::an,y, Tho Pr esident aslce4 ltr. Wolloo If OD,)'th!nc· had ~· dono 

obn~t prlnt! ng and r eleaalng documentary f!loo on BollY!&. llr. Wolloo 

oa!d that nothing he4 boen printed and reltl\otd ucopt ono docmlent, 

and 'Bollv!" ba4 releaood thet. llr. Well" aa!d that ha ho4 rece!Te4 a 

report t bnt United Stat eo consular off!cera had eroasod the Spanish 

border l nto Por t"«'>••• tor ritol'}'. 

llr, 'lollta then broucbt up the M ttar or fren!nc Chinese and 

J~q>Mut a•aeta I n t he On! ted Statoa. '!'bora no & sroat dill of dla­

C'.;u!on of tho propoae4 order and tho a4ainlatrat!on of !t. It • aa 

ll&io qul tt clo&r that t ho Prealdoat d!d not • ant to 01alt1 M:l excoptiono 

In tho ordar ~ th roopoct to certoJ.n co"""'d! U oo, ouch u potroltNII 

lOins to Japan . He ao.id be wanted to aelco it Juot at ride i n I ta 

application aa tho other ordero, but we CAn follo• &Dl policy wo deo!ro 

In 1 ta adal n!atr!ltlon 1\ftd then that pollC.Y can be changed fro• clay t o 

4ar w! thout !aaulng &Dl turtbor ordora. I aalce4 than At t o bow that 

• 
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pollct wo.Ud be dotenllnod. 'fould tho ht&alll')' be Ci .. n Yer'f opocitlc 

!notructlono ao t o tho poliC'f of tho Adalnlotratlon In Ito o481D1otr6-

t!on o! tho order. Ill-. Wollu oaid 1t wao hh ldoa that tho pollcleo 
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would bt dt tomlnod fro" dq to dO¥ b;r tho Fort1Cl1 J'undo Control Inter- • 

dep•.rlnontal Co~lttoe ao the appl ication• were preoontod t o the 

Treaoury. I ralood tho quoatlon &o to •hothor or not thlo typo of order 

which upon Ito flrot publication would Indicate to Japan that It co.Ud 

aot c•t further oupplleo of oil !ron tblo countr;r alt;bt not force It to 

ts.<o action I n the Far :laot which we ha•o tried to for .. tall durin& tho 

Ftlt yeor. Tho Preoldent O&ld that bo tlld not think oo, that be no 

lac!!ned to go ahead wl tb tho order In tho recuJ.u ft'1 and p-ant 

llcentes !or the ebipoent of petroleun at the appllestioue are pres@nted 

to the Truoury. Tbh policy , he otatod, alcht eh4nt;e aoy 40¥ and troD 

therMn •• would rofuoe any and all llcenoeo. llr. lloll01 agreed to thlo 

Md •dded thAt we mlsht want t o tnl<o oo"o opoclal notion wl tb rnpect to 

oil <, bill lhnt all othor r equ eoto for Ucenoto oho.Ud be tre"ted In about 

t~• same canner na requeete for llcen••• under other freecing ord!rs. 

The Prooldent oaid that In annom~cln& tho11 froorl nt; ordero on 

Saturday ZIOrDin& he wanted to be ouro t hai It wu cloarl7 ohted that 

tho !ru:l n& order w1 t ll respect to Chica no aa<lo at tho roquut of the 

0oY.-.rnmtnt of Chlo.a. 

Tho Prooldant otated he woo lea•l n& t ont&ht f or RTde Park and If 

• • did not 41t the ordera o• er thi a afternooo, they would have to come 

to ll.Ydo Park t o1110rrow bf plano. I o&id that we would at tempt to got 

the• o•er l hlo aftornoon but I did not want them to be a~t public ao 

I ""'tod tlao for tho State Dopartt~ent and tho heaour7 Department to 
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cot to,othor on a aa=orandun of policy ~lch could bo lnitlalod by 

roprosont Atl•os or each department &•d put ln t ho tllo as a SQ!do t or 

tlo ?oro!cn J'undo Control Interdepartsental CoMl ttoo. 

Tbo President eald thAt tho next otop he wont o~ tAken weo to 

reduce tho preeont blgh oct ane l n gnool lno that gooo to Jopan down to 

67 ond he thoU«ht thlo act lon mlgbt ~· taken on Yondny, He did not 

!odlc•t e which o!!lco ohould take thlo &etlon ~t I as~ed Yr. Wellto 

wouli follow t hrough on t hio. (Yr. Wollos called ao on this later and 

•~1d he •at ture the President did not with thta act i on take~. but 

:u:lonod It :>Ore as an eu::ple.) 

Tbo Prosldont t hen naked Yr. Wolloo abo~t ooae plano• for Ru•ola 

11.7 

~~d thtrt ·~~ a treat deal of ditcuaalon aa to whether theae plenea could 

~e fl '3wn t o Alatk& , !rom there to Sl'be'rta, and acroea Siberia to the 

Rue•!an-Gerc nn front . Secr•tory Stlceon thou6ht t hat tho l l ght puroui t 

plont o could not be Clown t~~t dletanco, but t~t t he Lockbood- Budoon 

boobero clght make that t rip and bo of sorvico n!ter they arr ived. 

~. lolleo our4ostod that a poo•lbla tolutloo for tho accent would bo 

to ur.d t ho Lockho•d bombers i :medl a tely alld wait until tho 1:1!1Hary 

u;:tr ~ !'ro:a tt-..1aaia arr! ••• aert. week e-nd let hi a dte14e whst t o do w1 tb 

~ht ott.trt. 

S ecrt~arr St imson and tho President ~~d quttt an exchange of v1•• • 

rtcard lng Senator Wh•eler and his conn•ct l on with tho el rculars that 

~~d b•en called out under bit franking prlvllo~o t o tho bor o In tho 

~·· ~•kln~ tho~ t o wri t e their Congroooaan on t he a&tter o! their 

retention for anot her year . Tho Preoldont oaid t hat t hlo was bordor l n& 

•• troa••• and oometbing ahould bo dono t o brlDG l t eloatlY before t ho 

A:•rlcao pooplo. lle oaid be t bou&J>t lt wu Uao for ooee ono to begin 

• 
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( ; .1 .. d nr a !tt• t"P•~chea regard.ing t he act1Yltiea ot both Wheeler and Nyo. 

s •cr • tor l< • l nox end S~lcaoc both a&id thn t all t hey ~anted ·~• t he gre•~ 

ti;~t , t htl could ~e ao~e of the apeachet and they could got 8 number 

should s tAl out of t he p icture f or the coment. 

Mr . Bl drtle 1ald thot ~he o~ly ~hlns he lwl t o bring ~o ~ho o.t ten~lon 

o! t~~ C~binet w&s t he pipe line bill, which be understood bad p&~qed 

~,th P4u1e1 and •&~ on itc uay t~ th e President t or alcnAture . Ee said 

t h : ro• ldant would h:lve ~o designate the at;oncy t o hondlo the odJollli • -

t r~tion of the oroYislons o! this bill and b1a '•part oent hs~ alreAdy 

! t t l l\1\lt , to bo filled I n b;r t h6 Presid ent . 

1 48 

the ~uett1on o: tuildi ng th e pip~ l t nw wa~ t hen d l•c~•s4. Secretary 

le':eo u l d thr.~ prl·ta te ind•a~ry I• por!eeU;r willi ng to 'build t he p i pe 

Unt but Lh•:r WGnt n rea.~onl'\blP rnte or r eturn on thei r invest o.l'n t plus 

~rthat !on of the co!t over a per1or\ of flvo ye .. l't. He and l1r. Jones 

.. . ·• t a~t "~u:r "'nd. s e• • !lat could be done Alo~ tlut.t 111\e and tl-.at 

.. :. :o~•' l'li &ttt look into t~· Q.'le-:t1o r. o~ l'I•J..Vlnt the t:lpe. 

:,r . Prank ~lker- gave a brle!' ou tline o! h1 :~ trip throt.:ghou: the 

1t •t, ~aylr.~ ! hn t he ha~ nade p~~· 2~ ~~~che~ on Sa• i nc• ~~nds and 

S~~~- , th~t t h1$ gpve hlu a good chance t o 411CUtl t~e Adml ni &trAt lon 's 

pol!oy I n s•nor nl , And he t hought he h&d h&d ~ v ery sood r eeop tlon every 

PlRCe. So tnr a t he wao ablo to t ell , he thoU&ht ~ho l!.lddle llut &.~4 

'••• It oolldly behind t ho President I n tho ll&tlona\ Deren .. pro.:ro•::a Ia 

ntrythlnc he It doi ng. l!e &loo o&id tha t l!r. lnudoen .. ,.. turnl.n~: out 

• 
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10 ~ a nr7 &<>o4 oatooary for tho AIIJolniotraUon. Bo 1o nr7 popular 

0:;4 liked tVOrJ whore he &Qoo . Bo tho11~M Ur. lnlldltc had dooo t ho 

Frtoldont a great deal of good oo t heoo trlpo. !bo Protldont co~onto4 

to tho offoet t hat Walk~r'• spoeeh In Great Pallo, Mont ana, had dono a 

U<Bt deal of GOOd. l!e understood t hat & poll had been token after l alker 

hAd cndo hlo tslk and that the poll wao fo~~r In favor of what he hod 

odvocatod In his talks , against one for the Wheeler eont ontloa. 

Socretar7 Knox oaid that t ho Prooldent had ooktd hiD abo11t tho 

Sr.ornhor:t and he wanted to advioe hi= that 1 t n o In Spanhh "'"ter ... 

st.at 'I c 'lr • d U118 ler ar6Ya. 

!ec:ret M1 Xnoz taid that he 1-~d alto receh·ecl 1nfon:.at1on fro• 

wndoo , which had veri fi ed lnfor=at!on that they hod r •eslvod !roc other 

eo<rceo, t o tho offset that t he Oe~an Army had ollf!srod 6oo. OOO e&ellaltloo 

on tho Ruoolan front. The President aoked Kno~ and Stlcoon both ao to 

oh•t tho D\ ll t .. ry expert. thou<;h\ of t he Gorman eompa\sn . They bot h 

oa14 thot when thlo oar between Ruoola and Oeneany ot ort ed it would only 

ttlte too wetko to co"l'lt te the eompaign, and ao 1t boo &<>•• along ttoy 

r.avt :lOrt r .. ptet for the Rlllolan J.nt:t and had to odnlt oow that Gor::>an7 

lo not &akin~ the progroo• tha t •111tary oxporto here tho~t they could, 

1"4 thoy 1w1 not been abl• to llolce the progrtor that tho Gtr=w> General 

Silo!! thouQ.t thoy would. Tho)' thou{"ht t h&t tht progro to had been A 

d!tUnct d1tappo1nt ment t o the Genoan Amy ofrtctrt• !bey aloo had oo~:~o 

1n!o~&t1on !roa on individual , • ho apparently 1~ a newwpaper reporter. 
L...,.,..~ L- W\1t 
~oth t he Ruoolan and German oltu~tlont , to tho effect thAt If 

lho Oernan people got the reeling that t hll war 11 coins ag.Unot thee, 

th• Rl tt•r regl~o 1, liable to CO out •••r nl~t. The Proo1dont and 

llr. ftllt• both taid thlo tallied v1 t h ot her !11forcatton which tho:r had 

• 
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Secr~~~ry Ickes di •CU!!ed the atnerAl re1ourcta or Labrador, which 

.p<·Mtntly tho Pr etlc!ont Md pr ovloudy requeatec!. !'he Preolc!ent oa1c! 

th..t hit oon , llllott, bad Just IIOc!e a IUrYOy of Labrac!or tor the ~ 

.r.c! ha heel found oooe wonderful harboro anc! lMdlllll rtaldo. He bad 

a.lflo reniU'ke4 on the nu1:'1ber of wutertella in LobrAd.or wh.lch had excellent 

F••• r ~o••lbllltloo. 

S•cr•tnr:r llck<U"d said t hat tho l!rl tlth ha~ lneronud the ir r equut 

! or !ood fron about 100, 000 t one to JOO ,OOO tont for the month of Auguat. 

!11 h."d r.ot been e.ble to ~t nd out t he rea-.on t or this, unleac th~ 3rlttab 

".A"'" tl:~ ~ace in eblpa and they eo.nnot «et o thtr eom:odi ties, web sr. 

• ttel . ! tc ., to f i ll t~e apaee , so the7 a~e f1111n& it wi th tocf~tutra. 

7hr Frrs!c!en t eoaoentoc! t hat t h& t lnklo«o or tho ! rltlah ohlpo hoc! fal l on 

"J:f do'lffl dl.triflt thfll ptu1 t mont h and • e were repair!~ man)" o f thei r ahlpa 

In our yordo, which wa• helplnt tho Brlt! •h a «reat c!eal. There was alto 

~oMe dt~cusaion of the sug~ s itunt ton. 

s~cra tary Jonee di ecuesed the propoeed air 11no troo the U~ited 

S'• tu t o IJ'rl e&. He o&l<l ti'.at he 1w1 continuod t o •tudy It and had 

c~r· t~ the coneluai on that plane• would ~•e to l~d in Br~!l and t hen 

'lop ~r<l" !ra:ll t o .l.friCI!. He had been lft touch .. u), t~c Pan A:oorlcan 

Alna,ro Me! t )'oy • ere cooperating. Be callo<l attention t o the fliCt 

t'.at tho Oonoan• had =aterl elly !cpro• oc! t ),ol r oorvice durlot; the paat 

ft,. Mn tha. 

Secret ary Pl!rld ne seid thni a 'f'ery eerioua unemplo)'IDent t1 tue.tion 

!o l!ablo to be crent ed i n the automobile lnduotry It product ion It 

c•a :;~ ao pro'pooed by Loon Bondono~. !'ht Pruldent told her to go t 

Penitroon and Knudaen toget her anc! caYbo they could eol•e t ho proble=. 

Cn•re lho~ht that t blo r ec!uctlon 'lfOuld bo «rac!ual and the W10II!plO~<IIt 

!~c tte reduction would shift to defen~• tnduotr!e!. 

• 
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Mr. McNUtt had nothtoc t o co~ont on with tho exception of the 

unt"J'I01'10nt In !orre l!a>.lto, India.~&. lie t&ld t hor had about 20,000 

~n~loyed in that town and be had ftDde ••er7 tndt4Yor to 4et a detente 

~loot l ocAt ed there In order to t &ko up that unocployment, oo fAr ho 

ha" bttn unauceesatul , 

~r. Carmody dlocuoaod In a genor&l way tho propooal to build a 

11\l'!t War llopo.rt Clont building on tho groundo of the "&rl cul tur&l 

!r,;•rloont&l StPtion acr ooo tbe rl•or In Arll nston. Ho r ound tbe 

lprroprll\tlon Co=! ttee • ery ::uch intereotod .>~~d apparently w1 111Jig 

t< ~ 1111 .. 4 . Ho underotood H ~d take about a '/O&r to build t he 

'ull41og, and when coDpleted it ~uld houoo tho ontlro War Depcrt:en t 

pfraonnel , aoving th~ !roc eeventeen di f f erent build1nga 1n W&!hington. 

It I• contemplat ed t~.at a gro~t deal of apace would be available in a 

p•r!od or ol x montho . Ao ooon a• t ho buildln& !o co~pleted , t ho Navy 

o~p~rtr.en t would tAke over the preaent W&r Dtpdrtcent 1e new wine, which 

hoo Ju ot been flniohod. 

Tho Prooldont aoked tbe Vice Prooldont •hon ho would be r ead; on 

the o~er eo• erinc: the eoroclttee wet up to h&ndle econoaic w&r!a.re. 

n-.e Ytce Fret1ctent aaid te WBI harlrv; the 'BuAt"'t ptftPA.!e a ne• order 

Alor~ tt• linea or thei r dlscus~lo~ tte 481 be tor•. and that ~~ under-

ttoed thot tho r opr eoontatin o of t ho llud.:et are now In proee .. of t alcing 

t~At order around and e~Awing it to tho •ar lout Cabine t orrte~r• l r.tereeted. 

?.o thoUGht Dlroctor Smith would pro•ont tho order to t he Preo ldont on 

~~onday or '1\aesdA.Y of next week. 

• 
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wo Cb.aunce;y --

Wr. Foley gave this memo to 
Wr. Bell before Cabinet meeting on Thursday, 

• 
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Kr. D. I. Jell 

i . H. folA!T, lr. 

In eoDDIIUOil with tho 4hnll1oa ot tho uteuloa 
of the trouo OGilb>ol to Ch1Da .U Japu whloh wlll 011n0 
t .ll att.,.ooa at Cablut MootH~c. I lhlllk it il hlportut 
tilt rou to baTt la 111M tho tolliir1q polaht 

1. Tbe frM•'•c eoAtrol arav att q baob· 
all Iollar kl•MOI a otbaP tluJl.ul tftuatt1CIU1 b-at 
ll•o blookl all nparb ..a brporta h.twoa tba thaltel 
St.t .. u4 lapa. 

. - ) . .> ) 

z. ll\hol~P aa Satv4q tM Stato Doput.at 111!1· 
cate4 that a ..,...,., 1trlot ._tnl. .. to bo nvol"' ~., 
oil ad petrol.ela p...a..ta colic to J.,... ~. nnoat poll• 
tioa aoou to be tltU' tun will bo .. tvtller r11trioUC1111 
011 the ozport ol oU 1&4 potrolna r.boto to lapaa. '!'be 
quutioa U..t .. t thn lie 4oo1W 1 U. neh po\rolea 
proauoto vo to \o 4o&l t with II84IJ' tho frM•laC ooab>ol 
ertouloa. In otber wl'4.o1 u~ w to iii'M a ceural lloeuo 
to oOTar all trauaou .. l.lmUrlJI& potroloa proauob to 
l&pia, or ohall w ,UllolT &DDOaoo tlaat w w1ll lone 
IPtt lllo u ..... OOTtl'lJtc potroloa eDOrta to Japaa, or 
lllall ft alllplT ton. thi JII'Utl• ot bnilc opMl&l 
llt i!IIOI upoarOC(Illlt llitbftt MJ pll)Uo a nDO'IIf t. liP. ••U.• appearo tO _prot or tbe lu\ -u...a ...... u thio 
~~~ 11 toll....- 1t 1.o Wplrtaat that U. Proal4ct aal 
- State ~t P..UM tho illpl1Mtl=o·whioh t hll 
~ to.r'l7 to t ha lapauoo. Ola tho otller MDI. to -­
-t .. vo PUc to 'PII'Jilt all potnloa ,..,to to 1• to 
:a:,MT VMto aa U'fti'IO routlaa la w .- ooatrr auo t. 
lut!ru ·:==.•t u to the r atlcal.ac ot cuollM 011 tilt 

, .. , S
4
• Wl».t aoUoll ohall 1M take with reopoot to the 

Aor ot laporte a4 «<ppO'b botwoa t ilt Ullito4 Statoo 
1114 Japaa? !'bert 11 o OM lBMPtalllt," u to how t hla 1.o to 
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(laltlalod) E. H, 1,
0 lr. 
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TO 

Nr . D1otr1ch 

TREASURY DEPARTMENT 

INTEI'I-01'1'1C£ COMMUNICATION 

t..-

155 

J.t U:25 •·•·, llr. Lall& of tho llov York h4oral Rooono J!NIIt tolephono4 to 
report lwo further wHh4rawal.o or U.S. CUJTUO)' 1>7 t ho low York -'con07 of the 
Jol:oha=& Spoc1o J!NIItt 

$5(),000 wao obta1no4 1n SlOO b1llo trca tho Chooo lat1onal J!IIDic 1>7 
Mr. Null1pn1 o caoh1nc at a choclc 4raw t o h1o or4or. 
Kulllcan 1o "" -lo7oo ot tho Yokohou .lconO)'. 

$5(),000 wao w1th4raw 1D $100 b1llo fr• t ho Inlnc 'lnutt c~. 
!ho aotho4 of w1tb4rawal wao not reported. 

h d udlac tho a bon aent1ono4 1 tao, total caoh w1 tb4rawalo 1>7 tho YokobY& 
Speelt 4&11k 4urlnc tho pa.ot throe 4811 Dow •OilDt to $5QO,OOC, of which $25C,OOC 
bes been obta1no4 from Cbato , $200,000 tr .. Ollarant7, an4 $5C,OOC troa I n 1nc. 

• 
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Secretary of State, 

ll&ohiQCtOD 

924, 2l!th, (SlilCTIOll T\10). 

lliott4 luq 21!. 1941 

Roc'd. 10:15 ••••• 25th 

liuabor of JapanO&o ahipo Pl7i"C betweoA voot 

cooot of 0Aitod Stateo &Dd Orient aloo 4tc11Dod &Dd 

nuabe r of fore!D> ahipo callin4 at Ja,.,._ao porto 

draot1calJ.T reducod, .1.11 1Ddicat1ono po1Dt to et111 

further reducUcA 1D a.a11ab1o ah1pp1Jic epace . o.,.....,_ 

llueo var &ddod to contuo1oA al!'~aq uht 1J1c 1D the 

out look for cotton aarket and it vat f l ared Japan'• 

tupplioe rav cotton .. 7 be mater1&ll7 dtcreaeed. 

71rot veek Juq all uport cotton piece goode 

ouependt4 pen41n& reor&anil&tion ot ezport control 

procedure accol'dinc to official nroloA but •1 '-'" 

been duo to taar ouppl1ea of rav •ttr1al could 110t be 

roplenhhed. 

Pr1Y1Duo e cU•t• ii!J>orto one po1Dt tift aillioA 

belu vill not be lltCeodod but A.trican 111&7 reach one 

hund.red tift¥ t hcuaand, :Brlll111&n prob&bl.T ltoo ti»A 

three bwldrad thousand and PerU1'1an about 0110 hundred 

• 
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clxt7 tbo1loao4. ID41an cotton 110t oo oon .. }T atfocto4 

b7 ohippi.Dg ohori- ao otbar crovtho bv.t f1lt1lN l.port 

.ay not bo oo fortunate. 

Price parit:r tabloo no lon&er &ftilahle bv.t one 

JW>t thirteenth indicated in tonu otr1ct •i4411nc 

ltYin eighh aa tollovo Sao Pa1llo tn>e number to1lr 

ol.£bt:r tin per cent the .lkola titt:r per cont. 

U!CIIWI! 

Cop:r:4tc:7-Jl~l 
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Secretary of State 

llaohington 

Dated luly ~. 1941 

:S.c'd 9155 •·•· 

924, tvonty fourth. (SEC!IO> !KREJ). 

I~ort&nt aource on luno thirteenth indicated total 

a.ount of all kiDda ot raw cotton a•a1lable or contracted 

for 1Dolll41n;s cotton 1D wroho~.~aeo equal to ol.xtoon 

vetka con.uapt1on current at XXl ~te. In Tiew ot p0111-

bilit7 unable obtain a.ll cotton purchaood 1D4uotry <&7 

not actually ha'fO 110re than two or throe aontho ouwl7• 

Roporto in Japeneoe preoo during paot aontho that oxporto 

pioco goodo incroaoing aay be too optilliotic. In ...,. 

oYont exportation in lul7 ..,. not be 10 oaootb ao indi­

cated for Juno. lill;porto to llothorlando :faot Indieo ex­

coodod &ftT other deot ina Uon and wro .. JCh larcwr than 

- ,.riod :roar ago. 

Salao to aillo of one buodrod ninety oix thouaand 

balao wro only oli!!lltly lo u than !>1eh •rlt or XO: for 

11ar reached during Nq will Aloorioan oaloo of thirty 

oix point fi'fl tbouand baleo wro lover than prniouo 
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ao~th but otill 1Nll &bon &Ytrace of !1rot fn 110~tbo of 

cotton year. Bo aalea were recorded d:urinc June tor 

Brasili~ PoruYl&n or igrpti~ crowtbo olthou,h known 

thAt aome unrecordad aalea of !raalltao were aade. 

Tho Cotton Report Control Co•~ por!ootod ito plano 

durinc mo~tbo and prepared boc in operation ~rinc latter 

part July. A r.o cotton loadin& eo .. i ttt o wao ootabliobod 

to bocin operation July !trot with purpoot or rtcul&tlns 

and txptditlns &lloc:atioa or al11pp1ns t poco t o •I"Clw>to 

tor t.portation of rao cotton. Intor. Acriculturt. 

E!m 0'1 IIESSA.Gi. 

LOCXIL\l\T 
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llo. 80 C.... . .... J··•--......-uoc, ....., 24, 1941. 

SubJect! Chineao Curren07 Stabiliaat1oo 

Air llail 

STRIC'I'LY CONJI~UL 

I'll a lionora blt 

!ho Seeretar.r of State , 

11aahiQCtoo, D.C. 

Slr1 

1 ha•t the honor to encloee a aeeoran&u. ot con.eraattoo 
with llr. r. B. ~ncb, a financial adYiaor to tho Chin••• Goyern­
mtnt, in regard to Chinese financial probltmo with particular 
reter·•nct to operationt under the Chinet e currency etabilhe.tton 
acreement. 

llr. ~nch waa a ..,.,ber of the Ko11110ror Co•iuion which 
Y1t1tt4 China in 1929. He hao been an adYlaor t o tho Chlnoao 
Go•ornmont aince that time. Hlo particular work Ia with the 
Central Bank of Chin& where he dtalo prillarll¥ with currency Md 
b&ftki nc probl••• aa diatln«uiahed fro• econo•tc , taxation , and 
public finance probl•=•· 

!he Ea baaq hat no roaoon to bollnt that llr. !qnch wao 
ropreaontioc and •~••log Tiewo other than hlo own in the eon­
Ttrsattoo reported 1D the eocloat4 • aorazutu. Hie .-tewa are 
bel"& co.....,lcatod to the Dopart•nt in tho belief t hat it -
• lob to bo kept 1ntonoe4 in regard t o problno of t ho character 
dhcuooed In the .. .,onu~4118. llr. !qnch will bo in .lJIIrlca thio 
llltumn and will probablY Yloit Waahlnston. 

lteopect!ull¥ your a, 

c. E. Oauo• 

Crlclnal and oao cow by air to tho Dlpe.rtiiOnt. 
!hroo coplot to t ho DlpartMnt 1:v pouch 

JCV{wr 
851{8~ .• 5 

!rue cow of al.ped or iginal 
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~s · lnclot tl.N no.l to detwteh -A.. --

S'rl\IC'I'LY CCJil'lm:NTLI.L 
no. 90 dated Jul¥ 24,- 1941 
fro• tho l:ab&at¥ at Chun&k~ 

July 21, 1941 

~~~oran~u: of ConYeraat1on 

Present: Kr. F. ». ~neb, Financial Advioor to 
tho Chinoao Government 

llr . Vincent 

llr. ~neb had recently returned !rom a vhit to Hong Kong. 
6e ooid that ho had talked with Cyril Rocer o, »ritioh financial 
exrert. , wlt.h regard to ! ritbb melllberablp on t he Chin••• Currency 
Stablll&atton Board. Wr . Lynch • aa curious and critical concerning 
t~t Chlneae GOYern»ent• s refusal to approve Jtr. Rogera for :ezber­
ou i~ on tho »card. Ho said ~bat l!opro had bit " faulta• but that 
he eo,.1dorod him a goo~ choice , t ho b"'t thot could be found roa41ly 
avoiloble. Ho oaid that be had beard tho ...,. of llr. llurr*J, former 
....,oc-r or tho Chartered :Bank in Shan&hai and now retired in Sheft&hai, 
!Htltloned. aa a J)Ottible ch.olce ae ! r1t1th t'lta'btr or the Board, - a 
choice ho d i d not favor, e:.plaio1~~& thot llurrq' • bo.cqrcund aa a 
Shanthai banker did not well ouit hill !or momblrohlp on the Board 
whi<h ho undorotood wao planninG to operate along brca4er lines 
than thoae charecter1~1ag normal curren~ atab111tat1on oterat ions. 

With regard to Dr. H. H. Kung'• otatoaont on the fourth 
anniveronry of bootilit1eo with J apan (July 7) Mr. ~vncb indicated 
dio~roement with Dr. Kung's confident cl~im that currency inflat ion 
••• net t bo ICriouo l)robl em that ~ULey )lloplo t houcnt: that the 
aaturation poi nt i n currency iceue had not. yet been r·ls('.hed. 
(CurrtnC1 now i n cireuletion is bet• een ten and e l e•en billion dol­
l&ro - rot>«hly four t bu the &Dou.• t in 1937. ) Be o&id that if 
t~o oat uration poi nt had not been roached it wu co inc to be reached 
• ery ower, aoon. 

llr. ~neb felt t hat t he hi~ and •ounti~ ~rico l evel waa t he 
• r inci\0&1 ocono:aic JlrOble• now facing tho Chioooo Govof'D.Wnt. lUo:h 
•rieu wero cauoed broadly 117 two !""toro. lluo to difflcul ty of 
br L ging r;oodo into unoccupied China and to inadeqUAte JlrOduetloa in 
tnia area, there waa ~ very real abortac• ot cooda in relation to de­
man6. Th ia condit i on eauaed prieta t o r ial 1rreapect1Ye of other 
ftctora and untortunatelT it waa a eituation tor which there aeemed 
to be no tarl,y remedy . The other f&etor w&l currency iElllation. He 
aaid that the Government waa coverins ito deficit by the iaouance of 
new currency: that the deficit now &I'Ounted to ro\l&hly four hundred 
Dillion Chinooo dollar• a .,ontb; and that new curr,aney in about t he 
Olot ....,unt wao being tJUt into circulation •ont hly . He did not lcnow 
•~.at total Gover~~~~ent ;roeadituroo were 11oathly but felt that they 
were conoidorably leu than one bUlion dollara. iffocth<! revenue 
froa all aourceo be eotillated •t two to throe hundred ail lion dollaro . 
He pointed out therefore that, • h•r••• tt • •• well to endea•or to 
laereaae reTeaue and rednee expenditurea , euch endla•ora would not 

• 
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u.terlall)' alter the o1tuatlon - tbat 1a, deficit t1nanc1D& thro\ICh 
cv.noney tuuea t o the extent of balt or 110re of the tot al buclcet. 

Ho oaid t hat tho ottuatlon outlined In tho foresotD& tlllr8Q8pb 
could not continue l on« without ••rtoua eooeequencce. He 1 Uggeate4, 
ao an unorthodox reDO~, that t ho Stabilisation fund be utilized to 
cover tho Chineoe Gonrll.1Hint'o de fici t. He thoucht t hat the detlctt 
alent be reduced, thro\ICh econoateo and aeuureo !or lllcreasing re­
•enue, to three hundred a illlon dollars a annth. He recoa.endod tbat 
tho Pund be uoed In open aarlr:et operattono for tho oalo 110nthl)' of 
0 roroxlcatel)' fifteen alllton dollaro, United St atoo currency, which 
ot the current rate w~ld withdraw froa circulation about t hree hundred 
allllon Cbtneoe dollaro aokl lll; It aTal lable to DOOt tho Go•er nmont ' o 
deficit. '!'bose operattono would be carried on ocl)' with the under­
l tandin& that new currency 1aauee would ceate. He felt that adoption 
of the suggeated plan would be cert a i n to otablltze and reduce prtceo 
and add that a collateral and benefte lal effect would be the dto­
eouraceoent of eo111111odlty hoardllll;, particularly of rice, 1n ao arueh 
•• hoarc!oro would probably prefer to buy J.mertean dollnro. 

~r. ~eh admitted that the Sta bllloat lon fund w~d be ex­
~ated wlthiD a few aontha it u.ed aa be auc .. ated. Be aeeoed to 
thlok howncr that 110re tundo could and obould be -do anllable 
without publ1c1\)' auch ao that wbteh attended t bo IIC"Ill« of the 
Stabl l l:etlon A~eeaont. Be aloo edatttod that uoo of otebllizatlon 
In the IIIIUlner ouggeo ted wu quite unorthodox and would be tMta­
mour.t to Aoeriean financial au~port oi the Cbinaae Go•ernaent. But 
he felt that , if prevention of progressive inflation with the oeriouo 
consequences t o ~blle cont14ence and to the Chlnete Oovernment'a 
financial and general poa1t1on we re c onatdered a Yital concern of 
the United Statea , i t waa naceaaary to ~ the price -- fifteen zil­
l ion dollara a aootb. 

(So:e weeka aco llr. i'ree:t.e.D, also a financi&l ad•1aor to the 
Chlceae GoYe~ent •~reeae4 to Kr. Vincent ideaa tuba~antlallf 
oiollar t o thooe of w.: ~neb.) 

JCV/wr 

True co~ 
or olcned ori­
~<lnol (1) 'I . R. 

JCV 
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CONFIDENTIAl 

OlllUD SUDS S.Uill08 :aom 
lalu 111. J"'-7 Co~~parod wi\h J\U1o, 1941 

On :Saoie ot Io1110 l'rioo 

J'irot lineto ... lluoinooo llqo 
(J~mo ~23, J"'-7 ~23) 

(.UO~mh 111. thov.oudo ot dollaro) 

Saloo lnorouo or D.croaao (.) 
Itoa 

J"'-7 

Su!oo J - Poot Ottieoo $ 38,700 
Ser!oo ll - :a....n · 70.155 

Ser!u 11 - !ota1 108,855 
Ser!u l - :SIUiko 19,131 
Sor!eo 0 - :SIUiko 122.116 

Total $g50 , l2l 

Ott!ct or tba Secretary ot the 1'r0&1Ur7, 
ll!rto!on or lleooareb and statiotleo • 

I 

JIUll 

• }1,627 
47SH 

79,1114 
23,223 

147.581 

~~.~88 

1n JQly !!o=vod with JIUll 

- t Porcct 

• 7,07} 22.~ 
~· !!L2 

29.671 37·5 
4,092 - 17.6 

-~ - 17.2 

·~ 0.1:' 

JD17 211. 1§1n. 

lote: 

.Ul t1caroo are dopoa1to with tho !raaouror ot tho Un1to4 Stateo 
on aecoUDt ot procoodo ot oaloo ot Unitod Statoo Sa'fill&o :SOD.do. 
J'!caroo ha'" boon rciUldod to nearoot thouaand IJI4 will not 
nocoaaar!ly add t o totalo. 

• 
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I 'Dl\.1 17 Se.l.ea - Jul.y ~941. 
()1) ~a.a1a ot laau.e Prie-e 

( I.za t.houaM4a o:t clolle.ra ) 

.t.ll :BoD4 Sal•• Poet. Oft'1e-c 
Date :BoD4 Sal•• halt :BoDd kleo 

~ot&l lleri eo :J S.rleo 7 S.rieo G s.n.. :a ~otal S.riea :J S.ri11 7 S.rlaa G 
Jul¥ 1941 

1 • 9.505 • 2,_337 • ~ • 6,16o $ 595 • 11,910 • 1,793 $ 957 • 6,16o 2 11,612 4,o66 6,701 1,135 9,;t1 2,3}1 1145 6,701 3 15,olf5 4.903 1143 9.299 2,077 12, 9 2,1127 S43 9.299 
5 22,900 9.5119 2,437 10,1175 },191 19,709 6,397 2,437 10,1175 
7 11,028 6,315 472 4,242 3.908 7,120 2,4o7 472 4,242 s 11,226 4,867 1,197 5,162 1,346 9,8111 3.522 1,197 5,162 9 16,,70 6,277 8110 ~,413 2,229 14,341 4,()4g IISO 9.413 10 11,30 6,018 6o5 ,80S 2,459 8,972 3.559 6o5 4,808 11 16,}11 11,5()4 1,197 6,610 2,4o5 1J,905 6,0911 1,197 6,610 12 12,6119 4,4112 s6o 7.347 1,672 11,017 2,1110 s6o 7.347 

14 1J,4J5 7.754 1,o46 4,6}6 J,o6o 10,375 4,69J 1,o46 4.,6}6 15 10,0113 4.m 6o2 4,72! 1,~ 11,625 3. 296 6o2 4, 7211 16 11,994 5. 80S 5.645 1, 10,349 ~,1196 80S 5.6115 17 15,~ 6,213 1,1119 7.930 1,799 13.533 ,414 1,189 7.930 18 12, 6,7JO 11}6 4,1137 2,o42 10,}62 11,6119 11}6 4,1!J7 19 1.553 4,513 926 2,114 1,505 6,()4g 3,007 926 2,1111 
21 4,o46 
22 2,1119 
23 

'l'otal 

OUloe ot \be l eore \«27 of U.O f r .. IU17, Dirloion of lleuarcll aDd St&UoUoo. Jul¥ 24, 1941. -~ .......... JJ.1 f 1CQJ' .. are 4epod to vi \II the frOUUHr of the 11nHe4 Stat .. on aooollllt ot prooee4o of aaleo of '* 11Dite4 ltatea S..Tillco :Boll4o. 
'lo\el hcveo ben * " J'O'<IMe4 to neare ot tbouall4 aDd v1ll llOt neceoaar117 e44 to totala. 
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TREASURY DEPARTMENT 

WASHING'Iac 

JlllJ' 24' 1941 

'lbt following report ill lllllda or s~ o&lea 

at •rz-aucy House• : 

Jul,y l - 22 

Jul,y 23 

t otal 

1.# 2.95 

$12,8.58.60 

165 
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TREASURY DEPARTMENT 

WA»>INGTON 

July e•, 1~1 

!lemorandum ror TI!B ~ 

'l'he ro11ow1Dg report 1a ude ot requ .. ta 

l:'eceived tor •An7 Bonda Todayt• troa the experimental 

m~.1l1ns ot 10, 000 cards : 

July l - 22 

July 23 

No . Regu .. ta 

1010 

26 

10:16 

B:o . Copiea 

5777 

108 

5885 

ORAVBS 
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TREASURY DEPARTMENT 
c?---'16? 

INTER 0F1'1CE COMMUNICATION 

O AT& July 24, 1941 

to 

,,.,. 
Ferdinand Kuhn, Jr . 

Helen Dallas 

DEFENSE BONDS: THE COUNTRY LIKES TIIEid 

From New York City to Tacoma, Washington, there is unanim­

ity anong early newspaper reports of local July sales to the ef­

fect that Defense Bonds and Stamps are going well -- much better 

than they did in June . In New York City last week four metro­

politan newspapers reported that preliminary tabula tiona for the 

11ontb showed an "exceedingly heavy• demand; in Tacoma the local 

postmaster said, •oh, fiddlesticks with the percentage; but anyway 

they're showing a mighty tidy gain. • 

Reports similar to these have come from such widely­

scat tered areas as Montana and Missouri, Ohio, South Carolina 

and Texas. Indications are that when the last returns for the 

>~onth are in, they will show a substantial upturn. 

In the meantime editorial writers increasingly are using 

Defense Savings as a morale builder. Recurringly their theme , 

while optimistic , is: "Don • t expect that it is goi.ng to be easy 

to win this war for freedom. America is big and America is strong, 

but America needs your help. Buy Defense Saving a Bonds. • 

• 

Regraded Unclassified



168 
- 2 -

1 spectacular development of this argument waa made by the Detro! t 

Free Press in a special 22- page section, which told the story in 

pictures and text -- of what America baa done in the past and what 

}.Dierica ~nust do to preserve itself in the future. 

Other newspapers continue to diseuse Defense Savings in rela­

tion to inflation. Consumers are urged to refrain fro~n bU)'ing un­

necessary goods with their current inco111e a, and to bUf Defense 

Bonds and Sta~npe instead. Official consumer approval was given 

this arg11111ent this week by ltiss Harriet Elliott of the Office of 

rrice Administration and Civilian Supply who said that • if there is 

real need for a car, a refrigerator or a washing Jn&chine , the con-

sUltler should ge t it , but if not, the ~noney should be put into 

Defense Bonds ." 

In connection with inflation, only two editorials of all of 

those exwned paid aey attention to the suggestions of A. F. of L. 

!'resident Wlll i&m Green and several New York financial writers who 

lest week urged "enforced savings• aa a means of holding down con­

s~r purchasing power. The Baltimore Sun pointed out that "while 

talk of 'enforced savings ' for defense continues to be heard in 

the National Capital, Baltimore banks and other institutions having 

Defense Bonds on sale report that voluntary purchases of these 

issues continue to be made in satisfactory volume in this area. • 

• 

' 

In St. Louie the Post- Dispatch took isaue with the supporters of 

eoopubory thritt: •rnstead of trying to sell such a will- o'-the-wiep 
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panacaa against depression, whl not continue the forthright otter 

of these bonds? Is there aDf reason to queetion the patriotic 

response of the people?• 

Salea Promotion 

In the states that pioneered in local participation in the 

Defense Savings program, there are indications that the promotion 

of Bonds and Stamps is now reaching down into the smallest c011-

munlt1ea, 

In Wiohigan, tor example, what start~d out to be hit-or­

e~iu cooperation on the pert ot retail stores in the selling of 

Defense Savings Stamps , has now emerged aa a state-wide plan b7 

which all of the chain stores and moat of the independents are 

handl ing the Stamps. I t over-all retail store cooperation proves 

aucceasful in Michigan, it will be tried in other states, 

There ia newspaper evidence that auch "pioneer• states aa 

Texas, Connecticut and South Carolina are among those in which 

e~ployee aalarr-allotment plana have cut borizontall1 through 

plants nnd industries , with almost everr skill and t rade repre­

sented in a group plan. Recent11 in Texas workera on the Lake 

Worth bomber plant pro ject announced that thef were 100 per cent 

subscribed to nat ional Defense Bonds. 

It ie not .surprising that in these states, the tirat to be 

organlud, some trilla in promotion ahould l».ve made their ap­

pearance. Defense Stamp chain letters have turned up in BOlle 

Regraded Unclassified



' 

- 4 - 170 

localities, and have in turn been barred from the mails . A }tissouri 

telephone company has issued instructions to its operators to say a 

word for Defense Bonds when they take calls over non-dial telephones. • 

In Fort Worth, Texas, a mechanical service for the "correct t ime• 

adds a plug for Defense Savings. 

The progress of the Defense Savings program in the second 

~;roup of sta tea to be organized for the sale and promotion of Bonds 

and Stamps is also traceable in newspaper clippings from those 

states. 

From Florida co.mes news that county governments are investing 

in the Bonds, and from Washington a story that the State Government 

is buying up t o the limit allowed by law. In Jackson, Mississippi , 

patriotically decorated booths "manned by young Jackson matrons" 

have been se t up in department stores as outlets for stamps. In 

~ssachusetts the use of Defense Stamp machines is urged. In Ne" 

Jersey, gasoline station operators plan to sell stamps. 

Regraded Unclassified



' 

TREASURY DEPARTMENT 1.71 

INnlt.OI'l'ICE CONNUNICATION 

TO Socrotur MorcoatJ.u 

, • .., l(r, lllotrlob CONFIDENTIAL 

Btchttrod ohrllac t .... oaouoao ot tbe roporuac N.Dtw nro • • tollona 

SoU to o-rclal CODOtrDI 
1'11robooo4 troa e-rolal ooaoor..t 

liJIJ,OOO 
£1.5,000 

OptD _,.kot otorllac beU otte4T at ~.0}-J/II. !M oalT roportod t noaoacuoa 
cooolol~ ot £2,000 pareboot4 troa & -rolal ooaoon. 

Ia Jov Torll:, c1ootac qv.olaUou tor tile torolp CV1'taoho U olod 'bolov nro 
u follow• • 

Ce=· dt• n 4ollar 
.t.rcoaUu pooo (:tree) 
Jraolll&.. a1lrolo (!roo) 
o........,... pooo (rr..) 
Oo1oa'bltuo pooo 
MosiO&D poao 
Ou'ball pooo 
.Tapoaooo 71D 

t'boro voro DO cold t.......,Uou eoa-hd b7 u toda7. 

Jo ..... cold ""''"""'" ..... .-.porhd. 

h Lo114oa, OJ)OI u4 torw.rd oll'rwr wro tlud 1/164 blpr al *1/U, oqul• 
'101•"' to 112.671. 

no f roaoury'o pvobeat pr leo tor torolp .u ......... uoboDCOd ., 3'51· llaDd7 
&011 ~·• ooUloMal prleo tor torolp tUftr •• aloo 11114boactd al J'ii.J/"141, 

Yo oado ODO pu~obooo of ollTOI' ....... uac to 75,000 O'CIDOOI 1Uidor tile su ... r !"ccJ>,. 

<h&ao .lei. 1'blo roproooalod "'" prodDOUoa tr .. TOrloua torolp CO"<Ullrloo, aad ,... 
bo~t for forward 4ollTOJ'7, 

• 
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!110 repor~ of Jv,lz 1.6 reoel..t tr• ~be I'Meral !Ieee~ llulr of leY Ton: &:hliiC 
rortlp ucb&JICe poolUou of buD M4 baUer• la lh 4lttrlo~, re ... llled tbat ~he 
lolol poo!Uon of all coutrl .. wao thon ~be equha1eD\ of $5, ()54,000, a 4ecllao 
of $5~2,000 Ia the ohort pot lUoa llace Jv,lz 9. le~ o!».J~Ceo wre ao follooroa 

Sbor~ PollU oa Shor~ Peel Uoa Cb&JICe Ia 
~ JQlz 9 JW J.6 Shor~ J'ool\l ... 

E~>cW>4 .. • 7~.000 • 627,000 - $1~,COO 
Eui'Opt 2,~,coo 2,87S, COO - ,COO e...u 1,COO (LoJIC) 475,COO (LoJIC) 5li,coo 
La\\o ._rica 1169, 000 172, COO - 297,COO 
Japtll 42, COO lls,coo • &,coo 
Oll>1r Aalt 1, 92l,COO 1,819,000 - 102,COO 
m olboro ~l oCOO (LoJIC) 1~.!1Jl2 (LoJIC) + l'·222 

foltl $5,646,coo $5.054,000 - $592,000 

•n•• olp (•) lD41catu lncr•••• Ia thor\ polltloa, or doeroooe Ia 10JIC pooltlo .. 
Kl~ •150(-) ID4lcateo dlcreaoe Ia thor\ pool~loD, or IDCroaoe Ia 1oJIC pooltlOD, 

"~oablatd politlcn lll recto~ored &114 open IIUb~ •~•rllJICo 

CONFIDENTIAL 

• 
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TREASURY DEPARTMENT 

INTER OFl'lCE COMM UNICATION 
pERS)Nll & CONFIDENTIAL 

173 

o"n July 24, 1941 

TO Secretary Yorgenthau 

roo• John C. Wiley 

For your information -

R'ne Pleven was in t o see me this morning. He 

wanted you to know that he had been in touch with Oscar 

Cox and that everything was progressing well, though 

slowly. He no longer ae~ to !eel any concern over 

the Bergman incident in New York. 

• 
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!he Sacre'-7 ot S'-\• pnoch hie ca.plt..h 

to U.a Boaorable tM hcra\&1'7 ot U.. rr......,., M4 

colo• .. a CO'J!T ot 4e-'ch ao. 707 ot Jua 16 tro. 

t~ Alleric.., •kaq, L0114cm, YI.U. .....,.., t o tloe eala 

ot 00Ql'tcl41, Lia1 te4, hol4illc in ~ Allario.., Viecoea 

OorporaUo•. 

laolOIID.HI 

174 

• 
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\ 
••• 707 

' 

UDDOJ, ,.,... 16, 1"1 • 

SUllo110!1 hlo ot Oovtalda L1a1h4 l ol41JIC 
1A t he J.or1caa ~1ooo .. Oorporat1 ... 

Si r a 

I b&To the lwmor t o rater t o the •baa111 1 tal acr• 

llo. 211119 ot Juo 14, ad t o c clooo herowitb a capr ot the 

otat-t 1on.o4 1rr t ho 41reotoro ot Oov.rlalh, LiaUo4, 

T1ocooo Corpora\1oe. 

lz>clonroa 

!Wroohel ~. Jollaooa 
Oharp 41.t.tta1roo e4 1A\or1a 

1. 011pp1ac tna !be ! ialo ot .r- 13, 
coa\&1a1ac 1\at-t, 1a \r1p11oato. 

VOl/10 

OowaiiiW 7 / B/141 

175 

• 

Regraded Unclassified



( 
..,.1 • ...,, ••· 1 to uepatch ••· 
!.oo4o•· Jaclea4. 

PAPilla !Ill !11111 
Cl!Ta LOIDOI 

707 ot ~- 16, 19111 hoa U. • ..._,., at 

li1ICIIRa 
llADa ~ ..... 1}, 19111 

Tho .Urtctor• of Oov\alllb, LIJIUet, I>M>t h.,.t4 tbe tollowiJic ttat-t 
1o oloclc.b4l4tro recar.UDC u. rac•t nl.t ot ••t ot tu oharto tu ca.pq;r 
hll4 111 iht utr1cu flooooe Corpol'&Uoaa 

Slocklloldtro lll Coviaaa.ldo, LIJIJ.iet, art -• that t.t U. vent nquot 
o!!!. K. Oo1'1raeal th411r Urecioro pariet wUh POO&t 95~ ot the ·~· · 
ll:artholUDc lll U. Aaerl"'l" V1tcooe Corporailoll, !hio .,.. acqlllret troa 
Counlllldt, LIJoilet lo' IL X, OOYe.._t oa Karch 15, 191!1, aa4 !.a ivll wao 
ool4 ~ B.K. OOYtnlllt al to a craap ot lln'eo-1 'bllllltero 1.a the 1J,S, .L. 

!hi •01111t t o 'bo rulllet lo' B.ll. a,.,,.,. .. , t r,. the oale ot thio ohor ... 
hol .UJl& 4tptllcle4 v.poll the •owot to 'be roce1Te4 b7 tht bnoilltat 'bllllltert u 
rnponu l o a pllbUo i11uo >dlich hao r-tl7 'ben aett lo' th• u tu 1Jil11et 
Slain &ll4 v1th which Courtaaa.lb, LIJIUet, nro not conctrnt4. On tu olhor 
hoo4, l ilt prioo to be pa14 '117 B.ll. OOYtl'lllllnl to Covt11Dl4o , Lia11t4, tor lhi• 
olw'ohol~Ull& 1o not deleraiaod '117 tu price realllet in tbe 1Jn1tet Stat11, but 
lo to bt .,;rud \ll)On a\uall7 with recouroe t o arbilraUoll 1t neet be, 

Tour .Urecloro 4.o not 711 lalow vhat - will 'be recehet hoa tu :Br1Uoh 
r rf1111.r7, &ll4 11 h too earl7 to N7 what tuir recoaa•4aUoao - 'be lll 
ropri lo lhe allocation ot tha -17 .U.. 11 1o recebet • 

.1. word ot e&tioa 1o neceoot.r7 at t hio o\ap. !he wq h '117 llO ..... , 
d oor for lht IIOlciJic ot &ll7 a.pital 41olr1'builoa, .., .. oholll4 thai covoe 'be 
l ro:ed adrloable. lleanwhlle, 7011r .urectora thiJ>k 11 \hair dn\7 t o hoa.e a 
olal.,ool which will ...U1o tho SO,OOO otoctho1bro lll tho Cc.p&llT to nader­
oi!Od lho r""Ct an4 ~tucle ot the tr•oacUoao -Uoaet. 

Cwrtllll4o, LIJoi tad, ~t u. ""•r1cu richto lll the •hcooe proc11o 
u lo~~e oco ao 1909. fhq vere ~t troa tha ""'r1can proprietor• ,..o he4 
lltl4 lh• tor the 7tar• wilhCIIlt 41Te1op1JIC thea. Ter7 little l.alhreet wao 
\lion lokon ill iha ..-tactve ot rqoa on tho otber o14e ot the J.tluUc. It 
•a.r JuoU7 be o1a1aed u thio uat&llce tut Jritioh 1nU1aUTt IID4 lllterpr111 
rlrtua117 ca.,. tha 11111tet 8tat11 a nw l.aldnotrT• 

1?6 

""' .A.atrican Tiocooe Ca.pq;r, tu tirot C.-p&ll7 t o .... createt '117 Coviaaa.lb, 
LW1e4 in tbe 1J,B, J.. , I'IIP1417 41Y01opet tho ~ ot rqoa, 0114 lo' 1916 U. 
boloineu ct 1h ""'"'"or, U. Thco" c..paq, vao alree47 l &rC'I• ProtUo 
Qj>Oo4e4 rtq>idl7 1a u. - tw 7earo 0114 r..ataod at • TlrT h1cll l 1Y01 Ull\U 
tOo ODd or 19<!9; ot \u \olal protU aatt u \hie period, at\u pqaat ot 
\&zoo in ihf 1J,S..L., wU .,.,er ..,.. lh1r4 wao llO\ trautorre4 to Orea\ :Britaia, "'''AI 'p10QC)Iad 'back' taio tbe M.ricaa 'bQII.alell. 

• 
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The output of Yiocooo 7U'III ~ thooo o-.puioo 1a 17, 8,.1., ezp&Ddl4 fr .. 
5, 750,000 l b. in 1916, vhc tho JaoriCM Viocooo Cc.peq ...., tho oiiJ.T producer 
of ra:roo la 17, 5 • .1.., to 62,000,000 lb. la 1929· !hi pctonUaliUoo of tho la-
4uol1'7 haTia& bolll tllu 4..,.1lopo4 u4 ouccooo U.Outratl4, u ...., a -tural 
eoou queoco that cc.poUU,. llhnl4 'oocla t..o4iatol7 otter tho 'ollie patlllt 
rlpto ha4 t >q>irld, llhich 'hiT 4.14 &bout 1920. !hi c~UUoa crw lato 
lore• pNPOrUolll, but """ la 1929, thoaP thoro wro thoa no l oot $boa 16 
pro411etro of r qon la tho 17aUI4 Statio, tho V1oco11 Cc.peq 11111111'octurl4 onr 
50~ o! tho total output of 121,000, 000 lb. Lut Jill', 1~, ito ouccoooor, tbo 
jj;ori coo Vh cooo Corporatioa, o.plOJ1Ac &bout 18,5()0 work p10p11, :pro<!ncl4 10111 
:;!1P o! tbt total voicht of TiiCOII 71r111 , or, it ocotato bt i nolu414, 10110 ~ 
of the t otal output of all tho rqon ramo, which total •Oillltl4 to 390, 000,000 lb. 
Thue !&cto llld ticur•• vill CiTI otooltholdero in Oourbnldo, Liaittd, and tho 
public coooroJ.lJ, a tul.llr pi c ture ot vhat ...., achiOTI4 la a comparat1n17 
br ief period of tilllo, prlaoipall7 b7 onorcoUc ociontiti c r111arch, lvitt 
uehoolocieal il!proT•IIlh , and tho pcliCJ faithtul.l7 tollovod of 'Plouchlac 
bock" protlto • 

.l.ltocothl r , tr011 tho 'ooclan1nc, tho aorican Tlocooo Cc.pallJ, !ho Thco11 
c~ lll4 tho .l.morican Tiocooo Corporation haTe lll'DI4 protito, after •••tine 
all other chore•• except tuaUon la tha UnUad Statoo, -Ua& to aoro tbu 
$480,000,000. Tho diopolal of thloo profih baa booa ~~pproz1aatol7 .. follovll 

To u.s • .L. r noauo 
To V. S • .I.. oharoholdoro 
l!otaiud in 'ouolaooo 

fo tioHI4 [ IJicd<>a r.,......o 
?o Coor tonldo, Liai\14 

!otal 1att i n v.s . .t.. 

!otol roco1Tad in 
17nit14~ 50 

1~ 

Tonr diroctoro calculate that t ho vrttton dovu Toluo of tho .btorieall 
f ltcou Corport\Uon' 1 .... to at tho doll ot tha lalo of oharlo to B,M, Gonrn­
•eot, aod bt!ort ad41nc aDJihia& at all tor tho Tt rJ Toluablt &eodvill, MOillltl4 
I!PProx1u t t l7 to $128,000, 000, aado ~ .. !ollovtl 

Cu b at banl<o and in b.aD4 
~arkttab1o ooeuritioo (aarltot Taluo) 
Dobtoro 
Stoclto-in-!rMI 
PrOportho 1114 Plant (Mtoro dlductinc 

opooiol .... ...,. .. •OW>Uq to about 
$1) ,000, 000) 

Lou orlditoro 

! 
10,000, 000 
26, 000,000 

7,000, 000 
1),000,000 

!O. OQQ.OOO 
1)6,000,000 

8,000,000 

$128.000,000 

• 
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t ho oalo \o B.M. OoYin.&t of uou\ 9~ of \ha OOIIpUQ''o ohuallol41Jac 
IJ> lho .&aoricu Yiooooo CorporaUoa repno..,\14 al>OOlt 91" of \hat ·~·· 
1ooo.d oharl capital. .t.llou\ ~ 1a aUU beld. 'b7 COOlr\a14a, Liai\14, ad. abw.\ 
~ ~ otharo. u..d.or \ha ,..., ~o\a \ha COIIpaiT 1a at praa•t d.1ractl7 
ropru 111to4 011 \ha 'boaN of the .&aarlcaa Th co .. CorporaUOD 11r 0111 d.irac\or. 

llaco\ llpooio11 

Du.r1D& tho lao\ two 71aro, ao h bow troa o\at•ollh IU.d.o at tho &I1DUJ. 
1111orol mutill&o of Oovtald.o, L1a1to4, tho .&aorica~~ Viocou OorporaUo11 hal 
btto toca&l4 011 &ll IX\ollolYI procr-o of riCOIIItruetioll ad. IJ:p&lloiOII iii­
TOl'fiD& .-zq aUliollo of d.ollaro froa the corporat101l'o OVII r........... !hio 
l &rCI t >J>III41turo hal 110\ 71t had. tiao to 'bMr fruit, boat l\ viU l4d. ill a 
ootoblt Uc>'•o \o \ho O&rlliDC ct!P8"i t7 • thoro are o\her facto which aloo are 
of crtd iaport&CO for \he t'llturo, I\ ohould. be opeciall7 110\14 \hat ill 
o441Uon to \he IUII!l>.faotuor of Yhcooo T&rll. \ho .bO!'icu Viocooo Corporat1o11 
to4ot u=tacturao acetate 7an 011 a Iars• ocalo, ud. U hal a sraat llld. 1'0111d.l7 
arovln& buol.nou ill the aalclJIC of otaple fibre, a coaparat1Y017 11ov textile 
41Tt lopaont vi th IIIONOUI pot111Uall till ... icb h attract ill& sroat attnUoa 
IJ> tho 11nllod Sta\ .. at the pr""'' u ... 

VhaiOTor t-rU7 d.Uf ioultioo ud. r"t rlctiODa ,... arioo frca the 
ropn cuoolOilo of \ho war 011 \ha U..l\14 S\at .. , thora ..., 'bo 110 d.ou'bt \hat the 
pl'OI]>OCh of contill:ulJIC ud illcraaolDC prooporl \7 tor \ho AMriGU Tlocou 
Corporat1o11, vith t ho larsoot holllo aarlcot ill tbo vorld, aro roal &l1d. lll'b­
otOIIUal. 

Oo l t:e otbor h&l14, Oovtaldo, L1Jill.tod, apart frora \ho lou of tha 
.l:lorloan Vlocooo Corporatioll, v1 th the SOod.vill attached. \ o \hal boaoillou 
Ill Ito own COUil\1'7' will looo a larso :pe.r1 of tho addiUollal sood.v1ll 1d>lch 
hu btoo acquirl4 'b7 tho :IJIClloh boaoillooo trca Ito prootiso ao boil~& ill rtrt:ual 
coo.trol of \ho larsoot srcr«p of rqon illto.rooto ill tho world.. !be otroacoot 
pl tolc Ill thlo 141t1co vao \ha -lllal lllP:POrt >d>ich Covt.uldo, LU11tl4, ad. tha 
.l:lorlcoa Ylocooo Corporat1o11 pYI to oach other ill all ... t toro o!foctins world. 
pollo7 111 t ha rqon illd.llotJ'7, 

lUrthonooro, it wot 110\ 'bo forsotton that Courti!Uldo, Lialtod., haYO owed. 
ouch of lhair f111&11c1al otr-s\h ill \ha paol to tho fact that a 1111'11 part of 
l holr lnteroato vao u uotber cc,tillut . ~ oproa41Jac of lDhrooh lo alvqo 
• llobUhiD& factor, &l1d. 11 1o hard.l7 lli OIIM1'7 \o poillt Ollt how S...«11aol7 
Tlh abh a largo illnot ..... t ill u.s . .&.. a14)>t "-• pl'OYid to be .. &II illllll'8Zl00 
Ill tho e..u,.. 7oar1• 

Tour d.lroctoro ourtod. tbeaoelno fro• tho YOI'7 'bosillllllll ud. l oft llO 
llone lllllurnod. ill their efforto to fllld a VIQ' of rot alllilll t ho vbolo or • 
QJor port ot their inhroo\ ill tha AaoriC&11 Viacooo OorporaUce. 

• 
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P.A.RJ.PBRJ.SI ----------
J. toller .. ( no. 3191) fro• ttw J.Mr 1caa llobuo:r at 

London, 4o.tod Jul7 24, 1941, roa4o oubotaat1all7 ao folloql 

In OJ> 1Dforal talk batwoon Coo OJ>d faloy of tho l!r1t1ob 

!rooou:y tho problo• of r ar laotorn obuffloo wao .. ntlonod 

111 llr. lolq OJ>d tbo o"«<iooUono wbleb ba•o baon oont to tbo 

Uoltod St at oo rocent)J- b7 tho l!rithb 'froaou:y. llr. l al07 

oatd t hat tho l!r1Uob 'froaau:y 1o aot owr)J- hopefUl 1a . ... 

cord t o roouJ.to: that fro• tho polat of •low of tbo ,,...our"J' 
tho t.portant th1DC to to work 1a hano01 d th tho OonrnMat 

of tho Unltod Stateo in record t o tho Par llaot. lloubto 1a ro-

gar4 to tho ab111t:r of tao CHINESE OOVEJl!IVJilf'l' to - doc1o1ooo 

about tho t:ypoo of trOJ>oactiono whteb wouJ.d baooflt thea oooa 

to uodor l1o llr. laloy' o foaro that tbo 'jli'Opoood oeboao •l&bt 

oot work well. llr. fal07 waa doolrouo t hat t ho propoood. • xeb&DCo 

control OJ>4 t ho Stabtlhatton Board. ohou.l.d. ba Hod up clooo)J- oM 

• ltb t ho other, ao4 - tbo o~oUoo t hat Ball-Pateb • l&bt, 

for tho urooont, ba loYltod. t o oo..a oo tho Stab111tottoo Board.. 

tho ••ttor of 1nclud.1DC Bone lone 1a tho otor 11DC aroo 11 oow 

Wldor 41ocuto1on 117 tho llrlthh 'froaou:y, accor41ne to llr. talq, 

and tho 'froaou:y 1o dtoeuoo lnc t ho probl••• coacernod. Coo do­

olroo to ro•lnd tho 'froaau:y, to t hlo connoctlon, of tho propoo1t1on 

whleb wao taken up oral)J- wltb llaa""l Pox of ootablbhlnc &rOUDd 

llr. Pox a froo• lnc control coa.lttoo. 

Cow 1 bJ: ?-27-41 

• 
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ilJ'STRICTJ!I) 

G-2/26S7·220 llo, 449 ld, I . D., r., D. l2r00 1!., JUl7 24, l~ 

SITUATION REPORT 

I, EASTt:RII THEATER, 

Oroundr No further intoru.tion llaa been received as to t11a 
dtU&tion on Uie 08n>lll-Finnish front, 

Tllere appeua to be no ellan'e on tbe Jm>lnvad !rant, 
tbe Clenl&n col...a in tb1s area being haltad near Nan-a end ~. Tile 
battle betften encirclin& Geno&ll forces ani encirclad Rllsaian dh'iaion.s 
in t.'>e area be- Nevel and Vi tebak cont.inuea, St.ran& Ruasian 
torut.ion.s are also balloTed encircled in the area be- S.Olerulk 
and rollilaor. 

The Clenl&n High c.......s reports privately that 
Ruasian forces have been encircled in the •r.aat.arn Ukraine," 

Axis troops have captured Tigllina in eastern 
Beasarabia and the Dniester bridee at tllat point. St.rona Rllssian 
r .,..e8 bold the southern portion of Bess arabia, inclwling the Danube 
Delta reeion. The retraat of these Rllsaian forces has been en­
dansored by the Axis capture of Tillhina. · 

ac;ain. 
~ No change in the general aitU&t.ion, l!o>lcO!f .... b.-bed 

~ oeru.n. S<:&ttered Ught. raida aorer Oreet Britian. 

British, Continuation of the orter~~~i.,.., t:Uinheia 
and Frankturt ....re aU&Cked tor the third auceeasi .,.. night. 

III. IIEDinlii!WllWI TI!KATER. 
' 

Tllo Italian air force attacked a British Convoy 
in the Thia indicat.ea a British attempt to 
reestabliah eaat ...... st cCIIIIlUnicat.ion in this aea. 

~ Norul harassinc raids by both sidea, 

RESTRICT.F.:Il 

• 
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FOR RELEASE, J.:ORllniG PAPERS, 
Friday, Jul y 25, 1941 . 

181 
The Secretary of the Treasury, b7 this puolic notice, 

:~vltes tont!er s fo r $100,000,000, or t her eabouts , of 91-da;r Treasury 

i;ills , to !Je issued on a di scount basis under competi t ive bi dding. 

l"'c ~i/.ls e.: this ser i eo wil.l be ua ted Jul y ::10 , 1941 , and will mature 

O··tober 2~ , 1941 , '.'!hen t he fa ce amount will be pnyable l'li t hout 

h.t~rest. 'J'hcy l7ill be issu.eC. i:1 bearer f orm only, an<! in <!enom­

i::atic::s of $1 ,000, $5,000, ClO, OOO, $100, 000, $500,000, and 

.;~,:JOO,C00 (t".Atur i ty value) . 

Terders will be received a t Federal R~scrve Banks and 

'Bre:~cr.es up to the closi n;; hour, t wo o ' clock p. m. , Eastern Stand­

~.r~ tlr.~e , !l.ond~ty , July 28, 1941. Tender s will not be rece i ved at 

\he i'reasary Dep11 r tment , :·:ashington . Eech tendet• must ~e for en 

c\'en :-rultipl e of $1 ,000, and the price of fe r ed must be expressed en 

:he o~si s oi 100, with not rr.or e t ha:1 t t.ree decimals , e . g., 99.925 . 

?~ac:i t n~ M;,' not be used . I t is urged that tenci.ers ile ma<!e on the 

:~btc1. ~on.s 11nd forwardeC. in the sntcial envelopes which r.ill be 

!t:!'~::,~ ~y Fcd,ral Rese rve 6a~s or !!ranchus on application 

':'ender s will be r ccei vod wi thcut deposit from incor porated 

~t.nks snc trust companies and from r esponsi ble and r eoognizeli 

~ech~s in investmont securities . Te11ders from others mus t be 

~cco::lpanied !:y pu.ymont of 10 percent of tho f ace nmount of Treasury 

!!ills tpp~i~f. fo r , unless the t enders are accompanied by an express 

;c:t~uty of ray:ucnt by an i ncor porated bank or trus t compaey . 

.. ·o~-7:2 

• 
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Jcmcdi~tely after the closing hour, tenders will be opened 

~t the Fedcrt<l Reserve Banks £.nd Branches, following which publill 

~cuncemcnt will be mnde by the Secrei t ry of the Treasury of the 

umount 1.nd prico rnngc of accepted bids . Tho so submitting tenders 

~ill be advised of t he acceptance or r eject ion thereof . The 

StcrctGry o~ the Tre~<Gury expressly reserves the right to nccept. 

or rcjuct un,y or 1111 t~nd.,rs , in mole or in p11rt, and his action 

in ~n:t such resp~ct shell oc fincl . Payment of accepted t enders 

:t the prices of~crcd must be mC.e or completed nt the Feder al 

Rcs~r·;e B:mk in cc.sh or other imme<iiatel y uvnilr.blc funds on 

July 30, 1941. 

The incom~ d~riv~d from Tr easury bills , whether interest 

or zdn from the sal e or other disposition of the bills, shall not 

Mve ~ exemption, ns such, and loss from the snle or other disposi­

tion of Trcosury bills shall not hnve nny special treatment , ns such, 

tm1tr Ftd,rtl tcx Acts now or bo!ree.fter en~.cted . The bills shall be 

m3j~ct to csbt c, inheritMco, eift, or other exciae taxes , l'lbether 

?~dQrr.l or St:lt c, !>ut shall be exempt from ell to.xe. t ion now or here­

efta!• imposed on the principal or interes t tbor oof by nn,y State, or 

poosossions of the United Stat es, or by Cnf locnl taxing 

·uthority . For purpose s of taxation the runount of discount at which 

tr.,.:ury bills c. re ori ginally sold by the United St:~ tt s shell be 

tonoiC:er;;d to be btcrest. 

• 
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Treasury Depnrtment Circular No . 416, cs amended, end 

this notice, prescribe the t ct•ms of the Trensury bills r.nd govern 

the conditions of their issue . Copies of tho circular may be 

obtcined from c.ny Feder o.l Res~rve Br.nk or Branch·. 

- OoO-

. . 

• 
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July 25, 1941 
10:35 a.m. 

RE AID TO BRITAm 
Conference held in~. Bell's office 

• 
Present: 

3ell: 

l:ack: 

Bell: 

lrfr. l!ack 
Ur. Bro'IIII 
llr. White 
Sir lrederick Phillips 
llr. Ke111es 
~. Thompson 
llr. Bewle;r 
llr. Childe 
Yr. Chance 
W.ss Kistler 
Yr. Kades 
Mr . Keyes 
Mr. Hicks 

Now, l!ack, I understand you want to leave -­

There is just one question, I believe, that 
ooncerns me. 

All r ight. Report on the ad=inistratively 
difficUlt purchasea? 

Yea. We have had numerous meetings, as you 
know, trying t o dn ise some wa;r of making 
possible purchases under Lend-Lease b7 private 
corporations abroad of special i tems *hat are 
not large enough individually, or for one 
reason or another wouldn't normally go through 
the Br itish Purchasing Commission, and the - I 

184 
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think the net result seems to be that it • 
can be done, but that in a comparison of the 
method to be used, we mustn' t employ the 
procedure which they had formerly used 
individually as a basis of comparison, 
because the procedure which was formerly 
used by individual companloa would no 
longer hold true. 

They now have to deal with priorities and 
shipping, but priorities particularly, and 
therefore a gooo oeal of the expedition in 
consummating the transaction no longer 
hol ds true. 

With that preliminary remark, I thought llr. 
Mack would explain how he feels the most 
effective procedure could be conducted, 
although there is an alternative procedure 
which is more in line with what I think we 
first had in mind. But llr. llack feels, 
with reason, I believe, that that would 
be not as expeditious as the method which 
he has devised. 

(Miss Kistler and l!r. Kadea entered the 
conference. ) 

!!ack: Yes . These purchases had to do with the 
commercial purchases now being made by 
British importers from private sources here 
in this country, and the present procedure 
la of course for the British importer to 
bU1 direct ly fraa the private source 
here . 

Now, the question has been raised about putting 
these transactions through the Procurement 
Division. Now, ~e have gone into the 
matter a bit and it aeema that to attempt 
to handle these purchases as a post act1on, 
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in other words, to attempt to make a contract 
to cover a purchase that has al read7 been 
effected between a British importer and an 
American e~orter, would raise all aorta of 
adminiatrat1ve difficulties on this aide. 
There would be a question raised as to 
compet ition and verif7ing the price, and 
all that aort of thing, so that our thought 

186 

ia that if these purchases could now through 
Lend-Lease as all other purchases do, that 
it would be the beat wa7 of handling it, of 
course, with this consideration, that up to this 
time all purchases are for the direct war effort 
or related to it. 

Now, this would of course call for a polic7 
determination as to bringing purchases of 
this t7Pe under Lend-Lease. 

Now, wi th that exception, we can handle them 
through the regular aachiner7 that has been 
set up to handle Lend-Lease purchases. 

(Wr. Ke7es entered the conference). 

Baa the polic7 been determined? I tnought 
that at one meeting we had, Cox said that 
the7 could be brought i n. 

That was rq unders tanding. I didn't think 
that there would be l question of poliq 
excert for - there m1 toe certain i teas, 
but n the main the7 elt that the bulk 
of the commodities which are purchased could 
be handled under Lend-Lease. There has 
been a new thought injected into the discussions. 
I have obeerved t hat It kind of runs across 
all of these and needs to be clar i fied if 
it can, and that ia the queation of articles 
sold to the British Government under 

• 
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Lend- Lease being resold at a profit. Now, 
it is clear that the bulk of these items 
would be - would fall i n that category. 
They would be transactions whioh would enter 
the normal avenues of distr ibut ion, and as 
such, I presume, fie l d the usual return for 
distributive serv1ces, and so forth, to the 
manufacturer , the producer, and an additional 
amount of sterling profit to the Government . 

Now, I take it that, so far as I know, there 
i s no object ion to sterling profit that the 
Government would make in selling these goods, 
presumably to the producer, but that there 
has been some suggestion that there lllight be 
some objection to a profit which might arise 
at the other end. That question came up, 
I think, in connection with foodatutfa . 
The President, ;you ma;y have noticed, made 
some reference to it at a press conference. 

Now, that raises a quite novel problem which 
strikes a - a new problem whioh strikes not 
only at this, but strikes at some of the 
Dominion purchases . I don't know, but 
I somehow feel , that what the President 
had in mind need not apply t o thie t7Pe 
of transaction at all. 

What was it the President said? 

May I quote from a press release? It will 
become clear from --

He said that the British had no idea of making 
a profit. 

Yay I just guote it verbatim? This is a 
report which appeared in the Herald Tribune 
of a s tatement made b;y the President at 

4 

• 
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one of his press conterenoee, We can get 
the exact quotation from them, but there 
appears to be no difference of opinion 
of those who were there to what thie state­
ment says. I will read from i t - I will quote 
from the Herald Tribune : "The President 
at a press conferance of Jul7 18 took occasion 
to back his faith in Lend-Lease program 
and when asked if it would be possible for 
Great Britain to accept materials from the 
United States under the tenaa of Lend-Lease 
program and then sell th.e mat profit, the 
President laughed such 81 idea down. 
He expressed grave doubt that ·there was &01 
desire on the part of the British or &n1 
other recipient of Lend-Lease aid to re-sell 
at a profit, ihen asked whether he believed 
that the British were selling food from 
the United States at a profit, the President 
said, 'I doubt their desire to do &n1 such 
thing on food .• ~estioned about other 
materials, he replied, ' That wouldn't be 
quite according to Ho7le. •• 

I thought he was talking about exports there, 

That is not clear. He ma1 ha•e been. 

I read that in the New York Times at the 
time . I thought he was speaking of exports. 
The answer dirut't mention exports, but the 
question did, as I understand. 

That ma1 be a possible interpretation, that 
the tenor of the discussion might have been 
relating to some claims that there have been 
exported materials from Great Britain to 
Latin America in competition with American 
producers, and so forth. 

188 
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Whl te: 

Bell: 

1hl te: 

Keynes: 
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\ 
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Well, that was the charge on the floor of the 
House, wasn't itt 

Yes, that was . 

He was attempting, apparently, to answer that 
charge. 

But the fact that the7 we:·e speaking of 
selling food 1 ed ae to beline that that 
may not have been the onl7 thing he bed in 
mind. I raise the question here to make cer­
tain that there is an understanding that this 
thing would run counter to this type of pur­
chase and the Dolllnion type of purchase, and 
would ramify so profoundly the Lend-Lease 
arrangements that I doubt very much whether 
the President envisaged this type of transac­
tion in his comments about re-selling at a 
profit. 

I think that is worth looking up, because 
if the question related to re-exvort, as I 
thought it did, that would ease 1t a good deal, 
because in the case of re-export, of course we 
shall keep strict checks on that. 

169 

The ver7 first food shipments we got under Lend­
Lease, when we took i t down there to get it, we 
spent quite a long time talldng, expla.ini~ why 
we distribute through normal channels, which 
would involve profite for the aiddleaan, be· 
cause essentiall7 there was no other wa7 to 
do it. Cox and Phil Young, I think both, I 
know Cox did, took it up to Hopkins and Hopkins 
then advised us. He put it to the Pnsident. 
He aaid,"They full7 understand the whole situation 
on this food distribution,.• and on the basis of 
it we fot the oral conaent for this type of dis­
tribut on involving the uae of noraal commercial 
channels, which would neoeaa aril~ inol ve a profit 
for the aiddl emen on the way. Cox repeated that 
not ver7 uny days ago, that both Hopkins. and 
Hopkins aade the President understan~ that at the 
tiae . 
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Well then, it ia something that I take it 
can be clarified with the Lend-Lease as rou 

fo along. I was & little bit disturbed when 
first read it, because a little thought 

indicat es the extent of ita implications and 
beoause of that extent I am inclined to think 
th& t the Preside.nt was thlnking in tel'!lls of 
some specific episode, either exports or 
there has been some talk of cheese being sold 
at high prices or something of that character. 
I think we would all agree that this - that 
there are times when we would have to forego 
consistencr or logical reasonableness br 
virtue of pollticil expedienor and do certain 
things in a war which is probab!r leas effec­
tive or efficient than another war because 
of the political reactions than the President 
here can make lDilCh of the tact that the 
American Government ia sending over, let us 
sar, cheese, and the cheese is being sold in 
stores at high prices. There is no oon­
sistencr, necessari!r, in that at all, but 
there rou have it . 

We are selling food in the aggregate at a veey 
heavr loss, but it is adjusted as between 
one and another. I believe the ueetul thing 
to do here would be when Thompson and I get 
back to Lop.don to get a report made to rou on 
the supplies in London. 

I think that would be veey helpful, because I 
think the President - the Secretaey would veey 
much like that, and it would place him in a 
position where he could have the facta and 
discuss it. 

I think he may be aslced about it. 

We are selling - the Uiniatey of Food - it rou 
will put in the Lend-Lease goods at cost price 
and what the coat price would be it we paid 
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cash, the lfiniat17 of Food in the aggregate 
ia selling food for about a hundred million 
pounds a rear less than it costs. We dis­
tribute that over different oammodities in a 
rather arbitrarr war, so far aa relations to 
coat is concerned, ln order to keep the coat 
of living index steadf and in order to have 
a maximum substancr on those articles. 

But there mar appea.r to the auperficia.l ob­
server distortions in which there appea.rs to 
be a hlgb price for one commod.icy, and not 
bei1 familia.r with the general progr1111, thq 
~ ump to conclusions on the basis of a 
few teu. 

I would be inclined to auapeot that price was 
Tel'J'" high, a.fter rou take into account the 
freight and so forth. 

That I don't know, but the possession of the 
fa.ots on that would be very helpful here, 
beoa.use there would be somebody who would be 
in 11. position to an.swer tha.t cha.rge. 

I don't think there waa II.Df profit on cheese. 
IVe are in the Trea.aurr urgl.ng the Kl.niatrr of 
Food in the ca.se of non-neoeaaaries, to make 
profits where they could in order to offset 
the losses, and the only subatantia.l case that 
waa under discussion, where there na &ll1 
profit worth bothering about, was chocolate. 
We thought chocolate waa not ao necesall.l'J'" 
that we oouldn' t make a pennr a ba.r a.nd that 
brought in an astonishing amount of money. 

Do rou sar that t he losses of a hundred mil­
lion dolla.r s--

A hundred million pounds. 

Which the Kl.niatrr of Food aes111es woul d 
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more than cover the profits of the middle 
man? 

I don't think he mede any profits. 

What we have now in case of all the necessaries 
on a-like cheese, we have two flxed prices 
we have two fixed prices. I think he make~ 
hard}T any profit because we have fixed ~rices 
at which he gets his cheeee and fixed pr1ces 
at which he sells it. · 

Mr. Bell's poillt is that if we could get an 
over-all figure like that, it would be the 
most effective way of stopping at once any 
question of any profit being mede on food 
without even going going into SO!Ile of the 
details . 

That is rigJJ.t. 

If that came to you from Coe, that would be 
about the best way for it to come wouldn't 
it? 

I should think it would be very hel~ful if 
.Coe came back with as much ill.formahon on 
that point and if he also could be given 
some table so he could s&{, "I sa. this and 
that and the other thing. Then I think the 
Secretary would be equipped with just the 
killd of argument that would be necessary ill 
some of these discusaio.ns, either from -
either on the Hill or in Cabillet meetings, 
because they have occurred and they haven't 
been appropriately answered. 

I was going to ask, Dr. White, if you could 
let us have, not what ;you think the President 
means by profit , but what you think would be 
a reasonable definition of profit. It isn' t -
for instance, the retailer. We can' t tab 
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over all the retai l shops in the count~, and 
therefore the retailer must earn enough to 
keep his shop going, 

A profit woul d be probably something in 
excess of what was necessary to keep him 
going, 

I agree with you a hundred per cent, Sir 
Frederick. I thought I started by saying 
there is no consistency in this and that the 
mere spread between the middleman's cost and 
t.he selling price in the first place shouldn't 
be called profit, although it might loosely 
be called profit by m&nf, and I take it ~e 
might agree that profits could only be 
measured in its pure sense on the net 
return on invested capital, ot cetera, and 
t he spread would give a clear indication 
of that, but on political grounds the mere 
selling price as compared with the price 
which the American Government presumably is 
paying, would appear to the man in the street 
or the man on the Hill as being either exor­
bitant or reasonable, but I don ' t think he 
would a.pproach it as intelligently a.s you 
suggested, I think that our approa.ch would 
have to t ake cognizance of their reactions 
rather than the actual situation. 

You can, perhaps, sta.te that England is t~g 
to maintain the middleman' s service and, 
naturall7, they have to got a. sma.ll profit 
out of what they do. 

That is right, 

That more than makes up for the losses, 

Could I raise a very important question which 
ha.a been bothering us an awfUl lot? We should 
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value your advice. It is the qu~stion of the 
price at which we would lease American cotton. 

We are beginning, you know, to put in requi­
sitions under Lend-Lease for it. The Govern­
ment took over the distribution of cotton a 
few months ago. I forget whether it was 
April or a little later. We then froze the 
price of cotton at what was then the correct price 
in relation. Since then, the American price, 
as {ou know, has gone up. Our prices r-in 
at he frozen price. 

I think that is potentiallY a dangerous 
practice. I think it woula be highly desirable , 
it would seem to me, if t he Government could, 
in reselling its cotton, follow closely the 
market price - and this i s the reason for it. 
It the British manufacturer obtains his cotton 
at a lower price than we would have to buy it 
in the market and presumably at a lower price 
than the American manufacturer has to pay 
with the usual spread, that might give a point 
to some ot the claims or arguments, that the 
British manufacturer exporting cotton goods 
to Latin-America competes with the American 
manufacturer, is being subsidi zed by our own 
Govermaent. 

I haven' t quite finishe~ the end of ~ story. 

You have an expor t aubaid.Y, and until recently, 
if one took acount of that, our aubsidf was 
no greater than yours. In faot , it was smaller. 
But now, since there i e a fUrther rise in the 
price of cotton, that would cease to be the 
case. But there is another thing. There is 
cotton for domestic consumption. Our clothing 
has alreadf gone up enormously. And the program 
greatly upset our whole cost ot living to 
raise cotton tor domestic consumption. We 
thought this probably only related to export 
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cotton and there, if we made a distinction, 
that would be the case. We si.apl.y cannot 
charge higher prices for clothing. 

I should think if you could devi~e some 
method which would be apparent or could be 
easily made apparent through an export tax 
or through some other - through dual rates 
so that we would be able to meet the char .. e 
which I am almost positive is going to beo 
made - I don't know whether some of it has 
already come to you, ant of you, but I am 
almost positive that ney su.re we are going 
to hear about the fact that there is this 
type of competition. Eney manufacturer who 
does or does not get an order, who may hever 
han gotten the order, will now han an 
additional item of griping against the ad­
ministration, and if we are not in a position 
to aay that the British Government gets the 
full benefit of this , the British people as 
a whole get the full• benefit of this, and 
t hat the exporter is not in a stronger com­
petitive position by virtue of the Lend-Lease 
arrangements on cotton, but that he baa to 
pay the same price for cotton as he would 
han had to pay if the Lend-Lease arrangements 
did not exiBt, I think we han got an argu­
ment which--

I don' t think we explained it c.Learly to 7ou, 
Dr. White. 

We must not alter from the assumption that 
the fact that American cotton we are taking, 
a, for shipping reasons, and b, because 70u 
like us to take i t . We are also trying to 
protect your price. We could perhaps get 
cotton from Brasil. 

Again, I think that we will han to depart 

/ 
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from the intrinsic merits of the discussion. 
I think that we are in the realm exclusively 
of - shall I say nonsense, largely, or ir­
rational procedure, whioh isanother way of 
saying political considerations - and the 
more trouble can be given- I don't know 
whether it is true in your departments, but 
it is certainly true in our departments. A 
dozen or twenty letters on a given point will 
raise more difficult ies and influence policy 
more than intrinsic merits of the problem 
ever would. 

Now, if they get the National Association of 
Cotton JJanufacturers behind then and the 
cotton exporters and they can make a case 
which seems to the men in the street to be 
perf ectly simple and perfectly obvious, ir­
respective of the merits of the case, there 
is nobody to defend them that way. I think 
that the trouble that they can make is worth 
avoiding if it can be avoided in some such way. 

Do you think there is force in the argument 
that we can take account of the American 
export subsidy? You see, rou realize that your 
price of cotton is too high for the export 
business. Provided we are not giving thOl:l a 
larger subsidy than the equivalent of that, 
is that a good reply? The old argw:tent may 
exist, we mustn't go beyond that. 

Well, I just don't know. I am only expressing 
one man's point of view on this, and I imagine 
you would have to feel your way, and so long 
as you are aware of the political difficulties, 
you can guide yourself in accordance with that, 
and I am sure that you can arrive at some--

It is a very great perplexity administratively. 
We are getting cotton from different parts of 
the world at different prices. You can't, when 
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you release cotton know the exact stage 
whether it is for export or domestic us; . 
You will recognize in your system that the 
Amer i can cott?n price is too high for export . 
You see , we, 1n order to be on the same posi ­
tion, have always to recognize that same 
point . 

It is a troublesome point to raise . 

I didn't get your point that they should sel l 
it at about the American price, Harry. 

Well, in order to avoid the char"e t hat--
~ 

That they woul d be selling it to thei r manu­
fac turers--

It doesn't cost them anythin~ . I mean, this 
is the arrangement. I am not examinine the 
validi ty of the areument, but this is t he 
way t he argument usually runs and will run. 
I have already heard it, but only f rom one 
source, but I suspect it will increase . 
The British Government is getting cot ton 
for nothing. That is the way they put it. 
The British Government in turn is selling 
that cotton to exporters at prices which are 
less than the Allerican manufacturer has to 
pa,y. flow, that needn ' t be true, but that is 
the way i t is stated. Therefore, the Acer i ­
can - the British manufacturer has no diffi­
cul ty of going to, l et us say, Colombia and 
undersell ing the American exporters, so that 
the American expor ter is los1ng in two ways . 
His Gover nment 1s giving away something for 
nothing, and then when he has to maintain his 
normal business in Colombia, he is undercut 
by British manufacturers who receive cotton 
at less than the cost price or t he fair value. 
That is the way the argument wi l l be pre­
sented. 
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That is exactly as we have seen it. 

So I said if that arglllllent could be met b7 
the statement that the Drisith manufacturer 
is not receiving a subsidf from his Govern­
ment in the form of cot ton prices which are 
lower than he would have to par, that would 
scotch that &rglllllent. 

Now, Professor Keynes baa raised a verr real 

foint, that we subsidize our own industry. 
n order for them to compete, isn' t it reason­

able for them to base the price of cotton 
which ther permit their manufacturers to pay 
on cotton which will go in cotton goods to 
be exported on our subsidized price rather 
than on the market price , to the domestic 
manufact urer, and I said, "It is a meritor­
ious point . • I just don't know the o.nswer. 

Where should rou go to get the answer? Is 
that an igriculture problem or does it tie in 
with Lend-Lease policy? 

I think you will find the agri cultural exporters 
want to sell us all the raw cotton ther possibly 
can. 

They don' t care who subsi dizes it. 

As long as it is paid for . 

Well, I suppose it is mostly Lend-Lease, but 
it i s largely a question of trring tc con­
duct the arrangements in such a way as will 
arouse the least effective political arrange­
ments or wil l supply t hose of us here who 
appreciate the int rinsic merits of the thing 
with as llllCh BIIIIDIIni tion so that we can effec­
tive!r stop such arguments as follow, because 
if that argument is going to gain weight on 
tho Hill, then it will llml. t the Lend-lease 
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and the amount o! things it can include under 
Lend-Lease and thereby we are interested in 
the sense that that will reduce their dollar 
balances, so there is that--

But there isn't anr policy that oan be de­
t ermined here in t his committee, it seems to 
me. 

That is right. 

You see, it makes a great di f ference in the 
an~er to ~ second question, because it we 
are allowed to take account o! your export 
subsidf, providing you prevent cotton from 
rising above i t s present price , we are just 
about all right. The adjustment we have to 
make is vecy small. But your export subsidf 
is equivalent to three cents a pound. So 
that if we neglect that, it really becomes 
a very large figure . 

I am wondering whether a memorandum on the 
whole matter might not be worth preparing for 
examination by the Lend-Lease and by Agri­
culture and others so that they will have 
in their possession all the reasons that 
justifY your action, so that they will be 
able t o utilize them if there ia anr ques­
tion raised with ~. Hopkins by the Presi­
dent or &n~one else. 

I could certain!r take up that matter with 
our administration t his afternoon. 

So far as we are concerned, I don't see anr 
particular need for speed on that matter. 
That is whollr a question of pol i tical -
between you and them. 

Yea . You see, if we take account of your 
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export subsidy, this has only become a 
practical problem in the last week. It is 
only last week's rise in cotton which has 
brought in a different figure. 

I would like to lust make this remark. In 
connection with the furni shing of ammunition 
to some of these arguments - so these argu­
ments can be met, the point was made at the 
Office of Production Management, I think it 
was the day before yesterday, with steel 
manufacturers. Ur. Eugene Grace , the presi­
dent of Bethelem steel, ob jected to our Lend­
Leasing scrap to Great Britain because he 
said that a laree proportion of that scrap 
was going into the manufacture of steel which 
was used for civilian purposes, and he made 
some estimate of the amount, and apparently 
no one in the Office of Production Management 
had any data with which to refute that con­
tention. I suppose it is erroneous . It is 
just alon3 the lines - I mention it along the 
lines of Dr. White's statement that if pos­
sible we ought to have basic memoranda on these 
points, because his point was that as long as 
scrap was being Lend-Leased he was unwilling 
unless he was ordered to curtail civilian 
consumption of steel in this country. 

What does he mean by civilian consumption, 
rebuilding houses that have been bombed or 
luxury automobiles? 

Vlell , there is nobody there, you see, to-­

But I mean, what did he mean? 

I don ' t know. 

He probably was talking very loosely. That is 
the difficulty of these things. If they were 
real meritorious points, you would want to 
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export subsidy, this has only become a 
practical problem in the last week. It is 
only last week' s rise in cotton which has 
brought in a different figure . 

I would like to just make this remark. In 
connection with the furnishing of ammunition 
to some of these arguments - so these argu­
ments can be met, the point was made at the 
Office of Production Management, I think it 
was the da;r before ;resterday, with steel 
manufacturers. Ur. Eugene Grace, the presi­
dent of Bethelem steel, objected to our Lend­
Leasing scrap to Great Britain because he 
said that a large proportion of that scrap 
was going into the manufacture of steel which 
was used for civilian purposes, and he mace 
some estimate of the amount, and apparentl;r 
no one in the Offi ce of Production Management 
had aey data with which to refute that con­
tent ion. I suppose it is erroneous. It is 
just alon~ the lines - I mention it along the 
lines of Dr . White ' s statement that if pos­
sible we ought to have basic memoranda on these 
points, because his point was that as long as 
scrap was being Lend- Leased he was unwilling 
unless he wes ordered to curtail civilian 
consumption of steel in this countrr. 

1J'hat does he mean by civilian consumption, 
rebuilding houses that have been boobed or 
luxury automobiles? 

Vlell , there is nobody there , ;rou see, to- ­

But I mean, what did he mean? 

I don ' t know. 

He probably was talking very loosely. That i s 
the difficulty of these things. If they were 
real meritori ous points, you Tlould want to 
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reconsider them and act according!T but for 
every point that has merit there ar~ probably 
a half a dozen which are either loosely stated 
or talked through or completely wrong or 
superficial and yet which gathers momentum. 
A man of his position makes a statement of 
that kind and and buzzes around in various 
quarters and--

That particular type of objection could be 
at least narrowed- aown ve~J considerably on 
our end before we have to bother the British 
for a memorandum on what they do with their 
steel, because we can find out what is in 
his mind and in the minds of the people for 
whom he speaks. We may be able to g1ve him 
an immediat e answer. 

201 

A further development is this, that on the 
scrap question you mentioned, they talked to 
me about it. I arranged for llr. Elliott of 
the British Purchasing Commission to meet 
with OPM this morning and talk with them about 
it, and we are being represented there, so that 
they have both sides of the story. 

I agree entirely with what Mr. Kades says, we 
must prepare the data. ur. Elliott has. pre­
pared a memorandum which Phillips and I have 
been through and which is in draft now, and 
I think he was goin .. to discuss further how 
far t hat should be amplified, and I believe 
that data gave the complete answer. 

Of course , in the steel we have gone to the 
utmost limit . I mean, Mr. Grace is completely 
wrong. He coul dn't be more wrong. 

I don' t question· that at all, you understand, 
J.!r. Keynes. 

Another point - to give you an illustration--
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The difficulty, Mr. K&des, is t his, that it 
isn't the businessmen like Mr. Elliott who 
is buying steel here, but he is not up to 
date on what is happening in Great Britain. 
He hasn' t been there in many months and 
doesn 't know the l atest facts. It· i s ex­
tremelY difficult here to be as correct as 
might be on mat ters of purely internal 
British administration. 

Another one of the steel men there, I think 
it was Mr. Girdler- I wasn't present . I 
have got ten this from llr. O'Connell. 

I was present . 

Were you? I didn't know you were there, J.!r . 
Mack . He made the statement that a good deal 
of the steel was also being u~ed for reexport. 

Well , of course, as a result of the discus­
sions which I have had the benefit of here, 
I had previously talked to llr. O'Connell, and 
he was aware of that fact , and he was able 
to nail that rar ticular point, but on the 
question of c1vilian use, not having any 
information, I don't believe there was any 
refUtation made at all. Is that right ? On 
the amount of civilian steel used for civilian 
purposes in--

There were no figures, no. 

They just let Grace's statement stand. 

Perhaps we have discussed the point enough 
to - merely to call attention to the fact 
that there are certain political problems, 
and I wonder whether in the discussion of the 
procedures which llr. Mack is taking that we 
can assume that this question of profit does 
not spply an.d continue with the procedure which 

202 

• 

Regraded Unclassified



Keynes: 

·:rtU. te: 

- 20 -

you have indica ted. We don' t know 1lha t -
I think we can assume that at least for the 
purposes of this discussion. 

If we come back to the ordinary procedure 
which should be adopted, I think we have 
then got to go on the line of par ing down. 
We have already gone a long way of finding 
things we can handle administratively. 7/e 
will find out in London what proportion of 
it is fairly large cases. We don't know, 
for example, if we took orders over ten 
thousand dollars -we don' t know what pro­
portion that would account for. If that 
accounted for a hiih proportion, we could 
then forget about the rest , you see, and con­
centrate on those fairly large cases. I think 
when Thompson and I get back to London, we 
have ~t to look into all that . It is verr 
hard to get further information here than we 
have got already. I doubt whether we can 
deal - if we deal 1ti th it in the way IJr . 
Uack sugeests, which is very likely the right 
way, we can't possibly handle all of it, and 
I think it i s only in London that we can find 
out how much can be routed that way. 

Yr. Mack thought at the last discussion - I 
don't know whether there were &Df subsequent 
discussions or not, so I may be repeatin~ 
somcthin~ you have already taken up, but he 
thouiht it would be extreoely helpful if you 
coula have analyzed one or two or three months' 
business, ei ther f roo the point of view of the 
import ~ermits which you have granted or by 
request1ng a copy of all orders given by 
individual firms to individual United States 
firms and collect those and have them analyzed, 
both f rom the point of view of view of what 
the items consist of and what the amounts were, 
and if you are shorthanded over there, we 
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thought we would be glad to set up a small 
organization here that would quickly do that ' 
and give you all the possible informati on on 
the basis of those items that you would want, 
and t hat he would need to know what it was 
that couldn't be purchased through the 
channel s that he suggested, because Mr. 
Mack felt that there would be very little of 
the items that are ao purchased that they 
couldn't handle as expeditiously, excluding 
any items of the - that the Lend-Lease might 
find for reasons of policy were not satis­
factory, so that you might bear that in 
mind. 

I think that is exactly what we can do. We 
can sample these and see what they really 
are. 

Has Mack's procedure been worked out wi th the 
Bri tish? Do they understand thoroughly what 
your procedure is? 

We contemplate the regular Lend-Lease pro­
cedure. 

I see . 

Because , as you know now, the matter of pro­
duction of priorities comes into almost every 
purchase, and, as a matter ot tact, all ot 
our purchases have t o first be cleared by the 
Office ot Production Management to determine 
production di.fticulties, priority difficul-
ties, and that i s progressively more and more 
difficult. For example, heretofore we have 
general priorities on most commodities . Now 
we - this week we find that it is going to 
be necessary to have specific priority rat­
infs on commodities instead of general pri­
or ty taking precedence over civilian busi­
ness, it must be A-1, A-1-A, or 3-A, or 4-A, 
whatever the facta call tor. 
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Is it a reasonable assumption, wr. Mack, to 
say that most of tho things which tho British 
corporations are importing, not tho BPC but 
pr ivate corporations, are of a character 
that you would expect would be susceptible to 
prioritT considerations. 
Well, that is one intangible in this discus­
sion, that we don ' t know the commodities that 
are contemplated except in a very broad w~. 
I believe there was some thought that there 
might be a substantial amount of machinecy 
and equipment. 
Yes. 
If so, that would be ver,r strictly subject to 
prioritr and production. 
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If that is so, Ur. ~ck was of the opinion 
that from the point of view of priorities, he 
is in a position to get much quicker service 
than would the former channels of t rade and 
that therefore it might be a more expeditious 
way of handling it than would pursuance of the 
prior methods. 

I think we can hardly reject that argument, 
because that is exactly what we have been tell­
ing the dominions, to operate this ay. 
I see. 
Well, then, does that complete what you have? 
I think so. 
Would your priorities r eally go right down to 
the bottom? Suppose thoro is an order for 
m.achiner;r or something of the value of eight1-
soven dollars. Would your priorit ies system 
require that to be submitted? 
We submit all orders. 
Everything? 
E'vor;r sin~le order. As a matter of fa9t , on 
promt shrpnonta of equipment and machinerr. fl'e nd in lliiJI;Y 9asos pr011111t shipment now u 
thir da,s. slxty day!. someone, the other 
day ~ve obiection1 because tho7b~e~st 
jammed up Wfth wor~ on the ass~ ~ es. 
(Mr. Mack loft the conference. ) 

• 
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Bell : .l.!r. Phillips, have you anything further? 

Brorm : 

5ell : 

iiror.n: 

Phillips: 

Childs : 

nro1·.n : 

~ell : 

Kis tler : 

Eell: 

Childs : 

Mr. Cox and the Secretary and Ur. Lovett 
and llr. McCloy had 1 unch on Tuesday, and Mr. 
Lovett was very skeptical about how much money 
the Air Corps would have to take over these 
contracts, but he undertook to go back and 
put as much pressure on them as he could. Mr . 
1lcCloy has been in the same position vti th the 
Ordnance. That was Tuesday. 

You haven' t heard ~g since Tuesday? 

I know that Sir Henry Self and Colonel Hires 
had a talk to try and see if either one could 
f ind some water in the other one' s progran 
and I think that came out at a drar;. It 
doesn't look, at the moment, as though a 
very substantial amount was going to be found. 

But as re~ards the Ordnance, I understand 
they hadn t accepted that . 

Forty-four million. 

I under stand the same, Sir Frederick, and I 
talked to Ur. McCloy the day before yesterday. 
and he said he would get after that and I 
tried to reach him four tices sinoe then and 
he has al~ays been out or busy. I will get 
after him again today. 

Some letter came in from 1loCloy on a sne.ll item. 
Have you got that? 

Yes . \7ell, it was with respect to takin~; over 
the four machine gun contracts . 

It was a small amount involved. 

Those arc already done , 
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Bel l: That ia completely done? 

Childs: Yea . 

Kistler: 

Childs: 

Kiatle r: 

Childs : 

Whl te: 

Childs: 

llhite: 

Childs: 

~te : 

It hasn't been put in the tile yet, but the 
figures are thirty point, the total amount which 
KcCloy estimated the British would get. Twenty­
two million nine hundred sixty on the plants 
and about seven million six hundred thousand 
on the - he said the negotiations had been 
completed, 

• 
Aa a matter of fact, the document has been 
signed, but the history of those contracts ia 
a good sign post on thia matter, because 
we began those in January, and are just com­
pleting them now. 

The cash now should be transfer red very 
shortly. 

Yes. The cash was urgently needed in January. 

Does tha t relate to the letter that we got 
some time back from Kr. Jones - it would seem 
to indicate that the delay in taking over the 
plants was due to the failure of acme docu­
ments to be forthcoming from the Bri tiah, 
and he didn' t understand the delay. 

Jones said that? 

Yee. 

Jones called me froa New York once, but I 
got hold of his counsel and he said he had 
everything he wanted. 

Let me quote from this letter of June 4: 
~e belfeve that generally the situation ia 
due to the fact that since the passage of 
the Lend-Lease Bill, the British have been 
slow to follow through on their desire to 

• 
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realize on these contracts, and have not 
yet delivered the cancellation orders , • 

I believe, Dr. ·,'/hi te , he has got all he wants , 
and furthermore, I am not worrying about t hat 
because those are capital faoili ties, and ' 
they can't run al'l!ly. l'lhat I e.m worrying about 
are these airplane contract s which are running 
along every day, 

I didn 't mean to divert the discussion , 

Do you knor. nhether you will ge t another re­
port from l!cCloy end Lovett, Brorm? · 

This afternoon, I think. 

l:r. Dr01·m, will that cover tho tanks and also 
the things signed after t:arch 11? 

Yes . 

You remember there was forty- eight millions -­

I understand that Colonel Greenbaum and Ur. 
Cox and others had found a substantial amount 
ot leeway which they could use to take over 
the - about up to forty millions of the 
contracts signed since ~reb 11. 

They have found it? 

That money was supposed to have been found some 
days ago. 

Yes . \le called up t he Ordnance and told them 
not to all ocate t hat money, to keep it, because 
we wore going to need it for t his purpose. 
Nor;, how far they have gone on doing that, I 
don ' t know. 
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Mr. Brown, I am not saying this in any way 
even suggesting criticism, because I don' t 
know where the fault lies, but there certainly 
has been, I think, an unfortWUlte amount of 
changing of minds and uncertainty that is 
a little bit unreasonable, I think, from the 
point of view of the British Treasury. There 
are several of these items that we have told 
them would definitely be taken care of. 
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I entirely agree with you, sir, Take the tank 
one, for example. Kr. - Sir Frederick and Mr. 
Childs and J.!r. Cox and myself and General 
Lewis, who is the next h~ad ot the Ordnance 
Department and Colonel Aurand, who is 
a fine offi cer, and J.!r. KcCloy, all met together 
and it was definitely decided and understood 
by everybody, I think. I t waa perfectly clear 
and General Lewi s said it, that forty- four 
million dollars of the existing appropriation 
was to be used to transfer tanks to the British 
and have them replaced bf later de liveries, 
and the point was speciflcally made that the 
Bri tish were not only going to get the tanks, 
but they were going to get beck their down 
payments and everybody - J(r , llcCloy said, 
"Is that all understood?" And the General 
said, "Yes, • so everrbody went away happy. 
Subsequently, Genera Wesson, who is General 
Lewis ' superior, has raised some question about 
it . 

Now, I think that the responsibility lies 
cl early in the Ordnance Departmen~, and not 
in either Sir Freder ick and Ur. Childs 
or in our branch. 

Well, it appears to me that it is time t ha t 
something be done about this, no matter 
how high it is to go, that we ought to go 
that high with respect to these matters 
which we have made statements would be 
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taken care of and then then are doubts raised 
and so forth . I thin.k, that to put it mildly' 
it is a li t tle embarrassing to ourselves and ' 
a little unfair to the British. 

I think it is too, and immediately when we 
heard that General Vlesson had raised that ques­
tion, I communicated with Mr. McCloy and 
he said he would get right at it and - because 
his understanding was precisely the same as 
ours. 

Was it a question or policy or a legal 
question involved as to whether or not they 
could teke them over ~gally? VcCloy or 
Lovett couldn't give orders --

Certt.inly they could. I don't want to be 
quoted outside this meeting, but I think it is 
because General Wasson doesn ' t want to give 
up some of his money. 

That is it, it is a question of policy and Mr. 
McCloy is reluctant to overrule General Wesson, 
that is all it amounts to. I do want to say, 
though, out of fairness - I was present at the 
same meeting and I recall there being st.id, 
and I put it in a;r memorandum to the Secretary 
report1ng on the meeting, that what was said 
and done there was subject to General Wesson' s 
approval. I wrote the memorandum as soon as I 
came back, and when this question came up I, 
to refresh my recollection, looked at i t and 
both Generals, General Lewis an.d Colonel Aurand, 
had specifically said that they had to consult 
with General Wesson on it, but there isn 't 
any doubt of the power or Vr. McCloy to over­
rule General Wesson it he wants to do it, but 
General Wesson, as I understand i t, has taken 
the position that General Lewis didn't 
know all the items that he had intended to use 

• 
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the money for, in 1rhich case he shouldn't have 
sent General Lewis t o t he meeting, but should 
have attended himself , 

In whose hands does the matter now r est? 

It is now i n Mr. L!cCloy ' s hands. 

And ~. McCloy said he would do something about 
it? 

How long ago has that been? 

Three days ago . 

\'lell, I do think that if somet hing isn't forth­
coming very soon t ha t this whole matter ought 
to be again re- raised with the Secretary upon 
his return, and I think he ouzht to --

Now, the airplane situation is somewhat 
different beo.ause t hat was definitel y - it 
was definitely a question all along as to 
whether t here was enough leeway in the air­
plane funds to take over any items as substant­
ial as two or three hundred million dollars , 
The ai r people just say t hey haven ' t got it, 

They haven ' t got the money unobligated? 

Yes . 

A &caller sum than that, i f all t he ot her things 
go good, a IliiCh smaller sum than three hundred 
million brings us to our total , I t is simply 
that we have been following all these things, 
not 1m owing which v;e could work on . If the 
ot hers were all right, one hundred woul d fill 
the bill out of t he three hundred, 

You see, if we could take something dol'l!l , 
than I think there would be a good deal of 
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give . on. some of these other things that 
are moee diff1cult, but as we have been going 
over this thing in order to summarize it for 
the Secretary, we are not able to take any­
thing down. It is all in a state of, shall we 
say sus~ended animation. It seems to almost 
die per1odically and be resuscitated and it 
looks hopeful and then - and so forth . You 
are as familiar with ita history as I am. 
I think it is a little unfortunate and I 
am inclined to think that the Secretary will 
kind of feel that way upon his return. 

rlell, if the matter is placed in the hands of 
llr . llcCloy and UndersecJ•etary Lovett, then 
it is a little difficult to see how you could 
go much higher unless the Secretary himself 
personally has a hand in pushing the matter. 

That is what I am wondering, whether he may 
not wish to do that . 

What is the next step, Brown? 

I will call McCloy because I have talked to 
him about it, and it he finds - perhaps we will 
have to call in the Secretary ana ask hi.m 
if he can see }lr . Stimson or Judge Patterson. 

And you will let us know? 

Yes, si r, I will call you this afternoon, 

Bell: All right. Is that all on it? 

Phillips : 

Brown: 

No. I was going to ask Mr. Brown, there is 
also the question of the ships, which of course 
is not the War Department . 

That looks much better, Sir, because we have 
asked them to set aside about a hundred ~ll~on 
for thei r allocation of their new ap~ropr1at1on, 
and they seem very receptive to the 1dea. 
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Tho thing we are r.o rrying about very 11111ch 
are those tanks, first o£ all, and the con­
t racts and amendments - -

Well, the contracts and amendments --

Since March 11, and also there are those odd 
contracts , for instance, Vultee - to the 
extent that the undertaking was - there are 
two others, Savage Arms and Remincton. If 
you can find out anything about those 
in the nature of a situation, we r.ould like 
to hear of it. 

The situation on Remington is that the re­
quisition nhich had been put in ~s for -
this is the thirty caliber - five hundred 
thousand thirty caliber rifles? 

Yes. 

Tho original requisition was put in for two 
hundred eight thousand rifles. It did not 
incl ude the necessary bayonets, slings or 
equipment to go with them. An allocation 
of ten million dollars was made and it went 
do1m to - 11ent throul'.h our office and went 
donn to Ordnance to oe procured. Ordnance 
raised the question that the rifle r.~s incam­
plete because it didn't have the equipment to 
eo nith it, that is to say, the requisition 
lfas incomnlete. They also raised the 
question that ten million dollars r~sn't 
anywhere near enough to cover the cost ot 
the rifles because it .. ,as based on fifty 
dollars a rifle, whereas the rifle is prob­
ably going to cost nearer sixty-five. 
Then Ordnance also raised the quest ion as to 
whether it r~s a take-over which ran counter to 
Mr. Smith' s testimony. Well, as soon as we 
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heard that, we got the Ordnance people over 
in our office and General Burna wrote a aea- • 
orandum to General Weaaon and said that it 
was perfectly - this particular contract was 
such that it was a proper one for us to take over 
and that it should be done. That was either 
the end of last week or the beginning of this 
week. In the meanwhile, we asked your people 
to put in an amended requialtion which would 
take care of t he neceesary equipaent to go 
with the rifles, and also to put in a requi-
sition for the balance of the three hundred 
thouaand. I checked yesterday and no requisi­
tion had been received, In the • anwbile, 
Ordnance is holding up and waiting to - until 
they get the aubaitted requisition, Colonel 
Gory has been in touch with your representa­
ti vu and with the company and he knows exactly 
what rou want, and approximately the price it 
is go ng to coat, ao that the minute he gets 
hia amended requisition he can put the 
figures in and send it right back. 

We will see that that is done. 

Now, that ia, of course, subject to availability 
of funds, because that is going to coat about 
seventy-two dollars fifty cents a rifle. 

Reaington? 

Yea, with all its equipaent, including bayonets, 
alinga and spares and ao forth. 

They were considerably leas than that before. 

Fifty dollara wa1 the original eatiaate. 
That ia about what ours run. 

You haven't co~cated with anybody in our 
office about it yet. 
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Ob, yes, I told Robinson about it a few days 
ago. Now, on Savage - let's see , that came 
up here, didn' t it? Well, I can ' t - I am just 
not familiar with the Savage situat ion. 

Will you give Sir Frederick Phillips the 
information on that when you get it? 

Brown: Yes. 

Bell: You might tell White too, for his files. Do 
you want it? 

White: 

Brown: 

7/hi te: 

Bro1'1!1: 

Phillips: 

7ihi te: 

Bell: 

Phillips: 

Vlhite: 

Ben: 

Not particular~. 

I have also communicated to - I also told 
Robinson what the unallocated balances in 
Ordnance and in miscellaneous milita17 sup­
plies were, and su~gested that there 1s plenty 
of money that hasn t aotuall7 been allocated 
as dist inguished from what you have laid out 
as a program for using that appropriation. 

\'/hat v1ill the total of those two c.mount to 
if they go through? 

Remington is--

I have ;ot Remington thirty million and 
Savage 'tWenty. 

Fifty million for both it they should be made 
available. 

All right. Anything else? 

I have nothing more. 

I think t his third question we discussed. 

Yes, I scratched that off. Deferment of pay­
ments due France, wr. Kades and Mr . Childs 
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were going t o discuss that . !nything to 
report on t hat , gentlemen? 
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Jell, the ques t ion is purely a question of 
policy as to whether or not the license which 
the· British now have to m&ke a payment to the 
French should be revoked. There is a special 
license in effect which was requested by the 
British because we held that the general license 
did not cover it. 

That is merely for protection, I take it, to 
the British. 

It the special license is revoked, what would 
happen thereafter would presumably be thia: 
The French would then ask us, as they have 
power to do - a right to do under our regulations , 
for a license under which the British could 
then make the payment, and we would decline to 
issue that license, in which caee the Bri t ish 
would have what I think would be an ai r tight 
defense in case of any action abroad.by the 
French Government against the contractors 
to restrain the delivering of goods . 

I think they probably have a good defense now, 
but that would certainl7 but ton it up so there 
wouldn' t be any poaaibilit7 of injunction 
issuing. 

I agree with that, 

Now, as I understand it - I have gotten a few 
more figures than the figures that were given 
in the memorandum that you supplied me wi th, 
or I think Dr. White sent me a phot ostat of 
it . On the undelivered materials, t here is 
due to the suppliers aa of July 1 a hundred 
•.illion, and to the French eighty-five llillion, 
approximately, for a total of a hundred and 
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eighty-five million. 
million which is due 
due twenty million. 

Now, of the eightr-five 
the French, there s past 

On future deliveries there will be due forty­
five million, and on twenty million you have 
caused the French to rescind the contract and 
didn ' t take assigncent of the cont ract, but 
made a new contract, so I take it as to that 
twenty million there is no problem because the 
French have no interest in the contract at 
all. The vroblam is solely between the French 
and the Br1tish, so that the amount actually 
involved is sixty-five million, and twenty 
million is past due, and fortr-five million 
will be due on fUture deliver ea. 

We have to show losses on the cancellation. 

There is no way by whi ch the French col!ld bri~ 
any action at all against the contractor 
even under existing contracts. 

Yes, you are quite r ight. That was just to 
complete your statement. 

It ia purely a question of policy involved 
here. It is a mixed State and Treasury aatter . 
I 1uppoae t hat the State Departaent would want 
to approve a revocation of a license, or at 
least approve 801 act ion which we mifht ant ici­
pate taking in denying the French a icense· 
when the;r apply, as they undoubtedly 1111uld. 

Jell, is it ~ understanding that ;rou have 
already approached the State Department? 

That is right. I apoke to Mr. Acheson, and 
he ns{fling to take the utter up with Sumner 
Welles. 
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I Bell: Foley~ust called me about the matter, and I • 
told m we would discuss it right after this 
meeti~f• as to how the Treasury should look 
upon 1 • 

Kades: Now, what hap~ens here - you may be interested 
in knowing. he British make a check out to 
the order of the Bank of Canada, drawn on the 
Feceral Reserve Bank, on His Majesty's account 
in the Federal Reserve Bank in New York, and 
that check is actually sent to the Bank of 
Canada. The Bank of Canada then credits the 
French account with. dollars . Now, it would be 
gossible, as I understand it, for the Bank of 

anada t o lend the dollars which never go out 
of the country, out of the United States, 
back to the British and keep a hundred per 
cent reserve against the account, which is an 
unusual pract ice, but the di scussions have 
already taken place wi th the Canadi an Govern-
ment , anc they are reluctant to do that. 
That is my understanding from the conversations 
wi th you, 

Childs : Tbat is ri~ht , After we raised that point 
I di scusse it with Sir Frederick .and gave 
him the answer I fave you Iesterday, tha t 
they have raised he ques t on and it was 
Canada which said they felt the)' had to stand 
as trustee of these funds, the ~oint being 
tha t if we could get the funds ack after we 
~ay them, there is no loint in not dete~ni~ 
o pa)' the French, col ect the money and spen 

it again. 

\\'hi te: Their at titude toward those funds , I take it, 
is identi cal with their attitude toward the 
half bi l lion dollars? 

Phillips : I spent a week last July tr7inf to persuade 
the Canadians to what I though was a more 
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reasonable line of thought. I am not at all 
sure - it has always been a complete failure , 
The Canadians take the view they are the 
custodians of these tunda . The money is 
being really lent to the Federal Reserve 
Bank of New York. 

The reason of policy for revoking the existing 
license is that it deprives the British of 
dollar balances, But that ia only because of 
the attitude of the Canadian Govel'IIJlant. 

You can't shift thea. 

Well, is it our understanding that the British 
Government would wish ua to revoke the license 
if a check .is made outv !lave you reached that 
stage in your polic7? 

Yes, sir. The British Government would be 
highly gratified if the u.s. Government could 
aee ita way to take that attitude. 

Therefore it remains a policy question between 
the Stat e Department and the Treasury. 

21.9 

Bell: I understand that. Canadian aluminum situation. 

Bro1111: 

Bell: 

Childs: 

Dtve 70u got that! Cox is supposed to diseuse 
it. 

Wbich aspect of that' Do you aean the -­

I don't know, It ia just on the line here. 
I don't know what White had in mind. 

Using the aluminum oapacit7 of that plant up 
there. 

Australia requisitioned aluminum under Lend­
Lease. 
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Seven million dollare• worth ot aluminum, 

You haven' t got ten an;y further with thet? 

Haa a requisition come in on that? 

I don't think it is really pressing, because 
I understand the Canadian Government would ·sell 
this aluminum to .luatralia tor sterling, 

They would be willing to do wbat - -

Supply the aluminua to iuat ralia t or sterling, 
in which case no question ot Lease-Lend arises, 

Oh, Canada might be wil~ing to do that? 

I think ao, 

.lll right . Brown, have ;you any information 
on the United States Government bearing the cost 
of construction jobs at Iceland! 

Yea. I have bean in touch with the NaTT 
Department, and C011111ander Huntington over there 
feels thet it is something that tha Navy 
could properly do and is getting in touch with 
the Chief ot Statt to ask hi.a to ask the Presi­
dent for an allocation from hie Emergency 
Funds to take care ot that. In the meantime, 
they are holding two ailUon tour and not 
spending it. 

Ia that the total of that job? 

Yea. They ar e holding that two million tour 
intact. · 

So thet is under way. How about tha coat ot 
the Civilian Technical Corps! Thd - there were 
aome prospects ot the ~ bear ing that. 
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I thought that the Secretary wae going to 
take that up with the trm,. 

Down here it looks as though Cox was going t o 
take it . 

I know we have no further dope on that. 

ff they have to recast it, we might bear all 
this in mind. 

It might cost quite a bit of money in the end 
if you get it on a different basis. 
4 t is nothing at all . It isn't three hundred. 

You mean only three hundred have volunteered? 

Yes . It is in the hundreds, not in the tens of 
thousands . 

The next item on t his is t ax convention. I 
thought we had settled that point. 

We were waiting to hear from the British Gov­
erruaant and wondered whether there was any­
thing that they had. 

Tea, I have some news about that. After the 
Secretaey had been so very good aa to send this 
letter to the State Departaent, the State 
Department finilly put 1 t back in the banda 
of Yr. Hackworth, who had been doing it before 
and Mr. Hackworth fnforaed the Ambassador yea­
terd~ that he thought there were several 
undesirable aspects of the t.hing, and wasn' t 
at all sure they could push it. I waa just 
wondering if we could ask again for the vig­
orous support we got before in tackling Kr. 
Hackworth. 

I arranged with ){r. Acheson that it would go to 
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him, eo I will have to some wa;y or other - ­

He will have to inform Kr, Hackworth that he 
apparentl;y didn't observe those two difficult 
points , 

I can't tell ;you how pleased I would be, 

I will till to l(r, Acheson about it. Did you 
get authority from London to go ahead in the 
eve.nt that is straightened out? 

It was asked for and I think we can be fairly 
certain it is coming. 

There was a cablegram. 

Oh, I hadn' t seen i t, 

-!>.22 

Yes, I think I read it ;yesterday or day before, 

Well, llr. Acheson is entirely in accord with tha 
Treasury's view on it, eo if I can get it back 
on the track it will be all right. 

'lhat is a relief. 

All right, what is the aeaning of this i te~~, 
transfer of title to the United States? 

'i'hat is something that the;r 'll&llted to raise, 

Is that in the transfer of the planes? 

)lr, Chance has something on that. 

Brown, I think that ia the t ransfer of title 

Yea, I am familiar with it, What aspect of it 
would you like to know about? 

1811, I gathered that it was the British that 
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wanted that included, we didn't , 

Ia that transfer of the t itle to the planes 
after they had orossed the line or something? 

Yes . 

Well, t he latest development on that is that -
let's see, the California sales tax exempts 
the United States from tax on any transfer 
of title or possession of the Uni ted States. 
Therefore, it was thought that if the title 
to these aircraft coula be ass igned to the 
United States and possession delivered to the 
ferrying COllllland, that it liOuld come within 
the exemption and there would be no tax. 
However, that couldn't be a purely paper t rans­
acti on because otherwise it wouldn't have its 
effect . Therefore, the thought was that the 
t i tle to the aircraft should remain in the 
United States and only the use and possession 
of t hem should be re-deli vered to the Brit ish. 

Sir Henry Self was unwilling to sign the 
papers assi~ng t he title to all the aircraft 
that the Brltish had purchased or contracted 
for in California for the consideration 
of one dollar, so it was done on the basis 
of one month's anticipated deliveri es and 
we have an assignment to the Uni ted States 
for title of those ai rcraft. 

The President has directed the Secretary of 
War to take possession, title and possession, 
and deliver the possession back to the 
Bri tiah, 

Then the attorneys for the companies raised a 
lot of objections and said that didn't go far 
enough, and proposed all kinds ?f different 
schemes involving the British g1ving money to 
us and we making the payments to the companies, 
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maDT of which Lend-Lease didn•t - couldn't 
go along with, and finallT a new method 
has been worked out which is sat i sfao torT 
to counsel for the companies and to counsel 
for the War Department, wherebT the companies 
give an option to the United States to take 
t i tle to planes and a few of the planes, 
certainlT the t raining planes, are delivered 
into the United Statu - on to the United States 
for use in t raining the United States pilots. 

Those papers were comple ted and apprond bT 
everTbodT concerned T•sterdaT at noon. 

That is one month' s deliverT of planea? 

Yea, and I don ' t know whether TOU have heard 
from Lcndaa as to whether TOU want to go 
ahead. 

I have not had anT word since TesterdaT• 

But the machinarT is read7 to go on tbe whole 
batch if London approvee. 

Did the State of California raise anT question? 

I don •t think the State of California knows 
mTthing about it. 

ThaT haven't had an opportunitT t&en to present 
thei r aide. 

~ will come to that. 

That comes later. 

ThaT are going to be presented with a letter 
f rom the President to the companies telling 
them to hand over these planes, and the 
United States will exarolat their option to 
take title to i t. 

• 
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I see. 

How much does that involve of a savine? 

It might be as much aa --

Per month. 

Ten to t hirty million dollars. 

A month? 

no, over-all. 

But the over-all hasn't been determined upon, 
it is merely a month in advance, but if the.t 
month works out there is no reason to assume 
that it won't be continued from month to month. 

It it was covered b.y the t ax convention, we could 
drop this system. 

I see. 

Would this take care of all the local taxes? 

No, just the sales tax. 

And the sales tax alone might mount up to 
thirty million? 

tro, the t otal over all t axes we hope to save 
by the tax convention is somewhere between 
ten and thirty millions. What we nould save 
on this is three per cent of whatever the 
val ue involved is. 
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That is additional? These are two separtte thi ngs? 
The tax convention saves a different tax. 

It saves taxes in addition to this. That was 
tax on commercial profit, sales and use, and 
this is sales only. 
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I Brown: How much does the California sales tax - how • 
much is it estimated to amount to? 

Kadea : Three per cent of whatever the sale price 
of the plane is . 

Brown: I t might be an awfully lot of money. 

Keynes : I should think easily it might go to thirty 
million dollars. 

Childs: On a billion dollar program. 

Whl te : Which this method will take care ot. 

Brown: Which it is designed to take care ot. 

1'/hite: It would save somewhere around thirty million 
dollars if it applied to all the purchases 
from California? 

Keynes: If the tax convention goes through, do we need 
this as well? 

Brown: Kr. Kades is the authority on that subject, 
sir. 

Keynes : If the tax convention goes through, do we 
need this other device as well? 

!Cades : I don't think so. Not as we intend the tax 
convention to be drafted. It would be broad 
in scope and would cover this situation. 
is interesting --

It 

Bell: Then you can eliminate this machinery when rou 
get your tax convention through. Isn't tha 
what you contemplate? 

Brovm: Yea. 

' 
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\fl. thin the h st ten days or two Y:eeks the At tor­
net General of California baa given a formal 
op nion on the question of taxation of sales 
t o the British Government, and he concludes 
that the tax must be imposed in the absence 
of any statutory exempti on in the California 
statutes, and in t he absence of any treaty 
between the United States and the British, 
taking, in his opinion, without knowing it, 
t he very thought that we have in mind. 

Well then, in any case, if this works there 
will be a saving. The tax convention will 
merely replace one method for another and will 
also apply to purchases elsewhere, so there is 
a potential saving here of some thirty million 
dollars if it ..-orks out right. 

How about the sale of West A.frican cocoa? 

We have pursued that a l ittle fUrther . It looked 
very hopeful, but it has taken a down turn. 
We got the i nterdepartmental committee on cocoa 
to auree it would be an excellent thing if we 
coul~ get this additional cocoa, the twelve 
thousand tons whi ch are here, and make provision 
for the larger amount in the new crop from the 
point of view of maintaining prices so there 
would be certain conditions attached to it which 
we would want to discuss with you. 

The Office of Price A~nistration likewise 
were desirous of consumnating an arrangement 
looking to the sace end. We contacted the 
Maritime Commission and told t hem of our 
desire to make provision for the importation 
of the twelve thousand tons, wi th a later 
consicerati on of the l ater crop. 1heir 
comment was that with respect to the later 
crop they are in no position at all to 
know' the circumstances they will be confronted 
with, and it will be quite useless for them to 
speculate es t o whether shipping would be 
available then. 1'/i th respect to the tflelv e 
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thousand tons, they sey that that now competes 
directly with space reserved for carcos of 
manganese coming from the West Coast which they 
are behind on, and which OPMhas desired to 
place the A priority on, They said this 
amount of cocoa would replace three cargos 
of man~anese , and that they, according to 
their 1nst ructions, couldn't make the ships 
available for the twelve thousand tons, 

I am now taking it up with the OPIJ to see · 
to what ext ent the ma~~nal amount oi these 
three car gos is e si ficant item in their 
program, to deterDine whether they would be 
willing to relinquish all or any part of that 
three cargos of manganese for the cocoa. By 
the next meeting I will have their answer , 

I think it is worth mentioning that the 
official in our Colonial Office arrived in 
Washington yesterday, and he could probably 
give you the infonnation, I gathered from 
him yesterday that in his opinion this action 
this year - ~1hat be was very much hoping for 
was sonething which would hanpen earlier 
next year. 

We have been confining our coments to the 
helve thousand tons nhich are available 
now, as I understand it from the memorandum 
which was submitted, The web larger &l:lount 
which is involved after Januaryl, we could 
get no information of that in the shipping 
~ecause they said there are so many variables 
and so maD¥ unknonn factors that there is 
nobody in the Maritime Commission that 
could give any assurance whatsoever with 
respec t to that crop, so I think that on 
that point so far as 1ve here are conoerne~, 
we merely will have to IVait until the per1od 
is a little closer, I don' t know whether he 
would be able to get any clear indication 
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of their promises . I presume there is no 
harm in h1s trying, I spoke to the man who 
is in charge of that area. 

If you want any further information, he knows 
more than anybody about it. 
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It may be necessary to get some, judging from 
the - depending on the COIIllllents of the OPM, but 
i f the OPM says , •we have got to have every 
ton of that , it takes precedence over every­
thing else,• I don't see now any wav out . 
I understand there are some other ships going 
that are not under cont rol of the »&r1time, 
but there are very few. It may be possible 
that the British Government may be able to 
arrange some ships. 

I don't think you could press them particularly 
about that, What he is much more concernec 
about is after the turn of the year. 

Then can we come to this conclusion, that 
unless OPM feels that they can easily dispense 
with three cargos, that we drop this matter 
of t~elve thousand tons? 

Where is this manganese coming from, Dr. 
Vihi te? 

He sals from the West Coast of Africa. He 
says a high grade manganese• . I think 
there is some from Nigeria. 

It is probably just es good as the other. 

Would it be possible to get any arrange­
ment with the Mari time Commission, any 
kind of a promise of an undertaking that 
they will look i nto it? 
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Well, I Will be very glad again to approach 
them and tell them that the British are very 
eager to have the problem reexamined sometime 
before the first of the year. fils comments 
related wholly to his ability to foresee that 
oircumatance now. It didn't preclude at all 
the possibility of reopening the situation 
later. 

I am wondering whether it mi&ht not be more 
feasible at this time merely to drop the ques­
tion and then reopen it two or three months 
from now. 

I understand you have got quite adequate 
stocks and our existing crop has been reason­
ably fully shipped and that the seasonal con­
siderations is going to produce pressure from 
now on. 

There is a question of the adequacy of the 
stock. In our discussions it was not inde­
pendent with the discussion of the price, and 
we are not satisfied with the prospects of the 
price, and it was fro~ that point of view 
that the stock was being considered, so that 
that may be another reason wbf you 11111.1 be -
it will be all right to drop the i ssue now 
and reexamine it two or three months from now. 

He won't be here two or three months hence . 
If further information is wanted from him, he 
will only be here a month or two, I think. 

'!hen I think it would be desirable in addition 
to whom else he may wish to see if he would 
drop in and see me, and we wil l go over the 
situation. 

I am sure he will be very glad to do that. He 
i s going to Jamaica tor a bit, and then he is 
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coming back here. 

Well, the later the better, because the closer 
i t wil l be then to the actual date. 

All right ? 

Did he submit a memorandum on that or will he 
discuss it? 

I didn't receive a memorandum yet on sugar 
and I assume this is it. ' 

Yes. 

Why don't we leave this and discuss it next 
time. 

There is quite a lot of money in this. 
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Perhaps I might just say a word or two about it. 
I don't know whether J.!r. Bell and Dr. White 
remember when Kr. Layton went down to Cuba. 
He wanted to get an agreement by which Cuba 
would take sterling for sugar. tlo hope was 
give.n. Therefore, we have got shipping con­
siderations also to consider and tho problem 
is very grave. Is it possible to bring that 
under Lease-Lend? There is a ti.D7 complica-
tion which arises from the faot that-- (inaudible) 
That was the thing, whether it could be Lease­
Lent. 

It. seems to me you could. 

It seems to me offhand to r&lso & new question 
of policy, a purchase from a foreign country. 

Does it raise, Kr. Brown - I know of no similar 
point that has came up. 

Bell: You did discuss it in one of those meetings, 
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didn ' t you, about buying aomo Latin-American 
product under Lend-Lease. 

Tin. 
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I don't remember. Legally we are authorized to 
but whether it is a policy matter that would ' 
hold it up, I wouldn't know. 

Have you got a copy of this me1110randum? 

Yes, sir, I have. 

All right. 

The next one is transfer of plants to Defense 
Plant Corporation. 

That I have mentioned. Sir Frederick an.swered 
that question. 

A revort of any action taken since the last 
meehng, you mean, don't you, Mr. Brown and 
Mr • Ke;yne s? 

I can submit a sheet coverins the decisions of 
Mr. Brown on the various items he has ruled on. 

Oh, that is the requisition. Was there any 
other action? I think that was the last item. 
There wasn't anrthing else, was there? 

No. 

What happened on the dominion requisitions? 

Some were accepted and some were rej ected. 
I am thinking of how we will announce that to 
Englo.nd. 

There really were two or three, weren't there? 

,; 
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Yes. 

This list looks as though they have been 
handled. 

Oh, yes, they were all handled. 

Well, Mr. Bell, there was such a long time 
between the meeting and uncertainty as to when 
it would be that I talked to Dr. White, and 
it seemed a good idea if Keyes and I could go 
over them and certainly put the requisitions 
in and if there was any question raised by 
the commdttee after that, of course the requi­
sitions could be withdrawn, but it seemed to 
me to hold up the requisitioning for ~erhaps 
two or three d~s or a week when we d1dn't 
know when the committee was going to meet was 
useless. 
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He called me up and I suggested they had better 
go ahead since the decisions were chiefly 
theirs in any case, and then if there was any­
thing turned up in the review, we would re­
consider it, so the only question that can be 
raised is whether the Bri tish have any ques­
tion with r espect to those that were turned 
down. 

I was goin~ to ask to tell me •h.T you turned 
down that 1teo about one hundred and one. 

I asked for more information about that one. 
If it is used for trainine purposes of soldiers 
the way we use motion pictures in our training 
schools, I should think it would be proper, 
but if it is just to make a history of New 
Zealand or the war effort, I don't see why 
it is a defense article. 

It says a major port ion of this equipment is 
to replace that sent from the New Zealand 
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Government motion picture headquarters to 
the Near East. The equipment now desired is 
for the New Zealand Government studios and is 
for the maintenance of war documentary films. 

I was wondering what a war documentary film 
was. 

You saw one last time after the mee ting. 

A propaganda ~vie? 

Sure. 

It says it is not for coamercial use. 

I should have thought mfself that motion pic­
ture machinery ~s purely of service and is 
non being employed for documentary service, 
and since it was to replace other machinery 
which had actually gone to the expeditionary 
force, I should have thought it quite proper. 

It suggested t o me something historical. 

Sir Frederick is raising the question that the 
use of these films is to be interpreted in the 
li11J!t of the use to which the material which 
was sent to the Fer East was put, and that 
this is merely replacement so that in evalu­
'ating the use of this new material, it must 
be the use to which the film was made in the 
Near East rather than the use to which it is 
being put in New Zealand. I think it was 
probably a little bit unfortunately stated 
here, but that is the interpretation. 

I think there is a difference. 

From the point of view that if they can get 
along without that in New Zealand--
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They could use it for a USO movement in New 
Zealand or something like that. 

Therefore, the question is not for the use 
to which the material sent to the front was 
put but rather what this is for . Did you 
suggest that that was for propaganda, docu­
mente.ry? 

I made that suggestion Just now. 

If so, that eight place a different li~t on 
the subject. 

It all depends on the propaganda. I f you take 
a moving picture film of His ~Jesty's ships 
in action or of Australians cavorting across 
the sands of the desert in tanks and you 
publish them, they are obviously propaganda. 

Ei ther propaganda or for the use of the 
military forces to learn who are at home in 
the training. 

It is a ve17 nice point, you see. 

I should think it is much like ours. I think 
the word documentary is a little unfortunate. 

Certainly a film which is to be used for train­
i ng purposes- -

The word "historical" is in there too. 

~cumentary" is an English technical term in 
film production as opposed to "fiction." 

Unless they want to reconsider the use to 
which they are going to put those films , I 
can see Yr. Brown's point, because from the 
point of view of furnishing evidence that 
would be of documentary use for future Ph. D.' s. 
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I can see Yr. Brown's point. 

"Documenta.ry• means film which ia not ordinari:cy 
fictional. 

A pict ure of the Post Office Department would be 
documenta.ry. 

Can't you rewrite that and leave "history• out? 

It is like we 'call •actual broadcasts• on this 
side. 

At Yr. Brown' s suggestion, we are getting mor e 
information on that with a possibility of 
re- submitting it. 

A further stu~ might reveal the fact that they 
are being used for propaganda or training pur­
poses. 

I think "documentary" merel1 means "truthful" . 

That is it, non- fictional . 

It is a bit misleading. 

That was a veey excellent documentary we showed 
to the Secreta.ry of the .wa.r . 

Then the change you would like to suggest instead 
of dollars, is to withdraw the application? 

Withdrawn for fUrther con.sideration. 

Is t ha t all right , !lr. Brown? 

For more information, yes. 

Any other items on that list? 

!ny others, Phillips! 
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Phillips: No. 

ThOIIlpson r 

Phillips: 

Yea. Raising of this disoretionar.r expend­
iture, five thousand. 

Oh, 1es. That was in connection with that 
memorandum 10u put in which was rather tentative 
on the basis that the limit for individual 
oases, of cases which weren ' t brought before 
thia colllllittee, should be one thouaand dollars, 
with a weet11 liml. t of tift)- thouaand, and the 
proposal there is after a certain amount of 
experience to raise the lilll. t fr011 the indi­
vidual cases from one thousand to five thou­
sand, without, however, altering the weekq 
limit of fitt,r thousand. 

Bell: Just leu cases. 

Thompson: 

&Ill : 

White : 

Ke1Des: 

Child a: 

Chance: 

Bewle7: 

Chance r 

That is passed? 

Yea, I don't think there is &nf objection. 

To return for a moment to the matter we were 
previous11 dhcuasing, m11be it would be help­
ful for llr. Brown to arrive at an evaluation 
if we oould see some samples of the doclllllenta17 
films . 'le have a moving picture theater down­
atairs. 

Of course, it h rather dangerous, because 
lfr . Brown might find himaelliiDved b1 it. 

Where did the rubber aamorandum 001118 fr.aa'Z 

Thi a is 10ur mamorandum, llr. Bewle1 ~ 

It isn't on the agenda. 

No that was the N 4110n I passed to TOU at t he 
t~e I did. The appropriate -ant at which it 
eeeaed to come up wee after that cocoa die­
ouuion. 
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Well, llr. Bell and llr. White have copies of 
it. 
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I can give you a copy of a quite short mem­
orandum on the subjeot of purchases in the 
sterling area. The arrangement is that these 
purchases of raw material are paid for on 
shipment. If they can't be shipped, they remain 
in stores, as I understand, for a month or so 
and if they are not shipped then, p91ment 
doesn't pass to the corporation, and we are 
asking your good offices to have it extended. 

Well, we did have that on tho agenda, and 
I suggest we now take it up, because we are 
still in the process of t rying to get some­
where with thBt, but I am inclined to 
think as you indicate bore, that if - what-
ever we can do on a~ one of those items, 
that the principle might well apply to the 
several items indicated hero. 

~ feelin~ is - I may be just a shade out of 
date. I aon't thi.nk I am very much out of 
date, but mf feelin~ is that t hat strat egi c 
woolstuff is act ually hero, is now of the 
order of twenty- seven million dollars, where­
as the whol e amount, including the stuff which 
is not shipped, is something like seventy mil­
lion dollars, so in the case of wool there 
lliJtht be a difference of forty million dollars 
ana there are some other oases, but they are 
not very big. 

Has that been discussed with Jones? 

No, but it wil l be very shortly. 

We t ook up the matter of wool with t ho caR­
mit toe and with the OPACS, from the point of 
view of releasing the wool whioh ia here. 

• 
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!pparentlf the price situat ion i s such that • 
they don't feel they can get very far with that 
request now, but the situat ion may change in 
the near future . 

You mean releasing it for civilian consumption? 

Werelf selling it, yee. You know, there was 
a question that that would not be offered on 
the market until --

But don ' t they want .:JJ'f ot it for llll.litary 
purposes? 

Well, have you been contacti.ng &nlbod7 to -
we have been pushing purelf !rem the point 
of view of civilian consumpt ion, but if you like 
and if we could be of any assistance, we can 
veey quicklf contact the Arrrr1 or our own Procure­
ment to see whether there is any wool that 
is needed for the other purpose tha t they could 
bUf there. I take it that they have the prob­
lem of--

How could they buy it. 

Well, I understand that the A~ requires 
wool f rom the first of Julf to the thirtieth 
of June, something in the order of two hundred 
fifty- eight thousand pounds. 

Well, at the moment, you see, it is tied up 
with a price question. If the - if there was 
any~ of prices rising, the point which 
would be disturbing to OPACS or the Procurement 
Division, then the question of domestic suppl7 
would become vulnerable to the charge that the­
price wlil.ch the Arrrr1 and oi v.111ans are pa,ying 
is too hi~, and that we ought to resort to 
this add1£ional suppl7, but until the ~ and 
civilians can get ill the wool they -.nt at 
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prices which in the opinion of OPACS, for one, 
are not unduly high, then the question of • 
releasing this wool for any public uae, ~ 
or civilian, becomes more difficult. 

I thought Jnse .,..s going to look into that 
whole question as to what we should do with 
it. 

They are just about to take up the question 
now. 

And we were before approaching him wanting to 
aee what the price situation would be, thinking 
that we might have additional argument to use 
as pressure against hj.m, and we recentl,y got 
a memorandum from OPACS giving us their sup­
port, so the next ste~ i s to approach ~ 

All ri~t. How about a meeting next Thursda1? 
Is that soon enough? The Secretary will be 
back on Friday, the first , and I just thought 
we might have a meeting, say the da;r before 
he ge ts back, to see what is in the mill, and 
we can report to him the first of t he \Yeek. 
Does 10:30 suit you, or would ;rou rather have 
it in the afternoon? 

It suits ae tine. I take it Jlr . BroWII will 
continue to t'Y these things. 

Yea. Ten thirty Thursday morning. ill right? 
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AGEID.t. fOR 10:3(1 MI:E'!IIG ¥ 
l.~raneter ot oer~1n large Br1t11h oontraote \o 

the .t.ra, - 81r l'reder1ok Ph1111pe and Mr. ooz, 

--......_ 2. (Report on the &4m1n11tr&t11'81J 41tt1ou1t purohaeee. 

J,~!be ~ueet1on ot prot1te earned on the 41etr1but1on 
ot Lend-Lia11 goode. 

•./peteraent ot PaJIIIDtl d.ue l'ranoe - Mr. I&d.ea and 
Wr. Oh1ld.a, 

5· !he Oanad.ian - U.s. alualnwa 11 tuat1on - Mr. Ooz. 

6. j !he proepeoh ot U. s. bear1.ng tbe ooet ot oon­
etNotlon Job 1n Ioeland - Mr. Ooz. 

7• v!he proepeot Ot .!.raJ bearing OOit Ot 01T111an 
'1'eohn1oal Corpe • Mr. Cox • 

.a • ..JTax oonnnt1on. 

9. J1ranater ot title to U. s. 

10. ~roepeota t or e&le ot Weet .t.tr1oan ooooa. 
..~ ,,. 

li--~~--~~--.... ~ ....... .. ~~.-6~,.·---' l!e F 5 2 F b ~ $ iliio\' 

12. J ll.erM:Jrandwa on Carr1bean IIUpr b7 Mr. BewleJ. 

,., 1 a ;:seas c s ttt ' a at ;:ca:uaa 
·t' on t a. 

1~. j StAtue w1 th reepeot to traneter ot Plante \o 
Detenee Plant Corporation. 

15, y'Riport ot aot1on taken during 1nter1a period -
Mr. Brown and. Mr. IeJ ... 

16.y' Re~\1111 t10ftl. 
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U, S , PURCHASES OF RAI'f liATERIALS IN Tl!ll 

STERLING AREA, 

It is understood that American purchases of rubber 

are now concentrated in the hands of the Rubber Reserve 

Corporation, and that while some purchases are being made 

on a c ,i,t, basis, the tendency is for the rubber to be 

bough t either e.x- godown or t , o, b, with a promise that 

payment is to be made if shipping is not available within 

a month of the date prescribed 1n the contract. 

It would be of real value in strengthening the 

British dollar pos1 tion 1t c.e or other of the two latter 

methods of purchase (ex-godown or t . o. b. with payment in 

the event of shipping bei .ng delayed) could be adopted in 

!11 cases for rubber, and if similar arrangements could 

be applied to purchases of other raw materials . 

Ot her raw materials which the u.s. authorities are 

either buying or are likely to buy, and to which it is 

suggested tha t the principle of payment before shipment 

might be applied are wool, sisal, manganese and mica , 

There may be other materials also, 

It is not suggested that the Committ ee should 

concern itself with the details or the individual negot-

- lations, It would, however, be e~tromely helpful if 

the U. S. Treasury could see its way to intimate to the 

negotiating departments that it would in general favour 

t he adoption of methods of purchase in these eases pro­

- viding tor payment in advance of shipment , if shipment 

is delayed. The purpose would of course be to strengthen 

the Bri tish dollar position at an earlier date thah other­

-wise and thereby to give greater f reedoa to the British 

authorities to meet unforseen contingencies or any char-

-acter. 

• 
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On account or the sh1ppinc poaition, tho K1n1stry or 

Food has f ound it necessary in the pSftt f ew 1110nths to divert 

purchase• trom 1110re distant sources or suppl7 and tc buy some 

sugar in Cuba and Son Domingo, Over tho .noxt twolvo months , 

it is estimated that some 6oo,ooo tc 900, 000 tens will hove 

to bo bought in Cuba 1 San Domingo, Hai t1 or othor non~Empiro 

Caribbean territory, All avai lable suppli es in the Bri tish 

West Ind ies will , ot course , be purchased ror sterlinu. 

Somo discussion took plece recently between u.s . and 

British repreaontetives regarding methods or payment in Cube, 

and in those discussions the ~uestion or sucar purchases 

necessarily played a part. It i s understood that it was 

indicated to the British raprasontat1vca that ir tho need 

arose , sympathetic consideration would be given to a request 

to bring Caribbean sugar under tho Loose- Lend Act , 

The question has been put botoro tho Depart ment or 

Agriculture , Since Cari bbean sugar is no t n domes tic product, 

the Department or Agriculture would wish that the Joint 

Treasury Committee should decide whether Caribbean Sugar can 

be Lease- Lent. 

There has axis ted since tho "11' a su'gar agreement 

whereby the Hinistry or Food purchases all the aucar requ1re­

lllenta or Canada , llewtoundland and !lew Zealand, na well as ot 

the U.K. and in order that competitive bidding mey be avoided 

it is highly desirable tha t t his agroement should continue. 

The Winiatry or Food estimated that o~er the next twolvo 

months , or the to~l purchas~ · or 6oo,ooo to 900,000 tons , 

approximately 100,000 to 1500000 tons will be on Canadian 

account . The present pract1C<t 1s that the Ministry buys 1 say in 

Cuba or San DominCO, and after the contracta have been placed, 

reaal ea are aade by the sucar Control or tho Winiatry or Food 

to Canada, accordine to the availability or aucar and avail­

ability or ah1pa and accordinc, also, to t he relative need or 

Canada and the u.x. 

• 
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I n t he event thet U.K. purchases ot Caribbean 

aucor are bou&ht under lease- lend some arrencement will 

therefore be needed whereby repayment is aoda to the u.s .A. 

tor any sucar so boucht which 1s clinrtod to Canada. 

24.4 

(An alt er native arrancemont would be to bring tho 

matter within the scope ot the Hyde Park arrange­

ment between tbe u.s. and Canada. In connec tion 

with thet arrangement it has boon provided that 

certain purchases or defense ort1olos Within a 

total of about $100 millicna a year ~•Y be made 

under l ease- l end by the United Kincdom for transfot 

to Canada 1 - see memorandWD by Dr. Clark and Sir F . 

Phi llips dated llay 14th and approved by Mr. 

Secretary Korgenthau. !hera aec.as no ro3son why 

those purchases ot sucar t or Canada should not be 

similarly carried, or course within the total ot 

$100 millions . ) 

It a decision could be obtained at on ear l y date on 

tho quest ion or principle , tho Ministry or Food would supply 

mora detailed estimates of possible quantities and of the 

possible allocation . 

(a) Be tween Caribbean sugar producinc eontriaa ; 

(b) Between Empire consuming countries. 

In view of the s tock position in the U.K., in viow also or t h 

probability thet over tbe next 110nth or two , the ahi ppinc 

position in regards of toodstutrs ..ay be teaporarily sooewhat 

easier , the British Food »tssion has asked that every effort 

should be aode to secure as early a decisioh as poss i ble. 

For the reasons exple1nad 1,n par4sraph 1 above the 

sugar will in any event be needed bY the U.K. so that 1f it 

cannot be leoso- lent i t will have to be purchased for doll a r• 

no arransement tor payments 1n sterling to CUba having proved 

possible. The amount is substantial, and as it has not been 

included in the osti.~tes or U.K. dollar needs hithert o gi ver 

to the u.s. Treasury, it would have to be reaarded as an 

additi onal ea.ataoent. 

W.ohincton1 D.c.i 
.Tuly 24 , 194 Regraded Unclassified
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MB'IORANPID! lli!TIALU.'Q BY DR. CLARK & SIR p, PHILLIPS 

AND HANDED TO !jl!. J:QROijliTHAU. 

Washington, May 14th, 1941, 

From April 20t h , 1941 to June 30th 1942 it would 
be necessary for Canada 1 under present progr~ms to ' spend 
approximately $220 milllon in u.s. funds for pur chases in 
the United States of articlos and materials required for 
Canadi an producti on for the United Kingdom. In the Hydo 
Park Declaration of April 20th, 1941 it was agreed that 
"in so far as Canada's defense purch~ses 1n the United 
States consist of component part s to be used in equipment 
and munitions which Canada is producing for Great Britain •• . 
Great Britain will obtain these parts under the Lease-Lend 
Act and forward them to Canada for inclusi on in the finished 
articles . " 

Part of the estimated amount of $220 IJillions 
represents the value of defense articles vthich retain 
their identity in the process of being incorporated in 
Canada into war supplies for the United Kingdom, or <:hich 
are otherWise readily i dentifiable and capable of being 
dealt with directly and effectively under the machinery of 
tho Lease-Lend Act . The balance consists of a very lnrge 
number of items, including mater i als , which i t vrould be 
very difficult so to identify and administer involving 
thousands of contracts which 110uld individually represent 
very small sums . At present it is estinated that the 
former category will amount to approxinately $120 million 
for the period mentioned, and the second category to about 
$100 million. 

Pursuant to the Hyde Park Declaration, it is 
agreed that the Un1ted Kingdom Will obtain under the 
Lease- Lend Ac t for forwardhg to Canada , defense articles up 
to a total value of a pproximately $220 m1llion1 or such 
amount as may be determined from time to ti~ to represent 
the actual value of the "United States content" of 
Canadian t.'lar Supplies to t he United Kingdom. In part these 
wi ll be the actual articles represented by the fir st 
category menti oned above . Articles comihg within the 
second categor y will continue to bo purchased in the 
United States and paid for in cash by Canada , but Canada 
\'till be compensated by other defense ar ticles to an · 
equivalent value, whi ch it would othor~ise have to purchase 
in the United States . These will bo obtained by the United 
Ki ngdom under the Lease- Lend Act and transferr ed to Canada, 

The object of this understanding is to carry out 
the purposes of the Hyde Park Peclarntion so that Canada 
shall not have to pay out U.S, dollars to purchase u.s . 
goods which ar e ultioately to be supplied to the United 
Kingdom, 
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STRICTLY CON?ID.:tl'J.'UL 

tho,.. 1o onclooo4 ber.vith a parephraoo of 

SoctloD o» of a ••- r.co1Y04 tree LoJI4o.,. 

li:ncloouroa 

!be Honorable 

lle111J7 Morpntblaa, Jr, , 

SlDOtrt}T JCN!'O, 

1•1 Rorbort ro1o 

Rorbort l'o1o 
.14T1oor OD Intor.aatloDOl 

ZcoDOa1o Affaire 

Socr.tarJ of tho ,r,.o\11"7• 
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PAUPII.UI QJI mpptM 11a1nJ:D 

l!Ois 

lW!Is 

...... l_ •baoq-• Loa4oa , IJocleed 

JalT 211, 1~1. 9 »·•· 
JO.s 3119 

DO!ICI 011, 

!rb8 t ollovlzsc t•liC"w ll p ... ooD&l for SecretarT 

llorpa\baa, 

,._ .lollbaeu4or Vlaaat s 

a.t ... ...., •• 7011r hliC"• ot JalT 11, 3 p , a , , ao, 2657. 

I 4AIU ftHCl 701IJ' .. ,_ to Ooe . I a.ob4 the Lord Pr11Uat 

of the Oolmcll (Slr Jolla M4oreo•) two ....a aco to ctn 

•• lafonoaUoa oa .,.rtala pbaloo ot the quoUoa rahl4 

110 70u.r tal.- 11Dd1r rafermo1, llr Jolla h ln oherce of 

t he on,...U ot aUoUoal 11114 acoo1111tlzsc 11nic11 11h1cll 

IDIIII4 t o all ot till Xia1ririe1 of till JrUhll O..oi'MOJit, 

I al10 - the PriM JUIOiotor a t the - tiM, 11114 oo14 

it waa •-Ual thet the 17101tl4 Sta tio heft tll1 iato,...uon . 

the .lt .... 

!rb8 tollowizsc 11 f or 70v iato ... uoas I .- the 

Cllau1U or ot the ~,...., 11114 llr. :tqnoo 'blfora Ill l eft 

'zselo•A, 1114 brozscllt t o tblir atteaU oll till poool'bll 

•wra owllllh tllat ai-"t - about 1t ""' .. terial llllicll 

11 'bozscllt aa4ar the LMoe-Liad .A.ot h llltrodllcl4 lato 

ordlaar7 ....,..lo ot _,...oial tnciAI , 11114 lllto the --" . 

t ..... 1opeolall7, I .... tho .._.ouon thet aa ,.,., ' wt 

24? 

• 
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&CCOUUAC, Wltll. re\Qft l'OIPOII\ 0 be ...So wltll. l'lcaft to 

oiiOII .. torlal. hfor ....,ol • coiii14&11Ual repon wlllch 

I torv&rl\14 to YuhiJ!c\on • o• Uao oco - 111 thl.o report 

I aloo ntorro4 \o \hl.o qUeoUon ao 1\ concono too4otutto. 

!'II& clot ot the oon ... roaUo11 h lclloWD to Jo11 Co-. 

Tho report vaa -.41 a?atlablo to h1a h rao4. 

I ""' to ' " the CllacoUor ot the ~ur ao4 

U11 Lor4 Proo14allt ot the- CoD1101l :r11tor4q aa4 took Coo 

to _, til-. Vo cot • proal II troa the ClballcaUor ot the 

lllchoqur thet a tloU repon 011 tbo 41otr1'bo.Uoa ot 

artlclll obta11114 Udlr the Leaoe- 1:.114 .&.ct vocl4 be &:1n11 

uo ao 10011 aa po11l blo. Ill AIIOVIr to tll.o oarllor 111qu1r:r 

I ba4 8&41, I vao pTell a abort -raa4,. 'b:r Sir Jobll 

.f.adereon. 
VIXAI'l • 

24.8 

• 
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Va~oa 

ll;r doar Mr. SoorotAl'TI 

I onelooo horevith tho roaainiDC ooot1oao of tho 

•oneco ad4rooood to )'ou b;r .lmbaoaador Y11W1t ( ooct1oao 2 

Zncloturol 

ooo. 2 A J, no, 3189, 
tror:a London. 

'1he Honorable 

Honr;r Morsonth&, J r ., 

S1Dcenl.7 7CRU'I , 

/of Rorbort J'olo 

Rorbort l'olo 
Ad11oor oa Intoraat1oD&l 

Econoe1o Atfa1ro 

24.9 
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!bio obort • -r..,da 1o -..bot..,Ual17 olaoUar to 

tho otat111ont ioouod by Kqnoo at llaahiJ141to~ two voolto 

aco with rocard to tho ~ootio~ ot rooxporto. ~ in~ir,r 

about $. 90 ohoooo io aloo ..,ovorod in tho 111110r..,dull, 

Othor Troaour,r ot!icialo who aro at work on tho 

~ootion voro introdncod to Coo to«ar. Ro ozpooto to 

ho el>lo to cot & conoral picturo tor '"" 4urinc tho 

non tw dqo, - ho h&o ll&d a ool'loo of intorTlwo 

I ctu bolov tho ton or tho ohort • ., •• ..,dum rr .. 

tho Lord Prooidoot of tbo C....ncila 

(In paraphraoo) 

!'ho Britloh OoYornment tull.7 nalhoo bow 

~ort..,t it io tor tho oppropriation dobatoo to 

CiYo a complete and claar ropl.7 t o tho ouccootiono 

that coodo ac~lrod 'ODder tho Loaoo-Lend Act .... 

boi1141 uod to odY&nco tho intorooto ot tho BriUoh 

in tholr oxport trado with Cou4&, tho 11nitod Statoo, 

and South A8or1ca. 

With racard to tho ~~&torialo cont&lllillC otoola 

A oarotul OXIIIIIination io aado ot indiYidual ordoro 

coatnc tro• o..,o4&. lfo roloaooo ot ohol aro modo 

for mazmtacturo in Canada unlooo tho BriUoh aro 

aathtiod oi thor thot it 1o nooooaaf1 tor Ornada' o 

var attort and that tha 11nUod statoo or Canada 
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caADot -lJ' 1\, or tb&t tho &Oodo coataia1Jic tho 

ohol caa be produeod eD4 ohippo4 Y1 th ao latortorenoo 

Yith war pro4actioa ia Groat Britain &a4 that a 

hlch conYoroioa Y&luo io roproooate4 therob1, 

~. !or Sout h .lmoricaa couatrhoo We mob aa 

atfort aot to tzport &aT u torlclo ooataialac ohol 

l.n approclablo quanu tho. !he o:rcopt1oa 1o thu 

,. hoTt !aH bOW>c!. to keep up our ozport tra4a 

Yith .&.rc-lltiD& 1a .... 4oc'reo boc•oo of tho llOCOUUT 

o! aa1ataJ.a111c ••aao ot ~ ! or tho 011ppl1oe ot 

! ood vo cot !rom ArCIIlUaa. Hovnor, tho quanU tT 

o! coo4o oolltaiuinc oteol hao 41m1aiohoc!. rap141T, 

N>d vo oro proparec!. to prennt e:q nov ordoro !rom 

boinc accoptec!., Yith nrr lll.aor o.:rcopt1oao, 1t 011ch 

actloll i o aocoooarr ! r om tho COilCJ'oooiollll point of 

Yin. 

~. t or tho lla1te4 Sta teoo \'he •ouato coacornec!. 

oro nrr D&ll; it 1o tho JriUah polioT t o uport coodo 

COilta1niac otool on1T 1a """"" vhoro 1\ 1o to t ho 

latoroot of bot h cowotrioe. 

lfo bade tor "" cr1Uoi• about aluiDU hao 

btln !011114, In Britain, u oo tor ciT111aa purpoooo 

and u eo !or ozporto taken tocothor IDalto uP l ou thlll 

1 pero111t of vh&t ,. conou.o. 7or oloctrlcal oqui~ont 

• 
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UDD-er a tev poUAd.a, aDd. no aore, ..,. haTe con• 

to tho South J.morl..., OOIUltrloo. 

J'or tho moat part. tho cooda vh1oh aro bolnc 

o:r:portod nov vb1oh CiYO rho to - ot t ho conplt.!.nh 

oro to tu.ltil ord.oro 'llhich vor o placod won cirCIIIIIotanc01 

wore oomplotolJ d.itforont aontho oco. Whoro production 

1o i DYolYOd., thoro - •t &l.V&To bo a Umo loc botvoon 

poliq and tho tiDAl oarryinc out ot that pollq • 

.Ul ot thooo phaaoo_ aro botnc tokon np liT (QDoo 

in Yaob1ncton. !ho Br1Uah Gon rnaant hao clYon b1m 

tho utorlal to .W a d.o\o.Uod replJ, which ho 

clrattod 1D oonoul. taU on with the Stato aod 7/ruOUZ'T 

Departmuto. Wa aro told liT X071101 that b1o replJ 

oooao to ha'Oo boon ooeplotoly iladoqoato. 

llonUon wao &loo ude liT tho .Aabaooa4or that 

in tho thlitod Statu tharo wro reporto that .l. ... rioaa 

choooo i o boinc oold hero vithoot bo1J>C ratlono4 and 

that tho price h aa b1cl> aa $.90 por pou4 la IGlOO 

cuoo. Yo otato that thh raor h unt rno. J. -.11 

DOIUlt ot choooo trom J.r6ent1na wao, t or particular 

r oaoono and aa a non-rocurrinc uttar, poraittod to 

bo ool4 with no rootrioticno IDA vithoot bolnc ratlonod, 

aod tlllle a tanq prlce ..... :p&14 tor u. a 1o probable 

that tho bade tor tho eto17 ""' thh lncldent. 

(W ._or....aa) 

I want to thoDJI: ,..,.. tor horlnc Coo aoolcaod to Loadoa. 
ElQ) IIIII &&a, 1fltil'!. 
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TREASURY DEPARTMENT 
PftOCIJMMENT DIVISION 

WASHINGTON 

July 25, 1941 

ME1lORANOOM TO THE SECRETARY: 

Weekly Refort - Lease-Lend Purchases 
7/18 - 7725741) 

253 

Requisitions Estimated Cost 

Cleared by O.P.M •••.• . ••••• •.•••• ••. • ••• •••••••••••• $ 206,900, 259. 57 
Awaiting clearance by O.P .~ . .... . ... . . .. ... . ... .... 19,468,487. 21 

Total Pending Requisitions ••••••• ••••••• •• ••••• ••• • • $ 226, 368,746. 78 

Lese Requisitions for metals, Where contracts will 
be made for term periods and allocations required 

&om O. P.M •• . ... . •••• •· •• ••••• •• ••• •• ••• •••••••••···$ 101, 441,935. 54 

Total Pending Requisitions for Spot Purchases ••• •••• $ 124, 926, 811 .24 

Purchases to 7/18/41 ••• .••• $ 52,421,161.91 
Purchases 7/18 to 7/25/41 .. 21, 869, 765.29 

Total to 7/25/41. •••••••••• $ 74, 290, 927.20 

Discussions are now being had with the Office of Production 
l.fanagement to obtain priority ratings to usure deliveries of steel 
as specified in our contracts for July and August . We have received · 
an A-1-a rating for July steel shipments but were allocated an A-4 
rating for August and September which necessitated taking the matter 
up with the Office of Production Management and the Priorities Board 
in order to obtain a stepping up of this rating to meet delivery 
requirements, which it is now indicated will be done . 

ittacbllents-9 

ftrlifr M 
~o~u~f l>rocurement ·~ 

• 
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CON'l'RACT 
NUI:BER C0.:1 ,!ACTO" ' S 1iA. .E 

..ZOJJ I51-
TIO!.ER CO-.Olll '!"£ gpA!!Tl'l'Y TOTAL VALUE 

DA.-TPS-467 Nashua U'g. Co. Chi na Blankets, Cotton 540,000 $ 572,400.00 

DA-TP:>-560 Catlin Farish Co. Inc. • Blankets 10, 500 13, 939.48 

DA-TPS- 572 Cone Export & Commiaaion Co . n Blankets 100, 000 129,400.00 

DA.-TPS-476 Cannon !!ills, Inc . • Blankets 300, 000 341,760.00 

DA.-TPS-568 Southeastern Cotton, Inc. " Blankets 75, 000 77,250.00 

DA-TPS-468 R.R. JJ. Carpenter U. K. Lockheed Airplane 1 58, 500 .00 

DA-TPS-346 The Texas Company n Lockheed Airplane 1 70,000.00 

DA-TPS-480 Waterman Airline, Inc . • Lockheed Airplane 1 37, 800.00 

Di -TPS-466 General Electric Supply Corp. " Circuit Breakers 40 2, 430.00 

I DA-TPS-567 c. P. Goerz American Optical Co . • Lens, Camera 4 742. 50 

DA-TPS-484 Greenfield Tap & Di e Corp . • Threadin~ sets 50 2,756. 25 

DA-TPS-426 J . P. Danielson Co. Inc. • wrenches 6, 000 3, 640.00 

DA-TPS-447 s.s. Penick & Co. • Atropine Sul phate 48 oz . 612.00 

OA-TPS-208 Caterpillar rl.'r notor Co. " Spare Parts £or Die sel Tractors 32, 200.90 

OA.- '!'P::.-492 Da;y City Shovels, Inc . " Crawler Shovel and spare parts 15, 176.87 

DA-TPS-278 Chas . G. Stott & Co . Inc . " Pe'nholaers and Pens 71 .10 

DA.-TPS-421 Ingersoll-Rand Co. n Sharpening l:S.chines 10 ea. 5, 365.00 !X 
~ 
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'""' RE ISI-
TIONER CO!! ODITY CONTkACTOR'S NAl~ 

DA-TPS-431 The Upson-Walton Co. 

D.f.-TPS-179 American Airlines, Inc. 

D.f.-TPS-465 West inghouse Electric & ~fg. Co. 

D.A.-'fFS-440 Indianapolis llachinery & Supply Co . 

D.A.- TPS-601 Whitlock Cordage Co . 

DA-TPS-446 The Lufkin Rule Co . 

DA-TPS-602 American Mfg. Co. 

DA-TPS-448 Monsanto Chemical Co . 

DA-TPS-585 Atlantic Uachinery Corp. 

D.f.-TPS-479 The E. c. Brown Co. 

DA-T~-584 Stein Equipment Corp. 

DA-lP~-443 Armour & Co. 

DA-TPS-445 Johns-~ville International Corp. 

DA-TPS-469 Ferguson Sherman Ufg. Co . 

UA-TPS-458 Swift & Co. Fertilizer Works 

DA-TPS- 456 The Phosphate ltining Co. 

D.A.-TPS-457 Southern Phosphate Corp. 

Q,UAliTITY TO!'AL VALUE 

U. K. Blocks steel for 

• 
• 
• 
n 

n 

n 

n 

• 
.. 
• 

• 
.. 

" 
• 

" 
• 

tanila Rope 1, 800 $ 5, 568.00 

Spare Parts for Dougle.s Airplanes 129,970.22 

Voltmeters and Ammeters 

Lethe and Chuck 

Rope Jlanila 

Micrometer Calipers 80 

Rope 1!m ila 150, 000 ft . 

Vanadium Catalyst 15, 750 liters 

l!achines, lUlling, Vertical 2 

Sprayers 

Accumulators 

900 

2 

Ammonia and Cyl inders 

Filter Powder 42, 000 cans 

Cultivators, Ridgers & Harrows 

Phosphate Rook 

Phosphate Rook 

Phosphate Rock 

16, 400 T 

61,000 T 

110, 000 T 

• 

5,099.00 

9, 585.00 

17,495.00 

581.10 

10, 126.05 

48,125.00 

10, 850.00 

927.00 

25, 000.00 

27, 071 .50 

186,480.00 

119, 835.39 

105, 432.00 

228, "//Yo~ . lJOI'O' 

Regraded Unclassified



CONTP.AC'i'OR ' S UAU: 
REQJJISI -
TIO!IER COl' ODITY 9,0Al;TITY TCTr.U. VAL\T£ 

DA-TPS-452 The American Agric. Chemical Co . U. K. Phosphate Rock 72, 000 T $ 271,800.00 

Ill-TPS-451 Dunnellon Phosphate Mining Co. • Phosphate Rock 7, 500 T 48, 000.00 

Ill-Ti'S-454 Coronet Phosphate Co. • Phosphate Rock 62, 000 T 319, 800.00 

Di-TPS-453 American Cyanamid Co. • Phosphate Rock 20, 000 T 78,000.00 

Di -TPli-450 C & J Camp, Inc & J Buttgenbach & Co • Phosphate Rock 40, 000 T 255, aoo. oo 

Di-TPS-898 The Dow Chemical Co . • Paratertiary Butyl Phenol 22,960.00 

01- TPS-1155 International Agric . Co . • Phosphate Rock 30, 000 T 135,000.00 

Di-TPS-389 Lancaster Iron Works, Inc. • Bitumen Paddle Mixers 60 153, 129. 60 

Di -TPl>-609 The O' Brien Machinery Co . • Hill, Boring, Vertical 6,750. 00 

Ill-TPS-210 La Plant-Choate U!g . Co. Inc. • Spare parts for Trailbuilders 1,065.23 

Di-TPS- 588 Caterpillar Tractor Co. • Caterpillar Tractors 4 18, 807. 20 

Di -TP::>-441 The L. S. Starrett Co. • Gauges 6 90.00 

Di-TPS-363 Oliver Farm Equipment • Tractors and spare parts 436,588.10 

DA-TPS-606 Anaconda Sales Co . " Zinc 592 G.T. 97, 680.00 

DA-TPli-607 The U. S. Smelting Refining & Mining 
Co. " Zinc 128 G.T. 21,120 .00 

DA-TPS-608 New Jersey Zinc Co. " Zinc 528 G.T. 87, 120.00 

Ill-TPS-610 St. Joseph Lead Co. • Zinc 352 G.T. 56, 320.00 
• Regraded Unclassified



CON'l'RACT 
Ntn:BER CO!ITRACTOR ' S NA. E 

D!-TFS- 611 The American Uetals Co. Ltd. 

Dl-TPS-612 American Smelting & Refining Co. 

D!-TFS-613 American Zinc Co. of Illinois 

Di-TP~-614 International Uinerala & Metals Corp. 

D!-TPS-615 Hegler Zinc Co . 

D!-TPS-616 Matthiessen & Hegler Zinc Co. 

D!-TPS-652 Continental Steel Co. 

Dl-TPS-423-1 Keystone Steel & Wire Co. 

Dl-TPS-260 
(Adj . ldd. ) 

DA-TFS- 653 

DA-TPS-661 

DA-TPS- 662 

DA-TFS-695 

Bet hlehem Steel Co. 

~rnon Herrington Co. , Inc . 

Inland Steel Co . 

Kennecott Sales Corp 

American Smelting & Refining Co . 

DA· TPS-318-1 Alan Wood Steel Co . 

DA-TPS-852-1 The Andrews Steel Co. 

D!-TP S-698 Penn. Dixie Cement Corp. 

RE~lSl­
Tim!ER 

U. K. 

• 

• 
• 
• 
II 

" 
• 

• 
• 
• 

• 
• 
II 

• 
• 

CO~" ODI1'Y 

Zinc 

Zinc 

Zinc 

Zinc 

Zinc 

Zinc 

Wire Rods 

Wire Rods 

qJA.;TITY TarAL VALUE 

1,870 GT $ 284, 614.00 

91, 680.00 

52, 992. 00 

86, 754.00 

41, 094.00 

50, 226.00 

600 • 

860 • 

570 • 

270 • 

330 • 

1,750 

261,400.00 

91,000.00 

Alloy Steel Bars 1, 461. 60 

Ballistic tests 4,000.00 

Manganese Mo. Leadloy 
Steel 1, 400 G. T. 152, 726.00 

Copper 

Zinc 

Ingots 

2, 500 N. T. 596, 250,00 

4, 000, 000 lbs . 

8,325 G.T. 

Rerolling Billets 2, 452 G.T. 

Cement 3, 500 BBla. 

30 G. T. 
• 

305, 600.00 

274, 725 .00~ 
-.1 

102,984.00 

7,350.00 

23,5«.00 Regraded Unclassified



COilTRACT REQJJISI -
NUl1lER CONTRACTCR ' S NAJ.J:: TIOtlER co,., OUITY Q.I!ANTITY TOTAL VALUE 

D.l-TP'>-311-1 Inland Steel Co. U.K. Canon Steel 13, 500 GT $ 548, 740.00 

' D.l-TPS-504 J . I . Case Co . • Drop Forgings 10, 000 15, 652.50 

DA-tFS-571 Duff-Norton • • " 72, 000 25, 200.00 

DA.-T~-503 Nash !lotors • " " 25, 000 38,125.00 

DJ.-TPS-513 Steel Imp. & Forge Co. • • " 2, 500 1, 700.00 

DA-TpS-505 Transue ' & Williams Steel Forging Co. • " • 16,500 21,475.00 

DA.-TP~-642 The Union Forging Co . " • • 6,000 2, 607.00 

DA-TPS-506 D. Wilcox Mfg. Co. • • " 42,000 4, 638.00 

Di-TP$-562 Duff Norton l!g. Co. • " " 18, 000 102,960.00 

DA-TP:.-565 ~rrill Brothers • • " 72, 000 9, 930.00 

DA-TPS-569 Steel Imp. & Forge Co. • • • 14, 000 56,150.00 

DA.-TP:.-564 International Harve ster Co . " • " 4,000 32, 560.00 

DA -TP:.-507 Transue & Williams Steel Forg.Co. • ff " 42, 000 44, 340.00 

DA· TPS- 643 The Union Forging Co . " " ff 9, 000 9, 507.00 

DA- TPS-560 Duff- Norton .Mfg. Co . " " " 15, 000 7, 170.00 

DA-TPS-508 Minneapolis Mol ine Power Imp. Co. " " " 2,500 919.00 

DJ.-Tp;>- 570 Steel Imp. & Forge Co . • • • 7,500 ~ 
CJl 

24, 625.00 

• Regraded Unclassified



CONTRACT REQIJ I SI-
1/Ul4.BER CONTRACTOR Is NJJ.!E TI0t2R COllOOITY 91,1A•ITITY Tetr AL VA llJ'£ 

D.l-TPS-557 Ford ~otor Co. U. K. Drop Yorgings 5,000 $ 3,400.00 

Di -TPS-537 Ford Jiotor Co. • n • 5,500 14, 190.00 

D.l-TPS- 546 Ford Uotor Co. • • • 350 458.00 

D.l-TPS-547 Ford l:otor Co . • " • 160 254.80 

D.l-TPS-545 Ford !lot or Co. • • • 2,640 3, 077. 70 

DA-TPS- 548 For d Motor Co . 
II " II 109 11. 78 

Di -TPS-554 Ford Motor Co . " " • 1, 300 1,740.00 

Di-TPS-549 Ford Motor Co . • II II 10,600 5, 819.00 

D.l-TFS-550 Ford Jlotor Co. • " II 491 723.08 

Di -TPS-551 Ford Yo tor Co. • • • 1, 900 3, 081.00 

D.l-TPS-556 Ford l.!otor Co. • • • 34, 500 7,832.00 

DA-TPS-552 Ford llotor Co. • • • 7, 470 9,959 .40 

DA- TPS-553 Ford Motor Co. • " • 3, 034 2,171. 66 

DA-Tp:$-558 Ford Motor Co . " • • 200,000 24, 000.00 

DA· TPS-538 Ford Motor Co . 
II II II 530 538.10 

Di -TPS-590 Atlas Drop Forge Co. 
II " II 7, 965 15, 825.59 

D.l- TPS- 555 Ford :!.!otor Co. • • • 14, 100 5,404.00 ~ 
<D • Regraded Unclassified



CONTRACT REQ.UlSI-
NUJ.'BER CONTRACTOR' S KA1~ TIOliER CO,-ODITY Q!!ANTITY TOU.L V.U.UE 

DA.-TPS-M2 Ford :Motor Co. U. K. Drop Forgings 44,900 $ 50, 978.00 

DA.-TPS-509 Bethlehem Steel Bxp. Co . " • • 4, 000 59,120.00 

DA.-TPS-510 Lefere Forge & Uch. Co. • " • 3,200 4, 800.00 

DA.-TPS- 511 E. D. Clapp Mfg. Co. • • • 3,000 1, 560.00 

D!-TPS-512 Thompson Products Inc . " n " 72, 000 69, 100 .00 

Di-TPS-563 • Globe Forge & Foundries, Inc.-
.. " " 15, 000 8, 850.00 

Di -TPS-449 Perk. Drop Forge Co . n " " 2, 200. 180, 000.00 

Di-TPS-514 Lakeview Forge ! Clevis Co. " n .. 2, 000 1, 710.00 

DA.-TPS- 515 Bethlehem Steel Exp . Co. • " • 6,000 :B '900.00 

D.A.-Tp$-516 J . H. ilillla.ms & Co. • " • 27,000 370,800.00 

DA.-TpS-517 Brewer-Titchener Corp. • • • 2, 000 1, 950.00 

Di-TPS-587 Willys Overlend llotora Inc . • " • 1, 419 3,161.85 

Di-TPS- 518 Lefere Forge & 1lch. Co . • • " 4, 000 5, 800.00 

Di -TPS-559 Willys-Overlend Motors Inc. • • " 24, 000 52,560.00 

DA.-'fpS-519 Transue & Williams Steel Forg. Co. • • " 24, 000 67,800.00 

Di-TPS-520 Ford Motor Co. • " " 70,900 50, 862.00 

D.l-TPS-539 Ford ltotor Co. " • • 4, 510 s, 979 .50 

• Regraded Unclassified



CONTRACT REQ.UISI -
NIIUBER CONTRACTOR' S NAME TIONER COJ.: ODITY Q.UAJffiTY TarAL V.U.U"R 

DA•TPS-543 Ford Motor Co . U.K. Drop Forgings 7, 000 $ 4,200.00 

Di· TP»-541 Ford ltotor Co. • • • 84,000 28, 840.00 

D!-TPS-521 Lefere Forge & Mch. Co. • • • 11,500 16,850.00 

DA-T~-544 Ford llotor Co. • • • 42,900 14, 520.00 

D!-TFS-540 Ford :Motor Co . • " " 142,000 70,007 .oo 

Di·TPS-561 The Steel Imp. & Forge Co . • " " 10,000 87,440.00 

D!-TPS-573 The Steel Imp. & Forge Co. n " " 8, 000 137,040.00 

DA.-TP5-477 Wyman - Gordon Co. • " " 3,000 237,000.00 

DA-TPS-478 Wyman - Gordon Co . • • • 1, 000 79,000.00 

DA.•TPS-666 Crucible Steel Co. of America • Btillet Core Steel 105 G.T. 69, 384.00 • 

DA.-T~-325·1 Crucible Steel Co. of America • Hi . Cubon Chr. 
Steel 291,200 lbs 19, 543.44 

DA.-TP5· 325· 2 Crucible Steel Co . of America • Hi. Carbon Chr. 
Steel 678, 720 lbs 52, 838.02 

DA.-TFS-325-5 Crucible Steel Co. of Ameri ca • Hi . Carbon Chr. 
Steel 20 G.T. 3, 384.64 

DA-TP5-310 
(Adj .A.dd.) Great Lakes Steel Corp. " Carbon Steel 263, 772.00 

D!· TPS-423 Keystone Steel & Wire Co. • Wire Rode 
(A.dj . deduct) 4,367.55 ~ 

• Regraded Unclassified



CONTRACT REQlJISI-
NtJl.!BBR CO!o'TRAC1'0R 1 S NAJ.lE TIOlffiR co~:. ODITY QJJA.l\TITY TOfAL VALUE 

D.A.-TFS-308-1 (Bethlehem Steel Export Co. U.K. Carbon Steel 45, 370 GT $ 1,927,180.00 

D.l. -'l'!'S-808-1 ~ . . . . • • • 52, 480 • 2, 684, 386.96 

D.l.-TP~-1 ~Republic Steel Corp. • Carbon Steel 46, 350 GT 1, 749,923. 50 

D.l.-T}'l)- 809-1 (Republic Steel Corp. • • • 25,134 • 1, 054,371.30 

· nL-T~-810-1 tGreat Lakes Steel Corp . • Carbon Steel 10, 000 GT 403, 300.00 

DA-T}'l)-310-1 Great Lakes Steel Corp. • " • 16, 221 • 742, 963. 48 

D.l.-T!'S-314-1 ~Wheeling Steel Corp. • Carbon Steel 2,000 GT 104,000.00 

D.A.-TPS-314-1 Wheeling Steel Corp. • • • 13, 240 • 569, 320.00 

D.l.-TFS-328-1 Jones & Laughlin Steel Corp. • • " 28, 400 1,018, 129.00 

DA-TPS-329-1 Armco International Corp. • Carbon Steel 9, 100 G.T • 335, 699.00 

DA-T~-313-1 Youngstown Sheet & Tube Co. • • • 23, 750 G.T. 889, 812.50 

DA-T~- ---- lotetals Reserve • Copper 2, 500 N.T. 512, 500.00 

Purchases 7/18 to 7/25/41 •••••••• •••••• ••••• $ 22, 159, 545.29 

Contracts DA-TPS-249 and 312 were cancelled. ...... 269,780.00 

Total Purchases 7/18 to 7/25/41 ••••••••• •••• • •••• • $ 21, 889,765.29 
• 

• Regraded Unclassified
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OCHERAL COUN8Ci. 

TR£ASUfiiY D C .. AIIITM ENT 

WASHIHOTON 

!I.Y dear Mr. Secr etary: 

265 

JUly 25, 1941. 

I am enclosi ng papers relating to the 
extension or the f r eeze controls to China and Japan : 

(l) A press rel ease which is being issued at 
Hyde Park at 8:00 p. m. Daylight time. An explanation 
ot the Order and the proceedings under it will be 
given to the press by the Treasury. 

{2) A memorandum approved by State and Treasury 
Departments outlining the policy to be followed 1n 
administering the f reeze contr ols extension. 

(3) A copy or a cable which is being sent to 
Fox and to the Ameri can Ambassador in China. 

I had a conversat ion with Secretary Ickes in 
his otr1ce today and cl eared ~ith him the sending or 
our people to assi st Governor Poindexter and High 
Commissioner Sayre in the administration or the Order 
in the Islands . The Secretary is sending one or hi s 
people rrom the Bureau or Insular Affairs to the 
Treasury this evening to assist in the sending out or 
instructions. With his approval John Pehle and I are 
calling Acting Governor Hite and Commissioner Sayre 
to explain the personnel situation and also that the 
controls i n the first instance are to be administered 
with the least amount or disturbance to regular busi ­
ness in the Isl ands. 

Through Cy Upham, arrangements have been made 
to put bank examiners in the Japanese agencies through­
out the country when they open ror business tomorrow 
morning. It i s contemplated that at least thirty bank 
examiners will be empl oyed tor t his purpose. 

./ 
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secretary Morgenthau JUly 25, 1941 

All o! the Federal Reserve Banks have been 
asked to stand by to receive important instructions 
which will be put on the Wire during the course o! 
the evening so that when the bankS open uP tor busi­
ness in the morning the controls will be in e!tect. 

I have just received a revised dratt ot the 
Order setti ng up the Vi ce President •s board tor economic 
de!ense. Some o! the suggestions Dean Acheson and I 
made to replace the s inews have been made. The disturb-
1~ matters ere (a) Army and Navy have been added, and 
(b) provision has been made tor the appointment by the 
Vice President o! an executive director. I have grave 
m1sgi v1ngs about the dratt Which Budget says must go 
to the President tomorrOi\', Dean agrees with me that 
the advantage o! having Cabinet representation has 
been lost a.s the board is now too large and what we 
may get instead o! the Vice President is a coordinator 
ot the Maxwell type. I have told Gladieux that I 
cannot approve t he Order without more time. Dan approves 
ot this action. 

Sam Clark just telephoned me that Nucky Johnson 
has been convicted. Since Judge ~~is who conducted 
the trial has a reputation tor being a "tough judge" , 
Sam thinkS Nucky will get at least three years. This is 
a great Win tor both Treasury and Justice , and Irey•s 
men, especially Frank, are entitled to a great deal o! 
credit. 

I hope you are enJoying yourselt and are getting 
a much deserved rest. It was pretty hot here today. 
Northern New York State or Bar Harbor are much more 
Pleasant places. 

AS &Jtr, 

Honorable Henry Morgenthau, Jr. 
C/o Sam LeW1shon Esq. 
Twin Ponds camp 
!.!alone, New York. 

Enclosures 

CcJ). 

• 
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FOR THE PRESS 
FOil R £LEASE MORN I!lG ? APERS 
SATURDAY, JULY 26, 1941 

In view of the unlimited nnti~nnl emer~Pncy declared 

by the President, he has today issued an Executive Or~er 

t reozing Jep&nese assets in the United States in the same man­

ner in which assets of various Eur~peen c~untrias were frozen 

on June l•l , 1941. This measure, in ort~ot, brino<s all finan­

cial en~ import and expor t tra~e transactions in which Japa­

nese interests are involved under thft contrnl of the Govern­

ment and imposes crinlnal penalt i es t or violstion of the 

Order. This Executive Order, just ea the Or~er ot June 14, 

1941 , i s desi~ncd amon~ other thin~s to prevent the use of 

the financial tacllitiFs ot the United Stat~s an~ trade be-

tween Japan and the United StatEs , in ways harmful t o national 

~cfcnso and ~merlcan interests , t~ prevent the liqui~atlon 

in the Uni t r.d States of assets obtalne4 by duress or con-• 
quest, and to curb subvPrsive ao;ivitios in the Unitr.d Stst~s. 

ht the specific r~qUPSt of Gen~ralissimo Chlank Kai- shek 

and t or the purpose ot helpln' t he Chlneae Governoent, the 

)'re8ldent has, at the same tlme, exten~ec\ the treezinll control 

t o Chinese assets in the Unit~d Stat~•· fhe a4mlnietration 

or the llcensin~ system with r • speot to Chinese eseet• will 

be conducted with a viPw t o etren~th~nin~ the forPl~n trade 

an~ exohan~e position o! the Chinese Government , The inclusion 

ot China in the Executive Order, in aoonrdanoe wi th the wishes 

ot the Chinese Government, is a cont inuation of this Govern­

ment' a policy ot aasistln~ China. 

Regraded Unclassified



July 25, 1941 

lo!EMOIUJIDUI.I OF POLICY TO BB CARRIXD 
OUT IN AI!.!INISTZRING THB FRRBZWG 
COlffROL ORDER FOR JAPAN AIID CHINA. 

1. The proposed press release and tho ganeral licenses 

268 

to be issued in the United Stat es and in the Philippine Islands 

and in Hawaii are approved. 

2. The exportation to Japan of oil, gas , and petroleum 

products will be a matter to be dealt with on specific licenses . 

There wi ll be no public llllllouncelll8nt aa to what action will 

be taken on such applicat ions although for the time being 

such licenses will be automatically granted. 

3. (a) !mports from Japan. All importations of silk, 

including silk which is now enrouteto the United States, should 

be treat ed on a specific application basis and applications 

should sim: ly be held by the Treasury Department and no action 

taken . Tho silk which actually comes here should be held 

in Customs' custody and not permitted either entry or nithdrawal 

from the Uni ted States. Where, prior to the date of the 

Order, an .lmerican has paid for silk, specific consideration will 

be given to the matter. 

Other imports from Japan that will produce substantial 

foreign exchange for Japan should be held up even t hough the 

exchange is paid into a blocked account. Import s involving 

trifling amounts may be licensed. Any item which is of strategic 

• 
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l.Dlportanoe to the United States UJ be lioenaed. (The War 

Department has advised the State D6partment that there ia no 

J!lilitary need fer Japanese silk imports . ) 

269 

(b) Exports. So long as we are prepared to give speci­

fic licenses for the exportation of oil, we should similarly 

give specific licenses for the exportation of cotton and any 

other erports to Japan subject, of course, to the activities of 

Export Control. 

Where licenses are granted for erporta to Japan, Treasury 

lll&Y also license the debiting of blocked accounts belonging to 

Japan to pq !or such exports. 

4. Bank examiners from the office of t he Comptroller of the 

Currency will be placed in all of the agencies of the United 

States of Japanese banks for the purpose of determining that the 

freezing control order is not being violated. Transacticna 

by Unit ed States agencies of Japanese banks will be deal t with 

on a specific application basis except that where such agencies 

receive local deposits a general license will be issued and bank 

examiners placed in the banks . 

5. Nothing will be done t o prevent Japanese boats now in 

this country f rom departing. 

The foregoing was discussed in detail and approved at a con­

ference held in the office of Acting Secretary of ~tate Welles and 

at t ended by Uessrs . Welles, Acheson, D.W. Bell, Foley and Bernstein. 

• 
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AUERICAII EMBASSY, 

Cl!UNGKING, CHINA. 

Jul7 25, 1941 

For Fox from Treasur7 Depa.rtment. 

The State Department is informing the Ambassador 

and the Treasur7 is informillg 70u that Freer.i.ng Control 

will be extended to China and Japan effective Saturdq, 

July 26th, 9 A.M. E.S.T. China is included in accordance 

with the previousl7 indi cated wiehee of Generalissimo 

C~iang Kai- shek. It would be desirable for the Ambassador 

and 70u to get in touch with the Generaliaaimo at once and 

assure of him of our purpose . Explain we are eager to have 

close cooperation of the Chinese National Government and 

our Government in making the order effective to serve our 

mutual in terests. 

You will note from the General Licenses that will be 

forwarded immediately that ever7 effort is made to minimize 

interruptions of Chinese trade and interferences with 

transaction. in the interest of t he Chinese National 

Government. General Licenses will be i.aaued permitting 

2? 0 
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freodom of action for the Chinese National Government and 

for Chinese governmental banks and also permitting private 

Chinese to transfer their funds to the Chinese Government and 

the Chinese Central Bank. Other General Licenses will facili­

tate other necessary transactions and trade without undue 

delay or restrictions. We will shortly cable you a digest 

of the General Licenses. 

The various measures taken are subject to modification 

as the situation develops. Administration will be directed 

tormrds safeguarding the interests of the United States and 
• 

China. Please ascertain and keep us informed of changes in 

administration or policy with respect to the granting of 

licenses on Chinese or Japanese funds which appear to be 

desirable so that we may give them careful consideration. 

1'/e are depending upon you to secure the full ccoperatinn 

of the Chinese Stabilization Fund. 

Simultaneously with the issuance of the Freezing Order 

the White House issued the following press release. 

• 
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TOI .t.HriU~> Eabaoq, 0''""",.1~, Chi••, -1 11 R ---~ -.a .. 
J».Tlh J~ 26, 1941, 7 p.a. 

110. I 165 

RUSH 

212 

'lKi POLLOiDlG IS A PARAl'IIRASll OP A MZSSAGll: J'!IOI.I TBJ 

!l'IUaSUllr IIEPAII!l'llilliT POll POL 

( I n puaphr .. o.) !ho Dapar-nt of State 1o Woraiug 

Aabuo&4or Qewoo and 7ou are hort'to' accor41Dcl.r Worao4 

that offocUn 9100 a.a. (EaatorD Stan4ar4 !1M) on Satur4q, 

J~ 26 , 1941, tho J'reosl.ng Control will be oxten4o4 to ChiD& 

and Ja~. Tho e:tteno1on to ChiDa 1o undertakn pu.rsuaDt 

t o tho w1ebea of General Chian& ICai-Shok; .. wu pro1'1ousl7 

indicated to tho Go1'trnmont of tho United Stat••· 

lt 1o auueatod that it aisht pro1't detirablt for JOU 

and tho A:>buaador to p t 1D touch t..diaUlJ with General 

Chi&DC· J'llrthoraoro, it 1o wuoated that JOU aaaure hia 

of thlo Go1'tnuoent '• pu.rpooo and u plelD to hia that tho 

United Stat .. Go1'trmoent 1o n17 daairoua of aocuriug tho 

clo•o coopont1on of tho CblDooo GoYOr=ont with a yin to 

otroctuatins t ho order ao that t ho w tal intorosto of our 

Go1'onuoenh will be aor1'td tberoey. 

General liconaoo will be forwarded 1aao4iato1J. It 

will be noted from thaao licon••• that tbia Go1'trGQOnt ia 

undertaltiDc all poaaiblo effort to ainialsa 1Dtarrupt10DO 

of ChlDaoo t....S. and 1Dtarfarenca with tranoaction• 1D tho 

1Dtoroah of tho Cbi.Deao GOYOnmlnt. 
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lNodo. of action for tho Ch1Dou Oo•u·n-,oot &114 Uo 

bUko aDd pera1oo1on for tho tr...oforr1z>c of tholr tundo 

lv pr1nto Cb1Dooo clUoooo to tho llaUoo.al 00ftl'liMDt &l1d 

tbo Cutral Bazik of Cb1DO will be :PI'O•ldod tor 1v tho 

iotuanco of Ooneral L1conooo for euch. Trade and other 

traneactione which aay be aoctooary will be facilitated 

without un4uo rcotrictiono or delay lv other goaoral lieenooo. 

You will roeo11'0 ohortl;r b:r talocrapb a dicoot of tho Oooaral 

Lieooooo. 

Thoro 11q be 8041fieaUon of tho 1'Viouo •aouroo '11111cb 

are tann ao do1'0lOJDOnto occnr 1ft tho oituat1oa. !be o'b-

Joct11'1 of tho adoiniotration of tho •ariouo Deaouroo taken 

will be tho oa!oguordiDC of tho i.otorooto of Chiaa and of tho 

United Statoo. 

In regard to tho granting of liconeoo on Japanooo or 

Ob1Doeo !Undo, tho Department would appreciate it it you 

would .. certain ouch ch&D&O• ao &OJ •••• dooirablo in policy 

or a4a1111otrat1on aDd lceop.iDC it iotorMcl. of ouch 1D orcl.or 

that carefUl coooicl.oraUon a~t be ll1'1n to 7our rwe ... 

audotlono 1D rogar<l to thh. It 1o cl.ooirablo that tho fUll 

cooperation of tho Chin••• Stabilisation fund be obtaiaod. 

'lo are cl.openc11Dc upon you to aeeuro ouch. 

Tho lhito IIDule, at tho tiloe of tho iotuaneo of tho 

rz..01 ing Orcl.or, 1o 1oou1ng a prw u roloaoo in regard to tho 

abon. !bo ted of tb1o roloaoo will be ,.• ,••t to you in a 

A--·- (Incl. Parapllraoo} . 
ooparat• tologroa 1D tho near ·~· .. -· 

Tho J'oll""iDc 1o for tho .Uboooacl.or. 

Tho forogo1Dc 1o for 'f<Nr gu.ldanct &Del. c~icl.ootial in.-

for..\1on u well. 
n' OJ.' J'I!E .n: 

• 
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/'1 TREASURY DEPARTMENT 

cf INTUI-OI'I'ICil COMMUNICATION 

/ 
.~ 

·~ Secrote.r7 Korc-\ba 

2?4 

llr. laDe, of \be 1ft York ha.nl II .. WYo li&Dk, tol-s>bo .. 4 at l.Oall5 a.•. 

to r-roort tbat Ill'. INlUcaD, &D ..;>loJ9o of tba low York Ac....,7 ot U.o 

Taka- ap.clo li&DI<, wUllllrft ~.000 u U111to4 Stat .......... ....,7 froa tho aa. .. 

iat1oDAl li&Dk 1>7 oaobiDc a ch.ak clra& to lllo order. !llo C1111TODC7 •• ~ u 

$100 blllo. 

llr. laDe otato4 tll&t \be Tok¢ Ac- aloo w1U.4row ~.coo ill $100 

lottor lloAit tlllo .. nUll&• 

!ho abo•• oparaUo11o raloo U.o total .. ....,, of oaoh w1 tb4rowo 1>7 tho 

~DC7 clurlq tho p&ot fov 4o7o to $~.000. 

-
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TREASURY DEPARTMENT 

INTIEit.OFl'ICE COI04UNICATION 

'!; •• 

TO Sf8"~&1'Y llorga\bau 

POOM J.1r . Dietrich 

SubJootl 'lhe Jape.~~ooo are attom;pUnc 
to PL7 $5,000,000 to 1D4o­
Chma • 

275 

. U 11135 a .•., llr. Oaaeron, ot th.e !lew York J'oderal lleoern l!&Dk, tolo­

pbooe4 t o tr...,llll1 t tho follow1Dg 1nto...aUoo Tlhich t ho 7e4eral 1>&4 Juot rocoind 

!r011 tho o..r .... t7 !mot eo.pan,1 

'lho J'rach"'--rle&D llonlr1ng Corporation, llow York, baa Juot 4e­

poolto4 a $5,000,000 chock with tho Oaarant:v fruot Coap&D7, tho chock 

b&YiJ>C been 4ra111l b7 tho !lew York AcOilO:V of tho Yokohaa Spocio Baolt 

on an un-uaed llow York )1...,11: to tho order ot t ho J'reooh-.A.Dor1...., 

»onking Corporation. 

'lho J'rooch-Aloorioan informed tho Oaarant:v that tho Yola>llaa 

~nc:v ha4 dram t llia check to their order .... d 4ollnrod n to t ­

. !or account ot tho Baolt ot In4o-Cbina. 

llpon routine 1DYUt~Uon, the Oaarant7 dlaconrod that tllia 

chock •• 4ra• apinot UDColloctod t.mde. !!be Ouar...,t:v aecor4lngl:v 

returned tho chock for cortlfloatlon. 

In abort , 11r. Oaaoron atate4, the Tola>- Specie Bao1t h tJ7ing to PA7 

$5,000,000 01'0r to tho Baolt of Indo-Cbina. 
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TREASURY DEPARTMENT 

OATil J..q 25, 191!1. 

In ad41Uon h the oaeh wUhdraal, b7 \he Yokobua sPecie l!aDJ<'e !lew 

York .AcellC7, ot $~,000 troa the Cbaoe ..,d a lib uout troa tho Inl..nc, ao 

uportod ill.., earlier -rail- t oda7, llr, LeDc ot \ho Jew York 7edozo&l 

l!aoUYO Jank reported at 1120 p.a. that the JcaD7 bao aloo withdraa $150,000 

ill $100 blllo troa \he Olarut7 ! nat ec.paa;,. 

Sinco JlllT 22, .,...., tho tlrot eaeh wlthdraal •• reported, the JcaD7 

bao takon $750,000, ot wblch $350,000 ao obtained troa Oaaraat7, $3()0,000 troa 

Cbaoo, and $100,000 troa Irrlnc. 

• 
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TREASURY DEPARTMENT 

INTII:ft OFFIC:. COMMUNICATION 

A\ 111!5 p.a .. llr. lAtoZic ot the I n To~lc "'6tnl Iteoene Juk npo~\•4 

tba\ the x.pe~l.al .r....,eee la?7 'lll.thdr.., .,.000 1J> .1,000 'bilh troa the 

lrTiDC "'"'' Oowpn;r 1e 'braDGb &\ 'fns>\7-fl.ro\ S\~ee\, I•• Torl< Cl\;r. 
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EXECUTIVE ORDER 

-- - ---

./ 
.IULIIi .. l 218 

ESTABLISHING THE ECONMC DEFENSE BOARD 

B:r virtue of the authori t;r vested in me bf 

the C?nstitution and statutes of the United 

States, bf virtue of the existence of an un­

limited national emergency, and for the purpose 

of developing and coordinating policies, plana, 

and programs designed to protect and strengthen 

the inter-national economic relations of the 

United States in the interest of national defense, 

it is hereby ordered as follows: 

1. The t erm "economic defense, • whenever 

used in this Order, means the conduct, in the 

interest of national defense, of international 

economic activities including those relating to 

exports, imports, the acquisition and disposition 

of materials and commodities f rom foreign coun­

triea, including preclusive buying, transactions 

in foreign exchange or foreign- controlled 

properQ", internatioll&l investments, and exten­

aiona of credit, shipping and transportation of 

• 
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goods among countries, the international aspect8 

of patents, international communications per­

taining to commerce, and other foreign economic 

matters. 

2. There is hereby established an Economic 

Defense Board (hereinafter referred to &a the 

"Board•) . The Board shall consist of the Vice 

President of the United States, who sh&ll serve a8 

Chairman, the Secretary of State, the Secretary of 

the Treasury, the Secretary of War, the Attorney 

General, the Secretary of the Navy, the Secretary 

of Agriculture, and the Secretary of Commerce. 

The Chairman may, with the approval of the Presi­

dent , appoint additional members to the Board. 

Each member of the Board, other than the Ch&irman, 

may designate an alternate from among the officials 

of his Department, subject to the continuing ap­

proval of the Chairman, and such alternate may act 

for such member in all matters relating to the 

Board. 

S. In furtherance of such policies and objec-

tives, &8 the Pre8ident may from time to time de­

tel'llline, the Board shall perform the following 

functions and d:u:.:t:i.:.e:.s::__ ________ _ 
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a. Advise the President as to economic 

defense measures to be taken or 

functions to be p~rfo~ed which are 

essential to the effective defense 

of the Nation. 

b. Coordinate the policies and actions of 

the several departments and agencies 

carrying on activities relating to 

economic defense in orde.r to assure 

uni t;y and balance in the application of 

such measures. 

c. Develop integrated economic defense 

plans and progra.ma for coordinated 

action b;y the departments and agencies 

concerned and use all appropriate means 

to assure that such plana and progra.ma 

are carried into effect b;y such depart­

ments and agencies. 

a. Make investigations and advise the Presi­

dent on the r elat ionship of economic 

defense (as defined in paragraph 1) 

measures to poat-war economic recon­

struction and on the steps to be taken 

to protect the trade position of the 

United States and to expedite the 

• 
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eatabliahment of aound, peacetiae 

international economic relationships. 

e. Review proposed or existing legisla­

tio.n relating to or affecting economic 

defense and, with the approval of the 

President, recommend such additional 

legislation as mar be necessary or 

desirable. 

4. l~e administration of the various activi­

ties relating to economic defense shall remain 

with the several departments and agencies now 

charged with such duties but such administration 

shall conform to the policies formulated or ap­

proved b7 the Board. 

s. In the stud7 of problema and in the form­

ulation of programs, it shall be the polic7 of 

the Board to collaborate with existing depart­

ments and agencies which pe.rform functions and 

activities pertaining to economic defense and to 

utilize their services and facilities to the maxi-

llllll. Such departments and agencies shall cooperate 

with the Board in clearing proposed policies and 

aeaaurea inTolTing econoaic defenn conaidera­

tiona and ahall auppl7 such information and data 

281.. 
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aa the Board may require in performing i te 

functione. The Board may arrange for the 

establishment of committees or groups of ad­

visers, representing two or more deJ:& rtmente 

and agencies as the ease may require, to studf 

and develop economic defense plans and pro­

grams in respect to particular commodities or 

services, geographical areaa, types of' measures 

that might be exercised, and other related 

JilL tters. 

6. To faci litate unity of action and the 

maximum use of existing services and facilities, 

each of the following departments and agencies, 

in addition to the departments and agencies 

represented on t he Board, shall designate a 

responsible officer or officers, subject to the 

appr oval of the Chairman, to represent the de­

partment or agency in its continuing relation­

ships with the Board: The Departmenta of the 

Post Office, the Interior, and Labor, the 

Federal Loan Agency, the United States Maritime 

Commission, the United States Tariff Commission, 

the Federal Trade Commission, the Board of 

Governors of the Federal Reserve System, the 

Securities an.d Exchange Commiaaion, the Nation.a1 

• 

Regraded Unclassified



- 6 -

Resources Planning Board, the Defense Communi­

cations Board, the Office of Production 

1Umagement, the Office of Price Administration 

and Civilian Supply, the Office for Coordina­

tion of Commercial and Cultural Relations Between 

the Americm Republics, the Permanent Joint 

Board on Defense,· the Administrator of Export 

Control, the Division of Defense Aid Reports, 

the Coordinator of Information, and such addi­

tional departments and agencies as t he Chairman 

may from time t o time determine. The Chairman 

shall provide for the systematic conduct of busi­

ness with the foregoing departments and agencies. 

7. The Chairman is authorized to make a.ll 

necessary arrangements, with t he advice and 

assistance of the Board, for discharging and per­

forming the responsibilities and duties required 

to carry out the funct ions and authorities set 

forth in this Order, and to make final decisions 

when necessary to expedite the work of the Board. 

He is further authorized, within the limitaci 

such tunds as may be allocated to the Board by 

the President, to employ necessary personnel 

• 
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and make provision for the neceaeary eupplles, 

facilities, and services . The Chairman may, 

with the approval of the President, appoint an 

Executive Director, 

THE WHITE HOUSE, 

Jul7 ' 1941. 

• 284 -
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TREASURY DEPARTMENT 

WASHINGTON 

JUL 251141 

l!EllORANOOK FOR mE SECRETARY: 

By letter dated June 27, 1941, you advised the 

Secretary of the Navy of t he nature of the recommenda­

tions made by t he enmjning officers follorillg an 

investigation of the liability of the Falk Corporation 

of ltilwaukee, lisconain, under the Vinson Act, for the 

years 1935 to 1938, inclusive. The purpose of this 

memorandua is to adviee you of the further developments 

and progress in respect of this case. 

In this connection it is to be noted that t he 

contractor' s report was not filed until Karch 15, 1939. 

Thereafter, arrangements were made for an immediate 

investigation as soon as certain expiring oases could 

be disposed of. Upon beginning t be investigation the 

e:xa.mining officers f ound that t he corporation was under 

investigation by t he Federal Bureau of Investigation 

and that its agents were then at the taxpayer~s office. 

Our investigation was suspended for a short time until 

the agent in charge could be advised that the Federal 

285 v 
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To: Secretary 
From: Collllissioner 
Re: Falk Corporation 

Bureau of Investigation agents were investigating another 

matter and that he could proceed. However, by this time 

the corporation had learned that the investigation 

involved irregularities as to labor charges and coll8e­

quently employed a firm of certified public accountants 

to make an investigation, whereupon it requested t he 

examining officers to suspend their axemination until 

t he accountants had rendered a report which would be 

made available to the examining officers. This request 

was · granted as being to the advantage of the examining 

officers. When the accountants ' report wee received, 

the investigation was continued by representatives of 

the internal revenue agent in charge and the Intelligence 

Unit, Such investigation required 246 days, and a 

report thereon was ude on February 7, 1941. 

The taxpayer was then ginn an opportunity to file 

a prot.est to the findings of the examining officers, 

which protest wee filed on May 10, 1941; and a tax­

PQ'er' s oonferenoe was held on June 17 and 18, 1941. 
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To: Secretary 
Froa: Coaaiasioner 
Re: Falk Corporation 

At tbe oonterence the corporat ion offered to agree 

to all adjustments made by the examining officers in 

determining its excess profit liability, pro~ided the 

50 percent fraud penalty be elilllinated and the negli­

gence penalty of 5 percent be illposed in lie~ thereof. 

On July 16, 1941 the case •s recebed in Washington 

with the reca.aeudatiou of tbe field repreeentati~es of 

tbe Intelligence Unit (concurred in by the internal 

revenue agent) that the corporation's offer of settle­

ment be accepted. In connection with the recollllllended 

elimi.nation of the fraud penalty, it should be noted 

that tbe special agent who ~~&de tbe in~estigetion and 

reooaended the fraud penalty now states that the 

corporation' s argu.ent wee to the effeot that both the 
. 

management and the cost departlent had been ~ery negli-

gent in not disoonring the incorrect charges, but that 

there was no fraud inaSJiuch as no instructions were 

giTan by the officials of the corporation relatiTe 

thereto and, 'therefore, there could be no willful intent. 

Apparently, in view of this arguaent and the tact that 
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To: Secretary 
From: Couissioner 
Re: Falk Corporation 

the corporation conceded all adjustments made in comput­

ing its excess profit liability, it was decided in the 

field to recommend substitution of the negligence penalty 

for the fraud penalty. 

The case has now been transmitted to the Office of 

the Chief Counsel for thorough consideration as to 

whether a fraud penalty should be asserted and also 

whether any criminal action should be taken. The Income 

Tax Unit is working jointly with the Office of the Chief 

Counsel, and it will thoroughly review the various tech­

nical adjustments as soon as consideration of the freud 

questions will permit. 
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~ Pi,/: 7hsjy/ 
/'---;r'~L~ -

July 25 , 1941 

!.l:l 'ORANDUM FOR: ijR . F.AROLD GRAVES 7 
MR . KUHN 
MR. ODEGARD 
JAR . CAIJ..AHAN 

FROM: THE SECRETARY 

I suggest on the Tre11sury Hour '.lednesdays 
we do : 

(1) The Life of George Gershwin, Oscar 
Levant to be interlocutor , and play "Rha~sodie 
in Bl ue", excerpts to fit his li fe from Lady Be 
Good", "Strike up the Band", "Porgy" , etc. 

(2) The life and works of John Philip Sousa, 
treated simil ar ly to Irving Berlin program. 

At an appropriate hour - preferably the 
Treasury Hour, we have Llenuhin do the llendelssohn 
violin concerto -- someone to state that both 
artist and composer are "Verbot en" in dictator 
countries today and could not be heard. 

289 

That we get Ira Gershwin to write words for 
another Treasury Bond song and get suggestions from him 
who could write music to them, possibly Cole Porter? 

That on Tuesday evening, NBC, ythsymphony of 
Beethoven. Archibald 1AcLeish to explain V Symbol . 
This to be played soon. 

That Busch (violin&t) and Serkin , pianist, be 
used on a Sunday program. 

Please write me your reaction. I want ACTION! 

.. 
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MALONE 
( ffUoNIU,.I"' "UNTY) 

H~W YORK 
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JulT 28, 1941 

Dear Kr. Seoretar,r: 

!'hil 11 a flrat report on what baa b11n done to oaJ'J7 
out the radio aucceationa rou .ade on Jul7 25. GraTea, 
04epr4l Callahan aD4 I thiu that 110et of tba• an coo4 
euu11t ona. At leut follJ' out of the eix ou be put i nto 
effeot euiq, aD4 two of thaa are alreaq •1n the worn•. 
Perhape I b&d better nuaber ., iteaa aa 70u did. 

(1) !'he Lite of Gearp Geralnrin, with •Jihapto4T 1D 
Blue• ana other exoerph fro• GertlllrlD autio, will be a 
part of the freatuJ7 Hour on A~~~U~t 27, 

(2) !'he John Philip Souea nuaber 1a now btinc prepared 
b7 the Treaaurr Bo\IJ' people in lew York, and ahould be pro­
duced early in Sept.-her. 

( S) Paul KUDl'oe lt a olo11 fritnd of Ira GeralnrlD, and 
iaJolng to tab up with hia the •tter of a nn Treaaurr 
Bo aouc, perbapt with Cole Porter at collaborator. 

(4) Adolf Buloh bae alreaq prcalte4 to pl17 !or ua on 
one of o\IJ' SUD4&7 auaioal prograaa, and at SerklD often ao­
coapaDill hla, there thould be D.O dit!ioultr 1D cettlDc both 
ot th .. !or a tlDcl• oooaeion. 

(5) Yehudi KeD.UhlD hat alto acreed tentatinll to 
pla7 !or ua ona Sllllda.T 1D the near futllJ'e. The •JIIleluohD 
TioliD concerto it ou\ of the queation, aa i t latta !or ap­
pro:rt.tell ttri'!!t, a1DDt11 u4, what it aore, n han no 
araphoJII oroh11tra at our hapoeal. The , ... purpoae aight 
juat u well be 11rnd, howner, b7 aakinc YehUdi to pl17 
one of the KendeluohD TlollD and plano aonetaa. We ooul.cl 
eaail7 point out that thla auaio ia •Tarbotan• in Ge~DI• 
We alao are t h1Dklnc of a Geraan procraa ln connection with 
the •souca of &.erioa• on the Treaaurr Hour, a procraa 
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reai1141D& people of the ol4, r-.Uo O.Na~~J of pre-kal 4q1 • we 
alght hen tlle ollone alae the Lorelei b7 Belue, 11ho11 pHu are 
Hbwill •yer\oteu•. 

(8) The leethonn Pltth S7JaphoDT h the ~ one of 
fOUl' liJ IU&I'ItiOill that le COl.D& to be dlffioult an4 eJptnai'fe. 
For one thiq, n han no procru on whioh a blc IJIIPhOJIT 1 ... uq 
approz.!Mteli fltt7-fln alnut11 oould be pll1ecl. We woulcl han 
to arrange a apeoial broacloa1t for i t. The praotioal cliffioult7 
ll that we ha'fe no IJIIPhoDT orehutra at our dhpol&l. .U Oooau 
hu about tnntr auelolana ln the !Peaau1'7 Hour; Prault Black ha1 
tort7-tour ln the J. B. C. prograa, but the7 oouatitute a •'bancl• 
rather than a real orehe1tra, and the7 probabl7 would .urder 
Beetho'ftll. Moreo'fer, the !. B. C. talt-hour on Tulada7 t'ftDiDCI 
1t dn otecl to UlrlcUl IOilgl IJClUi i'fllT, and tht lllethonu Fifth 
would be entirel7 out of plaoe • 

.t. IJIIPhOJIT oroha1t.ra of llrl7 phcu, the alu~ uuablr 
that could do Juat i ce to lllttho'ftn, would coat at l ea1t $3,000 tor 
a alnclt perfor..uoe. It we wellt to bear thh n peuat, we alght 
call on Mra. Bull our Yloe-ohai..an in Jew York, who 11 al to 
proa1Dent on the boarcl of the Jew York Philhai'IIOnio . She alght 
get the Philha.-onio to appear tor u1, but 11 the oroh11tra al­
ready operate1 at a huge dtflolt, I don't ••• he-n oould atk 
the Philhar.onlo to contribute. The auaioiana thtaael'ftl are 
unioni&td and would haYt to be paid b7 aoaaon~. 

Mf other •ucceatlou, whloh 1ee .. aore praotloable, 11 
to walt until the Pall when both the Jew York Phllhai'IIOnlc a114 
the 11. B. c. S)'llpboD,T oroheatra will be plq lng ruularl7 on thl 
radio. It would-be an ea17 aatter to c•t althar of thaat organl­
&atlona to dedicate ona of their proc,... t o Dlfeuae SaYl.D&I, Ul4 
to plq the llletho'ftn Fifth, ptrbapa with Mr. KaoLtiah aa nar­
rator. 

Oru tiDC• fro• all of u here. 

Bon. Helll'7 Morcenthau, Jr. 
c/o Mr. Sill Ltwhhon, 
Twin Ponda, 
Malone, Jew York. 
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7/29/41 
!liu (:h&W!C­----'""-----··%93 

llr. Kulm Ulol.lght you aight 11Jce to 

keep this ror your tiles. 

11\ . lUIIII 

• 
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TO: 

FROM: 

TREASU RY DEPARTMENT 

Mr. Kub.n 

Mr. Gilchrest 

WASHINGTON 

July 25, 1941 

Secretary Yorgenthau requested that Hildegarde , 

the s1n&er , be used on one or our programs. 

291 (/ 

I have contacted her in the interests or the Tuesday 

night NBC s eries. She will appear. However, I cannot 

get the exact date or her broadcast tor us at this t i~e 

because I don't went to contl1ct with her business . 

Sinoo she is opening in a Saratoga Gambling House shortly 

we won't ba abl e to get a definite date tor her until 

early in August . At that ti~e she will know t he length 

or bar stay i n Saratoga. 

engage.aent . 

Her broadcast will tollow that 
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TREASURY DEPARTMENT 

WASHINGTON 

llemorandum for THE SEC'RETRRr: 

The following report u code ot St.s:op auea 

at • Treaaul')' House• : 

July l - 23 

July 24 

Total 

#12, 858.60 

5.645.50 

~18, 504. 10 

295 
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TREASURY DEPARTMENT 

WASHINO'ION 

lul:r 25. 191ol 

• 
lleaoru4ua ror '1'HI SICRliTAJ!Y 

Tile roll~ report 1e -4• or requeeta re .. 1Tet 

tor •.&:~q Boa4• To4&7?• h'oa tile e:z:periaental aell1J1C or 

10, 000 oarte: 

llll:r 1 - 2) 

llll:r 2lt 

Total 

Ro. Requests 

10)6 

2lt 

1060 

!!o. Oop1ea 

5885 

125 

6010 

296 
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CONFIDENTIAL 

llnRD S'lAnS SA VlJGS :BOIID8 

Salu 1D JW-7 CoiiP&l'~ vUh J11.11o, 1941 
On !atit ot Ioou. Priot 

Jirot Tventr !uoineoo Daye 
(Jil.lle 1-24, JW-7 1-24) 

(.Lmoll.ll\e 1D thouaande ot dollare) 

Sale• 
I Inoraaoe or Decrea10 (-) 

It• 
Jul,y 

Sor1u I - Poet Ott1cte $ 4o,J2J 
Sor1eo I - BIUike 73.914 

Sor1to I - rotal 114,237 
Ser1u r - BIUikt 20 ,089 
Str1u li - BIUike 127.4JO 

Total $g61 ,:z!i6 

otf1co ot tha Stcrt\&1'7 of tbe 'l'raatnrT, 
D1Yie1on of Rtooarch and Stat1otico • 

Jll.lle 

• §;:~~ 

81,879 
24,101 

152.681 

$258,6!i2 

ill J!!l.z: Colal>&red vith June ......,.,, Percea.\ 

• 7,913 
~ 

24.4~ 
~ 

32.358 39.5 
4,012 - 16.6 

-~ - !§...5. 

·~ ~ 

Source: 

llott: 

.&.11 fi&VZtl are depoti to vi th tha frtuv.rtr of the 11n1 ted Statu 
on account of procoed.a of aaleo of Unlttcl. Statu Savizl&$ Bendt . 
li&VZot han boon r ounded to naarnt thouoand Md vill not 

necteoar111 adcl. to totale. 
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Da\a .t.ll lloD4 Salaa 

!oW leriaa • llarlaa r 
.Tul¥ 19l!J. 

1 • 9.505 • 2,3!7 • 957 2 11,612 ~.o66 8115 
.3 15,o45 4.90.3 ... , 
5 22,900 9.589 2.~.37 

7 11,028 6,,315 472 
8 11,226 4,867 1,197 
9 16,~0 6,277 uo 

10 11, ,30 6,018 6o5 
11 16,.311 8,504 1,197 
12 12,6&9 4.~ S6o 

14 13,435 7.754 1,o46 
15 10,013 4,~ 6o2 
16 11,994 5. 80S 
17 15.332 6,213 1,18g 
18 12,4o4 6,7}0 8}6 
19 7.553 4,513 926 

21 14,1}6 7,105 1,015 
22 12,191 },820 1,208 

~~ 14,m ~·~~~ 1,~~ 11 6 4 

'l'o\~ 11:261 . 7~6 *114 2l7 * 20 08Q 

tJIIDD IUDS Soi.VDGS BOlDS 

Dailr lalu - Julr 1911J. 
0.. Baaia o~ Iaaue Priea 

( h t.bcuaaJ!da o~ dollara) 

Poet O!!leo 
Bolld Salaa 

llarlaa () lerioa • 

• 6,16o • 595 
6,701 1,7}5 
9.299 2,077 

10,875 },191 

4,242 ,3 ,908 
5,162 1,}46 
9,l!J.} 2,229 
4,808 2,1159 
6,610 2,4o5 
7.347 1,672 

4,6}6 
4,728 
5.645 

3.o6o 
1,458 
1,645 

7.9.30 1,799 
4,8}7 2,o42 
2,114 1,505 

6,016 },06o 
7,164 1,001 

=:~ 1,5~~ 1 62 

&127 4-.n * 4o.l2l 

'l'otal 

• 8,910 
9.~ 12, 

19,709 

7.120 
~,881 

1 ,}41 
8,972 

1,3,905 
11,017 

10,375 
8,625 

10,}49 
13,533 
10,362 
6,olls 

11,076 
11,191 
13,163 
10 011 

&221-ln4 

lak ll011d ll&laa 

llarlaa • Sariaa r llarlaa () 

• 1,79} • 957 • 6,16o 
2,,3}1 8115 6,701 
2,827 84} 9.299 

6,,397 2,~37 10.875 

2,4o7 472 4,242 
~·522 1,197 5,162 

,oils uo 9.l!J.3 
3.559 6o5 4,808 
6,098 1,197 6,610 
2,810 86o 7.347 

~.693 1,o46 4,6}6 
3.296 602 4,~ J ,8g6 80S 5. 
4,l!J.4 1,18g 7.9.30 
4,689 8}6 4,837 
3.007 926 2,114 

4,o46 1,015 6,ol6 
2,819 1,208 7,164 

N~~ 1,~: ::~ 
* n .Q14 & 20 OSQ tl27.4~ 

7" 
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. ' 
TREASURY DEPARTMENT 

INTKR.OF'1'1C& COII4MUNICAT ION 

TO 

'""" Kr. D\otrloll CONFIDENTIAL 
bchttro4 oterll1111 ti'IIAoa.oUono of tllo roporu 1111 'ballko wro ao follovoa 

8ol4 to oo..orclal oonoorno 
Purcbaoo4 fro. ~rclal ooaoorno 

tll2,000 
.t3S,OOO 

299 

Opon ...-Dt ohrlinc wu qa.oto4 a t 11.03-3/11. !Ill 0~ repor to4 tra.ooa.oUon 
cooollto4 of iJI,OOO pvcllooo4 froa a co-rola l oonctrn. 

In l tv York, ol o•lllll qa.otat ioao for tllo fortliJl curroacloo 11oto4 'below wro 
U follOVOI 

Oaaa41.aa dollar 
.A.rpntlu p.,.o ( trot) 
Brollll ... ailrolo (froo ) 
VI'QC'IIIIPD pliO (!roo) 
Ool .. 'bl ... p~oo 
llo:da&ll p~oo 
Ov.'b ... pli O 
Jepa~~••• ,.,. 

11-5/S'ft 4l1Ccnlllt 
, 2JSO 
· 0505 
. IIJSO 
,'jSOO 
. 2070 
1-1/llf. clhoov.Dt 
. 2358 

Tlloro wro ao &014 t.-aoactlou co-hcl 'b7 Ill tOclaT• 

!Ill Stott Dopartaoat for-rcle4 a oo'blo to u roportlllll tllat t'bo Swln Buk 
CorporoUoa, Loacloa, olllppo4 $19,000 1D colA t:ros 'lnC) • nA to ito lov York Acoll07o 

for oalo to till lev York .u.., Ottic .. 

fho Ollooo latlooal Baak reported that lt llacl roctlYOd pl4 and oll .. r quotatloao 
troa Boa'bal tlllo aoralq:. Ool4 la tllot coat•r vu :prlcool a t tllo oquln.lnt of 
$Jii, lO, or 5I b l p r t llu tt.o price a week ""'' !II& ou ... r <t"otatlon vu t quhalou 
t o lili. 761, ollovi1111 Uttlo ollup troa till qa.otatlon of JlJl¥ 12. !II& Ohaoo, llo,.. 
••or, roportacl that tlloro w.o a _.,. 4....-.4 for ou ... r ill ••lclo"co toclal, pro'bo'bl7 
oo a rooult of tbo raz laotera po11Uoal olt,...Uoa, 'fo -t tllh de--. tllo 
lloon ... 11W of Ioella wo roporto4 to ba ... oupplh r. tbo Boa'bal •rloot vUb 3, 000,000 

OUACOI of ol\Yor, 
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Ill Loa4oa , apo\ aD4 t orwr4 aUrer wre tlD4 1/ 164 1-r a\ ZJ-7/ 164, •taS­
.ai•at to 42.551• 

"'- 1'ra,..l>J'7•• pVO!I&ao prlca tor t oralp olh'er wo ,...,...,., at 351• llaaq 
e4 ~·· oo\U-•t prloa tor toralp allnr ,... 1\l.oo ,...,II&Qsl4 at 3'4-3/'41• 

we purobaao4 175,000 .,.,..... ot lllTor t .... \be BaDit ot Oau4a t~. lo tar 
t bil """'bo we baYa 'boac~~~ 975,000 oucoo tr .. \bat oouroa, '11114or our ra&lllar 
•••'lilT acr·-·' ,. pvohaao vp te 1,200,000 ouoaa. 

CONFI DENTI.AL 

• 
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TREAS URY DEPARTMENT 

IHTIIII OnrlCII: CON NUNICATIOH 

,. Secretar;r Korgenthau 

.... Yr. Fole;r 

In accordance with the request contained in Kr. 

Thompsen's memorandum of December 26, 1939, there is attached 

301. 

a slllllll1&r;r report of studies or projects carried on in the Office 

of the General Counsel for the 110nth of June, 1941. 

Attachment 

/ 

• 
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Stool.lRY REPORT ON STUDIES OR PROJECTS IN 
THE OFFICE OF THE GEllE!W. COUNSEL -

JimE 1941 

The following matters reoeived attenti on in the Offioe 

of the Chief Counsel for the Bureau of Internal Revenue: 

302 

1. Study of legislation to prevent certain tax avoid­

ance. Consideration is being given to legislation to 

prevent the avoidance of taxes by employers not directly 

paying t heir officers the full amount due them as sala­

ries but paying a substantial portion thereof into a 

pension trust for the benefit of such officers . The 

officers thereby escape large surtaxes as such amounts 

will not be actually received until after they retire 

and then in amall annual payments . Such payments to the 

trust are claimed as expense deductions by the employer 

but are not taxable to the trusts because they are con­

tributions to and not income of the trust. If the trust 

is ta.:r.able, t he income from the investment of such funds 

is taxable, but, as is often the case, the trust may be 

exempt from all taxation under section 165 of the Inter­

nal Revenue Code . The purpose of that section is to en­

courage the establishment of trusts to carry out bona 

fide pension plans. It is believed, generally, that a. 
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bon& fide penaion truat should cover substantiallf all 

of the emplo7ees . 

2. Exchanges and distributions of stock or securities 

in obedience t o order s of Securities and Exchange Com­

mission. Study is being given to a suggestion urged b7 

the Securities and Excha.nge Commiasion that Supplement 

303 

R of the InternAl Revenue Code be extended so as to ap­

plf in a revised form to current and future utility inte­

gration proceedings. The Supplement as it stands at 

present operates to afford nonrecognition of gain or loss 

and, to some extent, a continuation of the old basis wit h 

respect to propert7 interests involved in transactions 

undertaken pursuant to the order of the Commission. Ita 

provisions are limited b7 their terms to orders entered 

prior to Januar7 1, 1941. It is now proposed to provide 

a later closing date . It is further proposed that the 

nonrecognition provisions shall be further extended so 

as to appl7 to integration transactions taking the form 

of a sale of stock, securities, or other propert7, pro­

viding certain specified applications are made with re­

spect to cash or other propert7 received in the t ransac-

tione . 
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8. Surtaxes on joint income. There ia now activel7 

under consideration before the Ways and Means Committee 

the problem of taxing the income of spouses in such a 

manner that the revenue will stand subject to the same 

surtax rates regardless of the election of the spouses 

with respect to the form of their return, whether joint 

or separate. The Committee has tentativel7 accepted 

30~ 

the principle that the tax should be illlposed at ratea 

fixed by reference to the aggregate income of the two 

spouses. Difficult problema arise with respect to a 

possible apportionment of the aggregate tax liabilit7 

between the two. These difficulties are attributable 

primarily to such statutory provisions as the capital 

gains and loss provisions, the earned income provisions, 

the provision subjecting certain types of income to the 

surtax notwithstanding ita exemption from the normal tax, 

and the like. 

The above matters were handled under the supervision 

of Ur. G. E. !dams, Head, Legislation and Regulations Division. 

The following work was done under the supervision of 

!aaistant General Counsel Cairns: 

•• 

• 
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4. Exclusion fro• United Statea of German fi!. 

"Biamarckw. in opinion addresaed to Mr . Gaston, which 

was prepared b7 Mr. Feidler, and aigned on June 20, 

1941, concludes that authoritr to exclude, this film 

exiata under section 3(c) of the Trading with the Ene-r 

Act, 40 Stat. 42, forbidding communications outside the 

mail, and also under the Preaident •a Proclamation of 

ll.a7 27, 1941, declaring an unll.ml.ted national ellll!rgencr 

to exist. 

5. Assistance to United States Attorney at Chicago . 

305 

1~ . Harrison, Chief Counsel, Coast Guard, and Yr. Feidler, 

Head of the Opinions Section, assisted the United Statea 

Attorner at Chicago in the caae of UoDonald v. Phillipa, 

Captain of the Port of Chicago, in a suit seeking to en­

join the Captain of the Port from prohibiting the J&cht 

lliZP.lll from occuppng space in Anchorage D of Chicago 

Harbor. The bill of complaint wee diamiaaed on June 23, 

1941, b7 reason of the e.mendlllent of June 23, 1941, to 

the regulations governing the anchorage and liiOvementa of 

vesaela in territor ial waters. That amendment clarified 

the authoritr of captains of the port and served as the 

• 

Regraded Unclassified



- 5 -

basis for the issuance of a new order by the Captain 
• 

of the Port affecting the plaintiff's yacht MIZPAH. 

6. Seizure and forfeiture of sabotaged vessels. Mr. 

Harrison is atud7ing a number of procedural questions 

in connection with the seizure and forfeiture of sabo­

taged vessels for violations of the Espionage Act of 

June 15, 1917. 

The following work was handled under the supervision of 

Assistant General Counsel Bernard: 

7. Fidelity Bond Bill (formerly identified as "Bond 

Survey") (for descript ion see original report, i tem 

10) . Mr. Bernard and Mr. Spingarn called on Congress­

man Cochran on June 11, 1941, in an effort to induce 

306 

him to sponsor this proposed legislation which was 

finally cleared with the Bureau of the Budget . A copy 

of the bill, and a statement which could be inserted in 

the Record at the time the bill h introduced, expl&in­

ing ita background and purpose, prepared by this office, 

was given to him. Congressman Cochran will, i n the 

near future, let this office know his decision in the 

matter. This proposed legislation will precipitate a 

hot congressional battle . 

• 

• 
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8 , Federal Depositary System (!or description see 

original report, item 6) . i !ter several minor changes 

were made in this bill to comply with the suggestions 

of Under Secretary Bell, it waa forwarded !or initial­

ing . The Legislative Section cooperated with Yr. Tiet­

jens' office in perfecting these changes. 

9. Law Committee of Defen.se Communications Board (for 

description see November report, item 23). Mr. Spingarn 

is continuing his work as the Treasury Representative 

307 

on the Law Committee of the Defense Communications Board. 

10. Survey of tax-exempt Federal securities, other than 

obligations (for description, see February report, item 

7) . The Legislative Section has completed ita work on 

this project. 

11. Administrative procedure billa (for description see 

April report, item 8). The Legislative Section completed 

a draft of a detailed memorandum anal;rd.ng the impact of 

the three pending administrative procedure bills (S! 675, 

S. 674, and S. 918) on all the principal activities of 

the Department. The Section also completed a draft of a 

letter for Under Secretary Bell ' s signature to Senator 

• 
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H&tch, Ch&irman of the subcommittee considering these 

billa . This letter, besides tr&nsmitting the detailed • 

memor&ndum, indicates briefly the position of the Trea-

sury Department on each of the three bills. This posi-

tion is th&t the Treasury f&vora S. 675, the majority 

bill, with some minor amendments which are set out in 

the letter, and opposes the enactment of the other 

two billa . The draft letter and detailed memorandum 

h&ve been circulated among the princip&l members of the 

legal staff wit h a view to getting legal and administra­

tive clearance from each branch of the Department on 

the views embodied in t hese documents, &fter which they 

will be sent forward for signature and transmission to 

Senator Hatch. 

12. Payment of claims ag&inat the United States (for 

description see original report, item 11). This office 

has been engaged in the study and preparation of a pre­

limin&ry draft of a memorandum to support argument be­

fore & congressional committee on our proposed bill re­

lating to the orderly payment of claima against the 

United States . It is intended th&t the bill be sub­

mitted to Congress by the Treasury Dep&rtment. 

, 
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The following matters were worked on under the 

direction of issistant General Counsel Bernstein: 

18, Foreign Funds Control , Freeting control was 

extended to all the countries on the continent of 

Europe which had not been blocked heretofore, Inci­

dental to the extension of the control it was neces­

sarr to revise most of our documentation. This in­

volved, in addition to the Executive Order, regula­

tions and instructions, amending 19 general licenses, 

the issuance of 12 new general licenses and the amend­

ment of 2 general rulings. Steps are being taken to 

have an entirelr new pamphlet issued which will inte­

grate all the changes , The entire staff worked on 

these problema, 

With the cooperation of Yonetarr Research, this 

office is preparing a census report Form TFR-300. 

There will be several t1Pes of report forms and a cir­

cular of instructions respecting their use. Special 

309 

men have been assigned to devote most of their time to 

the problem of reports . Messrs. Bernstein, Reeves, 

Uurphr, !rnold, lerona and Luxford worked on this matter, 

• 
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The problem of apeeial freezing ia now receiTing 

extended consideration. i special group have been aa- • 

signed to devote their full time to this problem. 

Messrs . Sherbondy, Bernstein, and Hexter worked on this. 

The problem of effeetivel7 regulating business 

enterprises that are blocked nationals under t he Order 

aimilarly is requirillg specie.l treatment, particularly 

to see that the operations of such fil'liiS are consistent 

with the national defense, i special unit is being 

formed to work on these problema. Mesars. Bernstein and 

Lawler worked on this matter. 

The problem of patents ia being canvassed and con­

sideration is being given to the approach that this De­

partment should adopt . Here too a special unit baa 

been established. Yessrs. Bernatein, iarons and MurphJ 

worked on thia problem. 

In t he field of foreign trade, freezing control baa 

now aasumed far reaching proportions aubjecting prac­

t ically all Latin American trade and all European trade 

to t he provisions of the Order . Much bas been done in 

the way of general authorization• to facilitate legitimate 
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trade in these areaa. 1 general licenae ia now under 

active conaideration with reapect to Latin laerican 

trade. 1 special unit haa been aet up to canvass the 

type of control beet auited to our needa . Yeaare . 

Bernstein, DuBois, Luxford, Smith, Rains , and Golding 

worked on this matter. 

311 

This office participated in the iaauance of a 

public ~lack list•. The functions of the list have 

been integrated into freezing control operations. 

Yeeara. Bernstein, DuBoia, Luxford, and Sherbondy worked 

on this matter. 

in educational program in the field of freezing 

control ia in the process of formulation . In this con­

nection a two-da1 conference waa held with repreaenta­

tivea of all the Federal Reaerve Banka, together with 

the chief bank examiner a in each diatrict, at Which 

tiae the problema of freezing control were dlacusaed 

and our viewa expresaed. The minutea of auch confer­

ence are now in the proceaa of being edited and it is 

anticipated that the circulation of auch minutes among 

the Faderal Reserve Bank• and among all the men working 

• 

• 
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on freezing control problema in Washington will be of 

val uable assist&nce in educating our staff and coordi­

nat ing views. In this same field an article has been 

furnished to the magazine "Banking", published by the 

American Bankers Association, for use i n their August 

issue. Such article deals with a number of questions 

of interest to bank.s in the field of f reezing control . 

Certain other steps of a similar character have been 

initiated for further educating t he banks aa t o their 

duties and reaponsibili ties under the Order. lleaa.rs. 

Bernstein, DuBoi s and Luxford worked on this matter. 

14. Stabilization Agreements, This office drafted 

supplemental agreements ext ending for one year the ob­

ligation of the Secretary of the Treasury to purchase 

Chinese yuan and Argentine pesos under the Stabiliza­

tion Agreements with China and Argentina, respectively. 

Hr. Bernstein worked on these matters. 

15. Extension of stabilisation fund and dollar devalu­

ation powers. We parti cipated in the preparation of the 

Secretary's testimony and other materi al used in the 

Congressional hearings and debates relative to the ex­

tension of the s tabilintion fund and dollar devalnation 

31.2 

• 
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powers. lir. Bel'l18tein wdrk.ed on this ~~&tter. 

16. Lena-Lease Agreement. The State Department ara!t 

British Lend-Lease Agreement W&e studied by this o~fioe 

and taken up with Kr. loheson. In addition, the office 

prepared a memorandum for the President covering all 

phases o! the problem, ana also prepared a further arart 

of agreement. Yr. Bernstein worked on this matter. 

17. llaeka-Juneau eaee. On June 2 the Court o! Claiu 

issued a deeiaion in the Government ' s favor in this 

caee involving a suit by a mining company which deliT­

ered gold to us in 1933 and was paid $20.67 an ounce 

and ola~d it was entitled to more. The suit was for 

approximately $350, 000. The court's opinion W&s along 

linea indicated in our arguments and it 1a expected 

313 

that the Supreme Court will deny certiorari in this eaee. 

Kr. Bernstein worked on this matter. 

1~ Inter-American Bank. lt the request of the State 

Department we prepared a memorandum fo r Senator Green 

explaining the inconeiatenoy between the tax provision 

of the convention of the Inter-American Bank and the 

Treasury's policies on the elimination of the tax provi-

1ion. Kr. Bel'l18tein worked on this •tter. 

• 
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ot the !r•~GJT of tiM 1Jalte4 Stat ... 

'ft th tvtber refaraca to tld o Mtter there 1o enoloao4 a 

copy of a co~caUcn ot J'l&l.:r 22 tro• the Chi.A .. o .bbeuador ao4 

ito .,.oloouro, a oop:r of a oowon••oatioll fro• Dr. B. B. ~. Tic• 

Preoitut of tu -tin '!V.Il anA coiiOII.I'I'•tl:r llillioter of '"-'· 

'lhe Depar-t 1o ot the cpWon that the otat-h M4l 'b:r 

the CIWl .. e Allllaaoador 1A blo lWitt ot Jul.:r 3. 011PP~te4 'b7 the 

teJ.ecraa uaa•Hte4 with .U .bbaooador ' • c_.oaUOil ot JuJ.:r 22, 

~ be aocep\04 ae av.thorltaUYe official aoov.raoce that the pro­

pceeA ecr-t bae \>- &pprOYM ill aa-e of ih collrCllloiOil \>7 

the c<>Qehnt •thori Uoo ot Oblna: that Dr. !r. T. So Oil& lo dlll:r 

author1oo4 to a~ the A&r_.,.t on 'bebalf ot t he JaUonal OoY...-t 

ot the bpv.l>Uc ot O!dna: that Dr, laa lee lo dlll:r av.tborise4 'b:r 

tho 

!he Boaon)le 

lftr7 llorpllt.bal&. Jr., 
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~ho lloar4 of Direc~ora ot the c.,.~ral Jull: of Cb1u aD4. b;r tho 

llaUoll&l GoY...,..nt ot tho II~Uo of Obl.u to o1p tho Acr-t 

o1> bobt.lt ot tho O"'tral :Bazik ot Cb1u; aa4 that ""'" ~ho Acr ... 

me1>t ob&ll ban be"' o1po4 b;r Dr. 'r, V. So one u4 Dr. !Can Loo ..,., 

tho Soorotar;r ot the !t're&fU17 ot tho UD.lto4 Stat oo 1t will be I.J>.~er-

:bolo...-oa 

Jroa Oh1"'" Aabao•4or, 
Jul;r 22, with e~>elOIUI'I . 

. . 

Sine•r•l7 70ure , 

( Sipe4) -or 1111111 

ACt111C Socrotar;r 
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!!M Ohlu .. J.a'bao....,r pr .. &h hlo ~11-h to tho 

iiiOrl\al"T of State, ud. ill rotor- to hh DOte ot Juq )rd., 1941 

rolaUDC to t.ho acr_,., dated. J'IIJll J()t.h, 19~1 'bot-a t.hl Oh1ao11 

phollio rltAUt of t.he ~t ot 8-.to, bao t.ho hoaor to .acloll 

horowl\h a Of¥P1 ot tho tel•cr- tro• tho Ohln••• 111Jlh\or of 

JI.Duoo ill oou.eoUon wUh t.ho o1pi.Dc ot tba acr•-'· 

ChiDIII !ll'baoo7, 

•ohiDC'on, JulT 22ls4. 19'n. 

Ooptll« 7/28{141 
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!raaelaUon ot tolegraa froa Dr. H.H. luz>c, T1c-.Preol4ont of 

thO :boCUUft 1\lan and COIIIIIIUTentl7 llinioter Of Jinance, dated 

.t.cr-t bot• en ChiD& and the trnih4 St&toe, ple&oo infol'll tho 

J.aer10&11 GoTeruent th&t Dr. t.V. Sooac and Dr. Ian Leo, who 

olcno4 tho orl.c1D&l ~·-t, oro horob7 acain &Utborised to olp 

roipooUnl;y, on beb&lf of tbe II&Uon&l Oonruent &nd the Oontr&l 

B&nk of Obiu, • 

H.H. JWnc 

Cop71lc 7/28/41 
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PERSONAL AND 
SECRET 

Deo.r Mr . Secr eta ry , 

318 

IRITI8M EIIU .. Y, 

WA8MI MCTON, D. C . 

July 25th, 1941 

I enclose herein ror your 

personal and secret 1nfor:r.at i on ll copy 

ot the latest report rec eived rron London 

on the military s1 tuo. t1on . 

Believe me , 

The llonour11"0lo , 

!l~mry Mor .:,ent ho.u , ;Jr., 

Uni ted Ststes Treasury, 

Wo.shington, D. c . 

Dear Mr , Secretary, 

Very s incerely yours , 

Regraded Unclassified
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IRITIIH UIIAIIY, 

WAIHUIQTOM, D. C. 

Personal and 
Secr et July 25th, 1941 

Dear ~. Secr et ary, 

';"~e !!onourable 

I enclose herein for your 

personal and s ecret 1ntoroat1on a copy 

of the latest repor t rec e1 ved !'roo London 

on the military s1~~atlcn. 

Believe me , 

Dear Mr . Secro tacy, 

Very c1ncerely yours , 

!!enry f:Or gen t ha·.; , Jr ., 

United States Treasury, 

llo.shi ng ton, D. C. 

Regraded Unclassified
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COOFmmr:w. 
IIILITIJ!I Ili'i'ELLIDFlfCR DIVISIO!f 

IIAA DFJ'AR'll!EIIT 
·.lashin~, Juq 25, 1941 

TllltrATIVE I.ES&lNS BULLEl'nl 
No. 136 

G-2/2657-2)5 

The information contained in this oeriea or bulletins 
will be restricted to ite!ls ! rao o!!icial sources >~hich are 
reasonabl,y confirmed. The lessons neceoaaril,y arc tentative 
and in no sense mature studies . 

This d.OCUClent is being g1 ven an approved distribution, 
and. no additional copies are avsilllble in the IJ1lltary lnte1-
l1eence Division , For provisions governing its reproduction, 
soo Lottor TAG JS0. 05 (9- 19-40) 1!-B-Il. 

COIIPOSI'i'!Oll OF GllUJA!l- ITALIAll EXPEDITIO!lARY 
FORCES rn t.IilYA 

~ 

Thie bulletin is based upou information sulr.nittod on !Jay 27, 
1941, by nn American official ob•orver in Vichy, France. 

COitrFlll'S 

1 , GEIIFllAL 

2 . PRESEitr Ca!P05ITIOII OF 15TH ARl.'QUD DIVISIQI 

J . CCll!lEII'l' Of A!!EI'.ICAII OFFICIAL OBSERVER 

ca:Fmmrr:w. 

- 1-
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cot:POSITIOII OF GEilllAII- ITALIAN EXl'llllTIOIIARY 
FORCES IN LIBYA 

325 

l , GEIIERAL 

The cocpos i tion of the Gennan-Italian Expcdit ionar; Forces 
in Libya ia a s follorrs : 

a . Oemtln Africa Expedi t ionary Corps 

This Corps , Tfhich is probably in Oyronaica, is under t he 
canmand of nOill':lel . It consist s of the follorr1ng: 

v 

b. 

Sth An:lored Colonial Division; 
Sth Uotorized Colonial Division; 
lStb Arcored Division;• 
1 Uobile Group •mose C<ICpOSit.ion 11 s1A1lar to that of the 

fon:ter light divisions , 

Italian Forces 

Tho f ollorr1ns I tnlian forces lll'O in Libya : 

(l ) In Cyrenaica - I n this sector the Italion for ces incl ude : 

l;l2nd Aroor ed Division Arieta - in liai•on wit h the Gennan Corps ; 
l02nd Jlot orized Division Trcnto; 

Tenth~. c~risinG, 

X ~ Corps, Tlhich consists of 

l 7th Infantry Division Pav!A; 
25th Infantrj Division Bologna;l 
27th Infantry Division Brescia; 
Probably t.'le SSth Infantry Division savcma. 

* This di\"ision is the reor canJ.zOd ana re-equipped j)rd Infantl"'!• 
Diviaion whi ch uns oriz.innl.ly stationed in tho region of Kaiser lautom. 
The 33rd """ included in tho Second Amy under General Ober st ".lei!)'ls and 
wno a part of the )9th Arey Corps llllder von Goyer . The 39th Cor ps also 

included: 
17th Armored Divi sion; 
lOth Di vision; 
25th trotorized Division; 
36th Division, 

1 . The 25th Infantry Di vision i s probnbly still in Tripolitani a, rather 
than in Cyrenai ca , G-2 . 

COilFIDEll'l'IAL 

--1-
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(2) In Trid;2litania - The Italian forces 1n Tripolitan.in 
consist of the Fil LillY, <~hich is ccaposod of the following 
elemontSil 

XX /u'ay Corps - this includes onzy the 60th Infantry Division 
nhich is being reorganized; 

Saharan Forces; 
Fortress Troops; 

2 • PRESCIT Ca.ti'OSITION OF 15TH AIUJORED DIVIS I Oil 

The following is the cooposition o! the 15th Armored Divisiom 

Stet! of the Division;2 
Oth Tank Re~ent, consisting of 

2 battalions; 
15th llotorbed Infantry Bri~e, cCQPrising 

lOt.th In!antr1 Recinent; 
llSth Infantry Regiment; 
JJrd l!otorcycle Battalion; 2 

J.)rd Artillery RelliJ:!ent, cooprisin& 
2 battalions or 3 batteries o! lOS...,., . llo111tzers; 
1 heavy battalion or .) batteries or 150-mr.!. llouitzers; 
1 signal section; 
1 meteoroloGical section; 
1 observation section; 

15th Encineer Battalion, coMprising 
2 liGht compo.~~es or encinoors; 
1 heavy co::pany or ent;ineors , includinG 

2 deoolition section; 
2 bridge sections; 

1 bridge train; 
1 light en:;ineer colu=; 

66th Li&ht Antiaircraft. Battalion, cCI:lprisinl; 
2 light bat teries of six 20-<lll . guns each; 
1 battery or six .)7-<n. guns; 

4oth Antia.ircraft Battalion, cooprisins 
2 mediuo batteries of six .)7....,... IJWIS each; 
J heavy batteries o! tour 88-cc. IJWIS each; 

1 . In addition to the elements listod , probabzy th.o lst and 2d lllack 
Shirt Divisions and possibzy the loth, 20th, and 26th Infantry 
Divisions , are n011 in Tripolitania. 

2 . Sea Ap;>endix for detailed orcanbation. 

COI!FmE!ITIAL 
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c 
15th Divisional RecOMaissance Bal.tellon;• 
33rd Signal Battalion;* 
33rd Antitank Battalion, comprising 

J companies, each composed ot 
J sections of !our 37-mn, gw>s; 
J sections of 2 automatic rifles; 

15th Reconnaissance Aviation Squadron, consiotin~ of 
9 airplanes; 

Services - Combat Train, canprisina 
J lisht columns ! or fuel supply; 
7 light columns for ,,,iscellaneous supply - ration, etc . ; 

11111 tar,y police; 
Postal service; 
Quru-temaster, caJposed of 

Baker,y section; 
Butcher ~ction; 
Other suppl;r section; 

1 train cocpany; 
J repair shop caJpanies . 

J , C<IIIIEliT OF AIIUUCIJI OFFICIAL 035r:RVER 

It is of particular intoreot to note thot in the reorcanhation 
of tho ))rd In!antey Division to !om tho 15th Amored Division for 
oorvicc in Libya, pt~rticular emphlnio has been placed on the motorized 
in!antr,y olamon to . Also worthy of noto is tho ntrength of the anti­
aircraft protection vrhich forms nn integrAl pnrt of this l atter division . 

* soe AppendiX r or aet:auea orcnnizntlon • 

. COIIFIDEliTIAL 
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COIIFIDF2f'I'Ul. 

APPF2mii 
Starr or the Division: 

l section of motorcyclists; 
l 1!14p section; 
l section of automatic riflemen; 

lot Section of General Staff: 

Operations - l Captain (Chief o! Staff and G-3); 
l Lieutenant; 
1 Lieutenant; 

Inte1licence - 1 Captain (G-2); 
l Captain; 

2nd Section of General starr: 
l Captain (G-4); 
l Doctor-Captain; 
Combat Train 

l llajor 
A.rmlllllent and nater1e1 

l Captain 
l Ordnance Engineer; 
1 Quart..en.tastar; 

Jrd Section of General Staff: 

l Captain (G-1) ; 
Ccm~arxier of Headquartera 

l !.!ajor. 

Infantry RegiJ:>ent: 

1 heavy canpany; 
l mortar cc:a:;,paror; 
2 bat \.allons , ""ch coooposod of 

l heavy caopany, cons1stin& of 
l section or pioneers; 
l section or two 01-<n:~~. mortars; 
1 antitank section or three 3?-mm. guns; 

1 machine gun co::>paey, consistins or 
2 sections of 4 DDChine CUDOJ 
2 soctiona of s1x Sl...,.,. . mortars; 

3 coopanies of riflemen, each oonoisting of 
4 sections of riflocen; 
1 section of 2 Mchine guno; 
l section of 3 1i&ht mortnrs - SQ-ac. 

l light infantry colUIJ!lo 

OOllFIDEilT:W. 
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Mot orcycle Battalion: 

) ccnpan.ies of riflet:l8nJ 
l mD.chine gun company, compooed of 

2 sections of 4 machine guno each; 
2 sections of three 61-mm, mortars; 

l heavy COT.lpany . 

Divisionnl Reconnaissance Battalion: 

l section of pioneers; 
l antitank section of three 37-mn, cuns; 
l motorcycle section - llaisan; 
l sicnal section; 
l armor«! car cocpany, probab~ ccaposed of 

18 llcht cars; 
18 heavy cars; 

l motorcycle company; 
l heavy company; 
l licht column, 

))rd Sicnnl llattnlion: 

l sicnnl company, comprising 
l st Section, composed of 

6 amored r adio cars - type D; 
2 a.mored r adio cars - typo A; 

2nd Section , ccoposed of 
8 large amored radio caro - type B; 

)rd Section, composed or 
Cocoun.icat.ions of the Wan try bricn<le; 
4 soall armored cars; 
2 taeclil.l!!t arcored ears; 

l redio COCJ)al1f, cmprisinc 
lst Section' ca::posed or 

8 mediun an:ored cars; 
2nd Section ca::posod of 

ll snaJJ. armored cars - type D J 
2 small al':!Ored cnrs - type C; 

)rd Section, ca:tposod of 
5 aroorcd cars - typo 267; 
2 annored cars - type 268; 

Replacement creu; 
2 pr otection annored cars 'l';po FU 6-FUD. 

• 
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~/26S7-220J No. 4SO 
I!ESTRIC'lJP 
K.I.D., W.D. 12:00 lol., J~ 25 , 1941. 

SITUATION llEPlJ!'! 

I. ~+stern theater. 

li1:mmJl: German advance checked 1n Leningrad.-&::olensk 
sectors. Vecy herd fighting continuing 1n the Soolen.ok sector. 

Hea..y ficbting in &one near Zbitomir west of 
Kiev, in rear ot German advance, 

'!'be HUD&Il"iiM are on tbe 11ne of the Bug 
River soutb of t/innica. 

AU:• General situation unchanced. Odessa baa bean 
subjected t o hea..y strategic baob1ng, 

II. rrestern '!heater. 

Ak_: German. llo otrenaive activity reported, 

British. Strenuous air fil;hti.ni resulted from 
daylisht operatioM, wbieb included an attack on, the battle cruiser 
GIIEISENAO at Brest. Night raids •ere normal in scale but were 
wide}¥ diGPeraed, witb several attacks on coastal pointe. _ 

m. Mediterranean Theater. 

llo i:oportant developments. 

330 
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