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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

D ATC August IJ., 1941. • 

TO Secret ary Morgentbau 

!.!1a s Uiohener ()Jil»i 

You ~eked, at noon today, t hat we secure t roo the Ottioe 
ot Production Uanageoent monthly data, beginning with July, 
191J.0 and runni ng t hrough Jul y , 1941, showing the number ot 
planea manuf act ured (o r delivered) t or mi l itary purposes, 
exolud.ing civilian purposes, in each ot the following categories: 

4-engine bombers 
2-engine bombers 
pursuit ships 
tra ining sh1:ps 
!lying boats 

You were not interested, you said, in whether t hese planes ware 
manufactured tor the United States or tor other countries. 

You asked t hat the intormatlon be aupplied you by tuesday, 
A~at 5, it possi ble, and otherwise by Wednesday, August 6, 1941. 
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STRICTLY CONFIDENTIAL 
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TREASURY DEPARTMENT 
280 

INTER OFFICE COMMUNICATION 

Secreta ry Morgenthau 

~1ae M1ohener~ 

OAT& August 4, 1941. 

Attached 1s the chart g1v1ng e 'Comoar1eon or 
~ovemente or 20 •war ' St ooke and~ 'Peace ' Stocke' , 
you asked Kr . Haas to have preoared. 
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TREASU RY D EPARTMENT 280 

INTER OFFICE COMMUNICATION 

OAT& August ~~ 19~1. 

ro Secretary Korgenthau 

,.0 ,. 11181 IUohener ~ 

Attached 1s the chart giYing a •comparison ot 
Price llovemente ot 20 ' War' Stocke and 20 'Peace' Btooka1

, 

which you asked llr. Haas to have prepared. 

\ 

\ 

• 
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L1&t of Selected •tim·• Stooke and "Peace• Stocks 

11 \1ar" Stooke 

Al lis Chalmers 
AmsriGan Oar & roundry 
AmeriGan Locomoti ve p!d. 
Amer ican smelting 
Alo&r iGan Woolen p!d. 
Anaconda Copper 
Bnldwin Locomotive 
Bendix Aviation 
Bethlehem Steel 
Cli max Molybdenum 
Consolidated Aircraft 
Douglas Aircraft 
International Paper p!d. 
Kennecott Copper 
Lockheed Aircraft 
Glenn L. Martin 
tl e>r Xork Shipbuilding 
Reoubl1G Steel 
Savage Arms 
U. S. Steel 

•PeaGe' Stooke 

American Ai rlines 
Ameri can Home Products 
AmsriGan TobaGoo B 
Chrysler Corporation 
Oommeroial Credit 
Consolidated Edison 
Corn Products Refining 
raJardo Sugar 
General roods 
General Motors 
L1bby-OWens- rord 
Loew's Inc. 
Montgomery Ward 
Paramount Pictures 
Parke, Davi a & Company 
~ubliG Service of 1; . J. 
South Porto Rioo Sugar , 
U. 8, Gypsum 
U. 8, Rubber 
F. 11. Woolwort h 
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August 4, 1941 
2:45 p.m. 

• 

RE FOREIGN nmos PERSONNEL 

Present : 

H.!J.Jr : 

Pehle : 

H. !.!. Jr: 

Pcllle : 

H. ll.Jr : 

Ga~ton 1 

Pehle 1 

Mr. Gaston 
JJr . Foley 
llr. Pehle 
Mr. Thompson 

Pehle, I have got Gaston here because I don't 
know hon this thing is ring to end up. I 
know already, I know wha your excuse is going 
to be. I would gample on it, aeyr.ay. You 
need the men because you have eot to wait for 
investigati ons, is that the answer? 

Yes. 

i'lha t is the story? 

"//ell, when we started hiring people -­

I haven ' t talked to Gaston, so ;you have 
got to tell it all. Jq point is that through 
one of ~ special agents I find out that the;y 
have got some people t hat the;y have got no 
business having out there, and I know you are 
way behind and I think it is terrible to ~ut 
people on and l et them go to work in Fore1gn 
Funds and have them around there for weeks 
and then investigate them. 

Oo ahead. I raised this point. 

Yes. 

Well , when we start ed in Foreign Funds, all of 
that was exclusi vel;y handled by the Administra­
tive Assistant's office . 

~ · 
283 
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1[. 1!. Jr : 

Pehle : 

H.M. Jr : 

Foley : 

Pehle: 

li. i.!. Jr : 

Pehle : 

F. . I:. Jr : 

Thompson: 

H.!!.Jr: 

- 2 -

Who i s that? 

Well , Thompson's office, 

Should he be in on this? 

Yes, because this i s n personnel problem. 

I think so, 

Go ahead, 

lie hired the people and - I mean, we recoccended 
the top people. The clerks and steno2raphers 
were all hired directly by him. Since we got 
over at the Raleigh Hotel, and as time has gone 
on, ~1e have taken over more and more of that 
t ype of function, ','/e select all our reviewing 
staff and we now select almost ev~rybody , 

'lie request t he Administrative Assistant ' s office 
to make investi~ntion nt the time that they 
are taken on, '.le have never seen the results 
of the investigations unless they were unsatis­
factory, so we don ' t have any way of knowin& how 
many people we have that have never been com­
pletely ln\•estigated or not, 

(Ur. Thompson entered the conference) . 

!lorman, I raised the point that I don't believe 
anybody shoul d go to work in Forei~ Funds 
unless they have had an investlgahon. llcr.r, 
I know he has got people on there that ha!e been 
there weeks, if not months, who have not oeen 
investigated. 

Yes. They are all under investigation, 

But the point I make i s, hel l , put a SP'/ in· 
there for a month, and that i s all he needs, 
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Thompson ~ 

Pehle : 

T:~ompson ~ 

r .!'. Jr : 

':"nomp son: 

Pohle : 

':110::!pSOn ; 

Per.le ~ 

· :. ~ . Jr : 

Thompson : 

;, ,J.!, Jr : 

- 3 -

or cours:, the situat ion prior to Ju~ 1 l?as 
that vie JUSt about couldn' t operate that 
way. 

'.Ve had in June, l!r , Secretnr:t , put on an 
enormous number of people pr1or to going on 
Civil Service on July 1. 

','/e did, in each case order a character inves­
tigation on everJ one cominc in, and whenever 
there ~as 4D¥ quest ion we woul d throw the nerson 
aside until the investigation was completed, 
and all the investigations in shoo. that thev were 
all rifht . • 

'.'/ell, ho:v many has he got on no'i'l that have not 
been investigated? 

I imagine there are thirty or forty. 

I don't know, because 1'10 don't get the report s 
back. I would like to oo.y thourh, that I have 
found th~t there are certain ~eople on ou.r 
staff that we have not invest1gations on. It 
was sheer delinquency on our part. 

·.ven, t7e probably have them under investi~ation, 
because I send the Secret Service a rcqu st 
every time you make an appointment . 

'.'/ell, that is rmat I thoujlt. 

You mean you do investi ate t hem? 

Oh, yes. 

'!fell, now, Norman, let I s eo through his .. ,hole 
list - t hat isn't t ho f irst thing. Let's 
start out, I don't 11ant aeybody. to g? to ·:r?rk 
for Foreign Funds until he has oeen 1nvest1gated. 
Do you arree with me on tho.t , Ed? 
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"oley: 

!1 . !.' .Jr1 

':'ho:npson: 

?ehl e: 

tol ey: 

H. '.' . Jr: 

Foley : 

r! .'' .Jr : 

:•.ompson : 

7hompson : 

~ . '.'. Jr : 

~o l ey: 

- 4 -

\','ell - -

From now on. 

They all came under Civil Ser.vice July 1. 

••e can get speedy i nvestigation --

•hat is the thing, Mr. Secretary. 

All right , John, if you don't get it, come and 
see Papa, you see . I am la¥ing corm the rules 
and giving you a chance - if you are not getting 
i t, come in and see me, because I would a damn 
sight rather do this than do the OPM. We have 
got a whole flock of investigations for OPM, and 
God knows wha t happens to those, but I ~ant to 
keep my own nest clean. I am not going to worry 
about OP!.I. Now Herber t has go t a whole flock of 
people ~~d we wi l l do our o~n people first . 

"ir;ht . 

but 1 am saying that be~;l.nnl.ng tocay, nobocy 
else goes to work in your place ~~til he has 
·ot a satisfac tory investigation, anc that 
takes care of it besinnin& wi th today. 

I think it actually star ted July 1, tecause 
they have all been Ci vil Service since July 1. 

Ho~ many people are there that haven' t been 
investigated? 

I CRn check tha t . 

J..o you know? 

I know on my people. I have sot.eieht lawy~rs 
that I find have no t been i nvest1gated . Th1s 
was the time when the request fo r the investi­
~; ation was made , and this is the time they r.ent 
to work. 
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l!.lf.Jr : 

role:r: 

H.M. Jr : 

Thonpson: 

I!.J!.Jr: 

Foley : 

II. J.:. Jr : 

- 5 -

Request , seven, twenty- four, went to duty -
whAt is seven? That is July . 

Yes, July. 

Well, July fifteen . You know it is a joke. 
They talk about - thev bring up at statf meeting 
about a poor fellow who happens to have a mother 
in one of these count ries, but here are ei~ht 
people. 

They are all under investigation. 

But damn it, they shouldn't be working. 

~ell , everyone of those eirlnt people, ~. Sec­
retary, I have seen and I have eot recoomendations 
from fello~s like Ros Magill or professors 
in la" school, the denns or the l aw schools, 
and everything else. On my people , we make our 
own investigntion before 1'18 recommend to Norman 
that they be put on. . 

Listen, Ed, the point of this is, I don't 
think anybody rn>uld argue with me that it has 
been loose. John Pehle is entitled to people 
who are a hundred ?er cent investigated because 
I hold him respons1ble, and if there are any 
leaks, I jump both hobnailed fe et on his neck, 
and if you don ' t mind my saying it, John, if 
you will excuse my language, to permit these peo­
ple to be ·.~orking and expose your personal 
reputation to have somebody sabotage you, and 
I am telling you that if you don ' t do it after 
I have t Rlkod to you, I think - well, I think 
you are a smart f ellow and I don't think you 
will stnnd for it, and I wouldn't stand ~or 
it because I hold rou personall:T re~ponSlble, 
and just one bad leak and I will ra1se hell, 
and you oome around and sw. to 1:18 , well , t~s 
and that, and I will say, .lel!, JoOnhn, thc~e l~ 
no excuse, I vton't accept it. e 11arnmg lS 
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?!hle : 

U.L:. J1• : 

Pehle : 

:l.JJ. Jr : 

Pehl e : 

Pohle : 

:i. :~. Jr: 

Pehle : 

H. l.!. Jr : 

- 6 -

enoueh. And you just raise hell around here 
until ~ou have got every single man in your 
place 1nvesti gated, so that you can say to 
me , "JJ:•. Morgenthau, everybody is investigated. 
I am g1v1ng you the riuht to come in any 
morning or afternoon and see me, and if you 
don ' t get i t , it is just your ornn fault but 
if there is a bad leak or a scandal , I ~ill 
look to you. 

That is clear. 

0 . !!: . ? 

Yes, sir. 

'.'I ill you take the.t? 

I cert ainly will. 

All rie;ht . 

I 11ould like to mention the Federal Reserve 
Bank because an of the information r;e have 
is nretty much in the hands of the Federal 
Reserve Banks except the confidential material 
we get from t he British, and sol!le of the FBI 
material. They do their own investicating. 
I have raised the question with them as to 
whether it is adequate, and they feel it is 
adequate. 

·:.'hat do you ::ant? 

I r1ould like to have Secret Service or ~lhoever 
else Mr. Gaston will designate , make a report 
on the adequacy of their investigation. That 
will be satisfactory. 

Well , I again r epeat , I can onl;r look to one 
man. You can have ~·thing t hnt you :rant , 
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Pehle: 

II.L:.Jr : 

Pehle : 

!l.JJ. Jr : 

Pehle : 

H. ~.:. Jr : 

Pehle : 

1i .!!. Jr : 

Pehle: 

- 6 -

enough. And you just raise hell around here 
until ~ou h~ye got every single man in your 
plac~ 1nvest1gated, so that you can say to 
me , ~ •. Morgenthau, everybody is investigated, 
I am g1v1ng you the right to come in any 
morning or afternoon and see me and if you 
don't get it, it is just your o~ fault but 
if there is a bad leak or a scandal, I ~ill 
look to you. 

That is clear, 

O. K.? 

Yes, sir, 

Will you take that? 

I certainly will. 

All right. 

I would like to mention the Federal Reserve 
Bank because all of the information we have 
is pretty much in the hands of the Federal 
Reserve Banks except the confidential material 
we get from the British, and some of the FBI 
material. They do their own investigating. 
I have r aised the question with them as to 
whether it is adequate, and they feel it is 
adequate. 

'!ihat do you -r.ant? 

I would like to have Secret Service or Vlhoever 
else Ur. Gaston will designate, make a report 
on the adequacy of their inve stigation. That 
will be satisfactory. 

Well, I again r epeat, I can only look to one 
man, You can have anything that ;rou want, 

"''" B ,_ ~.) 
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.Y ~ ton: 

H.!:.Jr : 

~n~ton: 

:i.M.Jr : 

.Jaston : 

H. I.!. Jr : 

:;aston : 

- 7 -

John, anything that you want, but I can ' t be 
hol ding a flock of people responsible for the 
secr ecy and·ror the honesty or that office. 
I can ' t hold Ed responsible. But I hold you. 
So if you don't - i f you don' t ge t eve~;thing 
you want, there is nobody to bl ame but yourself. 
If somet hing breaks tomorrow, I am not going 
to jucp on you, but if something breaks in a 
month or two, and I find - and so forth and so 
on, so it is up to you to get busy and if you 
want the Federal Reserve , and if you are not 
satisfied with their investigation, - "e pay 
for the people, so why the hell shoul dn't 
we investigate theo. I wouldn 't be mealy 
mouthed, because especially in as much as. the 
President said at Cabinet he i s going to give 
us al ien property custodianship, and I want 
t o keep our reputa t ion - he said unt i l fur ther 
notice he i s eoine to give us alien property 
cust odianshi p. It is to bo with us. 

uo you want to ~et somo more investigators? 
~/e haven' t got money for them. 

A"ain, it doesn ' t intr rest me. I >;ant results. 
I~ i s up to you fellows - I have laid do'~ the 
law, and the rest of you are to JO out and if 
you ~et stuck, come and see the old can, and he 
will-help you out. 

All ril',ht . I Olll;ht to fi:;ure out l7i th ~;ortll8ll 
where ue can steal some money to start ln 

training men. 

Well, as I say - I mean, I am not t rying to -
you underst and me • 

Oh, yes. 

I am not t rying to be - ­

I understand perfectly. 
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l!.!.r. Jr : 

Pehle : 

H.L!. Jr : 

'l'hoopson: 

H.L:. Jr: 

'l'hO!:!pSOn: 

H.t,!.Jr : 

'!'hoops on : 

Foley: 

:t. L:. Jr : 

Pehle : 

li .:.!. Jr: 

2SO 

- 8 -

I mean, I knew you had a big stake in this and 
that is why I asked you in, so whoever it is 
Norman, whether it is you or you (Foley) or ' 
you (Pohle), I want results, because we just can't 
afford --

I agree with you. 

•••• to have somebody plant a spy on us. 7/e 
just can ' t afford it. 

The ~oople on the Civil Service register pre­
sumably will have been invest igated. 

!low, don' t kid me. 

By us . We make the investigations for them 
for all the people we put on our rolls. 

Now, listen, Norman, do you want to take that 
regular Civil Service investization? 

They will ~ive us the names and our agents 
will make the investigation. 

I think this ought to be a special kind of an 
investigation. 

Why, that is the point I em making. riot a reg­
ular Civil Service. It should be special. llo11 
many billions of dollars have you got there, 
r oughly? 

Four. 

This ~ouldn' t be just the r eeular Civil Ser­
vice. It isn' t whether a fellow pays his bills 
and Whether the butcher and the baker and the 
doctor says he is all ri~ht , it is what does 
he think, what has he got inside him. Does 
he ~·;ant t o lick thi s fellow Hitler, or ~oes he 
want to sit down and do business with him, 

• 

Regraded Unclassified



!"oloy: 

Pehle : 

H.M.Jr: 

Pehle : 

H.M. Jr : 

Pehle : 

H.!J.Jr : 

Pehle : 

H.!.!. Jr : 

Pehle : 

I!.!J.Jr : 
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thllt i s what I want to know, and ordinary Civil • 
Service doesn' t - I ·:1ant to know, does this 
fellow hate Hitler' s guts or does he l ike him 
that i s what I Vlant . ' 

That is right, and that i s the basis on which 
these fellows in Bernie ' s shop, Ur, Secret ary, 
have been interviewed and have been taken. 

There is information they can take commercial 
profit of. We had a case the other dq 1'1here 
one of the revietter s which we had, nho had been 
thoroughly investigated, while this Silesian-American 
case was in the office, bour)lt a bond, knor.ing 
tha t the case was in the of?ice . 

•>'hat did you do with him? 

VIe fi red him. 

I s it posted on the bulletin board? 

·.ve didn ' t post it . 

Why didn't you post it? 

Because we are drafting regulations that will 
a~ply to all employees of Foreign Funds which 
w1l l rest rict all their security purchases and 
their relations with everybody on the outside 
similar to SEC ' s regulations . 

Listen, John, take ~ re~ations that I put into 
Internal Revenue. Now, I have been all 
through this business. 

I didn' t know that . 

'.Vall, take 1Ifl r egulations t hat apply t o 
Internal Revenue agents and find out the inves­
tigat ion I put them through on their bank 
accounts and all the rest of it. Elmer Irey 
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Thompson: 

ll. ~!.Jr: 

Pehle : 

li.1.!. Jr: 

Pehle : 

::.;.:.Jr: 

Pehle : 

- 10-

is back, he is well again. Ask him how I 
investigated the purchasing agents I took 
over from Harry Hopkins, I let one out of 
three or one out of four go. \'/hen I first came 
in here, the income tax fellows, I found -
I took the hundred richest men in the United 
States, and I found that the same a~ent four 
years running examined tho same ricfi man 

•">0•> ,.,,_~,._ 

each time for four years, of the hundred richest 
persons. Then I went in and looked into 
not only their bank accounts but their stock 
accounts, and their caomodity a counts, ~e 
went all through th~t in Internal Revenue and 
I think it is clean, ani if you put in the 
same rule and put them to the same test - an 
examinin~ agent of the Internal Revenue , is 
that ~at you call him? 

Yes, 

If you IYill put in the s~.me test 1dth them­
put it side by side with SEC, but I think if 
you will put in the same test , your boys mll 
stay clean, and i f they live up to those -
they can't even take a five cent package of gum 
as a present or a pair of theater tickets. 

1hat is whet I 11ant. 

Now, the 11hole business, I don't think that 
SEC would be one half as strict as I am. 

r:le will take ;rour rules, 

And the rules and the reculations that apply 
to the examining a~ents of the Internal Reve~ 
nue , If you put those into effect, I wouldn t 
worry and talk with this fellow (Gaston), 
talk ~ith Irey and get - invite I~rold Graves 
to spetld an evening 11ith you, because he went all 
thro'llgh that . 
All right. 
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n . :.~. Jr : 

'i'h0t1pson: 

H.L!. Jr : 

Thompson: 

Gaston: 

Thoopson : 

l! .l!. Jr : 

'ihonpson : 

Pehle : 

t. . l.~. Jr : 

Pehle : 
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Get Harold GraTes to spend an evening with you, 
because he went all through that . 

He (Pehle) lloriu!m; ought to have somebody some 
place so he doesn' t have to worry about this. 
He has got a lot of r esponsibilit ies, and there 
should oe somebody, somewhere, who is a first­
class investigator, who will go in and take this 
burden off of him, He hasn ' t got time to do 
it all. Is this your job? 

Yes. I t hink it is pretty well in hand, 
because I send the111 to Frank Wilson, and he 
is having the investigations made by Secret 
Service. 

Does this come under Gaston? 

','le cover all the --

Normally these investigations have been going 
throu~. They always have gone through the 
Administrative Assistant, and he refers them to 
whoever can handle them to the best advantage. 
That i s what generally goes for ordinary 
Treasury investigations, isn't it? 

Yes. 

7/ell, !lorman, it isn' t good enough, make it 
gooder. 

Yes, sir. 

I think it would be much better if we had a 
Revenue man investigate these cases inst ead of 
Secret Service. 

Chief Wil son i s a Revenue man. 

He doesn't investigate them. 

• 

Regraded Unclassified



U!. Jr : 

'lbompson: 

:'!lonpson: 

: . !.:. Jr : 

'!'hOm!! SOD : 

E,l!. Jr : 

Fol ey : 

E.ll. Jr : 

L'h0::!p30n : 

!: . r~. Jr : 

Foley: 

H.t . Jr : 

- 12 -

I am seyin"' to you, !forman it isn ' t good enough 
o~~ .~his thing has got to be a hundred per cent. 

I have been worrying about it myself, particularly 
these people who have come on subject to inves­
tigations. 

Nobody goes on f rom today on unless he is first 
investigated. 

That is right. 

And I don' t ~1ant to have a standard Civil Ser­
vice investigation. 

'.'/ell, I probabl y used the l'l't'Ong words. 

If I could name them, I ITould tell them to you, 
but I can't name them. 

Can r1e have priorities for these people, Mr . 
Secre ta17? 

If you don't ride Horman to death until JOU 
get the results, Pehle i sn ' t hnlf the man I 
think he is. 

If a case should come up ~Vhore it i s ur~;ent to 
et quick action, would J OU object to putting 

a man on a prelicinary report? 

\'/hat does that rnean'l 

They phone in from the field and say he is 
O.K. , but they are wri ting up t he repo:t and 
it \'till be a few days before it comes ln. 

Listen let ' s ~et thi s thing straight . I hol d 
Pehl e ~esponsible that his or~anization i s as 
clean as it is humanly possib!e to make it . 
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Thompson: 

- 13 -

You have got to make it that way, Norman, and 
I don' t care how you do it. 

Yes, sir. 

.,9_ ... ;:) 

• 
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~~:JJ•: 

J<>hn 
9ull1 v~n : 

F:~ Jr: 

!'-":.Jr: 

S: 

;;: .. Jr: 

: : 

.. J r : 

S: 

:-;. Jr: 

~ .. Jr: 

S: 

Hello. J ohn? 

Yee , s ir. 

Go ahead. 

Auguet 1, , 191.1 
J:O? O. Cil . 

They have two hours or deba te on this 
ouest ion. One hour hne just ex~ired. 

Ye~h. 

None o r t!le boys who ua•Jtlly can tell 
abou: these t hings car~ t ·> '!lllke any ore­
<!1 ct1on. The State ::lPle~ot1one ere eol1t 
among their ~ert1ea . I t e t he r unniest 
l 1neuo t ha t' s eve r been s een uo her e , I 
guess . 

Uh huh . 

Hy guess i s t ha t 1t' • G01ne; to be r etained 
1n t he bill 'Jy a v er :J em11.1l ma j orlty. 

I see. Are you t a lk1n£ fro'll a s?eal<ea•y? 

Prt>tty mu ch . 

"A'hs t? 

Pretty m:;ch. 

Can you hear t he boys leu~h1n6? 

t.o , no t vPr .t well . I c;ueu <"olP;/ can 't 
be there. 

Can you hear Fo ley now? 

Oh, ~1e caught the f nt r y •H last. 

Yeah. 'i ell - all right. The oarke t ' e clo•ed , 
!O l e t t hem go aheAd ond vote. 

• 

.. 
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:iHJr: 

S: 

!!V.Jr: 

S: 

How 1 d 1t close? 

.I don 't know. 

( L~tughe) 'llell, 
I'll call you. 
to .••.• 

- 2 -

I'll - when I ge t Any thing 
I just thought you'd ltke 

I do. Call me age1n. 

Righ to, s ir. "ood- bye. 
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ffi1Jr: 

John 
Sulll van: 

n'I!Jr: 

S: 

~Jr: 

S: 

~J.:Jr: 

S: 

'!!IJr: 

S: 

S: 

;.:~Jr: 

5: 

!-:1!Jr: 

~ : 

'11-.Jr: 

S: 

'r.·!Jr: 

Hello. 

flello. 

Auguet 4 , 1941 
4:15 o.m. 

Well, I saw on the tloker the vote. 

·.~ell, you got i t pretty nu1okly. What 
wsa it~ 

A hundred seventy-nine to a hundred t h1rty­
tlve. 

Nell , that was t he d1via1on. Then they had -
tha t was a star.d1n6 vote. 

Yeah. 

Then they had the divi61on •.•.• 

Yeah. 

..•.• which has just been completed ••.. . 

Yeah. 

••.. • at one ninet] - aeven to one thirty-nine. 

Yeah. 

They' r e nov having s roll call which will 
or obably take - oh, about a hal f en hour . 

Yeah. 

I'll call you 1! you went to 'et lt, or I 
won ' t bother you unless t here e $ change. 

Unless there ' s a change , I wouldn 't bot her. 

Ri ghto. 

That throws the committee down, doesn't l t ? 
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5: 

H •• Jr: 

s: 

~.Jr: 

_'1. Jr: 

- 2 -

Yes. I think t h.& t Alao lt 1<1ll leave us abou t 
three hundred short. 

Yeah. 

Bec~uee I don't think they ' r e going to take 
an]t~ing else now. 

I see . All right. 

They may change thelr m1nda. 
snyth1ng 1moor tAnt , I ' ll call 
I P:!Bll not . 

Thank you , J oh!'! . 

Ir there's 
you . Othe~~ise, 

299 
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Hlt.Jr: 

Store ta r y 
:11ckar d : 

l!!o!J r: 

. . .. . 

;).Jr : 

~,...Jr: 

A: 

-!'.Jr: 

"A : 

!!I!Jr: 

Hello. 

August 11 , .19~1 
~:25 p. m. 

Yes, Secretary Wickard. 

Claude? Henry Horgenthau. 

Yea , Henry • 

I went ott on the deep end at my press 
conference on your cot t on. 

On cotton? 

Yeah. 

lohat did you say? 

Oh, I said I thought it was terrible to 
tree~e thle cotton and they ought to leave 
1t l1ou1d eo that you could sell 1t when 
t here was a demand t or 1t. 

Well, I want t o not only thank you, but 
congratulate you. I ho~e that we'll never 
get around to that sort of a !lOlicy ••... 

Well, I. .... 

•.••• ot holding the s tuff uo and trring 
t o ?Ut the prlee thrOugh the roof; because 
I thlrJt 1 t would be a boomerang. It will 
hlt the tar~ere sooner or later and be a 
very difficult situati on when 1t does. 

Well, I was ~retty poe1t1ve a bout 1t; and 
I thought I' d tell you. 

Well , I'm goine t o have a press oonterence 
this week, and I think I'll bock you up -
rather , I won't beck you up- I'll chime 1n 
and say t hRt 1 e my op1n1on. 

Rlghto. 
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I D!l! ver y much concerned obout t ha t, Henr ·, , 
beoauee it seeme to me that t~.ere ' e tuch a 
thing ee ki lli ng the gooe• that lAid the 
golden egg . >low, we had ln the law, the 
?arlty of the fair orloe , end lt ' P awf ully 
hard to tAlk sgalnet tometnlng, because Jus t 
the mlnutp you dld , they say , "Don ' t you 
believe ln f cllol<1ni! the low?• ''ell , thPt 
·>ute you over the barrel . Sut now, we a r e 
creating a law and ~ ?Olley in thle country 
that I don't think anybody cAn defend exce?t 
A few short- el;:hted , fooll&h '>eO.)le. So 
that's the r oa£on why I'm really ready to 
go t o bet on the thlne ; ond I'v~ worked on 
fer~ or&anizatlons h~re ! ?r ~ultP 8 S?ell , 
anC: I oel1eve I've go t t .e:: to 8 ?lace ·mer e 
Plther t~ey wlll oe aga\ntt thle thln£ or 
they won't eu.)~rt lt, Vhlch glv•s ce a 

'lQ1 
v -

li ttle con:ldenc! t hat we can get the Pr e!ltent 
to veto on thle thing sustained by a good 
ms Jority end t~uch ·~~• of those ?eo~le a 
le~eon who have b~en go1n; Pr ound, what I 
call , runnlnb e b1C bluff . 

'{ou ~ee what the:- ~o , th~y tAc:t SO'It~ thlng 
~n eome ~lac~ wher e you CPn't veto lt , and 
tnen they SJlY, "'ilell, •,•e told you you coule.!'l • t 
voto 1t." ·,\'ell, th.le th1nb you 're tPlklng 
about :'lOfl , we Mve a fftw thlr.,ee 1n there ~·~ ·o 
11Ae to £et thr outh, bu t tnlF ls so 1~~o~ta~t 
that I'~ be ln ! s vor ~~ tP~tn~ F eo~c , b1g 
heel t~v crP~~ e t 1:, and I t ~! r.~ ~~ oueht to 
h~l~ the ?r~slte~t t ' jr•~ar• a ! tro~g -e~!a~e 
,o1nt1~£ o~t vn~ t lt voul~ z~P~ tc our ft!C&­
?!' 1cy er." I !on ' t bel i eve t hB t s?~e o: tne;e 
>ecole •·ho .o r P eo cloee to 1 t c,u.._c. sts:td t .• e 
f'lre . 

.. E'll. . ... 

Ok~y . Thsnke for cRlt l ng. 

·: Jr : Good- bye . 

You bet . 

• 
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August 4, 1941 

Mayor LaGuardia wants the Treasury to take over complete 
guarding of all ships in the New York harbor and release his 
nolice for other jobs . Jokingly, I said, "I have got t o con· 
sul t my lawyer." He said, "The trouble wi th your lawyers is, 
they are nothing but "sem! :olon lawyers. • He said, "Often 
when I look at a semicolon closely, it is nothing but a fly 
speck. " So I said , ~e have got trained flies over in the 
~reasury. They can lay semicolons . " 

• 
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I told t..'lo Secr>t.Ary at :.1-.e 9 : :JO cO!'­
rerence tod3;f that we eoW.n not do tJ-J.s 
Ttit.hout oorc r:en und r.oro boa t.:J 1101 1! 
...-a ""re to do it in !:.,. '!orlc we would 
!lo tcl<i.'l" on r esponsibilit:t tor t:•e sa:e 
t'dnt; in all other ports . I oun;33to<l 
that ! could have Lu>tp,.,ol! or !!~lis talk 
to LaGuardia :md 1;o over t 'lo situation 
m. t..; hil:! and the Secretary ll"reed . 

!!Ell 

rrc., 1111 . OAftOII 
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August 4 , 1941 

.JE.,Ofv\.,DU1• TO toll . GASTON 

:rRO>~ : TIU. ::.ECRLTAI\Y 

Please apeak to ue about whether or not we have eno~h 

Coast Guard men to take over t he guerdioa or all ships 

in the New York harbor and would ... e want to do it. 

• 
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Mro. Henry Morpn\bau , Jr. 
Ho-pevoll Junction 
!lev Torll: 

Dear Mro. Norpn\bau: 

Aucv,ot 4, 1941 

A8oDC Mr. Morpn\ban'o DIUIOrov.o paporo I .,_ 
acrooo a record ea\1\184 "Norcoatbau Expo41t1on 1913" . 
It oea .. 4 \0 .. \bat 1t \hh aater1al voro )>roporlT 
o41\o4 and J>roface4 vlth an U J>lanatlol> ot \ho obJocUn 
of \ho tr1J> and hov \he Seof1el4-Morpo\hau ab .. naUooo 
oo fan1DC coo4H1oao \hro'Q&bout \ho 171>1\od Statu. ~>earlT 
tour 4oca4oo &&Oo ai&l>t 'M of 11>te ro ot \o \bo otu4oot at 
acr1cul\ural co~>41Uol>o \Od.q, 1t vcul4 raoul\ 1n a trulT 
._luab1e .anuacr1J>\. 

I ban ha4 \be aaouoor1J>\ rtt7JM14 . J'roa Mr. 
l!orpothav.' a ona)>oho\ albwo of tbe tr1J>, I \tntathelT 
oo1oote4 ooae t h1rt7 1ntereot1nc J>Or1o4-~otocrapho. And 
I .. ~otootat1ng the or1s1D&l aa~ for tho t r1J> outl1aed 
on a Uo1te4 S\atoo baoe a&J> b1 Mr. Morsontbau. 

Before &nTth1n& 110ro 1o dono vHb \blo aator1al. 
[ ohould lila! \0 ba ... TOU 1ooll: \brou&l> \bo ocr1J>\ an4 lot 
.. haTe your reaet1oG. 
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Mrt. Ren17 Morpnthau, Jr. 
Hopowe11 Junction 
!low York 

Dear Mra. Morpnthau: 

Aupat •• 1941 

Aaoa.c Mr. Morpnthau 1a 1011.Mroua popora I .... 
.croaa a rocor4 entitled "Morconthou lrpo4itlon 1913". 
It oooM4 to • thot lf tblo utorial wero J)roporlr 
o4lto4 an4 J>roface4 with an u:pl&noUo10 of tho obJoctln 
or tho trlJ> an4 bow tho Scotlol4-Morp10tbau obaortatlona 
on taraiq con4lt1ono throuebou\ tho Unl\o4 Statoo, noarl1 
fOV 40Ca4aO &CD , aicjl\ bo Of lDtOfOO\ t O tho atu40D\ Of 
acrlcuHo.ral con41 Uona \o4&J, 1\ voul4 rooult 1D a trul7 
•oluablo M11Utcl'lJI\ . 

I ban ha4 tho Ml1uoorlJ1\ ro\1J104 . hoa Mr. 
~orpnthau'o anaJ)aho\ albua of tbo trlJ), I tontatl•OlJ 
aolootod ao• \blrt7 intoroottnc porlod-~otocra~o. And 
I •e ~otoatatlng tho oricinal aou tor tho t r lJI outllood 
on a United Statoo baao up b1 Mr. Morconthau . 

llotoro &117\blng ..... lo 4ono vltb t.hlo aatorlal, 
I ahould lllco to ban 70u look thro"'!!> tho acrlJ>t u4 lot 
.. ha .. 1our reae\1on . 

~o- .; u ;) 

• 
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J iSS Cl>tUf,COY 

TREASURY DEPARTMENT 
306 

I NTIIII.OI'I'ICIE COMioiUNICATION 

DATC Auguot 4 , 1941 

TO Secretary Morttntbau 

...... Mr. Cochran 
ST"fi CTI Y CONFIDENTIAL 

OtClclal oaltl of l!r ltiob-oWDe4 dollar teour!Uto under tho •et tlll( order 
efCectl•• febrUAry 19 , l94o: 

:.ty 28 
2" ,n 
31 

Au,:. 1 
2 

AU(. 2 . t~Ll 
Gift to TreMur~ 

Sdf't froa 
Teb.2? ,10l.<'l to 
:atr 2e , 10L1 

;,l.l 
!'•b. ?2 ,!0IJ- t o 
A.,., ~. jOLt 

Jul• 28 
zq 

30 
31 

!i!;chtt •ol4 
Yttk todln& 
:uly 26 

llo. of Sh&rea S Procoo" of 
Sold Sbareo Sold. 

q , 418 271,187 
5.4~ 147,930 
3.1 85,734 

10 , 259 224,517 
5 ,495 128,878 

100 ~.266 

33,872 861. , 212 

20 48 

33,892 864, 26o 

q , 647,250-l{2 275 I 877, 451 

'1 , 681 ,1112- 1{2 ?76,742 ,717 

20 ,000 
20 , 000 
11, 071 

222 

$24 , 625 
$211,625 
$1},804 

273 

S37,6llo 

Nominal Value 
ot Booclo Sol d 

Bll. 
36,000 
22,000 
27 .500 
52.000 
llll 

137 . soo 

44 , }77, 216 

4L1 5lk,716 

$100,067 ~ 

~ 

$ Proceeda of 
Boodo Sold 

Jll 
27.579 
!4,070 
19,088 
4o,894 
!lll 

101,6}1 

36,432,193 

J6 , 533,S24 

• 
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30? 
TREASURY DEPARTMENT 

INTII't-01'1'1Ca COMMUNICATION 

Soeretar.r Mor1onthau 
• 

Mr, CochrA11 
S T~ IC TLY CONFID ENTIAL 

O!floiAl o&loo of Britioh- ownod dollar oecuritieo under the voatlng order 
e(fectl .. 7tb""'-'r:r 19, 194o: 

$ Procoodo of 
Sharoo SoU 

$ Procotdo of 
Bondo Sold 

Ju!1 2S 
20 
lO 
Jl 

AUI. 1 
2 

271.187 
1117.930 
65.7)4 

2211,517 
126,876 

5.966 

6b4,212 
A..,;. ? 

Gift to Treaoury _____ u~g 

864,26o 

Ill 
27.579 
14,070 
19.068 
4o,ll94 

1111 

101,631 

Salea f"ro111 
Feb. 22, 194o to 
Jul~ 26 , 1941 275.817.457 16. 482 ,12? 

'lotal 
?eb.22,1•1.o t o 
All(;. 2 , 1941 216. 741 .117 

!- 'Jroc.ee4a ot non-•eate4 aecur1 \.l ea told 
Ju17 21 t o Ju17 26, 1941 

~ nroe•e4a of non-·yeated aeeur1 ties aol4 
Sept. 1, 1939 to Jul7 13 , 1941 

1 ~roce~da of non-•eated aeeuriti ea told 
Sept. 1, 1939 to July <f>, 19111 

Rlghto 1014: July 28 
2'l 
JO 
31 

R!~hto told during 
•••< on41ng Jul7 26 

20 ,000 rl,hto 
20 ,000 
11,071 

222 
51.293 

} , 000 

54.293 

$63.321 

IZ.b40 

Total 

271,187 
175.509 
99.sob 

243,fio5 
16'! , 772 

5.966 

112. 35'1.650 

}00,000 

229 .700 ,000 

2JQ,OOO.OOO 

OILU!I) 'l'OI'AL 

230, 000 .000 

54},325. 541 
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Aoopo' II , 19111. 

- llr, ll8dlo I 

I ._. )Oleo • la ..-lMclal ,.,. ,_,,,, 

oa loelle1J' fl IMn'-7 .... .._, et _.. 1aUer et 

lal7 )1, 19'1, eaelaalac,.... ••pU•l• tar •• -It 

..... l'lllJ' 2), 19'1, -.w~ .... 1lar ··---- .. , 

of ..,. .-.uu ...,,,. - ,_. •-•• ** ,.,. 
,....,al .... , •• Jut fl law torlt, ... ,.,. ••• loF 

. . .. ,1. a..r.. 
halalaal .t.aolo._, ta ,.,. .. ......,.. 

1., W, luD, .... ,,., .... ,.., .... . 
raMra1 ....... ._. et law torlt, 
law torlt, law tarlr. 

!IICC: u : S f1' f1'1 

30!'; 
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T 

For 11111 Cb&Wlco:r 

COD! D!li'I'UJ. 

DMr Mr, Seernar:rt 4n .. uoaa lit. L Marlo C<>e-

1 • -lool.q - -uauoa tor \bo -

o.u4 J.U, 2J, 191'1, lllovlac 4ollar 4llft!'onoau out ot 

tbo l rl\hh -.plro 1114 J'ro.ah acoout1 at \hlo built 1114 

\hi MIAO 1>7 wbloll thooo u poadl\'111'01 w ro flDAAOo4. 

hUhtlallT JO'III'I, 

fof l.. Y, Iaolto 

a.ura'lolo ....,.llorcoat-. l r ,, 
l oorollf7 et thl !roaoar;r, 
Yaalll.,Wa, D. Co 

L. Y, IMto, 
no. Prool4oat, 
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A23 313 

) MEMORANDUM 
BRITI SH SOPPLX COUNCIL Ill lllRH Alllli!.ICA 

~O'M------------------------
TO lira . R•!!rl•tt.a !!:lata 

' 
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SUl'!!M!M' 19, 26. 

llRClW'1' SHIPPE!! !0 U, K, ANI! OYJ:RSW coouw 

D!SriHATION 

Blldaon V 

lludaon III 

lir Cou.iesion , 
4, 1941. 

U. K. 

ll1cldle Eut 

u. !C. 

U. K. 

U. K. 

o. K. 

lSJ!!IMBI·Y POIHr 

u. x. 

Port ~D 

0 . K. 

U, K. 

u. J( , 
(rla ()aDder) 

u. J(, 

( rla GaDder) 

6 

4 

6 

21 

16 

19 

35 
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llr. hh 

..... , ........... 
wo6oa. 

A\ l'Peoi ... t'o ,_~ _. ...tl ... Uel ~·· '"--1 ..,_._ 
-• wn11 u• .. .,... UhM '-' • _._ ........ u..: .. ._ _. .. 
llpUac'•,... •a. 1~._,, We-* .. •tre.-,. ._, ,..... " ,r•••• eel• et ..,_ ..-.. as. ,...... 11 bft·'u" _,. 
YoUIIU7 -sac •ltllt \1 abe •·- ,...._, ttM .... u..s~e 
CtluUa -atee .. U, .,. ... ~ ...... llat tlillrl larpn retlo 
..,,_ la ValW ftawe. Oeoall J'ft •• l&Nlato ol-aaeo fl'& 
ooprrl-\ -••• A. P, Watt &I liM, l.laUM, .. ,lac -. • • lortolk 
n r11t, v. o. 2. Wftll .,,.. .... .uu l'lplJ'. • 
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TREASURY DEPARTMENT 

WASHINGTOH 

August 4, 1941 

L!ec:orandltll for 'n!E SBCRET.\RI: 

The i'ollo·lfing report. io c:ad.e of Stamp sales 

at. 11 Treaau.ry House": 

J uly 1-August 2 

August J 

Total 

$25,081.65 

264. 25 

$25, 345.90 
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TO: The Seerot.<>ry / 
l!r. Mama 
l!r. Callahan 
lo!r. Dietz 
J.:r. Crave a 
l!r. Holl(liltoli.ng 
Ur. 1\uhn 
Ur. l!ehan 
Pro!esaor Odegard 
l.:r • Oll'ley 
Ur. PU!;e 
l!r. Ponol 
l.:r . Slo:II\ 

August 4, 194l 

• 
FriXl: Ur. Du.t'fus 

l.!r. Hollard Dietz has advisecl thD.t througl\ July 15th, 

6, 81.3 t.hoot.res have run •AmericD. Pre!errecl" . 

Tho prints are at.ill being plao'ed and trill bo shown 
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tA'f'INO I I TAP,. 

TREASURY DEPARTMENT 

WASHINGTON 

~r . llaro Ld H. Oravee , 
Aoolotant to the Secr e tory, 
Treasury DepartQen t Bulldln&, 
faah\ng ton, D. C. 

t oar Mr . Ora.ven: 

We aro ~ot aon~lng ou~ e n1 fi f t een , 

twen ty-ltv~ , or C1fty wor4 enn ounc•~•n ta for 

Auguat. 

If you doalro , you nay uao the ohort 

ann ounoemants sent you for ute during Jul y. 

Please o03~Unloale vith at at once it you wish 

to have another ••t forwarded t o you . 

318 

Aug. 4, 1'141 

Many t hanta tor your con tinuing eoopera-

Uon . 

. 
"""' 

Vincen t r. Callahan, 
Chia f , Radio Stotlon, 
Dtfenao Savlngo Staff, 
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M»!ORUDUII 1011 Tml SECIIETAIIY, 

J.ucuot 4 , 1941. 

The outotendinc &roup of lettero during tht paot wetk bao been 
\bat doallnc vi t b t he tax antieipo.U on notu. :By the end of laot week 
70 lettoro and 2 toltcrLilo had boon recthtd, all oxproolill; eppronl ' 
ond pltil&l~ the tulleot cooperation. Kondo7 o:.ornl~ , t he 4th of .lucuat , 
106 lottero wore in the !!rot mall. Tboro VAl not a • aour note• 1: tba 
lot. Tbo l aUoro not onl7 proa!oo coopero\lon, but oxpruo the proldoe 
1n a • lcoroua and eut~laatlc &anne r . with only one or tvo t hat sound 
at all pu!unctorJ. \'ho b&.r.ka v!ll 'cooporoU to the !ulleot ertent'; 
' cooperoto with pleaoure•; 'be delighted to do eYtr7thlng pootlble', etc • 

.1. tev 1ndiY1dUAl comment• follow: 

•~e believe thlo t ype of !lnanclng lo vor7 oound and ehall urge all 
our cuttomere to tak8 adTantage of the ae notee.• 

•Want you t o know ve are mot\ happy to cooperate with you In thlo, 
ud ••eey "'AY pooo!ble in vh!ch ve U.)' help In the otoggerlng proble111 
vhl cb you baYt of fi~ncing the defenoe progrom.• 

' 'h ! ttl these notet do fill a rod notd , and It vill be • ehtlnct 
ad•antACt If t he tu.ll t axpe)'er, AI voll AI t he lore• t axp&Jor, eYailo 
h!coolf of tho opportunity. • 

An 1n41Tldual 1nTeator wrttea - ' Jot .ucb of an 1n•e•t~eDt e&ae c.n 
be ..,4, out of non-tranoforrable bondo coO>Ing dill In ton ;yearo wt on the 
prlct le .. l 1t ~;olng up everJ dt<;r . 'il".ole"lt 01'\lonol invoot:.ent in ouch 
bondo cannot be proeotod oo long • • the dol ltr you PB7 fo r toda:r '*7 bo 
vorth le 11 In termo of bread and butter ao t!• cott on. • 

EdwardS, Bentley, lev York Clt;y. Beartto that the nov tax Anticipa­
tion notto CAD be uaed onlj In pAycent o! inoome taxeo, and not fo r other 
toxe o. At tho prooent time Federal eot at o toxoo oro not payable unttl l G 
lllOOtbo A!ttr death and there it no bene!!t to tho ootnte in poyinc ahead 
of tl~t . Ho lo ax~cutor of AD eetato vblch v1ll be required to pa7 a 
Ptdtral eo t at t tu or 10.,. $300,000· Ht vnuld like to buy t ax anUciJI$­
t lon notto, but !Indo th!o io lopooolblo. Su&£t oto a broaden!nc of t he 
ocopo of ouch tax antielpat1o~ not••· 

• 
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xr~O tAndum for the Secretary. A\lgUet 4, l 94l . 

0'1ll1tu:li0D Poll, Preaidnt, 0, S, 'l'ruot COI!'PAD7 of llov York Cit 
Treaaurr Department ' • circular• conteini~ lnforaotion concorniQ( tt:· 
!rtUAnco Of Tre&SUI')' !lotu Tax Ser1ea A-1943 ADd Tax Striet B-19~ con­
ts lna no reference a • to their aYa1labilit7 !or tho purpoae o! n&rie& 
7edorol Zotate taxea, Suscoato that if lt hat not alroad3 been.4one 
conaidora tlon be glYen t o the use of these notea for t hle purpoee . Both 
corpora te and 1.a.dlvtd.ua.l executor• haTe accumulated •eat auct a1 11 

reaervo for t oA pa~ont ot Federal Eatate t0%ee, end ht teela ~ulto 
certain many mltlione of dollAra would i~odi•telr be available ror tho 
Governt~ent 1 o use if executora were permitted to ont lclpate t heir Federal 
tox pe~ont s thro~h the purchaae of Treaoury Tax Noteo. 

Chtrlea Jackton o! Boaton vill buy new tax no~•• •• duty in ecer&ency 
~ut would feel more enthuAleaa if bufera of l arce ctrtl!lc~te~ reeel•ed 
•-~• intereat aa \ bote bU1lQC for a~ller a£Ountt. lt 1t neeeaarry to 
fo•o r acalle r taxp~ero to l:'lduce thea to put up tt.el r a:one7 to help tho 
Oo• trnuntl 

There are a number of co~~nta on the radlo prograzt - ~~atly 

!tvoroble , although there are a few proteato. 

Rabbl Joaeph Rouch, Loulovllle, ~ • • bao fol lowed redlo program• 
vhh clooo lntereot. Yor7 on,jo;rable for thlnkert a nd eulUnted people, 
~,r the teada of the caaaea. Concert fi~ra, no•ellata , professor• 
oot the rig)lt oneo to dru:atht Nl appeel to the ••ora,;• J.Url<NI fully, 
fakl 1 page tror-. propaca.nda t eebnictue of e.cemtea vho apeak to s:en, v oan 

•nd children, effectlvtl7 pla7int on emotlona. Don 't handle Hitler vlth 
kld clovea; be brutal, frank and stir our cltlaoca to a bleb pitch of 

p.atrloUtm. 

Mlas Julia St . John Mlaml Florida, re!era t o radio 41aeueoion be-
' . . 

t'ti'tt n Secretaey and men repreaenting several nationel &rou.pa. It vee 
appalll ag that you pract ically repudiated the ldoa of thrift brought UP 
by one part i clpent; and ln eplte of the f•ct that caft1 letdoro ~~ve openlY 
allied thamaelvea vl th vaota and E&l•e roation , thrift ia atlll an exeel­
leoce to vhicb you aYolded opproYat.• Feel• that t he only V&J !or the 
~Ttmunt to get honorable aone7 11 b7 taxation . htora to ~ten•• :9on4 
.;.uto -- ul<t that t hlt CjUIItlon and answer be explained. Q. 37 btl;r1e& 
all tho Def~n•e Bonds I can , do I do ~hiag to keep down t.xeaT ~. Tea. 
":l".e co re 11oney retaed by borrowing , the l esa need be re.iaed. b7 taxat ion. 
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Xeaorandum tor tho Secreta17. All£UOt 4, 1941. 

Yevton A, Paino, Yoonoocket, R. 1. Tho radio protra~• oponoored br 
tho Trouury on Tueacl.&r 8'fen1nco oro Y1 thout a doubt tho 'boot ho boo ner 
heard. 'llothinc in tho nevopapera boa otirrd people Md cade them tool 
like aoin& to tho bat tor their countrr aa auch aa thooo programe.• 

0. J . Rouaaoau, Yarrin&ton, ~lor!~. Aa eitioon, taxp•ror, dlaablod 
veteran, and purchaaor to tho utmoot of hit abilitT of Dotonoe !ondo, 
expro1101 raaontment and dhguot of poor taoto of Matte r of Cer011on1eo on 
radio prosram lampoonlns a General of tho United Statea Ar117 (Lear). 
Should aot bo tolerated on }:I'OgraJla aponaorad b)' o .... .....,.nt . Apoloo to 
tho General in queation ohould be extended, and those vho participate in 
procra• varned a4 llbblns the caricoturaa of thia sort. 

Naey L. !rac1T of l!rook~, 11. T., vritu, ' Op to tho lut broac1caat 
tho entertainment baa boon excellent, but I .. forced to proteat ~not 
tho appearance of Jack !en.ey on the loot progr.-. l!ov can ona respect 
an J.dm1D1otrat1on vhich oanctiona tho appearance of a oo:uu:ler of Jovalrr 
on a progru that calla for11nenc1al ollpl)Ort of the Oo'ftrncenU Tho 
1 owott7 by~play 1 vith Claudette Colbert val tnJOT&blo, porhepo to people 
of lov moral tone. That might be expected from 10110 comcorciol oourca, 
but we hava tha right to expect that a Oonrrunent oponoorod program be on 
• hl&h and docent le•ol. Poet performanooa ahov that thia 1• pooo iblo. 
Dorothy Maynard, tho colored soprano: Alexander Voolcott '• beautiful read­
Ing of Irving :Serlin ' • outoblogrophJ; and tho aong 'ADT Ronde Tcdo7" •• 
rendered b7 :Sart'T Yood all teatif7 to that.• 

Thoro conUauao to be a great oo:a111 co~Zento upon the Dofonoe :Bonde. 
The principal obJection to buT1ng the• ooeaa to ba tbe Adaln1otrot1on'• 
ntra•opJlcl. NanT co~:pldn of tl:e difrtcult;o of catting thez In tho 
office houro durins which tboT are on oalo. 

Bovard V. Theall, 'allejo, Collf. Suauta thot tho Do!onre :Bonde 
rud ' Pa1ablo on Deooand' inatead of 'Attor 60 Da1•'· foolo that 0 nwnbor 
of eitltona cannot afford to wait 60 ~71 to caoh a bond In case of an 
eoerconcy, ~d 1! thia could be changed, It would belp tho oelo or the•• 
~onda to tho "little follow•. 

Yilllam Rarrleon AOtociato Editor, :Boaton Ohronicel, !ootohn, Nab •rd•· 

321 

~ • f tl ahared br I'Ml\1 !oatonlsnt v o •• ~xpruua hil oonoe of ootlo 8C on , · rd UniYotel tr s,.,.,or School 
tht lo•lgorotin& lecture deliYered at tho Barra t th D tenoo Sa•ingo 
loot 'l'huradaT, JulT 24th, b7 Mr. VIlli .. Picken• 0 :di:orhl on the 
Staff. He val eo &O'fed by thia talk that ::ivro!'c:;1 to tho Secretary 
Ooronu Sa•ingo Roads t-nd StOIIP• and io " ng 
under te~arat• cover. 

• 
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lo!t~oran4uc tor tbe SecretAry. AU~:U&t 4, 1941, 

JohD C. Verner, Cincinnati, Ohio , hao recently noted In the preas 
:t~fernncea to "' forced aaving·e plan vh1ch i a receiving consideration 1 
'"'t t h1n«ton , vb ieh vould require the compul.aoey purche.fte ot Defense Bon:,. 
F• olo that thor o ere many cltl•ens who cnnnot nf!o rd t o l nvoat from thei r 
current enrr.lnga I n ouch aehemoa of forced anvlng to provide the Covern­
T"•nt \tith funds to cArry on it• ver or 4e fenae ettorta. If the Government 
hod ~•on loll prodtgol vlth the texpoyora 1 ~onoy during the•• recent ye~r• 
vo vould not find ouraelTea i n a a1 tUAt1on vhtre any aueh scheme vould be ' 
r iven A thought . Hla economic oltuatlon !o ouch t~~t every doll•r of hla 
••rnl0411 Ia t•ued, and he hao abaoluttl:r no !undo vlth vhlch to purehan 
, ,nda, even rrant lng that be be v llling to do ao. 

&trry Roaaot, Chicogo, Ill. Tb• bond drive can eoall7 be trebled by 
~rlnt: t ht rlrht a&leo pr<:eedure. In aune:r haa !oull4 c<>at people u:ployed 
~u~lng tho houra the yoat offices end bAnkl are o0en . Su~eoto tho follov­
~r~ : bATe mere acce1alble purchaclng centera; =at ertal ••~1\able en§bll~ 
):e to tncloee cheek or ::oney oNer ne~r time clock i D feetorhs: ort'Mitt 
oale •~•n who In their norc&l dutlea can opread vord of oouth publicity end 
-~· · out ltafloto. orrera hla •••lot&nee 1n every vay poaaible to help . 

Reade Tilley , Cleorwater, f lorida. O!!ora auggeotloo to lncreace the 
•ale of defonoO ltt.mpo -- that all poatel ol trl<l And ""11 C&rriere act 81 
ee leamtn. "I.iatenlng to ,·our broadeeat o! tonl&ht provoked t hlo letter; 
1t vaa an excel lent program , Mr. Secre ts.rr .• Clala·a that he p-...rchased. the 
flrat ~100 bond aold l ocallr , Ia burlnc $5 worth or atompo t ech week and lo 
' l•lng a 25~ atacp v ith each $6 purehoae In hla otero . 

Htrbtrt :Lee, Santa Cruz, Cell! , Statta n~t he purchoced :Liberty l!ooda 
b~t ao tar no Defense Bonde, for the !ollovtng reseor.e : No d1•1den4• on bi t 
stock In Ar:our end ColllP&n3' for laat 3} f t U& dwo to tu.ea ea1.1ud by vaato­
~:.tl l o! the AciJoinll t ratlon; .. ai oat ablp.:.nt of on to Japan; prcteata 
Socrtt.eey Ickea • attack on t.he .l.l~luu.a C~OF•n:r of kerle.a. B.efers to the 
report thet the u. s. laV7 advertlaod aurplua alu»ln~ for sale at auction 
~tt~cut • ••n calling fer bi de at the ti~ vhen tbe dr1•e vee on !or old 
alu:.inuc. • Such thlz>&• &re depreulng to paoplt vho vould be ool)" teo 0 oogtr 
to help 1f tl>Aiy could be convinced that atlf-dollial voul! ao oou &<>Od. 

A. Mondelaot.n , Cl evelend, Otic . Sta~e• ~hat be bol16bt ~25 In Govorn­
Eent S••lnga Sto=P• and &Old them to hla er.plo7•• • · 'Out of 18 employee•, 
~bOUGht bonda and 15 never bought bond• or et&mP• In their llf e'. Today 
t\.07 co•·• to him and ulc for tl:eae attllllll and he Ia aelli"'l about $60 each 
week. Foel l tbot all c1t1<ona would lnYtlt In thooe at ompo if t hey vert 
111 k.And1er" t.o purchnce. Suueatl that a v.ean1 be vorked out vhereby eY!fl' 
t ead of a buolneao would do the aame thl"'l vlth a vlov to turthe r lns the 
••h of t ht" atompa and bonda. 
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){e .. re.t>dWD for the Secreta,.,.. J.~at 4, 1941. 

H. J., Strauoo, St. Joeeph, Mo, Tra~olling oolooman hoo $25 ~rth 
ot Doteneo Sta-.po, otorting booka vith 1o; atoap1 , and i~ giving them 
• • t1pa. J.ver•t•• $5 a day . Sucgeata vo roloaae neva Item on th1a. 
(Dooa not mention one already uoed about Oail Johnaton doing thio v1th 
251 ata-.pa enry time he give a a tip.) 

U. B, Otley, owner Twin City Deily T1moa, Morehead City, •· C., haa 
exerted e~tr)' effort to cooperate v1th J.dmin1otretlon often honr1ng tho 
corEOnt locally, "You may be patriotic, but 1t Ia bed'nevapaper policY". 
Roo run o~er $2,000 vorth o! apace de~otod t o do!enae material. Bali~•• 
La41 pepera haYe not b•come aware of patriotic ntctae ity tor doiDg tbia. 
"I! an)' Uu you feel like a good fhhlnc trip, thoy are bitiq cood dovn 
I hi a vq , and ahootin& h cood in tl:oe fall and vinur.• 

i dw1n lahn, levark, 1i. J., ercplo)'ed 1n 4atenae vork, Pice.ttn.ay 
lortoMlo !.ina 38 Dileo !rom vork. Cannot roach Pool O!tice be!oro 
cloa1ng time. Recently ruobed o!! attar rettinc paycheck to Poat 0!!1co 
ct Dover, roaching there tev momenta otter 6. \lao curtly told bonclo not 
&o ld o!tor 5. Tried to explAin to oltrk thllt vith otbr vorktre at 
Picat1~ , could only COlle after ""rkin& hour a. lloll&D valked away whllo 
he vaa tolkin&• 

Six protoato !rom firma he~ing 11erchandioe on board 0 Tatuta Maru•. 
and othe r Japanaee boate, enroute trom Cbint., Japan and i'rench Indo China. 
All want to koov vhat thlo Go~erruoont propoooo do1n& to protect tho 
lnttrcat ot Amer1cu 1a~port~ra, and atr••• tact that lsporta an not 
Jepaneae &•ode and vil l ~uae tarr1!1c loaa to A:er1can !1noa - no loaa to 
Japan. 

Oonoral co~nta follov: 

Henry D, Steinmetz, Xev York C1tr, eU&Jotto that delloral1s1nc effect 
o! inflation c&n be uoed ~galoot GormaD1 by counterfa1tlng tr>Oll denolli~ 
t iona r>erk notee and acatter1ng o~er t~~t countr)'. Counterfeiting curronCT 
not 

0 
nov voapon Bot h aidoa uaed 11 in Ci~il War and !rit1eh countortoited 

Cont1r.entalo during Rnolut1on. Could nov be tried on large acalo becaull 
of airplane 4iatribut 1on. 

Petor A. !ute, 0 . S. Maritlllt Training Station, ft. Trwobull , of 
!rev London, Conn. •Plea•• aen4 me a enovball troll t be ~ro•~: ::::!: _ 
CerQ&Q¥ at ~ ther e tor the dofenaeloea oinking of tho Rob • 
Keober ot crav . 

• 
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'Amt rlcon Mother' •ends lifo inturonct notice ••YIOG no further 
tnurcot, ond cut i n dlTidondo boceuu of t u u on Complllly. Cooto of 
rood, olothing , ochoolln&, etc. , golnc up- !ntoroot and dividendo down. 
Very nard on the ~iddla claoooo. 

K. H. Coll i n• of Naohville, Tenn., ooyo a booat in Soclol Securl t • 
!u 1• indicated. Moat :non w1tl:; J obo from whooo ularioo deduction• • 
ft re cade are Uoton members vho have obtained acre moaey through str1kea 
·~o lnot do!onoe progr~. Why ohould t houooedo whooo weco• h&ve remo l nod 
stat1o~ry, tho~h pricee of all aorta are r1s1n,, autrer a reduction 1n 
pat to give financial benotita to Union ctcbtrol 'The only way we can 
c>unto ract tho unfai r treatEent extended by pro- l abor Admla!otrot!on lo 
l C re,1ater our ditappro•el at the volla.• 

il&tr B. Schwer• , Hew York Clt7. A optelal reloouo of tho old 'V' 
olc<el ~ight ba an extremely uooful adjunct at t~~~ tl~• lr. connoctloo 
vlth the • V' camyalgn . 'lt vao the !lve cent piece flrtt loouod lL 1833 
oe•rln& tho Goddooo of Libort1 on one oldt end a 1arto V on the reverco 
t1.;.e". 

Simi l ar ~geat1on fro~ s. Dan Gunder1on, Saraaota, Florida. (Letter 
oddroootd t o Sen. Claude Popper and referred to tho Secretary !roc that 
office .) I n 1910 , the U, S. Mint 1ooued o five cent piece vith & lerge 
'V' acrooo the !ace, Opportune time to bring t hil dealgn Into ploy agoin, 
en f 5 billa ao wel l oa tte five cent piece, all with ~he Idea t~~t ve ovar 
he re are vi ct ory minded . both at reg&rda tte occu~1ed countries and our ovn 
'liar e!!ort • · 

'there 11 A creatlj increaaed nuabe f o£ ~lltiOnt tt.At tte Go• ern­
:.eot hold a national l ot tory, 8Jld SlOAT ban wo r~et out plano In do toil. 

?bert 11 ~he ur.al violentlT antl-~rl ~llh •ed ontl- con•or poot card 
~d lttttr ca=pa1cn. aa vell aa t he c~aign ~i~at tte joint tnco~e t &X 

Ttt urn . 

• hero oro UAY 
0
uggest1ona 01 ~0 ra11ing c:onty with tbo possibility 

o~ tt;, , on horse rac1 Q6. bingo parties , slot CAch1ne•. and otter gambling 
devicu loodin& all othere . Tbare ere oliO """'f ou;;ga&t ions '~"'' Defense 
St&:po be given !or change, u•od •• Chrllt<AI oealo. etc . 

Letttro re ferred troc t he ~itt Rouoa July 1 t o Jul y 31 n~bered 517. 
11 q-.-. lnat ~ for the 1a..ge peri od Uat :--efl r. 316 vere a.navertd. i n the 
Corrtapon4e nce Div1e1oni l 9E referred. Lett year 250 vere anavered; 148 
reftrre4 . 
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Xr. Ohaii'IUA &114 aoaboro or tho OoaaUtoo: I aa 

hero to4&7 t o gin 81 eupport to tho pnd1ag tax bill 

B. R. ~17 doeigaod to produce t } 1500,000,000 aAiluall7 

1D addltional roTenue tor tho 4eteDeo ot oaz oout~. 

lfhoa, on April 24, I aa4o 81 Uatoaent botoro tho 

Bouoo Ware an4 Xoaae Ooaa1ttoo oa th1e Bill tho 4oteneo 

pr ograa wao about t}9 billioD iDolu4ing tho loD4-leaao 

appropriation. SiDOt that tiao there baTt been further 

authorizations &114 appropriat1oDa ao that the total pro-

graa at tho proeent tiae hal r111n to ----- billion 

4ollara. or oouroo, 11ot all ot th1a uout io goiag t o 

be 1pe11t iD t ho proee11t t1eoal roar, but a• thea• ap­

pr opriation• are epent the tiooal probloae ot tho 

Go•ernaoat aD4 tho eooaoa1o etteot• or the deto11at pro-

graa will both inoroa••· 

Our groat probloa ill proY1d1ng tor the dotoDee ot 

the DatiOII 11 tuDdaatlltallJ tho probl ea Of prodUOtioD; 

or aotua117 building plaa•• m4 uu•, eh1pe aD4 gua• 

With t ho l abor, aazaageaent, aaoh1aerr and raw aater1ale 

wh1oh we haTe ia ov ooutrr. AI we 1nor eaao th1e 
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production we ahall find that it Will be D8C .. I&J'1 to 

diYert to detenee production aore and aore or the re-

•ouroea now engaged in aati•t:ring our ciYilian need• 

and wants. The pinch or aoarce re1ourcee and planta 

ia alread:r being felt and it aa:r be expected to becoae 

more aggraYated. 

R111ng prioee. 

At the eaae t1ae ae th1a d1Yer•ion ot production 

11 taking place, the aaount or puroha1ing power i n the 

hand• ot the people or the countr:r will continue to in­

creaee due to the large aaounte being epent b:r the 

Government and to reeultant fuller eaplorment. The 

re•ult or the preaeure or thia increa1ed purohaeing 

power on the liaited aaounta or good• and eer.icee tor 

which it a&J be epent threaten, in the abaence or Yig­

orou• aotion, to eweep ue into a lpiral or r1eing pr1ce1. 

Apparentl:r we are at the eaa• point in price hie-

tor:r ae in 1916 on the edge or 1ntlation. 

The pattern or price riee• durin& the paet two 

,, ' 
'-'-· 

:reare roughl:r reaeablee the price aonaent during the t1rat 

two :reara or World Var I -- little rile in the coet ot 

l iving, a aoderate riae in the wholeaale price index and 

a •harp rtae in the prioee ot baeic oo .. od1t1el. 

Since the beginning or the war, Septeaber 1939, the 

Vhol••&l• price index hal rileD troa 65 to 87 or about 
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16 percent. The greater part or tbie riee baa occurred 

during the paet fiTe aonthe. 

The coat or liTing index baa inoreaaed 5+ percent 

eince September l 94o. Halt ot tbie increaee baa ooourred 

in the paat two aonthe. 

The price index ot 2S baeic coaaoditiea baa 1ncreaeed 

liS percent during the eaae period, dupUe the tact that 

the pri oea ot &anJ basic raw aater1ala baTe been con­

trolled by the Office ot the Price Adainiatration and 

01T1l1&n SupplJ• Th1e 1noreaee oonatitutee a aajor dan­

ger 11gnal ot inflation which auet not be ignored. The 

wholesale price index alwaye lage greatly behind the in­

dex ot baaic ooamoditiea, whil e the ooet ot liTing index 

doea not ehow &nJth1ng like the full ettecte ot inflation 

until long after the aeede ot inflation ha•e taken deep 

root . 

rorcee aalt1ng tor price riall. 

The t ore• • aaking tor further prioe riae are both 

potent and peraiatent: 

(l) The Budget eatiaatee detente apend1ng duriAg 

the tiacal 71ar 1942 will be $15 billion or two and one 

halt tiaee aa auob aa in the tiaoal Jear ot 1941. Tbia 

inoraaaed eatiaate doee not taka account ot extension• 

c t the detenll progru aaAe atter .June 1 and ot addi­

tional euae needed tor l end-leaee. 

. .. 8 ··-
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(2) More 1apor~an~ in ita bearing on the danger or 

inflation than the tigurea t or expenditure• or the ooa­

ing rear are the eatiaatea or detioit epending, !he 

net detioit ror the tieoal rear 1942 aa eetiaated br 

the Di~tor or the Budget will be $12,8 billion coa­

pared with $5.1 billion tor the preYioue tieoal rear, 

!h11 aeauaee the preaent tax atruoture, It the $3.5 

billion tax bill whioh ia before ron it paaaed br 

Congreaa at an earlr date the detioit will be reduced 

br about $2 billion (the aaount or reYtnue rield in the 

t1ao&l rear 1942 or the tJi billion total) but it will 

etill be oYer $lot billion, Again thia eetiaated 

deficit doea not take account or the expaneion or the 

defense prograa atter June 1, 19~1. 

(J) !he intlationarr roroe or the Federal deficit 

baa been euppleaented during the paat rear br an •x­

panuon or bank oredU, !ot&l bank lcane expanded br 

an ntU..ttd $3 billion or about 20 percent during the 

tiec&l rear Juet paat. !hie riee aoreo•er baa been pro­

ceeding at an accelerated paoe, 

(~) Prioea Will be inoreaainglr etiaulated br 

(a) the ahortage or aaterial• tor oiYili&D goode 

(b) inoreaeed abeorption or idle capaoitr in aanr in­

duetriu an4 (o} rurthlr inereaeu in agricultural 

329 
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priOI I and vagea. 

Alao making tor further price inoreaeea are the 

haightened obataolea to imports auch ae reduced ab1p 

epaoa , higher shipping coata and outting ott ot normal 

foreign eouroea ot euppliea. 

Although there are aoae taotore in t he situation 

operating to check the i nflationary trend, auoh ae aur­

plue atooka or aoae agricultural commodities, unemployed 

labor raaoureae and partially employed production ta­

cilitiea, moat ot theae taotore vera present in the 

t1aoal year 19~1 i n great er degree and yet did not aerTe 

to reetra1n prioe rieea even though the t oroee making 

t or pri oe rises vera then much weaker. 

Steps already taken to oheck i ntlat1on. 

Some iapor tant atepe have already been taken or 

are being taken t o check inflation. Oongreee baa .ada 

provieion tor the Treaaur1 t o eell Det enee 6&v1nge Bonde 

and Staape and eo t o absorb tor the detenae program t unda 

whioh a1ght ot herviae be uee4 tor civil i an purebaae or 

goode. Tb11 very iaportant program ie wel l under vay. 

The Treaeury Department baa alao launched a plan 

for aell ing tax anticipation notee wbioh will facilitate 

the prepayment or i ncome taxaa and wil l aore pr oaptly 

withdraw purchaaing power repreeented by euoh taxes. 
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The Ottica ot Prioa A4ainiatration ia aaking aY&rJ 

ettort to obtain the cooperation or producer• and 41a­

tr1butore in 11aiting prioe r1eee. 

Additional aeaaurae naoeaaarz. 

Theaa aeaaurea to reetrain price rieae, although 

theJ have unqueationablJ bean halptul, are inadequate 

to aeat the eituation oontronting ua . We haYe gone 

onlJ a aaall part or the wa7 it Will be nec•••arJ to go. 

Va auet attack the problea on all tronta it we ara euo­

cautullJ to check intlation. 

M7 purpoae in talking to JOU todaJ about thie eub­

Ject ot intlation il priaarilJ tO indicate the WaJe in 

which the tax program oan be daeigned to help ainiaize 

the danger• ot intlation. Tax le&ialation, howeyer, 

will not, b7 itealf, eol•e the problaa. The control of 

inflation ia too great a load tor tiaoal poliOJ alone to 

oarrJ• 

AooordinglJ before 41eouuing taxation I Vieh 100 

refer brietlJ to other 11nae along which aoUon ehould 

be t&kan. 

(1) The Oftioa of Prioa A4a1n1etration ehould be 

given the atatutorJ power to fix prioae where neoaaearJ. 

fbe lagialation which the Praeidant hal requeetad 11 

••••ntial. Price r1••• cannot be controlled wban in­

tlationarr force• are at work wi10bout effact1Ye power 

33f 
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to iapoae price ceilings enforced b7 direct penaltiea. 

The aere poaaeaaion or auch power tenda to aake ita 

exerciae unneceaaarr. 

The atteapt to prevent unwanted price inoreaeea b7 

tiat, however , 1a bound to break down here aa 1t baa 

elaewhere unleaa 1t ie accompanied not onl7 b7 an ade­

quate !iacal prograa to abaorb bu7ing power, but alao 

b7 other methode. 

(2) Vigoroua atepa ahould ba taken to increaae the 

aupplJ or goode required tor a1litarr and civilian needa, 

Jncraaaed outp•t ia i n itaelt a aaJor obJective ot our 

detenee prograa and the aoat errective and deairable 

method or preventing 1ntlat1on. There ahould be fur­

ther exploration or the poeaib1litiee or inducing 

expansion or production tacilit1ee and labor euppliea 

where auch reaponae could not be expected to occur auto-

aat1oall7. 
(3) there ebould be author1t7 to provide arateaat1c 

pr1or1t1ea or acarce euppl1ee aaong induatriea aak1ng 

civilian goode. In order to obtain a ta1r d1etr1but1on 

or acarce auppliea aaong coneuaera 1t aa7 later prove 

nacaaearr to extend the rationing to ultiaate coneuaere. 

(~) £xtane1on or the general control• over bank 

credit aar ba round dae1rabla. 
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(5) Eatabliebaent or control• oYer the entire rield 

ot con1uaer oredit Will undoubtedly be neoee1ary. 

(6) Controls oYer capital expenditure• 1hould be 

proYided. 

(7) It aay be r ound de1irable to extend the Social 

Security Progru along l1nee vh1oh vould inoreaee the 

tlov ot runde to the Treasury from ou.rrent inooaee dur­

ing the emergency and vould increase the outflow or 

tunda vben needed 1n the poet detenee period, 

(8 ) There should be a reduction or the Federal 

l ending and underwri ting program, euoh ae nonemergency 

houeing expenditures and aortgage guaranteee. 

(9) Joneeaential Federal expendi ture• ehould be 

r educed, In my statement before the Ways and Means 

Commit tee I pointed out the dea1rability or reduoing 

auch expenditure• by one billion dollar• . An appeal 

ehould aleo be made tor economy in State and local go•­
ernmental expendltllrU and tor curtailment or their 

bor rowing tor noneaergenoy expendlturee. Such curtail­

ment vould not only cut dovn expendi ture• during th1• 

period but would build up a back log or deeirable proJ­

eote tor the poat-detenee period vhen public vorke 

expenditure• may be badly needed to aaintain the economy. 

• 
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Fiaoal polioz tor inflation control. 

~Yen with theee oontrola 1n operation - - and I 

urge upon zou the neoeaaitl or placing thea in opera­

t ion -- a atrong rieoal pol i ol tor 1ntlation control ie 

neouear1. !he tax bill berore J OU 11 an i!lpOrtant 

etep. Vhen I appeared betore the Va71 and Keane Coaaittee 

in April, I reoo .. ended a tax bill to zield 13·5 bi l ­

lion or rtYenue annuallz aboYe the 11eld or the ex1eting 

tax etruoture. It at that t1ae I could han tore .. en 

tbe accelerated riee in pricee and the great 1noreaee 

1n tbe detenae prograa wh1oh haYI einoe taken place, I 

ehould haYt asked tor aore than 13·5 billion. 

!he Vaz• and Keane Ooaaittee or the Houee baa la­

bored long an4 well on th11 bill and I aa not euggeeting 

that zou inoreaae the total aaount or reYenue which it 

proYidee , !o 1noreaee i h rnenue ziel d eubetant1all7 

alght ruult in delaz, and pauage ot the bill ie 1A­

portant. 

lfhen th1e bill hae been pa .. ed, howenr, and zou 

and tha aeaber• or the Vaz• and Keane Co•ittee han had 

an opportunitl to enJol a well dteerYed reet rroa the 

arduoua l abor• wh1oh it hal entailed, I hope zou Will 

undertake, •• the !rtaaurz hae &lrtadl undertaken, t o 

aue a nev alll'Ytl or o-ar tax •z•te•. It 11 now eo•• 

/ 

334. 
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yeara ainoa \u tax a:raha haa 'b .. n a:u.ained with r•­

apeo\ t o the aan:r technical obanpe wbiob troll t1ae to 

tiae are found naoeaaar:r aa a reault or experience, new 

oourt deoiaiona, and other new aituationa. Both \be 

taxpa:rera and the OoYernaent autter 11 \beee unoorreo\ed 

taulta aoouaulate. Suoh aatter1 haTe 'bean kept out ot 

the preaent 'bill in order to expedite ite paeeage and 

not to oo•plioate \be iaauee wb1oh it i nYol•••• 'but tbe:r 

abould 'be taken up 71\ thia tall . In addition to cor­

recting the taulte in our tax 1truo\ure, 1t Will agaiD 

'be neoea1ar:r in the light or the preaent progra~~ tor 

detenae expenditures and the threat or intla\ion to 

i nortall t'urtber the re•enue power ot the tax a:rete11 

either late thia :rear or earlJ next rear. 

rroa praaent ind1oat1ona, it the control aeaaurea 

which I haYe aent1oned are placed into operation, and 

i t the \ax 'bill 1a proaptl:r paaaad pr oYiding not leaa 

than 13•5 'billion Of naw rtYenue, it il IIJ hope that 

the ai tuaUon will reaain tairl:r heal th:r until the earl:r 

date When another tax 'bill dlligned to a'baor'b eu'bltan­

tiall:r aore puroha1ing power oan 'be oon1ider1d and pa11ed. 

Exoeaa prot1te tax. 
Within t he 13·5 'billion rtYenue eoope ot the preaent 

tax 'bill there appear to 'be aeYeral polli'bil1tiea t or 

• 
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dieccurag1ng 1ntlat1onarT price rieea. fbe tirat ot 

theee ie in the field ot exc••• protitl taxation. In 

recent month1 there hae been a noticeable tendenc7 tor 

varioua groupe including bua1ne•• aan, tarmere and 

labor ers, to endeavor to aaoure higher rate1 ot return 

in protita, prices and vag••· Such attorte cannot be 

or1t1o1~ed 1n noraal t1•••· At tbe preeent t1ae, how­

ever, with t .he existing pr .. aur .. tor 1ntlat1on, 

w1daepread ettorta to 1ncrea1a prot1tl, prices, and 

vage1 v111 result not onl7 in larger purcha•1ng power 

and thul lt1ll greater pre1eure on our 11a1ted euppliee 

ot o1v1lian goode, but aleo 1n higher ooeta tor tbe 

detenea program and tor goode which o1v111ane purchaee. 

These higher costa 1n turn nece111tate 1noreaeee 1n 

prioee and the•• 1n turn g1ve r1ae to new daaande tor 

bigb.er wages and b1gber pr1cll. fhe 1piral gou up and 

up. 

It va are to expect to atop or prevent th1e spiral 

we must be able to ehow thoea who receive aodeet in­

oomee troa their labor or their produotion that excessive 

prot1te are not being received b7 gr1at corporations. 

The pre1ent exceea prot1ta tax place• special heav7 

taxee on profit• which are 1n 1xce11 ot the protite re­

oa1ved during the 7ear• prior to the defense prograa. 
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!hie ia all to the good, -- ia indeed eaeential, It ie, 

howeYer, not enough. A corporation aar aake 50 percent 

prorit on ite inYeated capital and not be eubJect to the 

exoeae protite tax it the profit 11 not in exoeae or 

95 percent or ita aYerage protita during the ba11 period 

years 1936 to 1939, Thia baaio weakneaa ia found in the 

preeent law and alao in the bill berore r ou, 

!hie ia not a aatter or atnor 1aportanoe, Sub­

etant1al nuabera or co•pantee are 1n the high-profit 

group, One out or tiYe prorit-aating corporation• vtth 

aeeeta or tl,Ooo,ooo and oYer averaged •ore than 10 per­

cent net inooae on their reported equity capital during 

the yeare 1935 to 193! and one out or twenty-five ooa­

paniea aYeraged aore than JO percent, fheee ooapaniea 

can continue to earn protite at Y1rtuallr thee• rates 

w1 thout paying exoeu pror1te tax under either the pree­

ent law or the C~ttee'• tentative plan. 

Failure to apply exoeaa prorita taxation to aueh 

exoeee prorite ia untortunate alto beoauae or the un­

eYen war in which competing buaioeaeea are attected, 

Oonoerna which baTe been aak1ng high return• 1n the 

baae period rear• are giYen a coapetitiYe advantage 

oYer newly organized conoerna or conoerne which have 

been etruggling to eatablieh the•eelYea, f her Da1 

., •> ") 
,)",). 
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reotiTI tree trom exceaa prctita tax a auoh higher rate 

ot return t han their new and growing ooapetitora. The 

etteot ia to oontira monopol1ee in tbeir control and to 

protect well eatabliahed buaineeaee against coapetition. 

MoreoTer the capacity ot a corporation to pay taxee 

il atteoted by the rate ot ita return on ite inTtetaent. 

Tba highly proeperoua, well eetabl iehed corporation which 

baa been aalt1ng 30, l4o, 50 percent or aore on ita io­

Ttlttd capital baa a auoh larger ability to pay taxee 

than a corporation which bae been earning onl7 J, ~. or 

5 percent on ite i nTeeted capital eTen though tbe dol­

lar 1noomee ot the two oompaniee are tbe eaae. BeaTy 

taxee on bigb ratea or profit will not oauee tbe buei­

neae reoeiTing tbem to be liquidated or discontinued 

tor lack ot a ainiaum neceeaary protit, which aay coeur 

vben heaTY taxea are iapoeed on aeager prot1ta. Appli­

cation to corporation• ot taxation in accordance with 

abil ity to pay calla tor higber tax•• on t be protite ot 

t bo11 corporation• which ban the b1gber rate• or return. 

Detenee exciee tax••· 

In acre noraal tiaee exoiee taxee baTe little to 

reooamend thea except the tact that tbey produce reTenue. 

In a period auoh ae thie, hoveTer, exoi el taxee aay in 

certain oaeea proaote a more poe1t1Te objeot1Te , naatlJ, 

to reduce the deaand ot producer• and oonewsere tor 
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ecarca co .. od1t1aa which ccapeta With tbe detanee 

graa and to abaorb wind-tall prot1te vhiob reeult 

eoaroity or aupplr relatiTe to daaand. 

pro­

troa 

-.­. . . 

The achieTeaent or thie obJeot1Te ie not a eiapla 

matter. It would be unwise to iapoee nwaaroua exoiaa 

taxee at low ratae. The raault would be to clutter up 

the tax •r•t•• while not attaoting the daeired control. 

It 1• not poaeible to handle 1n the eaae aanner all coa­

aod1t1el Which 1t 1a dadrad to tax. Soaa •&7 require 

one lUnd or treataent and othera another lUnd. llenz-­

theleea, the turther uea or exo1ae taxae to d1Tert 

( ooneuapt1on and to reduce wind-tall protite ahould be 

eeriOUilJ cona1dered b7 rour Ooaa1ttee. 

For exaaple, the tax on paeeenger autoaob1lae 

a1ght vall be aade auch higher than the 1 percent adopted 

b7 the Bouaa. The production or paeeenger autoaob1lea 

will undoubtedlr haTe to be greatlJ reetr1ctad . Reduc­

tion• aa great &I one-halt haTe been aentioned. It Will 

be extremely d1tt1cult under euoh oirouaetancea to pre­

Tent retail prioa rieee on autoaobilea. A higb excise 

tax will halp to preTent theta hilher prioea troa giTing 

unwarranted wind-tall proti te to deal era and a1ddleaan. 

Such te.xee will not likelJ 1ncreaee the price• or auto­

aobilea to ooneuaera auoh berond what th•J otherwise 

would be With the r .. triotad auppl7; to the extent the7 
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do inoreaee prioee they vill reduce the need tor ration­

ing purohaeee by ccneuaere. 

Pereonal exeaptione. 

One reature or the bill betore you vh1eh hae re­

ceived leea public attention than it deeervee ie the 

tact that the baee has been broadened to add about 

2,000,000 nev taxpayers. This vae aoooapliahed by be­

ginning the eurtax at the t1rst dollar or aurtax net 

inooae. The 10 percent earned income credit in ettect 

inoreaeee the exemption rroa normal tax. Sino• th1e 

credit 11 not applicable in ocaput1ng the aurtax, the 

bill hae in ertect reduced the exemption or single in­

dividual• by $88, or married oouplee by $222, and or 

married couplee vith 2 children by t)ll. 

In the early etages or thia bill the Treasury 

Departaent took the position that in viev or th1a eub­

etsntial broadening or the base peraonal exeaptiona 

ehould net be rurther levered. Equitable taxation re­

quires that taxes be placed en abilit7o Small ineoaea 

have very little taxpaJing ability, and thia little 1e 

deoreaeed ae the ocst or living riaee, 

Rovever , the threat or rising prioee haa become ao 

great that a change or policY 11 indicated, It the 

coat or living rises eubetantiallY the etteot v1ll be 

to tax aaall inccaea auoh aore than vould an inocae tax 

310 
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at the rates provided in th11 bill , It the direct 

taxation ot theee inccaea will help, as ve believe it 

will, in preventing inflation it will be a great ser­

vice to the very groupe which would bt made newly eubJeot 

to the tax. 

Accordingly, in the light ot the developaente ot 

the paet taw aonthe it ie our reooamendation that the 

pereonal exeaptiona ot both tingle and married persona 

be aubatantia1ly reduced eo that the inooae tax will 

reaoh a auoh larger percentage or the national income 

and will atteot a auoh larger percentage ot the persona 

ot the country then it does at preeent, 

Alternative& to taxation aore oneroua, 

In oloaing ay reaarka I deeire t o point out that 

although thia ie a very heavy tax bill the alternative• 

t o heavy taxation are auoh aore oneroua, R1aing debta 

and rlaing pricea would take auoh or aore avaJ troa 

our people both now and in the tuture than higher taxee 

nov will take, Our deteoae prograa is an abaolute oe­

ceeaity, It auat be paid tor , It ebould be tinall7 

paid tor now 1naotar aa poeeibll, thua reducing the 

neoenity tor higher taxes later when they aar be harder 

to pay and l eal w1lliogl7 paid than now. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION COUFIDEHF:u..t. 

DATE August 4-, 194-1 

To Secretcry J.Iorgenthau 

'"o" Prepttred by: Jl.r. De.g~i t, •tr. l·lUrphy, and Hiss Hichener 

oubject: The Business Sit uation, 
\leek ending August 2 , 1941. 

S=nrx 
(1) Wee~y business i ndexes hnve moved uo t o record high 

levels. The New York Times index in the >:eek- ended July 26 
rose 1 .~ t o 133 ·3• ~nich is 0· 5 above the previous oe~~ reached 
~t t he end of June. During the same week, Bnrron ' a· •~ekly 
i ndex of bus iness activity advanced 1.7 to a new record hi~b 
l't l ll-l . Q. ~ 

( 2) CO IIILIOd1ty prices have continued to move higher. The 
BLS all -oom:nodi ty i ndex in the ~~eek ended July 26 rose 0. 5 to 
ob. b, t hus exceeding the 1937 peak and reaching the highest 
l evel s ince 1930. 

(3) Prevention of price inflation threatens to be a more 
d1ft icul t task than during the last llorld liar period. Wages 
o.nd rood prices hl'.ve been rUin« a t a more r &p1d pnce thnn 
during t he \-/orld \-lar. The t reater scope and speed ot the 
reeroauent program, together with the prospective vast lncreese 
in Gover nment expenditures , are among other factors \:hich ~ 
~te t he oroblem more diff icult thnn in the earlier period. 

(4) The shortage in t he suo~ly of 1ron and s teel scrap 
has beco~e more critical, and threatens to cause a reduction 
ln s teel ooerations. Although the steel oneratlng rate l as t 
\'eek rose to 99 . 6, w1 thin n traction of the peak reached at the 
end ot June, t he rate scheduled tor thio week 1s 1·3 points 
l ower. The OPI-1 baa placed pig iron production under full 
ra tioning control. 

( 5) Our ne~1 orders index 1n t he fourth week 1n ~uly rose 
shtrply to 

8 
record high. Bot h steel and textile orcers 

reached ne,· peak levels. 

- - - - -
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Commodity prices still rising 

The BLS all-commodity inde>: ( nenrly 900 colllLlodi ties} 
continued to adve.nce in the week ended July 26, and reeched 
bo·& -- r figure 0.5 above the previous week and the same 
amou!lt nbove t he 1937 hi gh . As a result the inde>: no>; stands 
at t ne highest l evel s ince 1930, and iA 18. 4 oercent higher 
than in Augus t 1939 , >~hen it stood at 75 .0 . · 

The prioes of both foodstuff s and ra>r industrial mate­
l'i~lo showed further rises in t h e t>1o week s ending August 1. 
(See Chart 1, too section . } Industri el raw materials touched 
net• hie,hs , >ihile foodstuffs aouroached t he peak levelS rea ched 
net.r the end or June. During the tt:o wee:ta mentioned, oar­
ticularly sharp advances occurred in silk , orint cloth and 
cof fee . (See Chart 1 , lo~er section . } Zne ris e i n silk 
or!ceG H I&, of course, due to the crisis in Jaosnese- Aioerican 
r f f t irs , ~hile t he g~in in or1nt cloth orices reflected the 
rais i ng of the price ceilins for that item by OPACS. The 
jumo i n coffee prices wns due t o Brr %11 1 s sta!).,i ng up the 
min i mum export price by about l-3/ 8 cents pe r oound. 

The President ' s message to Congress on price cont rol l es t 
week wre fol loHed by substantial declines in prices of oerte.in 
CO"~' O dities, po.rticularl:r cot ton. Ho~<eve r, a etrone recovery 
oocul'red at the end of t he v1eek when the provisions of t he 
orooosed pri ce leg isla tion beceme kno~m . 

Comonrison of ore sent or ice a i tun ticn wi t l: llorld ;:e.r 

7here is much evidence t o 1ndicete thet t he Job of pre­
venting orice inflnt1on 1n t he -:onthR i Dl!ed1a tely ahee.d will 
be cor~ dlfficult the~ during t he corr ee.,onding oeriod after 
th~ be; i nn in& of the l:orld ·r:ar. Th1C ccncluGlon 1s sug;;ested 
b;: e cooparison of price influences durint the t•·o n!r 
oeriode, 'Whici• inciic~.tet (1 } that th e inflationar y pressur

6
e 

On Ol' iCS8 noH i S a t le&St as frrea t as in the SULlL•Sr Of 191 • 
1\nd. ( 2} t hat rro::t now on t he oressure 1s likely t o increese 
core r ae idly t han i t did a fter t he sum~.er of 1916, since the 
rrmemen t oro~rnm is in a more advanced st&ge, and t t e addi­
t i onol defense exoenditures orojected tor t he i~ed1ate f uture 
ere o! far greetei· magnitude·. Prices in recent mon th~ have 
been ris ing as r noidly as during t he firs t half of 19_6. ( See 
ChP.l't 2 , uoper section.} T'n i s situa tion confirms t he ur!:ient 
need or n completely-pl~nned orice control probr em tor tne 
duration of t he present emergency. 
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(l) \ls _ e soiral ma be dift ioul t t o revent . In view 
of the !'a ;>i u Y rising wage trend, com ined ~11 t rising livin 
cos t e , i t is becoming i ncreasingly evi dent tha t a wage so1ra~ 
m~Y be di ff icult to prevent. Comparable wage data ror th 
1:orld \IP.r are not available, but it 10 or interest tha t a:er ­
P.te hourly earnings ot f actory workers have r1Sen 11} " percent 
since August 1939 . (Lat est. f1~es are tor May .) . , 

Food or1ces , ~1h1ch are by f t<r t he most i moortant item in 
living, oosto( have. risen noticeably faster than during the 
\lorld :lar. See Cllllrt 2, lower section.) The recent sham 
upturn in living coste i s already brinGing further pr essure ror 
1·ese 1noreneee. 

( 2) Product i on restrictions will tend to ralse or i ces 
':'he st:arp rise i n tlorld li'ar prices, which began near the e~d or 
1015 (refer to Ch2rt 2) , start ed shortly before incustrial out-
~ut had r eached its then ~mum. At present, the FRS i ndex 
bee not yet besun to l evel out (soe Chart 3) but output i n a 
n~ber of i mportan t i ndustries (steel, automobiles, textiles) 
has ;>l'Obably alr eady reached ita present limit. The real test 
of t he prioe s t ructure will probably come (as it did dm•ing t he 
·.:or ld ~:er) 11hen tote.l production can be ex!l9ndetl. no further, 
whether due t o lack of nhysical oaoaoi ty, shol'ta~:;es of materials 
and l abOl' , or Government restrictions on 01 vi l1an ~;oode produc t ion. 

(3) Lar e mone sunol steadil r 1o1n · i s a stron lnfla­
tionert inf uenoe . The suool y ot money an deoosite is '00-
t cntia l y a mor e potent infla tionary influence than it was during 
the ::orld :11\r, const1 tuting this yeer rou-illy SO percent of t he 
n~ti,nal income as compared with oerba? S ~0 percent in 1916. 

?he rl' oid increase i n de"'<lsi t e , some>~hat Bit:ll.lar to that 
.:urin.., the -.:orld '.:ar , blves adeeC. ei&n1t1CMCe to t he monPtary 
fl'ctor. Total deoosi ts have increased ct ead1ly si nce the be­
~ln 1n~ of t he war , gaining about ,ll billions over t he 2- year 
~e:- 1od . Durin <- the first year, col d i ::lwrte were largel :r 
res:;>on~ible, wnile during the second yenr t he increase •'as due 
entirely to i ncreased loans and security holdi ngs, reserves 
ac t unlly decreasin~ slightly. 

In t he 1-/orld '.lar period , aa during the present ~.-ar, bank 
lo~ns nnd security holdi ngs in the firot year of the war ex­
'll'ndt>d only moderately . In the second yeer , hot~ever, total 
ban~ hold1ncs of Government ann ot he r aecu~itieo increased 
l ? -5 oercent and total loans increased 13. , percent . 

For the present year , t t e J\me ;o f i ruree for ~11 banks 
~=-e no t vet available _ ;leeklY r e--ort1ng member ban-s i n 101 
l ead1n- ~it1es , however, sho~- an increue in holdings ot 

• 
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Governaent and other eeour1t1es between June 26 l94o and 
June ?5 , 194;, of $2,509 millions or l S . 5 ~erce~t. Tot~l loana 
of these banxa in the same peri od increased by $l,SS9 millions 
or 22 .4 percent. The increases in loans and security hold­
ings of all banks in the United States, however, have been 
substantially lees rapi d than these tor weekly recort1ng mem-
ber banks , according to our estimat es. · 

The greatest increase i n bank leans recently has been in 
t he l onna for commercial , industrial and agricultural cur­
?oses, which are still rising rapidly . (Sse Chart 4, ) These 
ntf ect oomoodl t y pri ces directly, since such l oans are largely 
made for the purpose ot buying goods and materials, 

( 4 ) More concentrated detenae oro rom creates eater 
tnflation~Y .azard. The ryresent e ense orograo ¥-i tend 
t o out a greater strain on prices t han wa s exerted by our 
·.:orld :;ar prog l'Lim, tor a nu:n~er or reasons: 

(a) Greater mec::ctan1zat1on of the Arcy, together 
~r1th the grea t er requi r ement s for a1r!)lanes and ships, 
wi ll out a relatively heavier demand on industri al 
cnnaoity and raw mat erial euppliss than during the 
;·/orld \•iar . \lhi le capac1 ty has be on eX'9anded s i nce t he 
:·:o1•ld l'lar , t he expansion hns been necesci tated by in­
creased consumer requirements . 

(b) Our P.rmament orogrrun 1S getti ng under way 
sooner and more r a!>i dly than durin~>" t he \iorld 1.·a.r. 

(c) The magnitude of the i ncrease in prospective 
ex~enditures i n the present fiscal year contrasts 
carkedly b~th the increase in expenditures during the 
f iscal year 1917 , which would be compnrable in 90int 
of t1~ing . A8a1nst the prospective increase or 
,9 ; bil lions in tot~ expenditures tor t he fiscal 
year 1942 the increase i n 1917 amounted to only 
- 1~ billi~ns . A differe nce i n price l evels has not 
been a factor in this cocpnrison , since eenera l con­
modity prices at the beginning or the t wo fiscal years 
l·:ere at ver y nearly the same levels . 

( 5) Al t hough it has been arb'led that present surpluses 
of l abor and i ndustrial canacity ,wi~~e~~~~ ~~t~r~!;~~1r~iie-
l~r~e ou~oli es of ra~ products , · ~~ll be ot 
t 1on, there i s consi der able doubt1 whe~h~~b~~e~~uld tend t o 
a:1r caterial as sistance . A surp us o 
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prevent inflation (a) it it were etteotive in keeping wages 
down, and thereby preventing the develooment ot a •wage spiral• 
or (b) it it were etteotive in bringing- about an increased oro- ' 
duotion ot those goods tor which prices have tended to rise" 
most strongly, The recent marked increase in both wages and 
prices indicates that the present labor surplus has been or 
minor etteotivenses as an inflation control. 

It our surplus industrial capacity were in industries 
whsre it 1B needed, and it adequate supplies ot materials and 
labor were available , there is no doubt that pri ces could be 
more easil y controlled. But surplus oapaoity in cement , plate 
glass, and bituminous coal, tor example , is or little value 
when the capacity needed to prevent price inflation should be 
in such industries as aluminum, steel, and ah1pbu1ld1ng. 

It is true that the current surpluses or many tsrm 
oroducts would normally tend to hold prices down. Nevertha­
iess , the present inflation move hes been led by tarm and 
food products, largely as a result ot political pressure and 
the Government's food purchasing program. In view of recent 
and pendi ng legislation, there is little prospect that these 
product s will exert any restraining influenoe on the pri ce 
trend in the months ahead, 

l~eekly business indexes higher 

After declining in the early part of July, the New York 
'l'l;nes index or business activity in the tlto weeks ended 
July 26, scored a recovery that carried it above the previous 
oenk figure reached at the end of June. The gain in the 
iateet week amounted to l.S pointe, and advanced t3e index 
t o 133 .3. (See Chart 5, top section.) 

This upward movement was oontirmed by Barron's index ot 
business activity which advanced 1.1 points to a new high at 
141 .0 duri~ the week ending July 26. Barron' s index during 
t he first 4 weeks or July has displayed a stronger and oore 
consistent trend than the Times index, averaging about 2 per­
cent higher than in the previous month, whereas the Times index 
~rae higher b:y a much smaller margin. 

Automobile production still high in July 

One or the raotors which lent strong support to the 
Times business index during July has been a lees tha~ sea­
sonal deol1ne 1n automobile product1~n-d ~~~~o=~etl~ 000 
July 4 holida:y week, pro~uot!~~ ~~~!tn:izeable cut i n o~tput 
units unt1l last week , w en 6 

( t t Chart 5 
carried the weekly figure down to 2,000. Re er 0 • 

• 
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=iddle section.) Since nearly all producers are re~orted to 
bRve wound up output of 1941 model passenger cars, a further 
sharp drop in production i s expected during the current week. 
The outlook for production of 1942 models i s confused due 
to the divergent vie~s of OPM and OPAOS officials reg~ding 
th~ amount of curtailment to be effected in new model production. 

Another factor which contributed t o the rioe in the Times 
index during t he latter part of July was the continued rise 
in electric power output to new record levels. (Refer to 
Chart 5, middle section. ) Raine during the month imoroved 
the poe!tion ot hydroelectric power plant s in the south­
eas tern States, and 1n the latter part of the month subsidi­
aries of t he Common~·ealth and Southern Coroor ation in that 
area l ift ed all restrictions on t he use of el ectric current 
until September 1. 

Freight oarload1ngs also have continued to make a strong 
showing, although they are still slightly below the petL 
reached at t he end ot June even after allo~ance for seasonal 
fact ors . (Refer to Chart 5, lower section.) 

Steel operating r a te near neak 

After the dip in steel operations during the July 4 
holiday week , a rebound occurred 1n ensuing weeks. Ho~~ver, 
the operating rate conti.nued 2 or 3 point e belotr the June 
netL until l ast week, when operations rose 1.7 poi nts to 99 .6 
oercent of oapaoity -- a figure onlr 0. 3 point below the June 
?eak. (See Chart 5· lower section.) This r ate di d not bold, 
ho~ever, and operations for t he current week are scheduled at 
9&. ) percent of capacity. 

Steel scran shortage more critical 

The shortage i n steel scr ap eupnlies , which bas been 
troubling t he steel industry t or some time, is becooing even 
more cri tioal. Public attention was oall ed t o t his situation 
recently when t he Americ2.D Rolling Mill Ccmoany and the 
i.heeling Steel Corooration organized oo~nity drives to c~l­
lect scrap. The l atter company ' s Portsmouth , Ohio •. plant 8 

renorted to have lost about 1,300 t ons of ingot pro~uoti~n 
l ast week due t o l ack ot supplies of t he required t ype o 
scren. Further indications of t he tight~un~l~~!~~!t~~~el 
>:ere given recently by t he President of e 1 : Lackawanna 
Cor por at ion who stated t ha t t he Co~cret1on t by 
plant has n~t been able t o increase ita scr ap inven ory 
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a single t on since t he opening ot t he ehippin~ eeaeon on the 
Gre~t Lakes . Normally t ne plant builds up a large suooly 
ot scrao during the shipping season trom 11ay to October. The 
most serious pinch will come during the winter, when scr ap 
collection i s hindered by unfavorable ltsather. 

During the past lreek the Institute ct Scrao Iron and 
Steel revealed t hat domestic iron and steel acrao consumption 
in t he tirat halt ot t his year reached a new record high 
at 29,700,000 t one -- a f igure 46 percent above the 
correeoonding period last year. 

Lar~e exoansion i n oi~ iron cno~city olanned 

Plana are reoorted to ~ve been ao~roved recently by 
the OP:: tor an initial s>:"!)anaion in pi g iron cnpr_c1ty ot 
6,500,000 t ons -- an increase amountin~ to more t hen 11 per­
cent ot exi s ting capacity . The exoeneion pro&rnn envisages 
the enlarging ot some existing blast furnaces, the rehab1li­
ttot1or. ct at least three others no1· inr otive, and t t e bu1ld­
lng ot 10 new turnnces . The exoaneion progr~m is to be 
t!n~nced by t he Defense Plant Coroora tion end coste are 
ettiml\ ted at bet:·1een $150,000, 000 1>-lld $200 ,000,000. 

Recen t trade reports have continued to stress the tight 
sup""ll y situation oreva1lins in pig iron, and nel\r the end of 
t :1e >•eek the OPH pl aced all pig iron production under tull 
ra tioning control . At t he anne t ime all pig iron producers 
1·ere ordered to set stipulated quanti ties e.side each month 
tor nn emergency pool. ~~reover, all shipments to custo~ere 
cus t be aooroved by t he OPl·i. 

Ue\: orders index at record high 

Our index ot new orders tor t he tourt:t >-eek in July rose 
sharpl y to a. record h.igll. (See Chart 6.) Bot?l s teel and 
textile orders Jum~ed to record levels while orders for 
other oroducts in the aggregate rose moderCLtely • lin: orders 
for steel rose 67 oercent above the previous week and amounted 
to no lees than 205 percent ot capaci ty. 
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TO 

/ 
TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

Secret ary Morgenthau 

Kr. White 

• _, 

OAT& August 4, 19~1 

subject: Ecuador ' s Request tor a Stablli~ation Ored1t. 

1. EcUP.dor has applied for an Export-Impor t l oan to install 
waterworks in Quito and Guayaquil ($6 million), to develop 
agricultural exports ($1 111ll1on per year for 10 years) 
and to eetabl18h an exchange atabiUtation fUnd. 

Finance Minl.ater Illingworth has requested a conference 
'111. th )'ou, presumably to discuss hie etabil1~at1on pro­
poeal. 

2 , Ecuador ' s currency -- the eucre -- is pegged to the dol­
lar by means ot a system ot iaaport permi ta and exchange 
rationing. The retioning has been cautious for a year, 
ao excess gold and foreign exchange reserves of about 
$2.6 million have been built up. Ecuador ' s foreign ex­
change control is similar t o Colombia ' s , but Ecuador has 
not resorted to multiple rates or, ec far as we know, to 
bilateral exchange-clearing. 

J. The Ecuadorean Government has not indicated the s~e of 
th e stabilization credit it coneiders essential. A fUnd 
of $} 111llion, of which we 1111ght 111pply $2 111ll1on, 
should be sufficie nt to ease seasonal or unanticipated 
dollar shortages. 

A atabilhation credit probabl7 should be accompanied by 
a developmental program to improve Ecuador' s lons--run 
agricultural e~ort prospects and hence i:Dprove her balance 
of paymente. 

~. There are eo me ad Terse tao tore wb lob should be considered: 

( o) 

(d) 

Ecuador ' s external debt record is exceedingly poor, 
There has been considerable political instabili t y in 
Ecuador . 
The Central Bank has suffered trom political inter­
terence and trom lack ot cooperation from tbe banking 
OOIDIIIUni ty, 
The long-term capital market - - alwa)'s small -- has 
deteriorated and both the Government and ir.dustry have 
resorted heavily to Central Bank cred1 t. 
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.beriea.a Ellbuo)'' CbUJ>&lcing, China, 'Oia N. R. 

Aucuot 4, 1941 , 9 a ••. 

326 

Tl!& FOLLOWIJiG IS CONFIDENTIAL -- J'OR '!'liE S3Cl!&TA.'!Y or 
'l'liZ 'l'!W.SURr Fl!Dio! :rox. 

"'lbere h no co!apellin& reaoon for im=ediatel)' orpnidng 

board. !'be t'Und (1) h being kept (?) 'b1 Rorn, who •••Jcs 
the ad.'Oica, thraucb Pei, of tho board. At preoent, otepo 

are being taken for t he official orguhiftc In the near 

future. Arrangement. are being lll&do for 20 ,000,000 contri-

blltioo b)' Cbioeoe banko. 

At the preae nt time, Ball- Patch 11 in Bong Kong. He 1a 

rea~ to report to C~king 1f it h nocouaey. How ... er, 

a t preoont, be lo aaa1t t 1ng 1ft obttr-.lnc llcentlnc operation• 

a.ad drafting local re,;W.aUont in Bone JCong. l!e would ll.l:!! 

to co on to She "«hal 1.1> order that bo aicllt oboern condi tlons 

1ft Sban&hai. I aa hadnc ~lor poao word on to Boll-htch 

that Chen th1nlcs well o! hit golnc to Shonchal• (Thh was 

X. P. Chen's aug&et tlon. ) Bownor, Chon bel1 ... eo it would 

be wlot tor Ball-Patch to join the board !lrot !or & abort 

while. 

»u- t o tha lack o! de!1n1to in!orm&tlon In recard t o 

~neral lice no .. • Boo;; Jtonc h apparent!)' con!uood a gree.t 

deal. Tqlor baa been ifttt ructed to __. anilable to 

. ... 
• 
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intoreotod parties co~iea of liconooo tocethor with ! re&aur,y 

ro&Ulo.Uona and encutln order . Inotruet lono h&To aloo 

boon gi't'8n t o CMp'bell and (1) In Bonc Xonc and Locldlart 

to make euch data &Tailablo to t he i ntorootad per sona. 

lt Ia bol i eTed that t h lo will help to rollevo t he con!Uoion 

whi ch oxlata at the preoont time. I haTe not received 

(conf14ont1&111 ) through Teylor copioo of Ch&le and Xetional 

City tolesra=o In r egard to licona l n& and free•! cc. 

Information has been pooled ~ thea fro~ ho~e off1ceo: 

i t e ppeero to be rather con!Ual.nc and confllctlng. Since 

.&.ucuat 1, Bonc Xons baa been in tho oterllns bloc o!flcle.llli· 

'l'bo ordero bol as 1aouod by Hans l!on& h8n merell! been copied 

from Engliah modelt of ouch. There ia vor.y little Brit iah 

i nformation that Ia de! inite which io nTellable i n Hong Kong 

in regard to ! re oz in!l and licenlinc· 'l'hua far, no panic hal 

denloped 1n Hon& Kon&--8 healthy attitude of 'wait and see' 

e ppetu'o to be eaerglng. 

I .., haTin& !11\\'lor :proeeod to Sba.o&)lai (f) l!onc Kong 

ba.nkera, CUJl'bell and Bruin• oeoa to bo clear in ragerd to 

tho general Hcenoea which han boon houad. I .., inat ructln& 

'leT lor to make oure t hat ( ?) they aro undorotoe4 i n Shan!lhai. 

'l'eylor hal aloo bOon aolced to o'boorTI and report on the 

liconoing operat i ons and tho effoeto of auoh. 

Dr. K\lll&. at lilY 0uggoot1on, mot witn the Board on Saturd&¥ 

morni n& end diocuaoed general l!conaoa. treaaur.y rogulationa, and 

o:rocutiTI or dero. .a.t t he J)rtoent t1111o, ho h plo&aed with the 

broad loti tude ,;ranted to tho Chinou Gonrn::or.t and t he 

3~J I 
• 
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Cea.tral Ban1c UDder Ucea. .. 60. Dr. 1w1c ud y, :z. roo are 

particular)¥ ia.tereatod ia. bow a.cb ll<cb&llp tbh will IlSke 

aYai4ble to tho GoYol'Ullent. It h ~ undoratancUng that Dr. 

Kw>c baa decided that he himoelt will handle es.change control 

through one of the Finance Mi n1atry 1 a conoitt eea. (It will 

be nottd t batllia coanittee io the aame ono that handled t ho 

allot 110nt of foreign excbe.nga before.) 

111tb regard to tho report of June 10, 1941 on the general 

eeono•ic eoa.d1t1ona of Chia.a, which .bbaaaador baa Juot caada 

anilable, it will take t11oe to atuey aucb. Of couroe, t.loo 

report .. at be read in tho Upt of tho fact that Franklin Ro 

(althOU"'h brilliant end well known aa an eeonomht) baa been 

under a cloud recent)¥. Re waa forced t o reo!gn hh post aa 

Vice 111a.1oter of Econooiea in 1940. Thh wao dono after bh 

whole ataff bad been arrested and accuaod of irregularity in 

t ho handling of J»blie tunda. !Ia h Yirtual)¥ under aur.-oUlanco 

and cuatod1 altho"&h be h in actiYO cbargt of Nonlcai Institute of 

Ecoooelee at the present time. 

You will be intereated to ltarn that, i n thh connection, 

(T) baa already reeel•ed (1) rerortt fro= econo~iata oa. the 

ecoa.oaic problooo of Chioa and their rtc....,ondationo end 

ouggoationa aa well. Wi t h tho appro•al of Chairaan Chen, I 

will b&vo a oet prepared for you aa ooon aa I can oecuro 

ottnographic asaiotsoco. 
In the moant101o, I ahall forward those 

(1) lt baa prepared already. Iaprovtaant ia. t~~ banking yyot•• 

• 
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(t) (t) baa be aD atroaoad b7 -· l hUe I wa.o 1n Sh&Dghai . 

thio woo aloo t ho conclution of t he CDinooe mtmboro of tho 

Board who wore touring Chineae cit itt. 

Would it be possible for us to recoiYo tome &oa iatance 

for a fow weeka fro1:1 aome Treaaury e~rt who might be among 

t ho"' :per aona coming to llanila in connection with fre ezing? 

At t hio ot~ of con1'~sion and uncertainty ouch uoht ance 

woul~ be of great help. • 

Thlo 1o t he end of tho =-••are· 
GAUSS 
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'l't i nct ao via r: . !l.. 

Dated AU!Uot 4, 1941, 

nee' u 8: ea a.o. 

Secretary of St ate, 

Washingt on. 

51 , August 4, 9 a..~. 

rollo;1~~ tor the secretary !roo the Aoerlean 

Che.obe:- c f C~""'o:-ce To!ngtao "it: connection with Ja:paneae 

action of int e rfering with Americ:MI rit;llto In China we 

reoort the follo,.lng: (one) All gaeollne and oil stocks 

beloncing to American I!n:o froun an<\ under j;U4r d of 

the Ja~aneae gendarmerie ~ho forbid oaloa or dellverioa. 

No etocka ere thus Available tor retail cona~era wtth 

re.ulant 1ncon•enience to Acerieen reeidenta and bualne•s 

con in t~e conduct of t~eir buoinooo. 

(Two) Intimidation ~f Chineoo throuC-' their Cl>B::ber 

of Com:erce with instruction• forbidding aale or food 

product• and &11 o.ther t:-a~aactlono oxceedln& In value 

twenty local dollar• (whleh 11 the equhalent of e.,.. 

proximately two United St&toa dollara) to American 

nationals, as well &s ordera for the cancellat!o~ of 

Alllerice.n 1naure.nce -ool1c1ee . 
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(three) Coal ~linrleo oftlolal)¥ or~recl otOJ>!"'cl 

to American cltl•ono. 

(J'ou.r) AmlrleaD Reel Crooo rutne ReHor orackd 

whoet for International Relief Aooocla tlon Refugee Dlo­

trlbutlon froaen ln Chine'" 01n1ed werlho\1.11 :prnention 

urrent relief work. 

(J'ln) .Ul American exyor to and Ul])orto oto~d. 

(Six) Penaito tor trnel lo' roil or tteOQer QOit 

diftleult to obtoin and on}¥ houacl l n rete lnotancecl. 

(SeTon) Funds needed fro• frooo" dopoolto t o 

moot payrollo bi\Tt thuo far been rotuaocl. 

(Eight) All mall tor AIDerlcano delayed and censored 

lo' loe&l Japanese milltnr t authorltleo and all ~reela 

arrlvint; for AIDer1eaDo be i ng datained, 

We otrongly urge t hct ~edlato atrons retalietory 

action be talatn agalnot Jepe.n.• Soot to the Dep&rt.,ent, 

repaoted to Peiping Chungking and S!IOJ>O>&l. 

l!EYiRS. 

DJD 

36 :>" 
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Stcrttary of State, 

Washi ngton. 

3063, August 4 , 11 a .m. 

GRAY 

Berlin 

Dll ted 

Reo ' d 

lHl8 

Aug. 4, 1941 

9:30 o. . m •• 5th 

An article by State Seorttary Reinhardt of the 

Finance Ministry published in the DEUTSCHSTEUER 

ZEITUNG reveals thllt tax retrtnohts in the first quar­

ter of the present fiscal ytnr (April to June ) odds 

7175 . 7 milli on mar ks as compared with 6067. 3 rei llion 

las t in the corrt3ponding quarter of th£ previous 

year. On the basis of this totcl increase of mort 

than one billion marks over the first qQ~rtcr of the 

previous fiscal year the rate of which i s expected to 
i\tinhllrdt 

be a t least maintained during thE res t of the ycarjhas 

revistd h i s estimate of th£ total 1941- 42 tllx rcvcnuc 

from thirty billion t o over thirty billi on marks . 

In the some cr tic l £ Reinhardt also denied a num-

bcr of rumor s which have been circulating concerning 

war tim£ tax increases by mnking a flnt stattmtnt that 

there will be no 1ncrc ~.s £ in property tc.xcs , no war 

ourtax on property taxes , no capital levy, no confi s -

cati on 

368 
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cation of savings dEposits and no incrEasE in inhtrit­

onot taxEs or rEstrictions on inhtritancts. HE statEd 

that thE Empho.sis in GErman financing would continuE to 

bt placEd on incomE and turnovEr t~ts . 

INFORM COMMERCE AtiD TREASURY. 

LtORRIS 

WSB 

369 
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no. : 

~erieen Ler~tion , C~iro , ~t. 

Aug110t l~, 1')41 5 p . m. 

1076 . 

STRI CTLY CO!l?IDI:l~!AL 

There are being prenr.red t ho liau of locel <Ter:W> , 

Itnli 2n P~d Ja~e~ese fir~a renueeted i n t~e D~~rt~ent'a 

cir culrr t elegrem of July 24. 

k:eri cen. ou" :;>].i cr t l'.r• rAY hi~~ locd ilrlor te~n t4t 

the l a tter l:llle t !'rcovid• inf or::aUon concern~.:~<: t;,eir 

n.a t1onnl.1ty Md the nati onal i ty or otl.er loc&l firt:il for 

wbotn t:tey n.re ob t ai ni nr aum>liec: thr t the Ao:eri c"" 

aun!'liera o t!lcrvise will oe uno 'ole to bool: the ir or <: ere 

or t o obt Ain e>qlort liee:ue in cneea ,,,here t!' r ~:-:port 

license c:te t en governs . 

It b aue;;ested. t i'.E.t i n or~fr to ovoid un.~ecoou.ry 

l i ats arr i ves i n :."ashi ::t~;ton t . ..rt t=er~ be coc.::unic:> tel to 

cerni~b f ire s ~ow doing Ous1neea in th1a C#rket uit~ the 

t o dhres;rr d if possible t.t leaot f or the .,re rent the 

nationolity 0 uest1on concerninc the i rrr>?rtin& firn 11he~ 

~ac rin& u•JOn reouea t s oricine tinc in thh I:Ol'rr.e t for 

t :mort license. 

(One) ~cart have been cecueatr~ted ~l nJn-~evi Sb 
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Oenaan end Italian firma 1.11 F.g)-pt end ~ . .. !11"1110 which 

ot1ll operate are controlled 'by tlle GonrtllOent authorH1eo 

here. In t he Cairo consular dhtr1ot onl)' tour ouch f1mo 

et1ll en~ 111 'bus1neoo with the United St~tee, those 

t 1rme 'be1n&l A. Buccellett1, F. R&tell1 Oils, Eg1tiofoP., 

end R. A. No•ell1. 

(Two) A considerable nunber of Oerun, Jewiob, Italbll 

flmo are aUll 4ll1.1l& bua1neoo with tho United Statu but 

oo hr aa the l:;:n>t1&11 e.utlaor1t111 lmov, &114 eo fer ao h 

known 'b;y tbh Legation &lid th~ Br1 Uoh l:lmbuo:r, otroag 

pro~All;r o;rm:;>c.tbtu ere bold 'b;y all ~eoe !1mo. 

(!hree) llo Japenue 1'1rJOt do buo1neao \11th America. 

(Four) No .&mer1cu 1'1rmo 1n lJ&ypt are la10vn or 

euo,ec t od to hold pr o-AY.io Y1evo b;y th1o Le~at1on. 

DCA:G!iX:JBJ 
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TREASURY DEPARTMENT 

INTmt.OI'I'IC& COMMUNICATION 

To 8tc,..t..,. llorpaU. 

3?2 

CONFIDENTIAL 
llochto,..d otorlioc tr&Doactiono ot tho ro-rti •--~ ,. DC """"'" wero u followll 

Sold to eo-rch.l concor111 
Purcbaood frao co .. orciol concorno 

Open .... lr:ot otorlioe " " =cllaDcod at 4.03-1/2. 
act.toce. 

£:Sl,OOO 
I! 9,000 

!horo wore n.o reporwd tr&lll• 

In ..., T orlr, clooill£ quotationo for t ho forol.p eurrencloo llotod below wore 
u follooro l 

C•necHan dollar 
.t.rcentine p .. o (froo) 
Brao111an a1lro1o (froo) 
U~an pooo (froo) 
Coloabian pooo 
llaxiean pooo 
Cuban pooo 

11-1/4~ 41ocount 
.2380 
.0!505 
.4380 
.5800 
.2070 
1-l/16~ diocouot 

Tbero ,.,.. no cold tr&DO&Ctiono conauaatod by ua todq. 

Ao todal wao a holia.;r 1D London thoro ,.,.. no prlcoo find for o11Tor 1D that 

cit)'. 

Tho froaoury ' o ~halo prlco tor forol.p oil"r "" UDchoocOd at 35;. llanciJ 
and s..r.an•o oottloaont price tor to,..ip oil,..r wu aloo UDclw\cOd at 34-3/ 4,1. 

lo adA two plll'chaooo of oll.,.r ... lllltiDC to 429,!500 OUDcOO UDder tho SUnr 
Purehuo Act. ot thio aaOUDt, 200,000 ouncoo roprooontod doaootic 1D"ntor.r tor 
opot 4111.,.1'7, and 229,!500 OUDCOO conohtod of now production for torward doll,..r,r. 

Tho rodoral lloool"n J!ank' o report Of Juq 30, llotiOC dopooito of banJca iD 
.bia with tho lin Torlc acencioo of Japo~~ooo bolllca, ohowod tha t ouch dopoolto totalod 
$59,120,000, an 1Dcroaoo of $3,355,000 olnco .Tul,y 23. lloot o! tho chaocl 1D dopooUo 
took place o

11 
tho boolco of t ho Tolcohaaa Spocio Bank' o !low York ~ODC7· Tho latter'• 

pr1Dc1]'&l dollar 11ab111t1oo to ud dollar olaiao oo Japo~~oae banlca 111 Ado otood u 

followo on Juq 301 

• 
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Jul,r 30 

L1ab111t 1etl ~pooito tor JapaD and WaDchuria ••. •. .••••••• $44,044,000 
r Depoaita for Chtaa •. •• ....• •.•..••••••••••.. • 9,968,000 

3?3 

+ $4,119,000 
36'1 ,000 

• 1 U.S. !r .... Billa, co ... paper, etc •.. • •..•.• 20,?93,000 

Clatooo 
• 

I LoaD I •.••••• • . .. ..••• ...•. , ••••••.•.•••• •. ..• $22, .201, 000 

- 4,93'7,000 ' j 

1 Otbar- .. 1n11 Jap. tooport billo ••••. ••.••••• 7,583,000 
+ $3,1128 ,000 
+ 747 ,000 

J'rom tbo cbancoo lilted abo.,.. it 1o apparent tbat dAipooito duri.ng tbe week incroaoed 
at loaot $8,!165,000 ot wbicb $4,446,000 were paicl out, 

.. ~ONFIDENTIAL 

I 
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IRITIIH UIBAIIY, 

WAIHIMCTOM. 

374 

Secret and Personal. August 4th 1941. 

Dear Mr. Secretary, 

I enclose herein tor your 

personal and secret intormation a 

copy ot the latest report receiTed 

trom London on the military situation. 

Believe me, 

Dear Mr. Secretary, 

Very sincerely yours , 

The Honour able 

Henry h!orgenthau Jr., 

United States Treasury, 

Washington , D. C. 

~ 

• 
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l &CO toa aurohm t al1lp ott eat oooot. o f ·•v41Diao 

aha ' ... arw~. bolllbe4 ti'hft a t • orb cope 

4ep t.b b ut. no only 4enesee. !.ow m u"" 111 ouhori 

bouad ~1bral t.ar oooYOJ re o rte4 ett...oko<l eat or 

J~Ola 9 abl pa br.Ye be t· II a Ilk tJu t. ~ot.al t O<lJUil!e 

OD.ly ' " • 2110 • ~ or tbeH eb l pe luld N. r er.cly 

be@ 4o t oehe4 . 

2 o o.,rmru~ alaill .,.,,.,.,.,,. tnn n t.tcck o.n «at 

oooet. oOD'foy ·~at I.M r .. lt oot.lo . 1'1'10 utt ooke by 

a! reran l or 'flldoh llhot. dOIQI . 01.0 1 Ct<DU!Btlea 

r e aort.e4 1 llrit.lub "hlp 1 0111, t una <1111'1• r ed l 'I Mill' 

mleao 

:~. l n •Uf)lat ;)Jld 0 o:.e l • lr : or" eenlt • l t.b 

torpe4o tully l n4eo tltllllf>r eotl" t.o4 2 ,1.011 t.oou 

ott Cllt.ellclo oiiJ'Ohent 'feaaol eut1J!Gt.e4 l 0v(;l.o 

t.ona at.te ekll4 art : o~ 11 1prue« 4tw~ece4 by ncar 

llllee 118 tho crcm r bM40ned ahl p , Otr !len llaldar 

eu:ll111er y 'feuol ont1nut e4 o t l! , l0\1 tuna hit e an 

on t l r o .,4 lett a1nlt1ng , f l r,htor r o.........S r o ort 

&II o t t nok OD - Doll I. ofr I horbourl) l'oh ldl \'fiB loft 

e~• e ll •.Jii!l'lat. l ot. three •lenhet.. WII Ue 

ettaak1JI4 elllppJ.Da LeJipiHI\Iaa barbour ololA hlt.o 

1o ae roh•t elllpa or 3 0•·< I. I.~ no each, 

6. .leDIDCir l " eUeolo.od l flht ot usuat lot -

U£Uot Did ty g ~~~_, etrcr~ rt. . l lnu o.l14 bo•ba 

rot • 

..; 

0 
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1. •••s of Atfte5 Qlf• 

stroq fbree of o'fer P.OO bcxlbere 

deiiPa tbbed to Oer~J• I o<l l w Might 11t.toaka 

a ade OD Hellb\U'So !.1al end Derl ln. 

6. Ru•ei•• 
1'16ht1118 cont lnuna atonia .QOlenalt 

oJid '-1n aeotora 11\d no GemM prosrera 

t oworcla lie'f 1teelt. 'J.'o 6ou t.h SOilllll progreea 

towerda t.h e Dnieper. ll i'fer not ynt r et chad. 

ntrtber South ~el'NJ\ ol.t noka lout h O:nAt ,· r rda 

ar.ninat at r oll8 HuaolM redawnce. 
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MILl~ INTELLIGENCE DlVISlOi 
VAll DEP.ARTJ-l!:!l'r 

Yuhington, 41Jcuat 4, 1941 

'l'E!I'U/I'IVZ LESSOIS l!ULLi'l'DI 
i o. 140 

G-2/2657-235 

The information contained in thie teriet of bulletint 
will be r•etr1cted to 1te~o fro~ official oourcea Which are 
reaeonably confirmed. The leotont neceooarily are tent atiTe 
and 1n no aenaa mature ttudiet. 

Tbio document io being sivon an ~ro•ed diatribution, 
and no additional copieo are avftilable in the Military lntel­
l i senco Division. Por provioiono 1overning ito reproduction, 
1 1e Letter TAG 350.05 (9-19-40) M-&-K. 

ZMPLOYI!E!IT OF Oljil!lA.AJi PlOl!EERS 

SOVliOE 

Tho notoa contained in t hi o bull etin are baaed u~on a 
r eport eubmitted on ~~ 10, 1941 ~ an American official obeerver 
in llerlln. 

Other bulletin• haTe been ,ubliohed f~oa tioe to time 
on t he operations pnd om:>loyment of tho Geru.n ~ioneero. 'l'hio 
one ia oubmittod in the bo'e thtt it will give & oore general 
picture of the v03 in Ybicb the GerDNI& have orpnhed thil 
hi&hlJ' effective arm. 

1. 

"'· 

-1-
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RESTRJCfill 

l. OMW, 

Tbe 'book , hi ~ UlD Bu.t, mek" the following statement 
or the mission of German pioneera: 

"Before reaching the 'battlefield, and op the battlefield 
the :>ioneera must increpae the mobility of our own unito and' 
binder and cri:>ple the mobility of «ne~ unite: they must 
break down the eno=1 detente and aaaiat our own units to ~~ 
vance. 

01'bay shall increaae the !)Over ot our alii! de!en.se and 
veaken the one=1 attack, ~md tbe:r abe.ll contrilnlte to dechive 
Yictory.• 

Tbe German al.l1 tary machine 11 intricate. Ito J~~&ey :>artl 

3i'B 

are the various arms and service•, which haYe been taught to co­
operate unoelfiob.ly for the common r.ood. Tbe infantry is atill 
recognized as the moot important part in t:>ite of the spectacular 
employment of, and the result• e.chieved by, new Bl'CIG and wea:pona, 
particularly those in the field of aviation and motors: in fact, theae 
new methode have 'been utilized to aoaiat tho infantry to acco~lish 
ita miaaion - in reality the miaoion of the whole force ~ more 
quickly and conoequent~v with fewer loooeo. 

In the Nazi war machine, pi oneer• cay be likened to lubri­
cating elements: they aeaiat in otarting the &rMT, and once it ia 
atarted, they keep it in aotion at top apeed without friction. 

During the World Var period, eng1neara were employed in the 
rear part of the coobat area, vhore they once«ed i n con'bat only 
during emergencies. liov German ' ioneera are placed 1\t t he very front, 
vhere they are forced to engage in combat, aomett=es under Yery 
difficult ·conditione, in order to clear the ve¥ tor infantry and 
other aros The uresent rear area tunctlono are perforoed b7 opocial 
pioneer uni ta 11k~ the construction 11ioneera and the Organizotign 
~. the road specialists. 

:rrom tho Poliah CMI!Iai&n, the Oermnna harned thnt roeda -
motor highwe¥8 ~ are the moat vital communication arteriee, and 
not rrllroeds. Re!'air end Dlaintenance of roada was eo vi tal that 
Herr Todt Ino~ector of Roads in Oar~. Wtt directed to fora a 
opeoial ~It, called the Organho.tion ~. to perforc these i,_ 
portnnt dut1ee. Tbio grou:> io co~oed or apocil\liota and laborer• 
vbo repair, construct, and mdnte.in rol\41 aDd bridges in the roar 

Regraded Unclassified



\ . 

( 

c 

(_ 

an4 well into the coabat zone. Tbeee men are alto uaod on other 
a. aicnmentt in conjunction with other unite, ror ex•n,le they m&7 
be e=Ploye4 on construction Jobo vith tho conatruction ~ioneera or 
on fortific~tiono work with fortification pionoora. Th~ reader' will 
note in thie review that there it no mention of roade , nor io road 
work lioted under t he trainins of the Gor~~ pioneer. 

379 

In accordance with the principle• of training in the Ger~an 
Ar~ . tully ninety percent of pioneer ioatruction io center ed on 
attack functions. The Germen ' ioneer it alwayo to the front in 
atreogth during the attack. Gre~t etreee io laid on ~ioneor reconnaio­
eanco, t.l\4 maximw:~ uee 1e ude of locally av~lable mean• to anht 
co~bat armt to continue their advance, Pioneer equi,ment ia uoed 
when local aeana are not aYP.ile.ble, Conotruction en«ineero and t ho 
Ot«MhaUon ~ follow bl,.,diatoly behind tho co,bat elemento and 
Just ahead of the ser'Vice alementa; they r .,lece, or reinforce hetty 
pioneer conatruction and reload tho reple.ce4 pioneer equip:ont -
ouch ,... pontoon 8lld intl8ted boa t bridcet - on pioneer train• an4 
eond it on the front , This leap-!rol&inc procoeo oakee it poaaible 
to utilize the adaptable pioneer e~uipment ooveral timet to good 
advanta&e. 

Combat pioneers ere used advmtogeouely in defense to place 
obo tnclea and mines on the front ~d flank e. They thus reduce the 
aite of t he infantry that must be kept in reserve , or enhance tho 
value of it an4 gain more time for defense by hindering the enemy 
o-per8t1one. 

Storm 'ioneers are ai~ly ordinArY pioneers trained tor a 
opecial e.aoault assig=ent Uli:e the r.ttack on fort ;;ben llaael an4 
the Ma«inot Line. 

2. COICGN'l' 

The 100deru Gernan concept of war doee not contO:!Pl&te t he 
frontal contact of large bodiet of troopo . On the contrary , tro~n­
doua yreuure 1o a=li•d at certain 90into to force a breektbrougb: 
then long fingers ~~ penetration, protected by aviation, reach far 
into enemy territory to aeize vitol t errain obJective•. destroy 
enemy co~icatlona, and divide enemy force• into amall parte which 
ere tbln' 4oetroyed consecutively and indivUuolly with overwhelming 
ouperiority. 

on the ti~ of each of theoe long finger• of penetrati on it 
an a4vance toac which, in noraal terrain like thet of ~ance, io 
composed of aviation, ~anzer, motori:e~linf~~t~~t~! ~o~:;r and the 
element• I n mountainous terr&in, 1 fll u 1 d Ballcena • . thia ad:vsnee team coneiata of e.v1e.t1on, panser, motor ze 

R!:STRICTil) 
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un1 tt, eountain t r oops d i 
t
he -• t ' an P oneero. In either cue the oiao1on of 

OQvance eam io to ~rovide for the i t ' of the foot intent- whl h un n erruJ)ted foNard CIOnment ·• c marchoo 81 ra,idly ao poaaible behind it, 

These t eams have been 10 oucceootul in thei r o,.rAtiono to 
date that the loaaea au!fered b1 tho mao • ot GermAn forces have 
been relat ivel1 smell , 

In their texts, the Gerel\l\o eJIIPhaoho aurvriae aa the moot 
important princiJ)le of war. Tho1 1&1 that surpri~e ia accocolishod 
a>ainl1 b1 secre01 and deception and 1peed of execution. The. tunction 
of the Ger=•~ 'ioneer in the realisation of thil concept is to con­
tri buto in ever1 !>0Bo1 ble "&1 to tho &cCO"'!'lilh:>ent of an ope.ration 
in the lhorteot ponible tioe, Speed 11 tho ke111ote, ~~nd all of 
b11 offenoive training 1a directed tovardo it, 

Balically, the Gerw.n !)ioneer 11 trained as an infADtey 
ooldier, Since nearly all of hio function• involve comb~t, tb11 
training il eooentiel. It give• h1• An op~reciation of the i~ortant 
role ) 1&1ed by the baaic brr.nch , the infADtey , and it develo~o- in 
hie the discipline which the Gero•n conoidorl essential. · 

Anothe r doctrine of tho Ger~rn ArJ11, the iinbeit principle, 
i• o! great importance. Thie prineiJ)le, briefly, utili ze• a 11atem 
of identical cello, or units. These unite are cl aaaified according 
to the branch or service to vhich thi1 are to be attecbed, and the 
training , organhation, N'l!ll , and e((uipment of all units under an1 
one particular claeeificetion IIJ'e exact11 the oame. !lot only are 
the1 identical in the individual branchea, but in III8DY inatenceo 
the1 aro identical• thro""'out the oentce, except that a :oart of 
tho bade tra.in104; of tho peroonnel of each unit bu been in the 
branch to which thP.t unit hao been ort;aaicall)' attp,ched. I!e1ond 
tbo buic stat;e, the trtinint; 11 apeeialilld, and the oen bec01111 
opecial11h 1\t particul..r taol<o. '!'he ed.vantat;es in thi• 17stem are 
obv1oua; a cavalry comnM.der vho 11 abort one cave.lry telephone 
unlt ~ borrov a telephone unlt f'roQ tho tleld ..rUlleey, kDovln& 
beforehand the size of t he unit end t bl\t it• e((uipoent ~i11 Q&tch 
his own: or the ne>' co......,der of a campa.it;n, when hla m1as1on baa 
been aooigned and bit unite allotted, may ohi!t theoe unit• to 
~ot his neede , without injurins or olovlnc up the ort;aaization of 
~11force. In other vordo , the iinboit principle onvieageo several 
1imple pi ecee of machineey , who•• part • ArO interchongeablo and 

•While the uni t s ma¥ vary in ei•o according to the roctuiremento 
of the force to which tbe1 are a t tached, tho7 are i dentical in t hat 
their coeponenta are elwaye pro,ort ionate. 
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vhooe o~eratlon la not i~)&ired by • eonotont Jucglin& of the ~erto 
Tbio oame doctrine io followed by tho Germpn Pioneers. They r~cognise 
that it is imoosolble to give a proo,ectivo ooldior hla basic tr&in­
ln& and wi t hout nore moke of hi~ n demolition e~ert, a water croao­
in& o~ort, a fortification opecialiot , et c , Accordingly , they 
•~)loy the Einhelt ayatem and give the ooldler, aft er bia basic in­
flllltr:r instruction, trt>.lnlng ao somo ldnd of a a:>ecie11ot. 'I'be 
baaic unit for thio apecit.llled inotn\ctlon 1o believed to be tho bat­
telion. 

The following are ooco of the different branches of 
o,eei r lized instruction end trrinlng for :>ioneers: 

a. Infantry co~bet service - orconic ~ioneer battalion• in 
divisions: 

b. Storn troo' coQbct oervlee ~itb o~ecial combat equl,cent 
of the pioneers - epoeiel aooftUlt unit•: 

c. Obstruction service - conatructlon of obstacles of ell kinda: 
trt.lning in hMdl1ng of eX!)lot1 vos And olneo, and in use 
of electric aows rnd boring oqui:>ment: 

d . Combat a t rivers service - handling tnd use of rt~t• and 
otorm boats in every kind of onga«enent, in attack as well 
1\B in defense; crossing water under all condi tions , durinG 
... u ki nds of 11eather, at nicbt , in heavy \find, rain, leo 
and snow: 

e . Construction of militery bridctl aervico - handling of 
militery ;ridge e~ul:>oent in ollitory bridge and ferry 
construction; croaalnc ~ater 1~ rowboata ~ith outboard 
cotors end in cotorboato: 

f. ~rgeney bridge construction aer•ice 
a~ll ? lank brid4;es, au,.eretructurea, 
bridgee, ~•ing ~terlal at ~and: 

- ~re~eration of 
and all kinds of 

Field for tifications oervice - eonotructlon of defense 
lnett.llatlono of ~11 kinde, l)nrticul arly di fficult con­
atruetion taake, such A& excavttinG for dee? set, bull et­
'!)roof cellar•, and !)reparin& houses t.nd vllleges for 
defenoe . 

The conetr.lCtion \>ioneer• conetlt\l.te fiJ s!)ecie.l. brMch of 
the pi.oneero >~hieb ia :nainly concerned "ith construction "ork, lld 
The build road&, rot~ nets , &n4 bridget, •~d they re:>air or rebu 
tho~e ~od or destrored br tbe ene~, or ttoee lnede~uate for 

--''----------- - - ---- - -----
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~11 taey uoea, They a.loo coutruct ,ooi t1ono and rear area eo-
abliahmonta , Socetimos tho 1241 Orc&nization oporatea wi th aDd 

under tho construction pionoero, ~~t cenera.lly that organization 
fol lovo up t he conatruction pioneero, tekinc over their operotion 
areao and permi tting them to follow cloaely the advance of the 
combat forcea. For communicationa, therefore, three general 
aphereo of operation are handled by t hroe different echelons· 
tho combat or organic pioneoro are out in front ; the conatru~tion 
pionooro are behind the combat element s and ueually just ahead of 
tho service el ements; ~~d t ho Orgnnizatign f2d1 ia on hand for all 
roar area and zone of interior operationa. 

At the beginning of t ho war t he conatruction ~ioneers wore 
developed mainly frog the & boitadiepat. • Th01 are f~rced into 
three typeo of battalions; conatruction battalions, r oad batta.liona, 
and brid4;e battalion•. 

I n addition to regular combat pioneer• and construction 
pioneera , there are two other t ypea of apecia.liats whose emplo~nt 
11 oelf-oxplanator:r. These men ue kno"" 111 fortificat ion 11ioneora 
and raUva.v :!)ioneers. • 

382 

Germany bas two ;:>ioneer echoola at which are tra.ined tho 
officer• and noncommissioned officera o£ the combat aDd conatruction 
pioneer s. At Pioneer School I, which 1e located at Berlin, Karlahorst, 
tactica and fortification instruction are gi•en. Great emphasis ia 
placed on the part p ioneers muot pl ay in working with other brPnchea 
of tho aervicee . The studenta are :rounc pioneer officers who have 
alr eady had aome experience. In Pioneer School I, there ie also a 
apocial courae of several yeare duration which is designed t o trai n 
admi niatr atore for the fortification pioneer • . 

Pioneer School II, a t Doaaau-Rooalau, trains officer• and 
noncoamiaaioned officera in coabftt functiona, It also is uaod aa 
the ~ioneer ?ro.tng ground ~here nov .. thode end tactics are t r ied -
the modernized version of ra~ld river croaalnga , and the reduetlon 
of fortl!lcations , were develo!>ed there. At Deaeau-Roasl au, senior 
cadoto ere trained p~d exami ned for their co~iaeions , and technical 
adminiotrators and pioneer oaintonanct a:!)ocialists are inst ructed. 
Theao latter specialists are concerned with tho care and maintenance 
of vca~ns tools motor tre~eport~tion, ' ioneor oachinea of al l t1Pea, 
and ,p~ciai fighting equipment. They are oel ect od fro~ noncocmia­
sioned officers on duty in t he combat unito or in the training courae 
at t ho ochool. 

• The OeriD&Il Labor CorP• ••bleb 1o 11r>1lo.r to our c.c.c. 
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At a amall ochool for rAllY~¥ pioneero at Juratenvalde, 
near Berlin, atudenta receive olleeial 1netruct1on ln the conatruction 
ot ra11w11 bridgeo and heavy hiihv~ bridget . 

In eonclualon it m11 be otated that the German ~ioneer 
branch la & aeriea of groupo of ''ec1Aliota who are trained to do 
acme function , vell . Thooe grcu'e are joined with other unite to 
form taok forces which have been aoeigned definite miosiona. Their 
com,oaition depends on the needo and the ~eaoo requirsd to ,erform 
the aooigned miasion. 
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No . 458 l:, I. D. , 1'!, D. 12r00 L:., AuQJst 4, 1941 

SITUATIOI: REPORT 

I . E&atern The~tor. 

Groundr Tho Finnish and Lonigr&d fronta &ppear to be 
temporarily stabili&ed, 

A Gorman adYOnce northward and northwestward on a broad 
front into Bsthonia "FI'ears to be in prot;rou. The Go man Bi&}l 
Co::r.and reports the o~ture on Aucuat 2nd of "&bout 10,000 priaonero 
in an area west of Lake Pelpua . " 

Tho Kiev front appeara to be atabili&ed with the Russio.n 
a~ continuing to hold a lar&e bridgehead in front of Kiev on the 
weat bo.nk of the Dnieper, Southeast ot Kiev, German armored toroes 
aupportod by Hungarian motori&ed units roached on July 31st the area 
around Zinoviosk. On that dftY Rusaion units held the city itself. 
On August 4th the Gernan Bir;h CollllliMd reported o. further "deep" 
a4vance of these armored forces. 

384 

To the >:est, northrreat and southwest of Zinoviesk, stronr; 
Russian forces were fichtin& in & h&lt circle -s&inst Axis torcea ad­
vancing from Unan, Balta and Dubassary, 

Airr llo chan;;e in the r;enoral s1 tuation. Gen:.on attacl:s 
oont1nued Oi\J~scow and on co:r:.smicatlonl. ltoseow-Vyasm. 

II. t:estern Thepter. 

Airr German - Ul.nor actirlty only, 

British - On tho ni&ht ot tho 2d- 3d the Britiah 
roawnod their offensive, attaokin& Berlin &nd weatol!lGerman porte . 
Fi&hter sweeps wore alao resumed yesterday, 

III . Mediterranean Theater, 

No important r;round &oti rl ty, lfo more ~.arassine; ro1ds. 
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IADd•, tiled 16145, Aqut 4, 1941. 

1. !r;lu.Jl A1J' .UUrttz "v tile c.t.SuDt.. 

a. llpt ot J!&. 2.-), 'fba follw:ID& mmt on ot \-. ot 

hip ewpl~n 't..bl Dill md>an of ballldiariu ._.. .tu;;at 111*' tile 

at:~ .. u ........... , -.....ra, 60 at 9000, 11M 96 w.v...n.n ,.... 

1Jia·d1u1.•J IIRU., 67 at )900, 11M 48 '-tl-fin,.... illo•t 

1u1.• J 11114 1:1.11, 21 Dill 1000. Iil a.t.blll' ft1Al 'llpoll Bvl1D 4arlJI& 

W.. aipt., 1D 'IMch )6 eUorlft took pert, Iel.liqt.GD baU~n dza;;at 

ffiiJZ' 4000 poaDd ~. 

t:. l!l!l of .a.yut 3. A total of 399 fi&btlll'l -.- a.ploJid 

u tan-a 72 • f..Dt.ero.,Uoa 111 .. 1ou, 236 1D tlla proteoU. of 

1111ppiaa, 22 • .,.oiellllHi- at 69 oa offll>lin patroll. 01>­

fanrUl.l -t.IMr pn•IIDW4 tiM a=.t'DI oat of~. 

•• 111:" ot !!CUt H• ., t .t .... _.. cl18paW .. 

foU..o )9 tl tote~ OODW a\ PnDI<fort, 7 to Cela1.a, -.l )9 

te tote , •• ~ caw. 
2. .,..._ #r AoU!O\tl O'!S 11'1ta1A. 

a. !!If ot !!pt ) 1 lJ roooana'•-• 1oUorott at 10 

~nap t:.tan _.. ~J~Pl~Jid• 

t:. Ht ot upat. H• 'fbi otflll't otlllpl'ial4 tile. use or S 

b b reaw=•t••ao• ain:dft., 10 t1&b~, &all' 1.-1 na,plr .... 

•• 
... -.rur 

l!!il ot ........ 4. Dot~ ... p&trela --~ 

.. .. _. OG'I'illl .. t. .....uta1n - 't..bl4 lor • 

.._ .l'll" ' 
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•· H' et Ml!!t. H• Orw \1M 1ut. c-t. et lrit.ah, 

b-. All• ·-·h•re w llan1oll, eperaU.. a a au~ 1.Doreue4 

aoa1.e \Mil plMe, 

,, A1Nratt. ...... l!t!!rt!d· 

a, lri\iall :U..•, OM "-bar -. -.port.ed .tzo. \1M 

.,..uoaa at t.ba llipt. et Aqu.at. )-4, OM lpit.fin ad it.a pUe\ 

..... l.Mt. .......... ), 

b, .&z1a lAaa•, CID Aqu.at. ), t.ha~a _.. u t.ue-1 

4 ~ •a ad 1 1»-171 u.t. "-• ad 1 *-'109 pnubJ7 4~ 

.t. Fecb 'l'alt -. alAe allott. U. ott 8laa 11M4 b7 a llrit.iala airoratt. 

oat..,..lt.ell tra a abip, 

4, llriU.h .t.1r .t.cUYit.z, ot11ar !haat.wa, 

a, Jlort.h .t.tr1oaa !llaat.ar, Durin& t.he llipt. ot .lu~Ut. w, 
t.ba ~ at. ..,._ ad Rwaklion, Cret.e, were bcee4 bz Welllnct.-8 

cl18pat.ohacl .tzo. IQp\, s.ppu .. ot 1\W. were .. t 011 tire, Durin& t.he 

4q et aaut 2, ID=871a, wit.h tipt.ar aaoort., illt.erc~ llri\iah 

tipt.wa ........ ill prot.eotillc abippinc. Ill t.h1a ~t. it -

.,. .... \IM\ tw:r ID=87•a ad 1 *-'109,.... allot ... ad 1 *-'109 
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